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At the outset I join others in congratulating the director and the chairman for successfully completing 6 years of IRADE. I thank them for inviting me for this panel discussion. I will be speaking on concerns and policy reforms in Indian agriculture.

Concerns in agriculture

Growth of agriculture decelerated from 3.5% from 1981-82 to 1996-97 to around 2% during 1997-98 to 2004-05 although there are signs of improvement in recent years (more than 3.5% in the last three years). Yield growth has also declined. Farmers’ suicides have continued/increased in some states. Farming is becoming a non-viable activity. There are also other problems. Further scope for increase in net sown area is limited. Land degradation in the form of depletion of soil fertility, erosion and, water logging has increased. There has been decline in the surface irrigation expansion rate and reduction in ground water table. exposure of domestic agriculture to international competition, volatility in prices, Increased vulnerability to world commodity prices. Disparities in productivity across regions and crops and between rainfed and irrigated areas increased. Long term factors like steeper decline in per capita land availability and shrinking of farm size are also responsible for the agrarian crisis.

However, there is some dynamism now in agriculture. Agriculture growth in the last three years was nearly 4%. There is some increase in high value agriculture, vertical integration of supply chains and some positive signs on bio technology particularly BT cotton and also some lagging regions like Bihar showing high growth in agriculture.

The Steering Committee report on agriculture for 11th Plan (GOI, 2007a) has identified the possible reasons for deceleration in agriculture since mid-1990s. According to the report, the major sources of agricultural growth are: public and private investment in agriculture and rural infrastructure including irrigation, technological change, diversification of agriculture and fertilizers. It looks like that the progress on all these sources slowed down since mid-1990s.

Because of demographic pressures, there has been significant increase in small and marginal farm holdings. These farmers have to face the challenges of globalization. Risk and uncertainty has also increased as cultivation has spread to marginal lands. The diversification of agriculture also raised concerns on food security.

What are the goals of agricultural development? There are three goals. To achieve 4% growth in agriculture and raise incomes of the farmers. Here challenge is diversification to high value agriculture and rural non-farm by maintaining food security. Foodsecurity does not mean foodgrain security.  Second objective is to sharing growth with small and marginal farmers, lagging regions, women etc. Here focus has to be on lagging regions like Eastern India. Third is to maintain sustainability of agriculture by focusing on environmental concerns.  

Policy Challenges

What are the policy challenges achieving these goals? Both supply side and demand side factors important. On supply side, both price and non-price factors are needed to achieve the goals of agriculture.  We discuss on 6 aspects on supply side : (a) price factors ; (b) investment in infrastructure; (c) land and water management including land issues; (c) inputs including credit and technology; (d) domestic and international trade reforms; (e) diversification, marketing and rural non-farm sector. Institutions are needed in all these aspects.

Price Policy: The major underlying objective of the Indian government’s price policy is to protect both  producers and consumers. We all know that currently, food security system and price policy basically consists of three instruments: procurement prices/minimum support prices, buffer stocks and public distribution system (PDS). 

In recent years, there has been a concern regarding increase in global food prices. Rise in crude oil prices has increased agricultural costs also. Increased use of food crops in bio fuels also pushed up their demand. The USA used 20% of its maize production for bio fuels; Brazil used 50% of sugarcane for bio fuels; and the European Union used 68% of its vegetable oil production for bio fuels. Such large usages, by reducing the availability of these products for food and feed, exerted pressure on prices. Food prices also increased due to low output stocks. International prices of wheat, rice and maize increased significantly in the last two years- in fact there was more than 100 per cent increase in some commodities. This is another challenge for India. 

However, India has done well in protecting the consumers from global food prices. The inflation in food grains was 10% in 2006-07 but 4.7% in 2007-08.  In the last four months also it was between 5 and 6 per cent. Wheat prices were contained in 2007-08 it was only 4%. In the case of rice it was nearly 7% last year and 7 to 9% in the last four months. In the case of pulses, it was 30% in 2006-07, but now it is negative. Only in the case of oilseeds, we have failed to contain inflation. In the case of oilseeds it was 24% last year and 13% in the case of edible oil. Still inflation is quite high in the case of oilseeds and edible oils. 

 Regarding procurement policy, the CACP recommends prices for 25 crops. The Commission takes into several considerations in fixing prices like cost of cultivation, global and domestic prices, demand and supply etc. Generally prices cover the C2 cost and some margin. But in recent years, the Commission has been fixing higher prices almost 40 to 60 per cent above the C2 cost for many crops. This is partly due to global high prices and give remunerative prices. But, giving high prices to wheat clicked last  year. We could procure 22 million tonnes of wheat. May be India helped in containing global prices of wheat. Because if India had entered the market, global prices would have been higher. However, it makes sense to distinguish between minimum support prices and procurement prices. The Commission can recommend  MSP and the Government can compete in the open market with private sector at the time of procurement. However, procurement policy is helping only few crops and few regions.

In the post-reform period, terms of trade increased initially, declined during 1999 to 2004.  It was 106 in 1997-98. In 2006-07 it was only 102.

In the context of globalization, tariff policy becomes important for agricultural commodities. In other words, it is important to monitor exports, imports, global supply and demand and fix tariffs accordingly. There is a need to balance between producer prices and consumer prices by careful calibration of minimum support prices and tariff policy (import duties).

There has been a debate on price vs. non-price factors in the literature. In our view both price and non-price factors are important in raising agricultural production. It is true that studies have shown that aggregate supply response is higher for non-price factors as compared to price factors. However, prices play important role in cropping pattern shifts and also increase in private investments in agriculture. There are some concerns that inflation would increase if minimum support prices are raised. It may be noted that consumer interests can be protected with open market operations and public distribution system. We can not reduce incentives for farmers for the sake of consumers.

Regarding buffer stocks, it is well known, there has been significant fluctuations in the levels of buffer stock. It was over 60 million tonnes in 2002 declined to .. in 2004 and now we have sufficient levels of buffer stock of 36 million tonnes. There is a danger of again accumulation of buffer stock by next year. One can have more efficient buffer stock operations.

On PDS, we know the problems. As identified by various studies, the major deficiencies of the TPDS include: (i) high exclusion and inclusion errors, (ii) non-viability of FPSs, (iii) failure in fulfilling the price stabilization objective, and (iv) leakages. Apart from strengthening PDS, some innovations like food coupons and smart cards can be tried. Bihar is trying food coupons. Some evaluations show that targeting has improved and bogus cards were reduced.

There can be better ways of more efficient food management practices in procurement, buffer stock and PDS. Policy reforms are needed here.

Investments and Subsidies

Investment in irrigation and rural infrastructure is important for agricultural growth. It is known that public investment in agriculture is lower than the requirements needed for achieving 4% growth. subsidies continue to mount, at cost of investment. Public investment declined from 3.4% of agri.GDP in the early 1980s to 1.9% in 2001-03. At the same time subsidies increased from 2.9% to 7.4%. Right now public and private investment is 12% agri. GDP. Estimates show that 16% of investment (both public and private) are needed to get 4% growth in agriculture. Subsidies are crowding out productive investment in rural infrastructure including irrigation and research and extension, roads, markets and communications. Apart from the resource problem, main problem with subsidies is its adverse affect on environment. Subsidies led to highly wasteful use of canal water, ecological degradation from water logging, salinity, pollution, over drawl of ground water

 Land and Water Management (including land issues)

The decline in productivity growth is attributed, inter alia, to deterioration in soil quality and water shortages including ground water depletion. Therefore, land and water management should be given number one priority. Both investment and efficiency in use of water are needed. Investment in irrigation, watershed development and, water conservation by the community are needed under water management. Water use efficiency and Participatory irrigation management are important to have adequate returns to major & medium projects.

Land Issues: Diverting land to SEZs, Tenancy reforms, land rights to tribals and women are some of the issues on land. On land market, the Report of the Steering Committee recommended the following. “Small farmers should be assisted to buy land through the provision of institutional credit, on a long term basis, at a low rate of interest and by reducing stamp duty. At the same time, they should be enabled to enlarge their operational holdings by liberalizing the land lease market. The two major elements of such a reform are: security of tenure for tenants during the period of contract; and the right of the land owner to resume land after the period of contract is over” (Planning Commission, 2007a). Basically, we have to ensure land leasing, create conditions including credit, whereby the poor can access land from those who wish to leave agriculture. 

Agricultural Credit

Farm credit has expanded very significantly in recent years but its outreach has not. The number of credit accounts is declining, particularly small accounts. Promoting financial inclusion is greater priority than the more popular demand for lower interest rates and debt waivers. Failure of co-operatives is the main reason why the system is less inclusive now than earlier.

NSS data: out of 90 million farm hhs. 46 million (51%) take loans either from institution or non-inst. Despite the vast network of bank branches, only 27% of farm hhs. have access to institutional credit. Also there is a distribution problem. Improvement is not seen in the share of small and marginal farmers. There are significant regional disparities in access to institutional credit. Even in a state like A.P. small and marginal farmers have access to credit only 20% of their requirements. New models for access to credit: Self Help Groups, Business correspondent model, Business facilitator model, other micro finance institutions (non-banking financial companies

Technology

Serious technology fatigue in all areas specially genetic productivity potential, natural resources management and efficient utilization of inputs. 11th Five Year Plan indicates yield gaps for several crops in many states. Therefore, focus has to be on enhancing genetic productivity potential, improving the inherent capacity of crops to go with stress of pests, conserve natural resources;  and create conditions for value addition

Diversification

Consumption patterns are changing fast from cereals to non-cereals, meat, poultry, fish etc. Diversification to high value crops is a great opportunity for small farmers to increase income and employment. However, the policy support is still geared to cereal crops. Punjab farmers prefer rice and wheat because risk is very low. Being perishable in nature, diversification needs a fast moving infra. and institutions and reduce risk. Business models are needed to the fast changing demand. Most of the employment is in unorganised sector. Share of organised sector has to be raised.
Marketing 
For small and marginal farmers, marketing of their products is main problem apart from credit and extension. The contract farming arrangements are particularly useful in where small-scale agriculture is widespread. The small and marginal farmers have problems in getting inputs, credit, extension and marketing. The services provided by the contract farming companies would thus be useful for small-scale agriculture. In recent years , there has been some form of contract arrangements in several agricultural crops such as tomatoes, potatoes, chillies, gherkin, baby corn, rose, onions, cotton, wheat, basmati rice, groundnut, flowers, and medicinal plants. The contract farming arrangements have to be strengthened in order to help the small farmers. There is a silent revolution in institutions regarding non-cereals. New production –market linkages in the food supply chain are: spot or open market transactions, agricultural co-operatives and contract farming, futures markets. 

The contract farming is spreading throughout India for several crops in states like Andhra Pradesh , Tamil Nadu, Karnataka, Punjab and Maharashtra. The contract farming arrangements are particularly useful in developing countries where small-scale agriculture is widespread. From the farmers’ perspective, there are risks of market failure and production problems while growing new crops. Contract farming in India is neither backed up by law nor by an efficient legal system. This is the single most constraint to widespread use of contract farming in India. The legal system can be improved with legislative measures like the model contract and code of practice, registration of contracts with marketing committees and tribunals for dispute resolutions.

Both the 11th Plan and NDC Working Groups on Marketing have supported the on-going marketing reforms. They want to take APMC amendments to their logical conclusion. However, many States are yet to frame the necessary rules. Both Working Groups have endorsed Contract Farming. Since several models coming up, there is a need for mechanisms for dispute resolution and contract registration (Planning Commission, 2007). 

Most important problem for the farmers is output price fluctuations. There is a big gap between producer prices and consumer prices. Farmers get only 30% of the consumer price.

For example, some times farmers get 50 paise per Kg. of tomatoes while the consumers pay Rs.15 in urban areas. In order to protect farmers from national and international price volatility, price stabilization fund is needed. There are different models for marketing collectively by the small and marginal farmers. These are: self help group model, co-operative model, small producer co-operatives and contract farming. Apni Mandi in Punjab, Rytu Bazars in Andhra Pradesh, dairy co-operatives are some of the successful cases in marketing. The real challenge lies in organising the small and marginal farmers for marketing and linking them to high value agriculture. 

Domestic Reforms
Government over regulation of domestic trade, agro processing, enterprise size, and land and credit market discourage private investment.16 states have amended APMC Act that restricts marketing to govt. run market yards. However, none of the states have established the rules necessary for new marketing regime. Similarly contract farming. Effective mechanism has to be there to allow the contracts to function for benefiting small farm.

Institutions

Basically, there is a need for improvement in institutions for sustainable agriculture

Institutions for land and water management, Institutions for input supplies (credit, seeds etc.), Institutions for marketing, decentralization to local councils are needed. In 11th Plan district planning is advocated

Rural non-farm Sector

Poverty can not be removed with 55% of workers in agriculture. Thus, agriculture growth alone is not enough. Things have to be done outside to help agriculture. There is a need for promoting rural non-farm sector in the form of agro processing and rural services for shifting the agricultural population. Agro processing is low in India. 2% is only processed compared to more than 50% in East Asia. Half of those engaged in agriculture are still iliterate and just 5% have completed higher secondary education. Even in 2004-05, around 60% of rural male workers and 85% of rural female workers are either illiterate or have been educated upto primary level. In other words, education and skills are constraints. India can learn from China on rural manufacturing. India leap frogged from agriculture to services.

Sharing Growth 

Sharing growth is also important. Ere one has to concentrate on small and marginal farmers, lagging regions and women. 

Conclusions

There are many policy challenges for Indian agriculture. Small farmers are certainly going to remain in India in the next decade or more. The main challenges are moving towards high value agriculture by maintaining food security and promote rural non-farm sector for reducing poverty and hunger. There are six Deficits: investment, credit and Infrastructure deficit,  research and extension (technology) deficit, market deficit, diversification deficit, institutions deficit, education/skill deficit. Both supply side and demand side are important. Small farmers can respond and benefit from the challenges under Right policy environment. Group approach is needed for inputs and marketing  

Shared growth is also important. Similarly, environmental concerns have to be addressed in order to have sustainable agricultural growth. There is a need to concentrate on delivery systems also. ‘Business as usual approach’ may not help revival of agriculture. Declining profitability in Indian agriculture has to be reversed. The government is thinking of big push to education in 11th Five Year Plan. Such a big push is needed for agriculture.
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