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Tae Economic TIMES

Time ripe for agriculture

HE outlook for agriculrure in India is

changing: price increases are lifting re-

alisations, which, in turn, are being
reinvesied in productivity enhancements.
Small changes in the agricultural value
chain can add up to a substantial improwve-
ment in yield and productivity.

India ranks high in terms of wal produec-
ton of various commodities induding milk
ifirst), wheat (second}, rice (second), frults
and vegetables (second). Increasing prices of
commodites via government supported
MSPs or general inflation {milk, fruitsand
vegetables) have led toa doubling of farmer
incormes over this decade. Thanks to the in-
jection of fundsby the government through
various schemes (like MG-NEEGA and PM
Gram 5adak Yojana), the Indian heartland is
witnessing a bout of prosperity.

However, low yields (across all staples
and milk) bighlight a aying need for re-
search-led investments that lead to on-the-
ground changes. Re-skilling of farm labour
and [armers is still required to reduce their
dependence on the low returns on agricul-
tural investments, which are in the low sin-
gle digits, even after the interest subsidy pro-
vided by the central and statk governments.

Our calculations show that profitability
in staples may be up 3-7X over the last dec-
ade on an all-India level as output price in-
creases putpace inpul costs rse. Capital for-
mation (ar 14% of GDP) in this secor is
improving with public sector taking ihe
lead, even though i1 is stll considerably
short of taking growth 1o 4% levels. Credit
to the agriculiure sector has increased 4.4X
over the six-year period ended FY2007,
Prosperous farmers are consolidating tand
holdings — the fallout of which is further

marginalisation of small farmers for whom
it may be more attractive to sell out than to
hold, if only they could be skilled o do
something else if not fanming.

A shortage of labour is hitting agricultire,
leading to increased mechanisation (trac-
tors, tillers) and use of chemicals (herbicid-
es). OQur calcnlations indicate that the aver-
age cost of labour is rising much faster
{berween 4% and 13% yearly) than horse-
power adjusted prices of wractors, making
tractor purchase an increasingly profitable
option (also given that the fracior can be
monetised for construction activities and as
amode of transport helps).

Achleving scale and using the right tech-
nology can produce significant yield enhan-
cements: the seeds and fertiliser companies
are in the best position to Jead the revolu-
tion. Cotton productivity has gone up 3%
{591 kg/ha In FY2009 from 186 kg/ha in
FY2002) sincethe Biseeds were introduced.
Contrast this with less than 2X increase in
productivity from independence 10 FY2002.

With weather forecasting erratic (overthe
past 12 out of 16 years, IMD forecasts have
seer. ‘significant deviation”, with greater
than +/-3% difference between forecasted
and actual rainfall), crop insurance has not
taken off significantly. Soil and water quality
is also deteriorating. which presents oppor-
tunities teseed and sprinkler companies.

Government initlatives in procuring
(to maintain price stabillty), warehous-
ing (tocreate stock buffers) and distribut-
ing (to ensure access) fond have been
woefully inadequate. With government
buying around 30% of the produce for
both wheat and paddy, it remains a big
playerindetermining pricesandin the lo-

gistics value-chain. With APMC mandis
situated at an average distance of 12 km
from a farmer (with the benchmark being
5 km and the highest being 60 ki), there
1s significant wastage between fanm-gate
and the mandi.

Over the last few years, governments
have piled up a stock of 58 million MT, with
storage capacity of only 33 mildon MT, roi-
ting grain in a hungry country, An ineffi-
cient distribution chain leads to dme and
produce wastage, estimated atT580 billlon a
year. There is significant Investmen coming
in from private players in warehousing.

i incomes are raising the demand for
protein. This calls fur changes in cropping
patterns (cultvated acreage in frufes and
vegetables is up 52% and 29%, respectively
in the last seven years ending FY2009) and
increased production of dairy and poultry.

The processed food industry can capture
significant value and I expected to boom
along with the assocated packaging and re-
taifing industry. For example, we note that
two-thirds of Indian milk is unpasteurised,
only 5% of milk is processed into higher
value products. The Indian food import cost
15 rising due 1o increased demand for edible
oil and pulses. On the export fron, India
needs to broadbase from cereals, basman
rice, fruits and vegetables {both fresh and
processed — primarily mango) and animal
products, which remain the top ftems.

Better quality inputs {seeds, mecha-
nisation), higher-value farming (pulses,
horticulture, dairy, pouliry) and mare
food processing will be the game-chang-
ersfor Indian agriculture,
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