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Challenges for Revival of Indian Agriculture

[ am grateful to the National Centre for Agricultural Policy (NCAP), particularly
Dr P.K. Joshi for inviting me to deliver the first Dr Dayanatha Jha memorial lecture.
I met Dr Jha several times and discussed several issues relating to agricultural sector. |
learnt a lot from his writings on agricultural research and technology. His contributions
to make NCAP a Centre of Excellence on research in agricultural policy are well
known. It is a privilege to give this lecture in memory of Dr Dayanatha Jha.

In this lecture, I would like to speak on challenges for revival of Indian
agriculture. In India, economic growth improved significantly during the past two
and half decades, particularly in the postreform period, India is considered as one
of the fastest growing economies in the world. However, the exclusion problems
have not been seriously addressed by the government programmes and strategies. The
experience of the economic reforms during the past 15 years indicates that while there
have been improvements in economic growth, foreign exchange, IT revolution, export
growth, etc., the income distribution has been unequal and only some sections of the
population have benefited more from higher growth and prosperity. In other words,
real development in terms of growth shared by all sections of the population has not
taken place. We have problems of poverty, unemployment, inequalities in access to
health and education and poor performance of agriculture sector.

One of the excluded sectors during the reform period wasagriculture which showed low
growthand experienced more farmers’suicides. Thereareseriousconcernson the performance
ofagriculture sector in the country. The post-reform period growth was led by services. The
commoditysectorgrowth (agriculture +industry) hasnotbeen higherin the post-reform period
as compared to that of 1980s. Particular worry 1s the agriculture sector which showed lower
than 2% per annum growth during the previous decade. Also, there isa disconnect between
employmentgrowthand GDPgrowth. In otherwords, employmentisnotgenerated inindustry
and serviceswhere growth is high. On the other hand, GDP growth islow inagriculture where
majority of people are employed.

Thus, there has been a lop-sided approach to development in India during the past few
decades. Growthmaybe higherduringthe previoustwo decades, butinclusive growthin terms
of focus on agriculture has been missing'. It is like running a train with engine only without
connectingmajority of the bogiesand people to the engine. Therole ofagriculture in economic
developmentiswell known. Agriculture notonly contributesto overall growth of the economy
butalso provides employmentand food security to majority population which in turn reduces

'"More on inclusive growth, see Dev (2008)
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povertyinadeveloping country. Thus, if we want pro-poor growthand real development, high
agricultural growth and rising incomes for farmers are essential.

In recent decades, the context within which agriculture policy has to be developed and
implemented hasundergone fundamental changes. The relationshipsoperated formuch of the
1960sand 1970shave changed. Globalization policiesin the 1980sand particularly during 1990s
and beyond have created many challenges foragriculture in developing countries. Some of the
consequencesandimpactsofglobalizationare: exposure of domesticagriculture tointernational
competition, growth ofnon-agriculturalsectoranditsimpactondemand foragricultural products,
urbanmiddle classlife-style changesincluding diets, risingfood importsin developing countries,
competitivenessand diversification of domestic production systems, vertical integration of the

food supply chain, etc. (Pinglai, 2006).

Because of demographicpressures, there hasbeensignificantincrease insmalland marginal
farm holdings. These farmers have to face the challenges of globalization. Risk and uncertainty
havealso increased as cultivation hasspread to marginal lands. The diversification ofagriculture
has also raised concerns on food security.

In recentyears, there has been a concern regarding increase in global food prices. Rise in
crude o1l prices has increased agricultural costs also. Increased use of food crops in bio-fuels
also has 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% ofits vegetable
oil productionforbio-fuels. Suchlarge usages, by reducing the availability of these productsfor
foodand feed, exerted pressure on prices. Food pricesalso increased due to low outputstocks.
International prices of wheat, rice and maize increased significantly during the past two years.
This 1s another challenge for India in maintaining its food security.

Thislectureisdivided into three sections. Section 1 dealswith performance and problems
ofagriculture, while Section 2 discusses policy challenges for the revival of Indian agriculture.
The last Section provides concluding observations.

1. Performance and Problems of Indian Agriculture

One of the paradoxes of the Indian economy is that the decline in the share of agricultural
workers in total workers has been slower as compared to the decline in the share of agriculture
in GDP. The share ofagriculture and allied activities in GDP declined from 57.7% in 1950-51
to 25% 1n 1999-00 and further to 20% in 2004-05. The share of agriculture in total workers,
however, declined slowly, from 75.9% in 1961 to 59.9% in 1999-00 and further to 56.7% in
2004-05. Between 1961 and 2004-05, there was a 34 percentage point decline in the share of
agriculturein GDP,while the decline inshare ofagriculture in employmentwasof 19 percentage
pointsonly. Asaresult, the labour productivity inagriculture hasincreased onlymarginally, while
thatofnon-agriculturalworkershasincreased rapidly. Therewereabout259 millionagricultural
workers in the year 2004-05. About 42% of these agricultural workers were females.

A structural transformation has happened in four states, viz. Kerala, Tamil Nadu, West
Bengal and Punjab - the share of agriculture in employment being less than 50% in these
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states (Table 1)2. On the other hand, the share ofagriculture in employmentin eightstates
was more than 60%. It may take some more years for these states to achieve structural
transformation.

Table 1: Structural Transformation across States: Share of Agriculture in Employment
and GSDP: 2004-05

States Share of Agriculture in Ranks based on Share of Ranks based
Total (Rural+Urban) Employment Share  Agriculture in on Share in
Employment (%) GSDP GSDP
(%)
Kerala 35.5 1 16.5 3
Tamil Nadu 41.3 2 12.5 2
West Bengal 45.7 3 23.5 7
Punjab 47.6 4 38.6 16
Haryana 50.3 5 29.3 12
Mabharashtra 53.2 6 9.6 1
Gujarat 54.9 7 20.1 5
Andhra Pradesh 58.5 8 24.7 8
Karnataka 60.7 9 19.2 4
Uttar Pradesh 60.9 10 33.3 15
Rajasthan 61.7 11 27.6 9
Orissa 62.4 12 28.2 10
Himachal Pradesh 64.1 13 20.5 6
Assam 66.0 14 32.0 13
Bihar 68.8 15 32.7 14
Madhya Pradesh 69.2 16 28.3 1
All-India 56.7 - 21.7

Source: 61st Round of NSS Employment and Unemployment Survey and CSO data for GSDP.

In terms of growth, the performance ofagriculture during the post-independence era has
beenimpressive as compared to thatduring the pre-independence period. Theall crop output
growth ofaround 2.7% perannum in the post-independence period (during 1949-50 to 1999-
00) was much higher than the negligible growth rate of around 0.4% per annum during the
first half of the previous Century. As a result, India achieved self-sufticiency in food grains at
the national level by mid-1970s. The growth in GDP in agriculture was around 2.2% to 2.5%
per annum during 1950-51 to 1980-81. It recorded the highest growth rate of more than 3%
perannumin the 1980s. During the post-reform period, the growth rate declined to 2.76% per
annum. Growth inagriculture GDP,whichwas4.7% perannum during Eighth Plan (1992-97),

?Also see Kannan (2007)
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declined to 2.1% during Ninth plan (1997-2002) and to 1.8% per annum during Tenth Plan
(2002-07). Thus, there has been a significant deterioration in the growth rate of agriculture

since mid-1990s. However, there are signs of revival of agricultural growth to more than 3% per

annum during the past few years.

If we look at the value of output of various sub-sectors, the crop sector which showed a
growth rate of 3.22% during 1990-91 to 1996-97, decelerated to 0.8% during 1996-97 to 2004-
05 (Table 2). In the case of livestock and fruitsand vegetables, there has been deceleration since

the mid-1990s but still their growth rates are above 3% per annum.

Table 2: Growth Rate of Output of Various Sub-sectors in Agriculture: 1980-81 to

2004-05
Period Crop Sector Livestock Fruits and Non-
Vegetables Horticulture

Crops

1980-81 to 2.71 4.84 2.42 2.77

1989-90

1990-91 to 3.22 4.12 5.92 2.59

1996-97

1996-97 to 0.79 3.67 3.28 0.05

2004-05

Cereals

3.15

2.23

0.02

Source: Chand ef al. (2007); Computed from National Accounts Statistics

However, the concernisregarding food crops. There was no growth in the output of cereal
cropslike rice, wheat, and coarse cereals. Similarly, there has been stagnancy in pulsesand oilseed
crops. The foodgrains outputwas 174.8 million tones (Mt) in 2002-03,213.2 Mtin 2003-04, 198.4
in 2004-05 and 208.6 Mt in 2005-06. Itis expected to be around 216 Mtin 2006-07. It is a matter
of concernand it may threaten our food security. Asshown in Table 3, per capita production of
cereals, pulses and foodgrains declined significantly since the early-1990s. However, foodgrains
production is expected to be 230 Mtin the year 2007-08. This is a record with paddy and wheat

production touching 96 Mt and 78 Mt, respectively.

Table 3: Per Capita Production of Foodgrains per Year (in kg)

Year Cereals Pulses Foodgrains
1971-75 164 19 183
1976-80 172 18 190
1981-85 179 17 196
1986-90 182 16 198
1991-95 192 15 207
1996-00 191 14 205
2001-05 177 12 189
2004-07 174 12 186

Source: Planning Commission (2007)
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The major concern during the post-reform period is the decline in yield growth for both
foodgrain and non-foodgrain crops (Bhalla, 2006). During the period 2000-01 to 2003-04, all-
crop output growth declined further to less than 1% perannum. Reduction was much higher
for foodgrains than non-foodgrains.

Recent data given in Table 4 also indicate the story of yield slackness in a fairly
telling manner. For the past five years, yield levels for most crops or crop-groups stood
almost frozen, as shown by the 0.5% growth (lowest ever in recent times) per annum
forfoodgrains. Yield growth forrice showed fluctuations. The growth was 1.63% during
2001-02 to 2005-06, but declined to 0.24% during 2003-04 to 2005-06. Wheatrecoded a
negative growth in the pastfive years. Only the yield growth of oilseedsrecovered during
2001-02 to 2005-06.

Table 4: Growth Rate of Yields for Foodgrains and Oilseeds: 1980-81 to 2005-06

Years Rice Wheat Coarse Total Total Total Oil-

Cereals Cereals Pulses Foodgrains seeds
1980-81 to 1985-86 1.67 2.10 0.27 1.69 1.49 1.63 1.08
1985-86 to 1990-91 1.75 1.38 3.75 2.52 0.96 2.12 3.13
1990-91 to 1995-96 0.73 0.92 0.90 1.11 0.29 1.08 1.57
1995-96 to 2000-01 0.65 0.85 0.59 0.86 0.08 0.95 -0.53
2001-02 to 2005-06 1.63 -0.71 1.7 1% 1.03 0.22 0.52 4.53

(0.24%)

*Growth rate for the period 2003-04 to 2005-06
**Covers the period 2001-02 to 2004-05
Source: Economic Outlook for 2006-07, A Report prepared by the Economic Advisory Council to the Prime Minister (August, 2006)

Input Growth in Agriculture

One of the reasons for the decline in output growth and farm business income was
lowyield growth during post-reform period. The reduction inyield growth, in turn, was
largely a result of reduction in input growth in agriculture. Sen and Bhatia (2004) have
shown thatthe growth of per hectare input-use atconstant pricesdecelerated from 3.66%
per annum in the 1980s to 0.94% per annum in the 1990s. The same study reveals that
combination of input price increase and inadequate expansion of public infrastructure
couldberesponsible for the decelerationin growth ofinput-use. Real input prices (deflated
by CPIAL) declined at the rate of (-)1.94% per annum during the 1980s but had risen
at0.33% perannum during the 1990s. Also, growth in the wages of hired labour wasalso
responsible forthe costincreasesinnon-cereal cropsand thisdepressed the farm business
incomes. It was also mentioned that reduction in subsidies could be compensated by
higher output prices, butto compensate for the decline inyieldsand farm income, much
higheroutputpricesare needed. Mid-term Appraisal of the Tenth Planalso attributes part
of the decline in agriculture growth to lower input-use which in turn, was due to lower
profitability during the post-reform period
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Terms of Trade in Agriculture

The reform strategy for agriculture relied on making terms of trade (TOT) favourable
to the sector by reducing the protection to industry and trade liberalization. These favourable
relative prices are expected to attract investible resources into agriculture and lead to higher
growth of agricultural production.

Asshown in Table 5, TOT for agriculture during the 1980s increased significantly, from
88.7 in 1981-82 to 99.4 in 1989-90. Inspite of this increase, however, the terms of trade for
agriculturewere unfavourable. Withliberalisationand reductionin protection toindustry, terms
of trade were favourable to agriculture since 1990-91. In the years 1999-00 and 2000-01, there
wasareductionin the index before recoveringin the subsequenttwoyears. The index based on
implicit prices of GDPalso shows that during 1998 to 2004, there was four pointdecline in the
agricultural TOT, although it s still favourable to agriculture as compared to non-agriculture
(Sen, 2007). However, the private investmentin agriculture improved due to increase in terms
of trade. Although private investment increased ata faster rate during the 1990s, it has started
declining in recentyears. [t may be noted that terms of trade are one of the factors responsible
for enhancingagricultural growth. There are many non-price factors which are important for
higher growth in agricultural production.

Table 5: Index of Terms of Trade between Agricultural and Non-agricultural Sectors
(Base 1988-91=100)

Year Index Year Index Year Index Year Index
1981-82 88.7 1989-90 99.4 1997-98 105.6 2005-06 101.9
1982-83 91.4 1990-91 101.9 1998-99 105.2 2006-07* 102.0
1983-84 91.6 1991-92 105.6 1999-00 102.7
1984-85 93.9 1992-93 103.9 2000-01 100.7
1985-86 93.6 1993-94 103.6 2001-02 102.8
1986-87 95.7 1994-95 106.6 2002-03 103.6
1987-88 97.4 1995-96 105.3 2003-04 101.0
1988-89 98.3 1996-97 103.1 2004-05 100.3

*provisional
Source: Directorate of Economics and Statistics, Ministry of Agriculture, Government of India

Total Factor Productivity in Agriculture

In development literature, the assumption is that productivity is lower in agriculture
than non-agriculture sector. Here,we look atthe Indian evidence on total factor productivity
growth (TFP)inagricultureand non-agriculturesectors. The evidence shows that TFP growth
has been almost identical (1.13% per annum) in both the sectors during the 50-year period
1950-2000 (Krishna, 2006). The sub-period data indicate that TFP growth in agriculture was
the highest during the 1980s at 1.89% per annum, butitdeclined to 1.68% during the post-
reform period (Table 6). On the other hand, non-agriculture sector’s TFP growth was higher
than that ofagriculture in the 1980sand increased marginally during the post-reform period.
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Oneinteresting findingis thatinspite of lower growthin GDP, the TFP contributed more than
50% to GDPinagriculture, whereasin non-agriculture, its contribution to GDPwasless than
30% during 1980sand 1990s. It shows the importance of TFP foragriculture during the past
two decades.

Table 6: Total Factor Productivity (TFP) in Agriculture and Non-Agriculture Sectors

1950-51 to 1960-61 to 1970-71 to 1980-81 to 1990-91 to
1960-61 1970-71 1980-81 1990-91 1999-2000

Agriculture Sector

Growth Rate in 3.03 2.31 1.50 3.43 2.97
GDP (%)

Growth Rate in 1.65 0.88 -0.35 1.89 1.68
TFP (%)

% of TFP Share in 54.5 38.1 -23.3 55,1l 56.6
GDP Growth

Non-Agriculture Sector

Growth rate in 5.34 5.30 4.38 6.77 7.14
GDP (%)

Growth Rate in TFP | 0.88 0.89 0.01 1.98 2.04
(%)

% of TFP Share in 16.5 16.8 0.22 29.3 28.6
GDP Growth

Source: Sivasubramonian (2004)

Regional Disparities: There are large regional disparities in output across regions. Certain
regions such as Punjab, Haryana, Western Uttar Pradesh, parts of Andhra Pradesh and Tamil Nadu
had benefited more during the initial phase of the green revolution than others. This had accentuated
regional disparities in the immediate post-green revolution period.An important feature of the 1980s
and the early-1990s, however, is that there has been much more equitable spread of agricultural
growth. After performing poorly during the early years of the green revolution, many of the states
where poverty is widespread — Assam, Bihar, Orissa, Madhya Pradesh and West Bengal — have
shown significant growth during the 1980s. Oilseeds have also gained in the dry belts of Rajasthan,
Madhya Pradesh, Karnataka and Maharashtra.

Table 7 shows high growth rate in agriculture SDP for many states during the period
1984-85 to 1995-96. However, growth rates decelerated in all the states except Bihar
during the period 1995-96 to 2004-05. The deceleration is the highest in the states with
greater proportion of rain-fed areas (Gujarat, Rajasthan, M.P., Karnataka and Maharashtra).

Agricultural growth in these states was less than one per cent per annum during the previous

decade.
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Table 7: Growth Rates of Agriculture SDP: States Ranked by Percentage of Rainfed Area

Growth Rate in Growth Rate in
NSDP Agriculture NSDP Agriculture
State 19848 Rainfed State 19848 199596 Rainfed
4-85 1 199596 to| (%) 4-85 > (o)
to 1995- 2004-05 to 1995- | to 2004-
96 - 96 05
Punjab 4.00 2.16 3 Gujarat 5.09 0.48 64
Haryana 4.60 1.98 17 Rajasthan 5.52 0.30 70
Uttar Pradesh 2.82 1.87 32 Orissa -1.18 0.11 73
Tamil Nadu 4.95 -1.36 49 Madhya Pradesh 3.63 -0.23 74
West Bengal 4.63 2.67 49 Karnataka 3.92 0.03 75
Bihar -1.71 3.51 52 Maharashtra 6.66 0.10 83
Andhra Pradesh 3.18 2.69 59 Kerala 3.60 -3.54 85
All India 3.62 1.85 60 Assam 1.65 0.95 86

Source: Planning Commission (2007)

NSS Data on Status of Farmers: The National Sample Survey Organisation (NSSO)
undertook a comprehensive survey to assess the situation of farmers in the country during 2003
at the request of the Union Ministry of Agriculture. According to the NSS Report (497) on
Income and Expenditure of Farmer Households, the average total monthly income of a farmer’s
household was Rs 2115 (annual income of Rs 25,380). Average monthly income per farmer
household from cultivation being Rs 969. Income per farmer household from wages was Rs
819, while income generated from non-farm business was Rs.236 and income from farming of
animals was only Rs 91. However, there are large differences in the total income across farm-size
classes.

The question is whether the income from cultivation is sufficient to meet all the basic
necessities of a family. From cultivation, an average household gets a net income of Rs 969
(annual income of Rs 11,628). One household needs more than Rs 20,000 in order to cross
poverty line. Here, even an average farmer household is not able to earn half of the income
needed to cross the poverty line from cultivation. Incomes of small and marginal farmers will be
much lower than that of an average farmer household. Many of the households depend on wages
and non-farm businesses to augment their incomes. Even these incomes may not be sufticient to
meet the basic necessities including health and education.

A study by Sen and Bhatia (2004) based on cost of cultivation data indicates a decline in
the growth of farm business income (FBI) over time. This study shows that the all-India rate of
growth of real (deflated by Consumer Price Index Number for Agricultural Labourers) FBI per
hectare declined sharply from 3.21% per annum during the 1980s to only 1.02% per annum
during the 1990s. However, a farmer is interested in farm income per cultivator rather than
price-cost ratio or FBI per hectare. Estimates of FBI per cultivator using growth of cultivators
and cropped area revealed that the growth rate was 1.78% per annum during the 1980s but it
decelerated to 0.03% per annum during the 1990s- indicating almost stagnant FBI per cultivator
in the later period.
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Farmers’ Suicides: In recent years, farmers’ suicides have increased in some states. There
were 167,000 farmers’ suicides in the previous decade. This is one of the darker sides of Indian
agriculture. Indebtedness of farmers and increasing risk in agriculture are the main factors
responsible for the suicides’. Sharper decline in absolute productivity, price uncertainty due to
trade liberalization and rise in costs due to domestic liberalization, decline in credit and non-farm
work intensified the crisis. Most of these studies have, rightly, identified household indebtedness
as the main reason for the suicides. However, indebtedness is due to increase in input intensity of
agriculture. Long-term factors like decline in farm size, groundwater depletion, deterioration in
soil quality, etc. have also been responsible for the agrarian crisis and farmers’ suicides.

Many farmers are shifting to commercial crops. In commercial crops, input intensity is higher
than subsistence crops.There is no breakthrough in dryland technology. Cultivation is also being
done in marginal lands. Risk is high in commercial crops and marginal lands. The government
has identified 32 districts in the four states of Andhra Pradesh, Karnataka, Maharashtra and Kerala
and announced a package in September, 2006. Half (16) of these districts are from Andhra Pradesh.
Due to this package, these four states would benefit in terms of irrigation projects, bank debt
reschedule, writing-off interest, moratorium on loans, support to co-operative banks, increase
in new agricultural credit, support to dairy, poultry, fisheries, horticulture, insurance for crops
and sheep, etc. The government package on farmer’s suicides and agrarian crisis is a welcome
step. However, the government has to take both short- and long-term measures to reduce the
crisis. Prime Minister’s package for Vidarbha is comprehensive in coverage. However, it has to be
improved from some deficiencies as pointed by the Committee chaired by Radhakrishna (GOI,
2007). First, the design of some of the schemes is not based on the felt needs of households.
Second, there is a lack of region- and household-specific flexibility built into these measures.
Third, there are implementation and monitoring problems due to lack of proper institutional
arrangements.

Problems and Reasons for Deceleration in Agriculture

Torecapitulate,agriculture sectorhasmany problems. Itsgrowth rate hasbeenless than 2%
since the mid-1990s, although thereare signs of improvementin recentyears. Yield growth has
alsodeclined. Farmers’suicideshave continued/increased insomesstates. Farmingisbecoming
anon-viableactivity. Thereare also other problems. Furtherscope forincrease in netsownarea
islimited. Land degradation in the form of depletion of soil fertility, erosion and waterlogging
hasincreased. There hasbeenadecline in the surface irrigation expansion rate and reduction in
groundwater table. Riskandvulnerabilityhave increased. Disparitiesin productivityacrossregions
and crops have persisted. Long-term factorslike steeperdecline in per capitalandavailabilityand
shrinking of farm size are also responsible for the agrarian crisis.

The Steering Commiittee 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 majorsources ofagricultural growth are: public and private investments in agriculture and

> More on agrarian crisis, see Vyas (2004) and Reddy (2006)
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ruralinfrastructure includingirrigation, technological change, diversification ofagricultureand
tertilizers. Itlookslike thatthe progressonall these sourcesslowed downin the 1990s particularly
since mid-1990s (Table 8).

Table 8: Trend Growth Rate (percent/year) in Area, Input-use, Credit and Capital
Stock in Agriculture during 1980-81 to 2003-04

Particulars 1980-81 to 1990-91 to 1996-97 to
1990-91 1996-97 2005-06

Technology® 3.3 2.8 0.0

Public sector net fixed capital stock 3.9 1.9 1.4°
Gross irrigated area 2.3 2.6 0.5°
Electricity consumption in agriculture 14.1 9.4 -0.5¢
Area under fruit and vegetables 5.6 5.6 2.7¢
Private sector net fixed capital stock 0.6 2.2 1.2
Terms of trade 0.2 1.0 -1.7°
Total net fixed capital stock 2.0 2.1 1.3
NPK use 8.2 2.5 2.3

Credit supply 3.7 7.5 14.4°
Total cropped area 0.4 0.4 -0.1

Net sown area -0.1 0.0 -0.2
Cropping intensity 0.5 0.4 0.1

Notes: a - Yield potential of new varieties of paddy, rapeseed/mustard, groundnut, wheat and maize; b - Up to
2003-04; ¢ - Up to 2004-05.
Source: GOI (2008)

According to the report, the causes of slow down are: increase in subsidies crowding
outinvestmentin infrastructure, degradation of natural resources, failure in conservation and
improvementofrain-fedland, knowledge gapwith existing technology, lowmarketinfrastructure
and toomuchregulation, institutionsnotgeared to helpwomen farmers, imperfectionsin land
market and plight of small farmers.

3. Policies Needed for Revival of Indian Agriculture

Agricultural growth declined during the post-reform period, particularly since the mid-
1990sasnotedinthe previoussection. Appropriate policiesare needed forachieving growth rate
of 4 per centinagriculture and increase in incomes of farmers. In order to frame these policies,
itisimportanttoidentify policyissuesand the needed reformsinagriculture. In thissection, we
discuss the policies needed for revival of Indian agriculture.

The supply and demand side constraints have to be removed to raise overall growth in
agriculture. It may be noted that more than 80% of India’s farmers belong to the categories of
smalland marginal farmerswithanareashare ot more than 40%. The supportsystemsand policy
changes have to be tuned in such away that they improve the productivity and incomes of the
smalland marginal farmers. However, the Approach Paperfor11th Five-Year Planindicates that
the entire agriculture sector is in crisis and it is not limited to small and marginal farmers. Also

10



Challenges for Revival of Indian Agriculture

second ‘green revolution’should focus more on dryland areas. Simultaneously, the domestic reforms have
to be undertaken in certain areas to improve growth and compete in globalized world.

The policies needed for revival of Indian agriculture are discussed below.

Price Policy

The majorunderlying objective of the Indian government’s price policyis to protectboth
producers and consumers. Currently, food-security system and price policy basically consist
of three instruments: procurement prices/minimum support prices, bufter stocksand public
distribution system (PDS). Government of India (GOI) follows a Minimum Support Price
(MSP) Policyfor24 major cropsincluding paddy, wheat, jowar, bajra, maize, ragi, pulses, oilseeds,
copra, cotton, jute, sugarcane and tobacco. The Commission for Agricultural Costsand Prices
(CACP)recommendslevelsatwhich MSPshould be fixed, based onseveral considerations: (1)
Cost of production; (i1) Changes in input prices; (ii1) Input-output price parity; (iv) Trends in
market prices; (v) Demand and supply; (vi) Inter-crop price parity; (vii) Effect on industrial cost
structure; (viil) Effecton costofliving; (ix) Eftecton general price level, etc. Among these factors,
cost of production is the important factor in determining minimum support prices.

Thereisaneed to provide remunerative prices to farmersin order to maintainfoodsecurity
and increase incomes of farmers. 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. Itis true thatstudies have shown thataggregate supply response is higher for non-
price factors as compared to price factors. However, prices play important role in cropping
patternshiftsandalsoincrease in private investmentsinagriculture. Thereare some concernsthat
inflationwould increase if minimum support pricesare raised. Itmay be noted that consumers’
interests can be protected with open market operations and public distribution system.

Duringthe post-reform period, termsoftrade increasedinitially, declined in the late-1990s
and increased again recently (growth also fluctuated similarly). Another problem is the volatile
international agricultural prices.

Inthe contextofglobalization, tarift policybecomesimportantforagricultural commodities.
In otherwords, itis important to monitor exports, imports, global supply and demand and fix
tarifts accordingly. There isaneed to strike a balance between producer prices and consumer
prices by careful calibration of minimum support prices and tariff policy (import duties).

Macro Policies and Agriculture

There isaneed to have pro-agriculture macro policies. The experience in several countries
during the reform period shows that public expenditure as percentage of GDP is low and
declining. Asaresult, publicinvestmentin rural developmenthas declined sharply in most of the
Asian countries. Consequently, agricultural growth slowed down in most countriesin the 1990s.
Average annual rate of growth of gross capital formation also slowed down in many countries.
Trade liberalization has been associated with increased ratio of trade to GDP, improved export
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performance,and diversification towardsmanufactured exports. However, linkagesto employment
are not so well established. Financial sector has historically had an urban bias. On balance, the
macro policies have notbeen pro-employmentand pro-poorin the post-reform period in many
developingcountries, includingIndia. Therefore, thereisaneed to have pro-poormacro policies.

In terms of fiscal policy, pro-poorapproach involves increasing tax/GDP ratio, improving
expendituresonagricultureand ruraldevelopment, infrastructureand other capital expenditures.
Pro-poor monetary and financial liberalization policies should improve agricultural credit to
smalland marginal farmersandalso to informalsector. Monetary policy should containinflation
particularly food pricesandalso reduce spread between lendingand depositinterest rates. Pro-
poortradeliberalizationand exchange rate policiesare needed to promote employmentthrough
labour-intensive exports and also measures to reduce volatility in prices due to globalization.

Thus, priorityshould be given to the policiesthatimprove qualityand quantity of employment
growth. Priority to publicinvestmentin physical (irrigation, roads, communications, transport,
electricity, etc.) and human infrastructure (health, education, etc.) is considered one of the
importantfactorsresponsible forinclusive growth. Also, priority torapid growth inagriculture
and rural non-farm sector are important for poverty reduction.

Land Issues

Landrelationsare extremely complicated and thiscomplexity has contributed significantly to
the problemsfacingactual cultivators. Unregistered cultivators, tenants,and tribal cultivatorsall face
difficultiesinaccessing institutional creditand other facilities available to farmerswith land titles.
One priority is to record and register actual cultivators including tenants and women cultivators,
and provide passbooks to them, to ensure that they gain access to institutional credit and other
inputs. Aspartofthe reforms, lease marketshould be freedandsomesortofsecurityfor tenantshas
tobe guaranteed. Thiswill ensureavailability ofland for cultivation on marginaland small farmers.
The land rights of tribals in the agency areas must be protected. There is considerable scope for
turther land redistribution, particularly when waste and cultivable lands are taken into account.
Complementaryinputsforcultivation (initial land development, inputminikits, credit, etc.)should
be provided toallassignees, and the future assignments of land should be in the name of women.

Onland market, the Reportofthe Steering Committee recommended the following: “Small
farmers should be assisted to buy land through the provision of institutional credit, on along-
term basis, ata 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
majorelementsofsuchareformare: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 landleasing, create conditionsincluding credit,
whereby the poor can access land from those who wish to leave agriculture.

Smalland uneconomicholdingsareatthe rootof manydifficultiesin the way ofagricultural
developmentand farmers’ incomes. In order to improve the incomes of marginal and small
farmers, there isa talk thatwe should promote cooperative farming, Andhra Pradesh hassome
experiencesin cooperative farming particularlyin the case of women. One of the mostinteresting
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examplesofthisisthe Deccan DevlopmentSociety (DDS),an NGOworkingwith poorwomen’s
collectives in some 75 villages in Medak district - a drought-prone tract of A.P. The DDS has
helpedwomen from landlessfamiliesin establishing claimsonland, through purchaseandlease,
using various government schemes. One such scheme of the Scheduled Caste Development
Corporation in A.P. provides subsidized loans to landless scheduled caste women for buying
agricultural land. Catalyzed by DDS, women form a group, apply for the loan after identifying
the land theywantto buy,and divide the purchased landamong themselves, eachwomen being
registered as the owner of aboutan acre. Cultivation, however, is done jointly by each group.

Onalargescale, cooperative farming maynotbe possible. Itistrue thatfarminghasbecome
uneconomicalinIndiabecause of proliferation of marginaland small farms. However, cooperative
famingin terms of pooling of individual landsand cultivatingas one unitmaynotbe practicable
now. Tostartwith, there canbe cooperationininputpurchasesand marketing the commodities.
Similarto the DDSexperiment, poorwomen’scooperative farming can be encouraged insome
parts of the state. Because of the increased pressure from small and marginal farmers on the
limitedlandfortheirlivelihood, thereisnojustification, at thisstage, for encouraging corporate
farmingbyrelaxing the existing ceiling onland ownership. Basically, marginaland small farmers
needassistance ininputpurchases, technologyadoption, cropinsurance, credit, outputmarketing,
and improving rural infrastructure in a big way.

Theshare ofwomenisincreasinginagriculture. However, the publicservicesare notsupporting
women inagriculture. We have to ensure women’s rights to land (Agarwal, 1994), infrastructural
supporttowomenfarmers,and theiraccessto technicalknowledge, credit, inputsand marketing.

Special Economic Zones (SEZs)

In theyear2000, the GovernmentofIndiareplaced the old Export Processing Zones (EPZ)
policy byanewascheme called,~ Special EconomicZones’ (SEZs) with some more incentives.
In 2005, a bill was passed by the Parliamentin the form of SEZ Actand SEZ rules were notified
in February, 2006. The SEZ policy is expected to give a big push to employment, exportsand
investment. Since the SEZ Actwas notified, 133 SEZswere notified (Table 9). Out of these, 75
Zones have been in operation. It generated 35,000 jobs. By March 2008, SEZs are expected to
increase investment to Rs 1,00,000 crore and create 1 lakh jobs.

Table 9: Status Report of SEZs: Progress Since Notification of SEZ Act

Granted Formal Approval 362

Notified 133

Yet to be Notified 229

Operational SEZs 75

Investment in SEZs Rs43,125 crore
Employment Generation 35,053

Estimated Investment by March 2008 Rs.1,00,000 crore
Estimated Direct Employment by March 2008 1,00,000

Source: Businessline, July 24, 2007
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However, thereareseveralapprehensionsagainstthe SEZs. Some of theseare: “(a) generation
oflittle newactivityasthere maybe relocation of industries to take advantage of tax concessions,
(b)revenueloss, (c) large-scale land acquisition by the developerswhich maylead to displacement
of farmerswith meager compensation, (d)acquisition of prime agricultural land having serious
implications for food security, (¢) misuse of land by the developers for real state, and (f) uneven
growthaggravatingregionalinequities,, (GOI,2007a). Thesearevalidapprehensions. Thesocial
costs of creating large zones and the revenue loss (Rs 1,75,000 croresaccording to one estimate
) have to be weighed against alternatives of employment generation. The government made
some changesin the SEZ policyrecently. According to the new policy, the governmentcannot
compelanyland owner to sell land for SEZs. On the other hand, the Central Government can
not take away the right of the state governments to acquire land. Ifa state governmentacquires
land by force, the Central Governmentwill notnotifyitunder SEZ. But, in practice itisdifticult
tosaywhetherstate governmentacquired the landvoluntarily or by force. In the original policy,
corporate responsibility will be confined to utilizing only 30% of the land allotted, leaving the
restfor developmentand real estate business. Now the new policy mandates thatatleast 50% of
the land should be for processing (of goods and services).

Often, Chinese experienceisgiven regarding SEZs. Itmay be noted that China hasonly six
SEZs. Also, thereare many problemsin the Zonesof China. One othercriticismrelating to India
1s thatitwould create distortions. In otherwords, for example, the IT unitsin SEZswould have
tax advantage beyond 2009. On the other hand, the IT units outside SEZs will not have this tax
advantage beyond 20009.

One question is whether SEZs is the policy for long run industrial development in the
country.SEZscan onlybeatransitory phenomenon. Factorslike technological, institutionaland
infrastructural improvements are necessary than cost minimization approach of SEZs.

Subsidies and Investments

The question of subsidiesinagriculture hasemergedasanimportantissue inrecent policy
debates. Undoubtedly, subsidiesare eftective in pushingagricultural growth toacertain extent,
but it is important to make sure that they do not become a permanent feature of the Indian
economy.

Inputsubsidiesinagriculture are havingadverse effect on environment. These policiesare
leadingto degradation oflandand water. These subsidies have caused severe deterioration of the
systemsdue to the neglectof theirmaintenance, inaddition to becoming fiscally unsustainable.
Further, they have led to the highly wasteful use of canal water, ecological degradation from
waterlogging, salinity, pollution, excessive consumption of electricity, and over drawl of
groundwater, resultingin the shortage of drinkingwaterinseveral parts of the country. Similarly,
the prevailingheavysubsidy onnitrogenousfertilizers perpetuatesinefficienciesin the domestic
tertilizerindustry. Irrigationand use of powerseemsto be higherundersmall farmsascompared
to large farms. Moreover, these are cornered by the farmers in irrigated areas and those in
unirrigatedareasdonotgetthese subsidies. Mostof the fertilizersubsidyalso goesto the farmers
underirrigated areas. The benefit flowing to the farmersand consumers of food isillusory, asit
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is leading to the degradation of soil on account of excessive chemicalization and adverse NPK
ratio. A fixed quantity of fertilizers sufticient for one or two hectares may be subsidized forall
the farmers, if necessary through a system of input coupons, requiring them to purchase the
remaining quantities in the market at the on-going rates.

Who gets these subsidies? During the initial stages of the adoption of new technology
in agriculture some of these subsidies may be justified as~ front-up costs’. Over time it was
found, that the richer states and well-irrigated areas, certain crops, and sometimes rich farmers
captured a disproportionately high share of the major inputsubsidy programmes of fertilizer,
power, irrigation and credit.

Another issue regarding subsidies is that whether these should be withdrawn without
improvingthe efficiencyinsupplyinginputs. While withdrawingsubsidies, careshould be taken
to remove inefficiencies in production and distribution of inputs and services. For example, a
farmermaynotpaythe full costof powerifreliableand continuouselectricityisnotsupplied. The
distributionsystemis characterized by inefficienttransmissionandwidespread pilferage. Irrigation
system 1is characetrized by inflated costs on account of bad design, inferior quality of services,
inefficienciesin management, delaysand leakagesin construction. Due to these inefficiencies,
theactual subsidy going to the farmers using these inputsis far less than whatis projected. A case
for reducing subsidies will be strengthened if the input-use efficiency improves.

There has been a secular decline in public investment and it has been a concern as it is
important for improving infrastructure. As compared to the target of 3.4 million hectares per
annum, the irrigation potential harnessed during the Ninth Plan was only 1.8 million hectares
perannum. Itis true that private investment has increased during the 1990s. However, public
and private investments cannotbe treated assubstitutesas their compositionsare different. Public
investmentismainlyinmediumand majorirrigationworks, while private investmentismainlyin
minorirrigation, mechanizationandland levelling (Sawantetal.,2002). More publicinvestment
isneeded in the rain-fed and backward areas. Many of the ills of the agriculture sector, namely,
low productivity,lowemploymentopportunitiesand inadequate infrastructureare attributed to
inadequate and progressive decline in the public investment in agriculture.

The public investmentin real terms in the agriculture sector has actually declined during
the past two decades. It may be noted that inadequacy of investments has slowed the pace of
technological changeinagriculturewithadverse effectson productivity. Investmentinagriculture
hasdeclined from 2.2% of GDP in 1999-00 to 1.7% in 2004-05 (Table 10). This declining share
was mainly due to stagnation or fall in public investment in irrigation, particularly since the
mid-1990s. However, thereisanindication ofareversal of the declining trend with publicsector
investment reaching its highestlevel of Rs 12,591 crores since the early-1990s (Table 10). Asa
result, the share of publicsectorin total investmentincreased from 18% in the earlyyears of this
decade to029%1in 2004-05. Private investmentinagriculture, on the otherhand, hascontinued to
decline. Itisa concern that overall investment which was Rs 38,215 crores in 2001-02 declined
to Rs 30,532 crores in 2004-05. It is true that overall investment in agriculture during the past
few years has increased from 10% to 12% of agricultural GDP. Given the low base, a dramatic
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improvement is needed to enhance income generating capacities. It is estimated that 16% of
investment is needed to attain 4% growth in agriculture.

There seems to be some trade-offs between input subsidies and public investment in
agriculture. The problem of mounting subsidiesand its effect in terms of crowding out public
agricultural investment has been highlighted in the 10th Plan document®.

The estimatesof CSO’s publicsectorinvestmentcomprise mainly of investmentinirrigation
projects. Some researchersfeel thatthisisan underestimate and there isaneed forwidening the
definition of public investment by including investment in infrastructure, like rural roads and
electrification. The governmentallocateslarge fundstoanti-poverty programmes. Some of these
programmes also may be contributing to capital formation in agriculture.

Table 10. Gross Capital Formation in Agriculture

Year Investment in Agriculture Share in Agricultural Gross Investment in
(Rs crore) Investment (%) Agriculture as %
of GDP
Total Public Private Public Private

In 1993-94 prices

1990-91 14836 4395 10441 29.60 70.40 1.92
1995-96 15690 4849 10841 30.90 69.10 1.57
1996-97 16176 4668 11508 28.90 71.10 1.51
1997-98 15942 3979 11963 25.00 75.00 1.43
1998-99 14895 3870 11025 26.00 74.00 1.26
1999-00 17304 4221 13083 24.40 75.60 1.37

In 1999-00 prices

1999-00 43473 7716 35757 17.7 82.3 2.2
2000-01 38735 7155 31580 18.5 81.5 1.9
2001-02 47043 8746 38297 18.6 81.4 2.2
2002-03 46823 7962 38861 17.0 83.0 21
2003-04 45132 9376 35756 20.8 79.2 1.9
2004-05 48576 10267 38309 21.1 78.9 1.9
2005-06 54539 13219 41320 24.2 75.8 1.9

Source: Economic Survey 2006-07, GOI (2007)

Rural Infrastructure and Bharat Nirman Programme

Investment in rural infrastructure is more important for agricultural growth than trade
liberalization perse. Therole of publicand private investmentsininfrastructure becomes crucial
in this context. The rural infrastructure playsan importantrole in both inputand outputsides.
It helps to ensure timely and adequate delivery of inputs to the farmers and on the output
front, integrating local markets with national and international markets. In this context, the
announcement of Bharat Nirman programme in 2005 by the Government of India in order to

* More on subsidies vs. investments, see Gulati and Narain (2003)
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improve agricultural and rural infrastructure is in the right direction. It covers six components
ofinfrastructural development:acceleratedirrigation benefitprogramme,accelerated rural water
supply project, construction of rural roads, rural housing, providing rural electrification and
telephone connectivity in the villages (see Box 1). The Union Budget 2007-08 provided an
enhanced outlay of Rs 24,603 crores as against Rs 18,696 crores for Bharat Nirman Programme.
The programme for repair, renovation and restoration of water bodies is being implemented
through pilotprojectsin 23 districts of 13 states. The design of the programme hasbeen finalized
in consultation with the states. Restoration of water bodies is expected to give an element of
stability to agricultural production and thereby to give a boost to yields.

Irrigation and Water Management

Wateristheleadinginputinagriculture. Developmentofirrigationand water management
are crucial for raising levels of living in rural areas. Around 40% of country’s cultivated area is
irrigated. The ultimate irrigation potential of the country hasbeenassessed ataround 140 million
hectares-58.46 million hectaresfrom majorand medium irrigationand 81.42 million hectares
from minorirrigation, ofwhich 64.09 million hectaresisfrom groundwatersources. Nearly37%
of the available irrigation potential from major and medium irrigation projects in the country
stillremainsto be exploited. Over400such projectswere in the pipelineatvariousstages during
the Ninth Plan period. When these on-going projects are completed, bulk of the remaining
irrigation potentialwould have been exploited. Decline in publicinvestmentand the thinspread
ofresourcesoveralarge number of projectsare responsible for the delayin completion of these
projects.

Around 70% of theavailable potential from minorirrigationsources (81.4million hectares)
consisting predominantly groundwatersourceshasbeenutilized. Further progress towards the
exploitation of the remaining potential depends on availability of electric power for pumping
water in the Eastern and North-Eastern states where as much as 75% of groundwater potential
still remains to be exploited. Apartfrom electricity, there isalso aneed for devising affordable
schemes for financing groundwater in these states, since most of the farmers in the region are
resource-poor. Tappinggroundwaterin the Gangetic Plainsand Assamare importantforraising
productivity in these regions.

The Bharat Nirman Programmeinter-alia indicates creation of 10 million hectares additional
assured irrigation during the four-year period (2005-09). To achieve this, the pace of potential
creationwillhave tobeincreased. Investmentunder Accelerated Irrigation Benefits Programme
(AIBP) has to be raised significantly.

Conservation ofsurfaceand groundwaterhasbecomeimperative. Thisisbestachievedwhen
waterand powerare priced according to the volume of consumption. Some state governments
are providingfree power to farmers. Thisisnotsustainable. Involvementofrural communitiesis
essential in setting the user charges as well as for assessing the individual consumption.

Rain-fed areas constitute about 60% of the 142 million hectares net sown area in the
country. Rain-fedagriculture is characterized by lowlevels of productivityand low inputusage.
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The bulk of rural poorlivesin the rain-fed regions. Therefore, itisimportant to accord high
priority tosustainable developmentoftheseareas throughwatershed developmentapproach.

In fact,watershed developmenthasbeen given high priority, atleaston paper, forseveral years,

butitdoesnotappear to be making much headway, exceptinisolated cases, primarily under
theinitiativesand close supervision ofafew NGOs. Watershed developmentcan besustained

in the long-run only through social mobilization and capacity building. Land use should be
made more remunerative through the new dryland technologies and the development of
infrastructure. Watershed programme addresses two difterent concernsin the matter of land
management. One is to conserve water in drought-prone areas. However, the programme is
equally effective in areas with a surplus of water where drainage and waterlogging might be
aproblem. Anotherareaofconcernisfodder, fueland secondary timberavailability. Because
wastelandsare treated under this programme, the availability of such forest produce hasshown
asignificantincrease. The proposed National Rainfed Area Authorityissupposed to providea
vehicle fordeveloping concertedaction plansforrainfedareasin close consultation with state

governments.

Traditionalwater harvestingstructureslike tankshave becomevirtually defunct. The Finance
Minister in his 2004-05 budgetspeech had announced ascheme to repair, renovate and restore
all the water bodies thatare directly linked to agriculture. Their restoration involves not only
the physical aspects of the task buta clear demarcation of water rights. As many as 20,000 water
bodiesandacommandareaof1.47 millionhectareshave beenidentified in the first phase under
the programme forrepair, renovationandrestoration of water bodies. Thisisimportantasmany
small and marginal farmers benefit from the programme. It is important to assign water rights
to the community at large as a part of watershed approach that may be adopted for the afore-
mentioned special programme for dryland farming in the arid and semi-arid regions in the
country.

Agricultural Credit

The nationalization of banks in 1969 and subsequent developmentsled to expansion of
the geographicaland functional reach by commercial banks, regional rural banks (RRBs)and
cooperative creditinstitutions. Public policyisaimedat social’and~ developmentbanking’in
the form of meetingrural creditneedsand reducing the role of informalsector credit. A large
numberofsmalland marginal farmersand othervulnerable groupsremain excluded from the
opportunities and services provided by the financial sector.

Supply and Demand Side Issues

[tisbeingincreasinglyrecognized thataddressing creditexpansionrequiresaholisticapproach,
addressingbothsupplyand demandsideaspects. Although there hasbeensignificantexpansion
in banking during the past few decades, there are many supply-side problems for commercial
banks, RRBsand Co-operative Banks. Some of the criticisms on the trendsin rural creditin the
1990s are: (a) narrowing of the branch network in rural areas; (b) fall in credit-deposit ratios in
ruralareas; (c) disproportionate decline in agricultural credit to small and marginal farmers; (d)
worsening of regional inequalities in rural banking - steepest decline in credit-deposit ratio in
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castern and north-eastern states; and (¢) crippling RRBs®. Political interference includingloan
waiversand write-offsalso resulted in unviabilityand sickness in some of the formal rural credit
institutions.

The credit-deposit ratios increased from 55.1% in 1980 to 97.1% in 1990, but declined
significantly to 49.3% by 2000. The incremental CD-deposit ratios also declined from 106.1%
in the 1980s to 36% in the 1990s. Against the target of 18% for- priority sector’, the direct
agriculturaladvancesbythe commercial banksare onlyaround 11%. The positionismuchworse
inthe easternand northernstates. The Rural Infrastructure Development Fund (RIDF), starteda
decadeagoasameasure to provide infrastructural supporttoagriculture inlieu of itsfalling share
in commercial bank credit, has remained grossly underutilized, basically for want of matching
contributions from the state governments. In the process, individual needs of the farmers for
investment and production credit are not being adequately met.

TheKisan CreditCard Scheme,aimedatprovidingadequateand timelysupportto the farmers
from the bankingsysteminaflexibleand cost-effective manner, doesnotseem to beworkingwell
because ofvariousstipulationsandrestrictions. A more farmer-friendly creditcard systemneeds to
be operated so as to realize the objectives of the scheme.

There has been some improvement in institutional credit to agriculture during the past
few years. With rising income, there will be diversification of crops. Investment needs for
the production of high income-elastic agricultural products, such as dairying and livestock,
horticulture, agro-forests, etc. would rise much faster now. But, the main problem is that the
focusis on meeting the quantitative targetsand the government has to be more sensitive to the
distributional aspects of farm credit. The government has been silent on these distributional
issues such as regional disparities and access to credit by small and marginal farmers. There isa
suggestion that governmentshould have sub-targeting to improve the credit flow to smalland
marginal farmers®.

Oneissueiswhetherweneedseparate institutionsfor promoting creditexpansion. Existing
formalinstitutions may be sufticientfor this purpose. Itis true that commercial banks have their
own problems,like manpowershortage, unfavourableattitude towardsrural services, infrastructure
and technology-related problemsinruralareas, etc. Rural banking hasto be friendly to smalland
marginalfarmersand othervulnerable groups. Itrequiresaspecific type of organizational ethos,
culture and attitude (Rangarajan, 2005). There is a need to remove the supply-side problems
of commercial banks, RRBs and co-operative banks. As the Union Budget 2005-06 admits,
~ the cooperative banks, with few exceptions, are inshambles’. Thisinstitution hasto be revived
as many farmers are dependent on the credit from these banks. Vaidyanathan Committee’s
recommendations may be helpful to revive the cooperative sector.

Ondemandside,some ofthe constraining factorsfor creditinruraland urbanareasare:low
productivityand risk and vulnerability of smalland marginal farmers, lowskilland poor market

*For more on this, see Shetty (2003) and articles in Ramachandran and Swaminathan (2005).
8See Reddy (2007)
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linkages for rural non-farm and urban workers, vulnerability to risk for rural landlessand urban
poor, inadequate awareness and low financial literacy.

NABARD has also taken several initiatives that have significantly contributed to credit
expansion. Self-Help group (SHG)-bank linkage programme of NABARD is an innovative
programme. [twasstartedasa pilotprogramin 1992. We have 22lakh SHGsunder this programme
comprising more than 3 crore poor householdswho are accessing credit through commercial
and cooperative banks. Everyyear6lakh SHGsareadded. The programmeisnolonger confined
tosouthernstates. The non-southernstates have 46% of these groups. Thus, the SHG movement
is now a national movement. MFIs have been playingan important role in substituting money
lenders and reducing the burden on formal financial institutions’.

One can also learn lessons from the successful experiences in and outside India. Within
India, we have good and successtul practices for creditlike Kudumbasree programme in Kerala,
Velugu (Indira Kranti Padhakam) SHG programme in Andhra Pradesh. We have good practices in
SEWA (health), BASIX (livelihoods) forinsurance,while Pondicherry pilot projectofferslessons
forbankaccounts. We canalso learn from the successful practicesin countries like Bangladesh,
Thailand, Indonesia, Mexico and Brazil.

Ultimately, the credit expansion programme will be successful only if the productivity of
smalland marginal farmersimproves. We have torecognize thatcreditexpansionforfarmerscan
not be sustained by the banking system alone, as there 1sa need for other measures like public
investmentin irrigation, research and extension, infrastructure in rural areas, properseedsand
fertilizers, good marketing system for better price, etc. Small and marginal farmers face many
risksin cultivation. Creditexpansionshould take intoaccounttherisk elementof farmerswhile
framing policies. The agricultural officers must provide~ farm advisory’ services that will help
in making agriculture an integrated activity with appropriate backward and forward linkages

(Rangarajan, 2005).
Risk in Agriculture

Oneofthedifferencesbetween- greenrevolution’benefitsduringthe 1960sand 1970sand
the present- second greenrevolution’ planisthatthe riskishigherin the latterapproachasithas
to concentrate more on dryland areas apart from the problemsin irrigated areas. Crop failures
and distress sales are increasing.

Agriculture has two types of risks: Yield risk and Price risk. Crop insurance is important
for taking care of yield risk. Since major cultivated areais dependent on rainfall, crop insurance
isimportant for farmers. In place of the Comprehensive Crop Insurance Scheme (CCIS), The
governmentintroducedanewschemeentitled- National AgriculturalInsurance Scheme’ (NAIS)
from Rabi 1999-2000 season. The premium paid during 1999 to 2006 was around Rs 2,566

crores while total claims during that period were of Rs 7,506 crores. In the implementation of

’On the approach of RBI on micro finance, see Reddy (2005); on the initiatives of RBI on financial inclusion, see

Thorat, Usha (2006).
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NAIS, certainlimitations/shortcomingsrelating to unitarea of insurance, calculation of generated
income, low indemnity level, and delay in settlement of insurance claimswere observed. The
government is thinking of an alternative mechanism for crop insurance.

Field surveys also show that the insurance schemes are largely ineffective, although some
farmers got the benefits (Vyas and Singh, 2005). Many farmers have criticized compulsory
insurance for loans taken from banks and they never got compensation inspite of low yields.
Another problem is that we do not have data on yields at village level.

Therearesome proposals thatinsurance based on rainfall should be considered instead
ofyields. Area-based rainfallindex insurance hassomeattractive featuressuch aslessadverse
selection, less administrative costs, potential for a secondary market, can be sold to non-
farmers, can be linked to microfinance and can clear the way for innovation in mutual
insurance (Hazell and Skees, 2006). Some developments have emerged in India in recent
years to offer rainfall insurance contracts. ICICI Lombard General Insurance Company
began a pilot insurance programme that will pay farmers when there are rain shortfalls in
one area, and pay others in case of excess rain. BASIX used ICICI Lombard and technical
assistance from the Commodity Risk Management Group of the World Bank to develop
and launch the newrainfall insurance products. BASIX began operationsin March 2001, in
the districts of Mahbubnagarin Andhra Pradeshand Raichurand Gulbargain Karnataka. In
2003, the new rainfall insurance was targeted at individual farmers for three categories of
groundnutand castor farmers: small, medium, and large. Given the apparentattractiveness
ofarea-based indexinsurance, private sectorshould have entered thisfield quickly. But, this
hasnothappened onanywidespread scale because of several setup problems. Government
may have to help insetting up basic infrastructure. In 2007-08 budget, the Finance Minister
had announced that he would ask Agricultural Insurance Corporation (AIC) to start a
weather-based crop insurance scheme ona pilot basisin two or three statesasan alternative
to NIAS.

It may be noted that crop insurance is not the long-term solution foryield variability. Risk
prevention or de-risking agriculture is important. In order to de-risk agriculture, we have to
focusmore onlandandwater managementincludingirrigation development, soil conservation,
watershed development, water conservation and improvement in public delivery systems.

For taking care of price risks, futures markets are advocated. It is not, however, clear
whetherfarmersare benefiting from futures markets. Itlookslike that there isadisconnect
between futures marketsand the farmers. The argumentin favour of futures marketsis that
farmersinall other countriesare benefiting from these markets. Indian farmersshould not
be denied this facility of futures markets.

Research and Extension

Theyield growth formany cropshasdeclinedin the 1990s. Technology playsanimportant
role in improving the yields. The National Commission on Farmers also indicates that there
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is a large knowledge gap between the yields in research stations and actual yields in farmers’
fields. There seems to be a technology fatigue in Indian agriculture. The yield gaps given by the
Planning Commission (2007) are the following.

The 2003-05 data show very large yield gaps:

Wheat: 6% (Punjab) to 84% (M.P.)

Rice: Over 100% in Assam, Bihar, Chattisgarh and UP
Maize: 7% (Gujarat) to 300% (Assam)

Jowar:  13% (M.P.) to 200% (Karnataka)

Mustard: 5% (Haryana) to 150% (Chattisgarh)

Soybean: 7% (Rajasthan) to 185% (Karnataka)
Sugarcane: 16% (A.P.) to 167% (M.P.)

A fresh look at the priorities of Indian agricultural research system is necessary in light
of emerging prospects. There is only marginal increase in the funds for research in the recent
budgets. Of course, states have to take a lead in research and extension. It is known that India
spends only 0.5% of GDP on agricultural research as compared to more than 1% by other
developingcountries. Thereisconsiderable potential forraising the effectiveness of these outlays
byreorderingthe prioritiesinagricultural researchand redefining the relative rolesof publicand
private sectors in research and extension.

A review of the research and development activities of the Indian Council of
Agricultural Resarch (ICAR) system during the first two years of the 10th Plan revealed
several weaknesses. Some of these are: (a) there is inadequate emphasis on the needs of
rainfed areas, which account for over 60% of cultivated area; (b) crop biaswith major focus
onriceandwheat; (¢) proliferation of programmesresultingin resources beingspread thinly
and lack of focusinareas of relevance and opportunity; (d) inadequate priority to emerging
challenges, particularly post-harvest, marketing and environmental conservation; (e) the
multiplicity ofinstituteswith overlapping mandatesleading to duplication of researchwork;
and (f) lack ofaccountability, less emphasis on multidisciplinary research, weak interaction
among researchers, extension workers and farmers and the private sector and, excessive
centralization of planningand monitoring. A thorough reform of ICAR system is needed
to address these weaknesses.

There is a need to shift away from individual crop-oriented research focused essentially
on irrigated areas towards research on crops and cropping systems in the drylands, hills, tribal
and other marginal areas®. Dryland technology has to be improved. In view of high variability
in agro-climatic conditions in such unfavourable areas, research has to become increasingly
location-specificwith greater participation orinteractionwith farmers. Horticultural crops that
are land-saving and water-saving should be encouraged in dryland areas. Research has to be
improved on horticulture crops.

Progressin post-harvesttechnologyisessential to promotevalueaddition through the growth
ofagro-processing industry. Private sector participation inagricultural research, extensionand
marketingisbecomingincreasinglyimportant, especiallywith theadventofbiotechnologyand
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protectionbeinggiven tointellectual property. However, private sector participation tendsto be
limited to profitable cropsand enterprisesundertaken byresource-richfarmersinwell-endowed
regions. Moreover, private sector is notinterested in research for better techniques of soiland
water management, rainfedagriculture, croppingsystems, environmentalimpactand long-term
sustainability. Therefore, the publicsectorresearch hastoincreasinglyaddressthe problemsfacing
theresource-poorfarmersintheless-endowedregions. The newagricultural technologiesin the
horizonarelargelybiotechnologies. Effective researchisneeded to have biotechnologiessuitable
to different locations in India.

Regarding extension, the existing Training and Visit (T and V) system of extension is
top-down in its approach and there is little participation by the farmers. There is a need to
take corrective steps to deal with the near collapse of the extension system in most states. In
the absence of public provision of such services, the resource-poorand gullible farmers are
becomingthevictimsofexploitation by the unscrupuloustradersand moneylendersinterested
insellinginputssuchasseeds, fertilizersand pesticides. There s, therefore,animmediate need
for reforming and revitalizing the existing agricultural extension system in the country. The
mainingredientsofreformsshouldbe: (a)active involvementoffarmers through user groups/
associations; (b) participation by the private sectorand the NGOs; (¢) increasing use of media
and information technology including cyber kiosks to disseminate the knowledge on new
agricultural practicesand the information on outputand inputprices;and (d) buildinggender
concernsinto the system, for example, by manning the extensionsservices predominantly by

women’.

The returns to investment on research and extension will be much higher on agricultural
growth as compared to other investments.

Diversification by Maintaining Food Security

Therehasbeen diversification of Indian dietsaway from foodgrains to high-value products
like milkand meatproductsandvegetablesand fruits. The increasingmiddle-class due to rapid
urbanization, increasing per-capitaincome, increased participation of women in urban jobs
and impact of globalization has been largely responsible for the diet diversification in India.
Hi-value productshave caughtthe fancy of the expanding middle-classand the resultisvisible
in the growing demand for hi-value processed products. There isa growing demand for non-
foodgrainitemsinIndia. The expenditure elasticity fornon-cereal food itemsisstill quite high
in India. It is thrice as high when compared to cereals in the rural areas and over ten-times
as high in urban areas. Per capita consumption of fruits and vegetables showed the highest,
growth followed by edible oils. Diversification to high-value cropsandallied activities is one
of the importantsources for raising agricultural growth. Since risk is high for diversification,
necessarysupportininfrastructureand marketingisneeded. Price policyshouldalso encourage
diversification.

However, diversification should not be at the cost of food grains and other food crops.
Efforts should be continued to improve the yields of food crops.
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Thegovernmentwantsto havesecond- greenrevolution’ by diversifyingagricultureincrop
sectorandalliedactivities. Diversificationisunlikely to beafeasiblesstrategyall over the country,
ifitisrestricted only toagriculture-relatedactivitieslike shiftfrom cerealsto horticultural crops.
The true benefit of diversification will come if more emphasis is given on allied activities like
animal husbandryand fisheries. Thelivestock sector contributes5.4% to GDPand 22.7% to total
outputfromagriculturesector. Value of milk group (Rs 103804 crore) ismore compared to paddy
(Rs 73965 crore) and wheat (Rs 43816 crore). Rural women play a significant role in animal
husbandryandare directlyinvolved inmajoroperationslike feeding, breeding, managementand
health care. Asthe ownership oflivestock ismore evenly distributed with landlesslabourers,and
marginal farmers, the progress in this sector will resultin a more balanced development of the
rural economy, particularly in the reduction of poverty ratio.

Marketing

Forsmalland marginal farmers, marketing of their productsis the main problemapartfrom
creditand extension. The contract farmingarrangementsare particularly useful in developing
countries where small-scale agriculture is widespread. The small and marginal farmers have
problemsingettinginputs, credit, extensionand marketing. Theservices provided by the contract
farming companies would thus be useful for small-scale agriculture. In recentyears, there has
beensome form of contractarrangementsinseveralagricultural cropssuchastomatoes, 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 isasilent revolution in institutions regarding non-cereal foods. New
production -market linkages in the food supply chain are: spot or open market transactions,
agricultural co-operatives and contract farming (Joshi and Gulati, 2003).

The contract farming is spreading throughout India for several cropsin states like Andhra
Pradesh (Devand Rao,2005), Tamil Nadu, Karnataka, Punjaband Maharashtra. From the farmers’
perspective, thereare risksof marketfailureand production problemswhile growingnew crops.
The sponsoring companies may be unreliable, may exploita monopoly position, and/or have
inefficientmanagementand marketing problemsthatcould resultinmanipulation of quotaand
non-fulfillment of commitments. Contract farmingin Indiais backed up by neither lawnoran
efticientlegal system. Thisis the single mostconstrainttowidespread use of contractfarmingin
India. The legal system can be improved with legislative measures like the model contractand
code of practice, registration of contractswith marketing committeesand 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, manystatesareyetto frame the necessaryrules. Both Working Groupshave endorsed
~ Contract Farming’. Since several models are coming up, there is a need for mechanisms for
dispute resolution and contract registration (Planning Commission, 2007).

The most important problem for the farmers is output price fluctuations. There is a big
gap between producer prices and consumer prices. For example, sometimes farmers get 50
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Box 1.
Bharat Nirman Programme
Bharat Nirman is a time-bound business plan for action in rural infrastructure over the four-
year period (2005-2009). Under Bharat Nirman, action is proposed in the areas of irrigation,
rural roads, rural housing, rural water supply, rural electrification and rural telecommunication
connectivity. Specific targets have been set under each of these goals as under:

Irrigation - To create 10 million hectares of additional irrigation capacity

Rural roads - To connect all habitations (66802) with population above 1000 (500 in
hilly/tribal areas) with all-weather roads

Rural housing -  To construct 60 lakh houses for rural poor

Rural water supply - To provide potable water to all uncovered habitations (55067) and also
address slipped back and water quality aftected habitations

Rural electrification - To provide electricity to all un-electrified villages (1,25,000)
and to connect 23 million households below the poverty line

Rural telephony - To connect all remaining villages (66822) with a public telephone

While the agenda is not new, the effort is to impart a sense of urgency to these goals, make the
programme time bound, transparent and accountable. The funding for the programme will be
met through an appropriate mix of budgetary support by the Centre and states, external aid,
market borrowing and a separate window under RIDF for rural roads.

To ensure accountability, the names of villages electrified, villages connected by all-weather
roads, villages provided drinking water and villages provided telephones will be put on the
internet.

paise per kg. of tomatoes, while the consumers pay Rs 15/kg in urban areas. In order to protect
farmersfromnationalandinternational pricevolatilities, pricestabilization fundisneeded. There
are different models for marketing collectively by the small and marginal farmers. These are:
self-help groupmodel, co-operative model, small producer co-operativesand contractfarming.
Apni Mandiin Punjab, Rytu Bazars in Andhra Pradesh, and dairy co-operativesare some of the
successful casesinmarketing. Thereal challenge liesin organising the smalland marginal farmers
for marketing and linking them to high-value agriculture.

Globalization and Agriculture

There has been adverse impact of trade liberalization on the agricultural economy of the
regionsgrowing cropssuchas plantation, cottonand oilseedsinwhichforeign trade isimportant.
With liberalization, the issue of efticiency has become highly relevant as domestic production
has to compete with products of other countries. In the recentyears, domestic prices of several
agricultural commoditieshave turned higher thaninternational prices. Indiaisnotable to check
import of a large number of commodities even at high tarifts. This is true not only in the case
ofimportfrom developed countrieswhere agriculture is highly subsidized butalso in the case
of products from developing countries. India is facing severe import competition in the case
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ofitemslike palm oil from Malaysiaand Indonesia, spices from Vietnam, Chinaand Indonesia,
tea from Sri Lanka and rice from Thailand and Vietnam (Planning Commission, 2007). Cost
reductionis, therefore,importantforincreasing producers’ profitmargins. The policieshave to
induce larger investments in yield-augmenting technological improvements and contain the
adverse environmentalimpactof misuse of waterandagro-chemicalsforsustainability of growth.
To compete in the global market, the country needs to reduce various post-harvest costs and
undertakesuitable reformstoimprove efficiency of domesticmarketsand deliverysystems. Tobe
able tosuccessfullycompeteinaliberalized trade regime, therefore, thereisneed foraparadigm
shift from merely maximizing growth to achieving efficient growth. The effect of volatility in
international prices on domestic agriculture should be checked by aligning tarifts with the
changing price situation.

Implementationofthe WTO AgreementonAgriculture (AOA)since 1995 hasbroughtout
theinadequaciesinherentintheagreement. The ongoingnegotiationsinthe WTO onthe AOA
provideanopportunity forIndiatorectify theseinadequaciesandinequalities. Indiashouldstress
ontheimplementation of Uruguayroundagreementstoreducesubsidiesand otherdistortions
caused by policies pursued by developed countries.

What is the impact on India due to recent Hongkong Ministerial conference? India is likely to
benefitifdeveloped countriesreduceagriculturalsubsidies. The phasing outofexportsubsidies
is clearlyalong overdue small step in removing distortions in the area of agriculture. But, since
the total magnitude of export subsidies are only of the order of US $5 billion, it would not
make much difference to markets foragricultural products until domesticsupport (more than
US$300billion)isreducedsubstantially. Unlessdomesticsubsidiesare cut, exportsubsidization
will continue evenafterthe- elimination ofexportsubsidies’in2013 or their phasingoutbefore
that. The HongKongconferencewould have been more meaningfulifthere hadbeenadecision
leading tosubstantial cutsin total-trade distortingdomesticsubsidiestolevelsbelow the current
orplannedappliedlevels,andseriousdisciplineson the Green Boxsubsidiesand theirreductions,
so that overall domestic support is really decreased.

Institutional Reforms and Sustainable Agriculture

Institutional reformsare important, particularlyin the domain of publicsystemsforsustained
technical progress and output growth in agriculture. “There isa limited scope for privatizing
irrigation, researchand extensionand otherinfrastructural facilities. All of these will continue to
be mainly the responsibility of publicsector. Unless the publicsector’sefticiency inmobilizing
resources and managing these facilities is vastly improved, trade and price policy reforms will not make
a significant difference to the pace of agricultural growth” (Vaidyanathan, 1996, emphasis added).

Institutions for Sustainable Land and Water Management
Environmental concernsareamongthe policy prioritiesin India. Particularly degradation

oflandandwaterisalarming. Watershed developmentunderthe new guidelines, ingeneral, has
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an overall positive impact on environment. However, groundwater tables are depleting atan
alarmingrate. The defactoprivatization of groundwaterand subsidized powersupplyare the main
culprits. There has been a neglect of minor irrigation sources like tanks. Shortage of drinking
water has accentuated and quality of water has declined over time.

An integrated approach is needed for water resources management in the country. An
appropriate strategy should integrate institutional approaches with market principles. Since
institutional innovation (Water userassociations) isalreadyin place for canalirrigation, itis time
now to implementvolumetric pricing. There isaneed to de-link water rights from land rights
in order to ensure equity and sustainability.

Institutionslike thewateruserassociations (WUAs)and watershed committeesare important
forwater management. The experience of Andhra Pradesh shows that the impact of WUAs has
been encouraging in these areas, especially in terms of providing irrigation to tail-end farmers.
This has been made possible by cleaning of canals and water courses and monitoring of water
losses by the WUAs. Area under paddy is reported to have increased significantly following
reforms. However, much ofthe reported increase could bestatistical because of underreporting
ofirrigatedareabefore reform,asthis meantlesser payment of water tax to revenue department.
Paddyyieldsarereported to have increased by 40%. Long-termsolution for eftective functioning
of WUAsisawareness buildingand promoting participatory monitoringand evaluation. Unlike
in the case of canal irrigation, WUAs are not found to be eftective in respect of tank irrigation
due to insufficient allocations.

Inthe case oflandand forestry, watershedapproachand Joint Forest Managementare crucial
forprotectingthe environment. The criticalissue issustainability of these programmes. Although
watershedshaveshown positive economicimpact, thesocialissuesare missing. More participatory
approach and involvement of women would lead to sustainability of watershed development
approach. In the case of JEM, the focus is more on high income areas like timber. Low-value
products constituting sources of livelihoods for the poor have low priority. Customary rights
of the tribals on podu (shifting cultivation) have to be recognised. Awarenessand involvement
of the civil society isa precondition for checking environmental degradation. Environmental
movements would have a discerning impact in this regard.

Anotherconcernistheland degradation due to excessive use of fertilizersand pesticides.
Government has programmes such as Integrated Pest Management (IPM) and Integrated
Nutrient Management (INM). Keeping in view the ill effects of pesticidesand also National
Policy on Agriculture, Integrated Pest Management (IPM) approach has been adopted asa
cardinal principle and main plank of plant protection in the country in the overall crop
production programme. Besides ongoingactivities, the thrustareawill be pertaining to Pest
Risk Analysis (PRA) and post entry quarantine surveillance. This has become essential in the
light of WTO agreement, which will facilitate more and speedier movement of plants, and
planting materials globally.
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Integrated NutrientManagement (INM)advocates the integrated use ofallsources of plant
nutrientslike chemicalfertilizer, bio-fertilizerandlocally organicmanureslike farmyard manure,
compost,vermi-compost, green manures, edibleand non-edible oil cakes to maintainsoil health
and its productivity. Focusing on improving soil quality should be one of the priority areas in
raising agricultural growth. Organic farming is also being encouraged in the country due to
demand for these products all over the world.

District Planning

Agriculture is a state subject and most of the strategies are done at the state level. The
agricultural planning at state level has become weaker as often State Plan consists of only
Centrally Sponsored Schemes. The NDC resolution and 11th Plan strategy of the Planning
Commission advocate state-specific planning for improvement in agricultural performance.
In fact, ‘District Planning’ is advocated for fully utilizing the resources available from all the
existing schemes. The district agricultural plan will include crop sector, livestock and fishing
and be integrated with minor irrigation projects, rural development and with other schemes for
water harvesting and conservation. The state governments are supposed to set up appropriate
units at district level for this purpose. They have to prepare a state agricultural plan based on
district plans, subject to reasonable resources from its own plan and add those available from
the Centre. The plans should aim at achieving the state’s agricultural growth objective, keeping
in view the sustainable management of natural resources and technological possibilities in each
agro-climatic region (Planning Commission, 2007). They also should include seed production,
extension, credit, and natural resource management. They should fix the annual targets and
funds at the start of the fiscal year and review the implementation every quarter at both district

and state level.

Rural Non-farm Sector

Theultimate solutionforreduction onlandistoimprove ruralnon-farmsectorand planned
urbanization. Rural diversification is important for several reasons. At the economy level, the
demographic pressuresonland have beenincreasingsignificantlyinIndia. Urbanareashave their
own problems of demographic pressures. Asaresult, rural non-farm sector becomesan escape
route foragriculturalworkers. In order to increase wages in agriculture and to shift the workers
to more productive areas, rural diversification is required.

Chinese experience on rural transformation offers several lessons for India. Chinese
government has recognised that agricultural growth is a necessary but nota sufficient
conditionforalleviating poverty. Ithasfollowedseveral approachesincluding migrationfrom
rural to urban areas, employment generation in rural areas to deal with surplus agricultural
labour. Chinese rural industrialization strategy is the most successful example for other
countries to emulate. The rural township and village enterprises (TVEs) grew rapidly
following the rural reforms of 1979 and now play a significant role in Chinese rural
income growth.
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Chinese experience shows thatglobalization with betterinitial conditionshasincreased
employmentand incomesforworkers, which in turn has been due to rural diversification.
Developing countries should learn from China on agricultural growth, rural non-farm
employment, publicinvestmentand humandevelopment. The impactof growth on poverty
reduction is quite significant. Elements of Chinese experience such as high and labour-
releasingagricultural growth, favourable income distribution through broad-based agricultural
growth, availability of infrastructure, higherlevels ofliteracyand skills, inducements for the
location of enterprises in rural areas, and easy access to credit and inputs are extremely
relevant for developing countries. Those who support liberalization say that China’s high
economic growthandimpacton povertyisdue to economicreformssince 1978. However,
initial conditions before introduction of reforms are important. China’s success is due to
these betterinitial conditions. Chinaintroduced land reformsand invested in infrastructure,
healthand educationbefore reforms. Thisled to highagricultural growth,and better human
development. In otherwords, reformswork better in amore egalitarian (equality) society.
Infrastructural investment was 19% of GDP in China as compared to 2% in India in the
1990s. The foreign directinvestmentalso playedanimportantrole inimproving investment
in China. One important debate in India relates to the impact of FDI, particularly on retail

chains on employment.

Although therehasbeenreductioninthe growth of TVEs, theyare likely toremainimportant
in Chinese ruraleconomy. The effective functioning ofawell-knitdecentralized mechanism of
resources and control system along with massive investment in local infrastructure and newer

ventures helped the Chinese TVEs enormously.

TurningtoIndia,itisrecognized thatthissectorisimportantin both generating productive
employment and alleviating poverty in rural areas as agriculture and urban areas can not
absorb the increasing workforce. Within agriculture and allied activities, there seems to be
some diversification towardsnon-cereal crops. However, risk and uncertaintyisassociated with
diversification. Technology, infrastructure and markethave tobe improved in order toshiftthe
farmersto non-foodgrain crops. Byanystandards, the unutilised potential of food processingin
Indiaisenormous. An expansion of thissectorisan ideal way of bringing industry to rural areas,
expanding the value chain of agricultural production, providing assured markets for farmers,
enabling them to diversifyinto highervalue horticultural cropsand expandingemploymentby
creating high quality non-agricultural work opportunities in the rural areas. There can not be
one policy package forthe entire ruralnon-farmsector. Sub-sectoral policiesin differentregions

are needed.

In general, development of manufacturing sector is important for absorbing labour
force productively. Right now many workers are absorbed in low-productive services sector.

Encouragementtowomenand trainingand improvementinskillswould enhance employment
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opportunities. Leadingfactorfordiversificationisimprovementin educationandskillsofworkers.
Migration is considered another form of diversification. But, it has to be based on pull factors

rather than distress migration.

Two-pronged strategy is needed for enhancementin the livelihoods of the poor. On the
one hand, the governmentshould have policies to improve educationandskills of the workers.
On the other hand, they should have several policies to increase employment for the unskilled
workers. Forthese twostrategies, pro-poor growth engineshave to beidentified. Simultaneously,
backwardareasandsocial groupshave tobe helped fordevelopment. Livestock and forestsectors
are more pro-poorinruralareasas compared to otherareas. Poor suffer from inadequate access
toimportantcapitals. Theseare physical (roads, buildings, plantand machinery, infrastructure),
natural (land, water, forests, livestock, weather), human (nutrition, health, education, skills,
competencies), social and financial. There isa need to improve these capitals for the poor in
order to reduce demand-side problems.

4. Concluding Observations

Thereare many policy challengesforIndianagriculture. Both priceand non-price factors
areimportantforhigheragricultural growth. The challengesfor- second greenrevolution’as
compared togreenrevolution of 1960sand 1970sare: (a) globalization challenges, volitility
in prices, (b) shrinking farm size than before, (c¢) dryland farming challenges, and (d)
environmental stress. Small farmers are certainly going to remain in India the next decade
ormore. The main challengesare improving productivity and moving towards high-value
agriculture and promote rural non-farm sector by maintaining food security for reducing
poverty and hunger.

TherearesixdeficitsinIndianagriculture. Theseare: (a)investment, creditand infrastructural
deficit; (b) research and extension (technology) deficit; (c) market deficit; (d) diversification
deficit; (e) institutions deficit; and (f) education/skill deficit.

De-risking orrisk prevention inagriculture through land and water managementis better
than insurance, etc. There are many domestic and external trade liberalization challenges and
small farmers canrespond and benefitfrom the challenges. Apartfrom high growth, efficiency
(cost reduction) is also needed in globalized world.

Ultimately, it depends on political will at both central and state levels. Deficiency in
agriculture and rural infrastructure is the biggest problem for agricultural development.
There is a need for massive increase in outlays for agriculture and rural infrastructure by
simultaneously improving the delivery systems. Trilemma of keeping input priceslow, farm
level prices high and consumer prices low has always been a challenge for policy-makers.
-~ Businessasusual approach’ maynothelp in revival ofagriculture. 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. Given the short-run and
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structural long-term problemsinagriculture, the governmentshould give large push to core
issues like public investment in infrastructure, land and water management, including rain
water conservationandwatershed development, researchand extension, price stabilization, etc.
to make cultivation viable and profitable. There isaneed to concentrate on delivery systems
also. India’slarge number of farmers and poor can benefitif there are right policiesand their

effective implementation.
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