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Chapter

ISSUES IN INDIAN
AGRICULTURAL POLICY
AND RURAL DEVELOPMENT

—

This chapter is concerned with issues relating to Indian

agricultural policy and rural development. The issues chosen
for discussion are as follows:
® Overview of agricultural policy as it has evolved
during the period of planning
® Investment trends in agriculture
e Impact of new international economic order that is
taking shape under the aegis of WTO on Indian
agriculture and the challenges and priorities before
Indian agriculture in the new global scenario

e Agricultural growth concerns.

POLICIES FOR AGRICULTURAL AND
RURAL DEVELOPMENT: AN OVERVIEW

C'I:he First and Second Plans placed great emphasis on
expanding irrigation facilities by developing major and
medium irrigation projects. Programmes for reorganisation
of agrarian relations and rural development like land reforms
programme and community development programme were

also taken up on a nationwide basis. Community
Development Programme was a comprehensiv amme
/ [tmmmﬂfm.
Agricultural growth was just a part of this programme:
other aspects included rural literacy, health and sanitation,

housing, rural
st

Istry, ani tc. Stress was also laid on
co-operative farming. This emphasis on major and medium
irrigation projects, Community Development and
co-operation continued almost till the end of the Third
Plan. In 1965-66 1 966-67 tbe country faced serious

ons and some 19 million tonnes of foodgrai

provision of credit and other ilgricll“l.ll‘ill l'npllts to farmerg
at subsidised rates to encourage lhc~1r widespread usage;
suarantee of remunerative prices 10 .furmcrs to ensure thay
[lw incentive to produce more rc.mums; h‘ct_llcr agricultura)
marketing facilities, etc. The entire cmphasns was now on
increasing the ‘marketed SL.LTPE' of fOOdgra?ns. Slfie by
side, a n;assi\‘e food security system was bunlt' up in the
system to ensure availability of
s at reasonable prices. Rura]

foodgrains to the consumer :
employment programmes were also introduced for poverty

alleviation. In conjunction with the public distribution system,

these rural employment programmes were expected to
provide a WJV
Important policy measures introduced in the rural
sector in India during the period of planning are as follows;
1. Technological measures. Initiation of measures to
increase agricultural production substantially to meet the
growing needs of the population and also to provide a base
for industrial development included steps to increase both
extensive cultivation and intensive cultivation. For the former,
irrigation facilities were provided to a large area on an
increasing basis and area hitherto unfit for cultivation was
made fit for cultivation. For the latter, new agricultural
strategy was introduced in the form of a package programme
in selected regions of the country in 1966. To sustain and
extend this programme to larger and larger areas of the
country, steps were initiated to increase the production of
high-yielding varieties of seeds, fertilisers and pesticides
within the economy and supplement domestic production
by imports whenever necessary. As a result of these measures,
agricultural production and productivity increased
substantially. Foodgrains production which was merely 50.8
million tonnes in 1950-51 rose to 252.7 million tonnes in
2014-15. Largest contribution came from wheat. Its
production rose from 6.5 million tonnes in 1950-51 to
88.9 million tonnes in 2014-15.
2. Land reforms. Land reform measures to abolish
in ry interests in land (viz., zamindars, jagirdars,
sfer of land to actual tiller of the soil were
1 up on a priority basis. Measures taken
neluded: (i) Abolition of intermediaries;
to (a) regulate rents paid by tenants

o
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reform measures were designed (o ¢lim o
. : g inate
zamindars and absentee landlo ;Hu th
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g landless labourers and m
llk‘\\‘ land

¢ parasitic
types of exploitation of the tenants at the ‘lmd Slaliah all
people: [hus, the attempt was aimed at c]: 1ands of these
an structure of the rural areas. =

class of

agrari ng the entire

3. Cooperation and consolidati g :
bid to reor.ganiScr agriculture ;1ndl(:\::‘l\‘::u()::‘hoil‘d'."gs' Ina
fragmentation of holdings, the Indian aor\icuﬁ‘\,’smn and
introduced the programmes of cooperationcand ¢ urjll .pol.‘“‘.\
of holdings. The latter programme aimed at C((;nbohdatfon
all plots of land owned by a particular farmer ir;SC(;{ldatlng
places of the village by sanctioning him land at o et
equal in area (or value) to his plots of land. Conscl)lleidpl{.ice
avoids wastage of time, land and energy emplo T(_’n
cultivation and also enables farmers to practise sciyeent'fl’ .
techniques of production. Cooperation aims at brin lilC
small and marginal farmers together to reap the beneﬁtg; r:)gf
Jarge-scale farming. Under cooperative farming, small and
marginal farmers pool their land and resources (or only
resources) and practise joint cultivation.

4. Institutions involving people’s participation in
planning. Bringing small and marginal farmers together to
cultivate jointly is only half of the story. No planning in any
country can be successful unless the masses are encouraged
o join hands with the planning authorities in a bid to carry
out the plans and programmes framed for their uplift and
betterment. It was precisely with this end in view that the
programme of Community Development was initiated in
1952 in this country. It was aimed to be a project of the
people, by the people and for the people, wherein the role of
the government and admini ative authorities was defined
as ‘to help t ple to helj themselves’. experience

ty Den ment pp@ nme ;]:Qa.cis_ a sad

i 1969, nationalised banks have
agriculture. Regional

nationahisation of hanks
paid increasing attention to the needs of
Rural Banks were also set up to deal specially with the
needs of agricultural credit, A National Bank for Agnculture
and Rural Development (NABARD) was also set up. As a
result of the expansion of institutional credit facilines to
tarmers, the importance of money lenders has declined ste eply
and so has the exploitation ol farmers at the hands of
money lenders.

6. Procurement and support prices. Another policy
measure of significant importance is the announcement of
[?F\R‘ul‘cmcnl and support prices (0 ensure fair returns to the
farmers so that even in years of surplus the prices do not
tumble down and farmers do not suffer losses. This 18
necessary to ensure that farmers are not ‘penalised’ for
producing more. In fact, the policy of the Commission for
Agricultural Costs and Prices in recent years has been to
announce fairly high prices in a bid to provide incentive 0
the farmers to expand production.

7. Input subsidies to agriculture. The
has provided massive subsidies (0 farmers on
inputs like irrigation, fertilisers and power. The objective of
input subsidisation is to increase agricultural production
and productivity by encouraging the use of modern inputs
in agriculture. Under the government policy, various inputs
to the farmers are supplied at prices which are below the
level that would have prevailed in the open market. The
prices of these inputs, therefore, do not reflect their true
value, i.e., the real cost of supplying these inputs. However,
over a period of time, strong farmer lobbies and vested
interests build up which makes the withdrawal of some of
these subsidies impossible even after their economic rationale
ceases to exist. In fact, the subsidies show a tendency to
increase continuously. Many economists have argued in
recent years that agricultural subsidies in India have reached
‘“fiscally unsustainable’ level.

8. Food security system. Ina bid to provide foodgrains
and other essential goods to consumers at cheap and
subsidised rates, the Government of India has built up an

elaborate food security system in the form of Public

Distribution System (PDS) during the planning period. PDS
f foodgrains at cheap prices t0

not only ensures availability 0
the consumers but also operates as 2 ‘safety net’ by
maintaining large stocks of foodgrains in order to combat

any shortages and shortfalls that might oceur in some years

and/or in certain areas of the country.

9. Rural employment programmes. PDS alone

inot serve as an effective safety net. This is due to the
on that unless the poor have adequate purchasing power

cannot buy their requirements from the PDS. Therefore,

e poverty alleviation programmes in the form of

government
agricultural
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' Lljlplﬂ_\ll\nl\l programmes are required (o provide
:}uru wasing power to the poor. On account ol this reason,
he government ntroduced various poverty alleviation

fff\‘[-!r.lmmcs particularly from Fourth Plan onwards like
:f::lmlcrtdr:::l‘r\,\ l.).cfcllopnwm \gency (SFDA), Marginal
(Ml-ﬁ\lA) ‘NJ“ .‘ .Llll;{ll tural Labour Development Agency
Ruﬂ;l [‘-,nd| x:n ) ur.\ll Employ nu"ul Programme (NREP),
(RI [-‘(iP‘)‘ Ia\:-; l}‘;l‘ n’\.”wm Guarantee Programme
\‘an"lridhi \ e .L“ “\!tltil \.0|.m.| (JRY )f Jawahar Gram
e ojana (JGSY), Sampoorna Grameen Rozgar
\“Janﬂ. (SGRY). National Food for Work Programme
(NFFWP), Mahatma Gandhi National Rural Employment
_Guarantce Scheme (MGNREGS), etc. Taken together and
implemented efficiently, PDS and rural employment
programmes can work as effective safety net for the poor.
10. Rashtriya Krishi Vikas Yojana (RKVY). The
RKVY was launched in 2007-08 with an outlay of
Z 25.000 crore in the Eleventh Plan for incentivising States
to enhance public investment to achieve 4 per cent growth
rate in agriculture and allied sectors during the Eleventh
Five Year Plan period. The States were provided T 22,409
crore under the RKVY during Eleventh Five Year Plan.
The RKVY format permits taking up national priorities as
sub-schemes, allowing the States flexibility in project
selection and implementation. The sub-schemes include:
Bringing Green Revolution to Eastern India (BGREI);
Integrated Development of 60,000 pulses villages in Rainifed
Areas; Promotion of 0il Palm; Initiative on Vegetable
CM‘Nm-cer,eals; National Mission for Protein
Supp) erated Fodder Development Programme;
' 2. The RKVY links 50 per cent of
o those States that have stepped up
n expenditure on agriculture and
| outlay under the scheme for Twelfth

"

ty Mission (NFSM). National
nched in 2007-08 to increase
and pulses by 10, 8 and 2
e end of Eleventh Plan
ctivity enhancement,

economy.

miltan | oonom
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local itiative yward for best per d
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{OnNE y
foodgrains comprising 10 milhion TP —
snd 3 mMilhion onnes

tonnes wheat, 4 million tonne pul l' " fth Five Vear Plas
heing lf"\rif'rr(f!c,:
.. In sdditvon o
crops hke cOAarse cercals and

cotton and jute) have et

> SUg “ane, .

me\n:ljﬁ? From the year 2015-16, the

" Vumcm,;d on a fund sharing ratio of

India and States

| Bima Yojana (PMFBY).

. oovernment on January 13,
: 1¢ aPProvy ed by the g0V ernmeT .

Lo \:jji; Tprural distress resulting from back-to-back

e i 2014 and 2015. The

i £ the country in =
drought in parts of the ¢ ) ‘
objeft};ves of the scheme are: (i) 1O provide insurance

i . farmers in the ev
coverage and financial sup;.x.)rl to the t‘ar’ﬁl g ent
of failure of any of the notified crop as @ result of natural

calamities, pests and discases:.(m to slghili.sc lhe lt_\Comc of
farmers to ensure their contmuz}ncc m.tarmmg. (iii) to
encourage farmers 10 adopt innovative and1 mo@cm
agricultural practices: and (iv) to en§me flow of credl_\ to
the agriculture sector. The scheme forms the centre-piece
of the govemment's strategy to address weather-related
risks associated with farming in a country where the annual
June-September monsoon accounts for 80 per cent of
annual rainfall and irrigates half the farmlands. The scheme
i1 1. 2016 and is being implemented

was operationalised on Apri )
through a multi-agency framework by selected insurance

companies under the overall guidance and control of the
Department of Agriculture, Cooperation and Farmers Welfare
(DAC & FW).

The scheme envisages that even if a single farmer's
crop is damaged in a village, he will get the benefits of
insurance. In earlier schemes, sub-districts were taken as
a unit of assessment and individual farmers got paid if crops
were damaged across a wide area. In the new scheme,
cither a village panchayat or individual farmer’s field (in
case of localized calamities such as hailstorms) will be the
unit of assessment. Additionally, farmers will be immediately
paid 25 per cent of the claim amount and delays in payments
will be cut through use of technology.

Under PMFBY, the premium paid by farmers is capped
~ 1.5 per cent on rabi crops, 2 per cent on Kkharif crops

coarse cereals by
(2016-17). The rev
from 2014-15 in 62
rice, wheat and pulses.

Tl d N
3 di trict

ol

commercial
included since
being imp!

programme is :
n (}mcrnmem of

50:50 betwee

12. Pradhan Mantri Fasa

5 per cent on commercial/horticultural crops. Additionally,
'muu features to reduce delays and leakages
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the premium fo
or

r‘-’a‘“e i d h " t‘ ‘ ][ ‘

3 -rclJl - orucuiture crops was calculated

(L ’ . > aicd on an
; (uml basis, meaning premiums could be as high a¢ 25 I
a 51 as Lo per

- - nding on the risk mvolved Smartphones will be
;-cd 0 capture and upload data gn Crop cutting (to cmmart
e }icld‘ to reduce delays in settling claims: remote-
;cnsmg_ will be used .m reduce the number of Crop-cutting
r riments According to thc} operational guidelines. :
o e can report a Crop loss within 48 hours to a toll-free
centra“Zed number, or banks gnd agriculture officials. Loss
assessment will be completed in 10 days and claims settled
in the next 13 days.

The difference between the acturial premium rates
. farmer’s share of the premium will be subsidized by
‘e Centre and State governments. Union Budget 2016-17
provides 3 sum of T 5,500 crore for implementation of
PMFBY.

3. Other Measures. In addition to the measures
mentioned above, the Indian agricultural policy contained a
qumber of other elements, some of which are outlined

below:
(i) Provision and extension of irrigation facilities through
major and medium irrigation projects and of power for
minor irrigation through the programme of rural electrification.

(ii) Improving the system of agricultural marketing
through the establishment of regulated markets and
introducing a variety of measures like standardisation of
weights and measures, grading and standardisation of farm
output, providing information regarding market prices to
farmers, etc. Efforts have also been made to strengthen the
cooperative marketing structure.

(iii) Provision and expansion of storage and
Mﬁeﬂﬁeﬂpaﬂb]eﬂwgwmwhﬂdw
adequate buffer stocks to cope with the food problem in

o sl

ment 27

mplemented through the various rescarch institules
project directorates, etc At the
o Agncultural Research

igricultural umiversities
apex stands the Indian Council
(ICAR)

(vi) The Mission for Integrated Development of
Horticulture (MIDH) was launched during the Twelfth Plan
with effect from 2014-15, for the holistic development of
the horticulture sector covering fruits, vegetables
mushrooms, spices. flowers, aromatic plants, coconut,
cashew, cocoa and bamboo. The MIDH subsumes the
National Horticulture Mission (NHM), the Horticulture
Mission for North East and Himalayan States (HMNEH),
the National Bamboo Mission (NBM), the National Horticulture
Board (NHB), the Coconut Development Board (CDB), and
the Central Institute for Horticulture (CIH), Nagaland The
Government of India contributes 85 per cent of the total
outlay for developmental programmes in all the States.
From 2015-16, the pattern of assistance is 60:40 between
the Government of India and NHM States and 90:10 for
HMNEH States.

Since the inception of NHM, an area of 24.63 lakh
hectare has been covered under various horticulture crops.

In addition, an area of 5.25 lakh hectare of old orchards,

has been rejuvenated. In fact. India witnessed sharper

increase in acreage in horticulture crops compared to

foodgrains over the last five years (from 2010-11 to 2014-15).

The area under horticulture crops increased around 18 per
cent compared to an expansion of area under foodgrains by
5 per cent during the stipulated period. The production of
horticulture crops has outpaced the production of “foodgrains
since 2012-13.1 For example, the production of horticulture
crops in 2014-15 was 283.5 million tonnes as against the
production of 252.7 million tonnes of foodgrains.

(vii) National Mission on Oilseeds and Oil Palm
(NMOOP) envisages increase in production of vegetable
oils sourced from oilseeds, oil palm and tree borne oilseeds
from 7.06 million tonnes to 9.51 million tonnes by the end
of Twelfth Plan (2016-17). The Mission is being implemented
through three mini-missions with specific target.

The strategy to implement the proposed mission will
include increasing seed replacement ratio with focus on

| replacement; increasing irrigation coverage under
s from 26 per cent to 36 per cent; diversification of
Wylel&ngoeteal crops to oilseeds crops; inter-
ilseeds with cereals/pulses/sugarcane; expansion

n facilities, Pradhan Mantri
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provide end-to-end The
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was made for implemental

programme will focu
every agriculture farm (Har A

1

idd)

agricultural production

availability and efficient use of water, (¢) prov
and autonomy to States ur 1 the progress of plans
executing programmes; and (d) ens

by way of preparation of comprehensive dis
irrigation plans. 28.5 lakh hectares will be brough

irrigation under this scheme.

(ix) A large number of irrigation projects have been
launched since the beginning of the era of planning in India.
However, many projects remained incomplete owing to
financial constraints of the States. An Accelerated Irrigation
Benefit Programme (AIBP) was launched during 1996-97
to give loan assistance to the States to help them complete
some of these incomplete projects. ¥ 67,195 crore had been

released under AIBP as Central Loan Assistance/grant upto
December 31, 2014. An irrigation potential of 85.03 lakh
hectare is reported to have been created under the AIBP till
March 2013. In his Union Budget 2016-17 Speech, the
Finance Minister stated that implementation of 89 irrigation
projects under AIBP, which have been languishing, will be
fast tracked. He estimates that these projects would require
T 17,000 crore next year and ¥ 86,500 crore in the next five
years.

wwm%SmmbleAgmmmMSA)

n ¢ intervention made operational from

‘ at making agriculture more productive,
1C mmmme and climate resilient by
ion specific integrated/composite farming

tg’ conservation measures;
, gﬁqnem water

suring a holistic approach

trict and §

role
LIIUC]

r important u',ll),_”,‘”
n rura fr icture was the “m'(““(-‘-'mtn;
This ]’)rf:y]am"l,
urigation, rural

¢ Bharat Nirman Programme in 2005

rural housing. rural water upply. rural electrificatioy
as under: (@) irrigatipn
hectares of additional irrigation

connect all hahlla!iunv,
1,000 (500 in hilly/tribaj
areas) with all-weather roads: (c) rural housing 1o

construct 60 |akh houses for rural poor; (d) rural wate,
supply — to pros ide potable water to all uncovered habitationg
(55,067) and also address slipped back and water quality
affected habitations: fe) rural electrification — 1o provide
electricity to all unelectrified villages (1.25,000) and to
connect 23 million households below the poverty line; and
(f) rural telephones — to connect all remaining villages
(66,822) with a public telephone.

(xiii) The Small Farmers’ Agri-Business Consortium
(SFAC) was set up in January 1994 to generate agri.
business activities with the theme objective of securing
expanding employment opportunities and raising income
levels in the rural areas through effective support to various
types of agri-business.

(xiv) In recent years, a number of policy changes
have been introduced to make agricultural exports more
viable. Most of the restrictions on agricultural exports have
been removed. Export Oriented Units (EOUs) in the floriculture
sector are being set up and import of capital goods, plant
and machinery for establishing food processing units has
been made more-liberal.

(xv) In order to ensure that all eligible farmers are
provided with adequate and timely credit support from
banking system for agriculture and allied activities in a
flexible and cost-effective manner, Kisan Credit Card (KCC)
scheme for farmers was introduced in 1998-99 and is in
operation throughout the country. It is being implemented
by Banks, Cooperative Banks and Regional Rural Banks.
The scope of the KCC has been broad-based to include term
loans and consumption needs. All farmers including small
fthw marginal farmers, share-croppers, oral lessee and

enant farmers are eligible to be covered under the Scheme.
overage of risk of KCC holder against accidental
1€ dlsablhty upto a maximum of ¥ 50,000

rural telephony. The targets are
create 10 milhion 1

1. (h) rural roads tc

‘/{‘<;V}‘A

m above

with populatic

it for the poor from conventional
l!@kofbollaterals, information
n costs associated with small

memodel of the
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Indian Agricultural Policy and Rural Development

. Bank dev eloped originally in Bangladesh, NABARD

(i'(l’"("" . et
ndia has been engaged in the task of linking up of self-
help oroups (SHGs) with the formal credit agencies since
help & iTi
]()Ql'():
(xvii) A Soil Health Card Scheme (SHC) has been

oved for implcmcnlulion during Twelfth Plan with an
v of 2 568.54 crore. Under this scheme, Soil Health
Y will be provided to all farmers in the country
o interval of three years S0 as to enable them to apply
) propfiate recommen.ded d(')sages of nutrients for crop
roduction and improving soil health and its fertility. For
cuccessful implementation of the scheme, funds to the tune
of T 23,56 grore Wete provided to States during 2014-15
for making initial preparation like training for soil sampling
and awareness creation etc. Funds allocated to States stood
at T 96.46 crore in 2015-16. The quality of soil testing and
fertiliser recommendation depends upon soil sampling;
therefore following unified norms are prescribed for sampling:
in the irrigated areas, samples will be drawn in a grid of
2.5 hectares; in rain-fed areas, sampling will be done in a
10 hectare grid; and in all, 253 lakh samples will be tested
fo generate 14 crore soil health cards in three years periéde
Union Budget 2016-17 has provided T 368 crore for National

Project on Soil Health and Fertility.
Government is implementing a cluster based
programme to encourage the farmers for promoting organic
farming called Paramparagat Krishi Vikas Yojana (PKVY).
Under this programme, group of farmers would be motivated
o take up organic farming. Fifty or more farmers will form
a cluster having 50 acre land to take up organic farming
under the scheme. In this way, during three years (2015-16
to 2017-18), 10,000 clusters will be formed covering five
lakh acres under organic farming. -Every farmer will be
provided T per acre over three years to meet end-
to-end expenditure — seed to harvesting of crops to transport
cet. Organic farming will be promoted
urces and the organic products will
will increase domestic production
oduce by involving farmers.

-

appr
outla

(xviii)

al basic prices was 17.2 per cent
| per cent In 2014-15
agriculture in GDP has
of the working population
or its living. Thus, any

GVA (gross value added)
in 2013-14 and this fell to 16.
However, although the share of
declined significantly, almosl half
still continues to depend on it | :
decline in investment in agriculture has to be viewed with
concern. This is particularly so because the growth of
infrastructural facilities (which depends on investment oF
capital formation) determines the growth of a particular
sector. Less investment in agriculture would mean less
growth of infmstrm'tural Sacilities like irrigation, rural
roads, market, power, cold storage, etc., and this would,
in turn, affect agricultural growth adversely.

As far as investment or Gross Capital Formation in
agriculture and allied sectors (GCFA) is concerned, it was
% 2,74,432 crore in 2011-12, ¥ 3,22,723 crore in 2013-14
and stood at T 3,14,640 crore in 2014-15 (data are at 2011-12
prices). However, as a proportion of GVA of agricultural
and allied sectors, there was a decline from 18.3 per cent
in 2011-12 (when GVA of agriculture and allied sectors
was Z 15,01,816 crore) to 17 per cent in 2013-14 (when
GVA of agriculture and allied sectors was < 19,02,452
crore) and further to 15.8 per cent in 2014-15 (when GVA

of agriculture and allied sectors was % 19,95,251 crore).” In

this context, two more points are also worth noting:

1. GCF in agriculture (GCFA) as a proportion of total
GCF has declined in the post-reform period. The decline
was particularly marked in 1990s with GCFA declining
from 9.9 per cent of total GCF in 1990-91 to just 3.5 per
cent of total GCF in 1999-2000 (at 1993-94 prices). In
terms of 2004-05 prices, the share of GCFA in total GCF
was around 7 to 8 per cent over the years 2004-05 to 2012-
13. According to the new series with base year 2011-12,

“the share of GCFA in total GCF was 8.6 per cent in 2011-

12 and this fell to 7.4 per cent in 2013-14. This poor
investment in agriculture is one of the main causes of
slow growth in agriculture in recent years.

2. The share of public sector in GCFA has declined

_over the years. It was as high as 30 per cent during the first
i, J_'ﬁﬂfof 1990s (at 1993-94 prices) but fell to 21.3 per cent in
=" “9004-05, 18.0 per cent in 2009-10 and further to 16.4 per

cent in 2012-13 (at 2004-05 prices). According to the new
series with base year 2011-12, the share of public sector in

GCFA was 16.8 per cent in 2013-14.
This decline in public investment in agriculture is a

serious cause of concern because of the potential negative
impact on agricultural growth over the longer term. Gulati

d Bathla have estimated that a 10 per cent decrease in

= ﬁo investment (including irrigation and power) leads to
e :1, per cent annual reduction in agricultural GDP growth.?
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Interdependence between Public and Private
Investment

‘ Some economists have argued that private investment
in agriculture has been more than compensating for decline
in public investment in agriculture. For example, while
public' investment in agriculture declined from I 7,301
cr9re i 1980-81 to ¥ 4,395 crore in 1990-91 (at 1993-94
pr¥ces) and stood at ¥ 23,886 crore in 2012-13 (at 2004-05
prices), private investment in agriculture increased from
¥ 6,932 crore in 1980-81 to T 10,441 crore in 1990-91 (at
1993-94 prices) and further to ¥ 1,38,197 crore in 2012-13
(at 2004-05 prices). Accordingly, these economists argue
that a decline in public investment in agriculture should not

cause any concern. This view is erroneous on account of

the following facts:*

1. Public investment and private investment cannot be
considered to be mutual substitutes in view of their current
f:omposition. Public investment is mainly accounted by
investments made in medium and major irrigation works,
rural roads, markets, storage facilities, rural electrification,
etc. In contrast, private investment is essentially taking
place for short-term asset building as it is mainly in the
areas of mechanisation, ground levelling, private irrigation,
etc. That is why, increase in private sector CF cannot be
treated as compensating the need for public sector €F.

2. Almost all the studies on the issue use macro level
data and ignore its regional dimension. Inducement impact

might have disappeared for more irrigated progressive States
which have received disproportionately large benefits from
public investment in the past aided simultaneously by increased
flow of institutional credit diverted to them. However, in
many rainfed or dryland f: ing areas having underdeveloped
or backward infrastructure, it is necessary to undertake
massive investments for the development of watersheds,
roads, rural electrification, etc. Private investment cannot

t is undertaken for the development of
heds, roads, rural electrification, etc.),
horticultural and forestry plantation,
‘minor irrigation, new technology for
ill receive a considerable boost up.

h

Indian Econom

: sther infras
lack not only irrigation facilities, but also ¢ Iructury)

facilities,
Reduce Capital Formatioy
The most important cause jbrllhz' flc'('lmc' in puby,
investment in agriculture is the l'/l"l"’“l/t’l'A fl'f ‘ resource,
from investment to current 1'.\'[)1’11.111111.!‘?: ! «IIL»L. pﬂfn()n of
public expenditure on ;lgil'icf'll"'.L' ,!,‘rt‘u"l:w)(’;‘::-‘h"ﬂf;fll .
current expenditure in the form ol "1‘“’?“&,[.*‘_ . t;.":‘l for
food and agricultural in[’lll-*'(l"m'c“l."“r )| - ; "ﬁ"‘::.‘(-rLClrlc")
and irrigation). For example, agricu “;r(“ ‘ 5”‘5} ies roge
from I 51),77! crore in 2000-01 to 4 8(),8_‘)‘ cr‘(,)rc in 2005-0¢
and further to as high as ¥ 2,04,668 cmr(u "". JTO.S-O‘). Food
subsidy alone is estimated at ? 1,39.419 u;)r«, in 201516
while fertiliser subsidy 18 estimated at T 72,438 crore,
As argued correctly l'wy.A. Vﬂidyanathanv, pT()' .0nly is
the high level of subsidies fiscally unsustainale,
is @ major cause of indiscriminate

underpricing of inputs 1 i 0
and wasteful use of these inputs, raising the costs of

production and contributing 10 degr “d“”"’"_"]t land,
pollution of water resources an.d ovcfrexplwtau@ of
groundwater. The fiscal compulsions Ior' reform in the
input sectors are already very strong an'd will become even
more compelling in times to come. According to Vaidyanathan,
the political argument for reduction in subsidies lies basically
in the fact that these subsidies in effect give recurring doles
to producers of the inputs and to a small sector of the
farming community (namely, those with pumps, those
benefiting from canal irrigation, those using the bulk of
fertilisers and credit facilities) — thereby diverting massive
amounts of resources from much-needed investments in
expanding and improving economic and social infrastructure

for the rural masses.’
Increasing Public Sector Capital Formation through

RIDF
One important step taken for improving capital

formation in the public sector was the creation of Rural

Infrastructure Development Fund (RIDF) in 1995-96 with

a corpus of T 2,000 crore with the objective of providing
funds to State governments and State-owned corporations
to epable them to complete various types of rural infrastructure
pto_lects: Since 1995-96, the scheme has continued in each
succeeding year with enhancement of the volume the fund
The resources for the Fund are contributed by the scheduled
01‘0181 banks to the extent of the shortfall in meeting
heir priority sector lending targets. Loans under RIDF ar¢
for VArious purposes like irrigation projects, waters

nt, construction of rural roads and bridges ¢t

‘the creation of RIDF is expected to impr®
ral facilities in various States, Rao and Jero™
Fh

Increasing Subsidies
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pave drawn attention to certamn 1ssues.® First, RIDF 1s not
an gdditional TESOUICE to the agriculture sector. Rather, it
is 3 mechanism through which private sector resources (i
[h‘ form of deposits) are diverted to the public sector. H 13
ihe banks met the stipulated target of priority sector lcndlr{»'
ol resources W ould }3.1\«: automatically gone to the (erg;
and proNN.‘ the efficiency in their use would have bccﬁ
- Second. though the NABARD (National Bank for
j\gﬂﬂﬂmﬁ and Rural Development) sanctioned the funds
o the Qtate OV ernments, their disbursement is not
sive. This would be clear from the fact that as at
end-N ovember 2012, c.umulati\'e disbursement was just
6.2 per cent of cumulative sanctions. According to Reserve
~ of India, the low level of utilisation of funds was
mpainly due 10 “inadequate budget of the State governments
Jffecting timely flow of funds to the implementing
departments. delays in completion of formalities related to
drawal of funds, and delays in completion of preliminary
work in respect of irrigation projects which involves land
-ition formalities. obtaining environmental clearance

acquis
from the Central government, tendering procedures, etc.”’
Third, RIDF provided a golden opportunity to the

commercial panks to park their funds without risk and that
made the banks less interested in expanding their priority

sector lending.

WTO AND INDIAN AGRICULTURE:
CHALLENGES AND PRIORITIES IN THE
GLOBAL ECONOMY

Agreement on Agriculture (AoA)
Asweshalldiscussindetailinthechapteron‘lndia
and the World Economy’, the Uruguay Round of negotiations
led to the birth of the World Trade Organisation (WTO) in
January 1995. Under the Uruguay Round, all member nations
of GATT participating in negotiations committed themselves
Gammmmﬁﬂs;remvalofqmmitaﬁve
competition in most fields of economic activity. Thus, the
conomic order that is taking shape

AWGI and credit.

1

t Access. As far as providing market

it the prevailing non-

dered trade

Providing Marke
vo0A required th:

eSS 18 Cong erned,

ace

tariff barrers In agriculture, which were consi

distorting. were to be abolished and conv erted into tanffs
nd subsequently

level of protection @
y reduced by 2 simple
s over 6

s0 as to provide the same
be pm_;;rc“l\c]
1t by the dev eloped countrie
24 per cent by the developing
2004) (See Table
ties were 10

the tariffs were to
average of 36 per cer
vears (yvear ending 2000) and by

10 years (year ending

countries Over
18.1). The minimum market access opportuni
~be provided at 3 per cent of the domestic consumption in
1986-88 (to be established by the year 1995) and rising up
to S per cent by the end of the implementation period.

Reducing Domestic Support. As far as the question
of reducing domestic support is concerned, A0A divides
domestic support into two categories — (1) trade distor_ting,
and (2) non-trade distorting (or minimal trade distorting)-
All trade distorting domestic support is placed in, what s
called. ‘ Amber Box." As faras non-trade distorting or minimal
trade distorting domestic support measures are concerned.
they have been divided into: (1) Green Box. (2) Blue Box
and (3) Special and Differential (S&D) Box. The Green
Box measures include assistance given through environmental
assistance programmes, services such as research training
and extension, marketing information, certain types of rural
infrastructure, etc. The support under Green Box is excluded
from any reduction commitments and is not subject 10
any upper limit. Subsidies urmider Blue Box include direct
payments given to farmers in the form of deficiency payment
(i.e., the difference in the government’s minimum support
price and market price is paid directly to the farmers, as is
the practice in USA), direct payments to farmers under

ction limiting programmes, as in European Union, etc.
Support under Blue Box is also exempted from any
reduction commitments but it has an upper limit. The
Special and Differential (or S&D) Box measures include
measures taken by developing countries, otherwise subject
to reductions, such as investment subsidies and various
agricultural input subsidies generally available to low income
and resource poor producers in a developing country.

All trade-distorting domestic support has been put in
the Amber Box. This has to be quantified in accordance
with the Aggregate Measure of Support (AMS) and
removed. The AMS consists of two parts — product
specific and non-product specific. The product specific
support is the difference between domestic support prices
(as procurement prices in India) and external reference
prices, multiplied by the quantity of production which gets
such support. The non-product specific support is the
subsidy on various agricultural inputs like fertilisers, electricity,
AoA stipulated the reduction of total
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5 :
AMS t".:‘ ‘-00 ‘N cent for the developed countries over a
mpumtd'?d vears, while the developing countries were

; ofm reduce the total AMS by 13 per cent over a
k'\puel:.n‘dof 10 \ears Reduction commitments refer to total

o m. < support and not to individual commodities
Pelicies M_ amount to domestic support, both under
:;‘:' ?ﬂ‘lﬁt and non-product specific categories al

. .-p:'r l:;l' of the value of production for developed

m‘ mww than 10 per cent for developing countries

from any reduction commitments (these are

kmown as ‘de-minimis’ subsidies). Policies which have no.

or at the most minimal, trade distorting effects on production.
are also excluded from any reduction commutments.

- Ceontaining Export Subsidies. As far as export
subsidies are concerned, as is clear from Table 18.1 the
mm‘\uereqtdredtomdwethe volume of
subsidised exports by 21 pe_l‘calover6yearsandtbe

export subsidies by 36 per cent with
respect to the base period 1 i
‘were required to reduce the volume by

24 per cent over 10 years.

 budgetary outlays by
ecments Related fo Agriculture

N —

and calls for nationa '
discrimination against imports Agreemen

¥ ual property for protection, namely,
industrial designg,

seven types of intellect : :
patents, copy rights, (ra emarks. -
geographical indications. design layouts of m!cg!‘:l::h:;‘
and undisclosed information. AS far 85 287 n
concerned, Article 27.3(b) of the 3?’“‘1,7@‘ re::::;“b';m
to provide for protection of plant "a"ﬂ;‘smv combir::
or by an effective 5#/ generis system or BY =72

thereof.

elopi and AoA
i d allied agreements was groeted by
great eu};h ) ber of de\‘télosi:li dc?gc; as u:

s expected that these agreements ‘ ‘
r‘fmrbl\:r.\sF::rt their products in developed counme}s. As {n. o
India is concerned: support given @ agriculture was negative
while developed countries of OECD (Org:}rusa‘;lm fjor
Economic CooperationandDe\ elopment) Were ound heavily
. g’icultur& Based O:; th.llS;hlt. Wm

i on of AOA would result 1n
e nmplanenznOECD countries, which would in tumn
prices of agricultural commodities and
pects for India and other countries.
tations, international agricultural
period puttiing agricultural
such as India at a
two decades of the operations of
s have shown that several

eﬁﬁmMWhicharenot

Countries

loping countries

and allied agreement

AoA

asymmetries and inequalities
em&ﬁwmﬁneu'adinginmstsof the developing countries
includinslmﬁa-lnﬂd,allagreanenlsareheavﬂyloadedin
favour devdopedoomu'i&sasthe following discussion
' ier, support under Green Box is
distorting and hence not subject 0

to their maximum advantage. This
fact that highest Green Box support

I\J‘I '._
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o 3gr1cullllrn‘ i.x pm\‘idnl by the USA whicl

than @ third ol l.l\ GDP from agriculiure 01 spends more
[gpan Uses one-fourth of its GDP from n
) Box prml.\'inn.\ while such sup

‘ this support.,
apric 5
(e = irins i & m‘:'l Li::ll(ll.‘r;‘:lt?m.nh
Furopean countries is .}mund 13 per cent of G ).1 and
Jgriculture As against lhﬁ. India provided Green ll' WP from
o}' only 2.34 per cent of its GDP from ugriuu“uru_x-mpm”
(data are available for India only for the year 1(;():\ xl 995
only the dey cloped countries have succeeded j s N("
pajor advantage under Green Box support, they :‘a glcltmg
the ambiguity 10 dc‘tmnmn and classification of such V‘L used
to shift support from non-exempt categories to zupport
categorics- REmpt
2. Despite the commitment to re :
subsidies substantially, the developed cocitlitc;i:sgrl:fzttural
shown any willingness to cut down subsidies. For insta not
the USA provided $ 36,958 million support to farmers inntc;,
pase period 1986-88. This rose to $ 42,669 million in 200;
(as 2 percentage of gross farm receipts, the subsidy was 22
per cent in 1986-88 and 16 per cent in 2005). The European
Union provided $ 90,924 million support to farmers in the
pase period 1986-88 and $ 1,33,785 million support in the
period 2005 (as a percentage of gross farm receipts, the
subsidy was 41 per cent in 1986-88 and 32 per cent in
2005). Japan provided $ 49,579 million support to farmers
in the base period 1986-88 and $ 47,435 million in 2005 (as
a percentage of gross farm receipts, the subsidy was 64 per
cent in 1986-88 and 56 per cent in 2005). The OECD group
of countries, as 2 whole, provided $ 2,42,474 million support
to farmers in the base period. This rose to $ 2,79,845
million in 2005 (as 2 percentage of gross farm receipts, the
subsidy was 37 per cent in 1986-88 and 29 per cent in
2005) These data amply bring out the fact that the developed
countries have not fulfilled the commitments regarding the
cutting down of agricultural subsidies.

229 30Ny
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It is argued by some developed countries that rather
than requiring them to reduce the level of support for
agriculture, other countries should raise the level of support
to their agriculture if they are affected by the support
provided by the former. As correctly p«nntcd out by Ramesh
Chand and Linu Mathew Phillip, this argument not only
runs counter to distortion free trade but also ignores the
variations in capacity and structural composition of the
economies of developed and developing countries. Since
agriculture constitutes a very small part of the developed
countries (between 2-4 per cent), these countries can provide
high level of subsidy. In fact, 10 subsidise agriculture to the
extent of 50 per cent, developed countries have to spend
only 1-2 per cent of their total GDP. As against this,
developing countries would require about 14 per cent of
their total GDP to match the support given by developed
countries. This shows that it is not possible for developing
countries to offset the disadvantage to their agriculture, due
to high level of subsidies provided by developed countries,
by raising the level of support.

3. A break-up of total agricultural subsidies into
different categories as shown in Table 18.2 reveals how
cleverly the developed countries have played their cards.

As stated earlier, while the current Total AMS subsidies
are subject to reduction commitments and while Blue Box
and de minimis subsidies could be subject to similar discipline,
Green Box subsidies are not subject to reduction
commitments. As is clear from Table 18.2, even if the
entire volume of Current Total AMS, Blue Box and de
minimis subsidies are reduced to Zero, which is quite
unlikely, only half the total subsidies would be subjected to
reduction commitments. This does not include the very real
possibility of box shifting or subsidy reclassification, which
could then increase the share of Green Box subsidies.
Distortions arising out of Green Box subsidies might be

o e 11&1“."";5 gl A s Table 18.2
arison of Green Wt Total AMS, and De Minimis Subsidies

(US 8 million)

Current Total AMS De minimis Total
gl g <165 “) (5)
g > 56,571.10 612.10 1,00,698.20
- 6,238.10 811.60 58,295.70
36410 665.10 1,888.40
5,987 589.80 30,414.40
4,448.00
- 3,002.50
2,678.60 1,98,747.20
s in the AoA.

isation on Indian Agri-

Table 2.29, p. 114.
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significane and would remain inadequately addressed
during the currens ongoing process of negotiations.\"

4. As far as the reduction of tariffs by developed
countries by a higher margin (36 per cent) is concerned, R.

had protecteqd their agriculture substantially and reached
peak leve] of tariff before the Uruguay Round so that even
after a 3¢ Per cent reduction, their rates are absolutely and
relatively very high; (ii) AoA did not mandate reductions in
absolute terms but only in relative terms; and (i) requirement

cent over the period 1995-2000. However, the €xport subsidies
granted by developed countries i

":,*Y o ]

6. jgeomsc of high subsidies on agricultural exports

&iven by develope, ed countries, theiragm: ricultural products
sell b . > cost of productio :‘%ﬁﬂamwmka.

bymﬁmm

P—

Indian Econom

crops were denied their share in the world

dri\pcn out of their domestic market‘vand ?i“krnf;:N
producing an alternative crop or having being drivey * g
business, were forced to migrate tp large Cities o
Delhi and Mumbai to eke out a miserable liVing e u
piecemeal work.”!3 gy

7. The developed countries have also taken .

under the SPS agreement and TBT agreement to kl%‘_f::
ward off imports from developing countries 'by : e
higher standards than those prescribed by “.“erﬂati(;:l
bodies (as stated earlier, Section 3 of the Article o s

measures entitles them to do so). 1_'he developeq COUntyig,
have been successful in their designs because Standarg,
assessment is a qualitative and subjective €Xercise,

Agriculture at Hong Kong Ministeria]

The Sixth Ministerial Conference was held a¢ H
Kong from December 13 to 18, 2005. As far as agTicultyr,
is corglcemed, the main agreements arrived at in this M-lmstenal
Conference were as under-

1. Agricultural export subsidies will be Phased gy by
the developed countries by 2013.

2. However, domestic support would continye an‘y'ug
that agricultural output of the developed countries woylq
still be subsidised.

3. On grounds of food security, livelihood security
and rural development needs, developing countries will be
allowed to self designate ‘Special Products® which will
attract more flexible tariff reduction treatment.

4. There will be Special Safeguard Mechanism (SSG)
for developing countries.

5. For cotton, export subsidies
developed countries in 2006,

However, as we shall discuss in Chapter 43 on *“WTO
and India’ (see the section ‘Hong Kong Ministerial
Conference’), these agreements

will be eliminated by

count Widespread reduction in
L°se countries, as part of their
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