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MEDC Governing Board From the President’s Desk...!

In just about two months the financial year 2013-14 will come 
to a close. From the policy reforms perspective, no significant 
initiatives can be expected from the incumbent government to 

counter the prevailing predicament of economic slowdown. There will 
be only a vote-on-account budget in the course of the current month and the crucial 
task of unveiling a full budget and new economic policy will inevitably  be performed by 
the next Government in power after the general elections in May 2014. 

In the meantime, the RBI in a surprise move has hiked the key policy rates with an 
avowed objective of controlling inflation. The strategic framework of the monetary 
policy is changing and we in business and industry will have to be ever vigilant on 
implications of the emerging inflationary and growth environment. 

For all practical purposes the verdict has been cast that 2013-14 will end with economic 
growth rate at lower than 5% with inflation, measured in terms of retail prices, remaining 
stubbornly high and hovering around double-digit level. Our industrial sector is virtually 
is in midst of recession; and several industries, especially manufacturing, automobiles, 
auto components, consumer durables, et al are experiencing actual contraction in 
output. Large capacities built in the recent years is remaining idle, due to the collapse 
of domestic demand. The fallout of this situation is more acutely felt by our small and 
medium industries sector. 

The services sector, which used to experience high growth in the range of 9 to 10% 
for the past many years, is also under pressure. And we believe it would continue 
to be strained so long as there is no strong and sustainable industrial recovery. The 
composite impact of industrial and infrastructural setback is visible on the performance 
of the financial sector, especially of banking, which is currently facing a huge problem 
of non-performing assets. The impact of economic slowdown is bound to be adverse on 
the government budgets. We are, thus, in midst of a vicious circle of falling economic 
growth and intensifying financial and fiscal stresses and strains.     

While we have been reflecting on these difficult economic times, on behalf of MEDC 
on 31st January 2014, I had the privilege of making a presentation to the 14th Finance 
Commission., which was well-received. Among other things, we specifically pointed out 
to the Commission that Maharashtra, like most other States, is currently experiencing 
backlash of economic slowdown. This is posing major challenge not only in terms of 
managing its fiscal health, but also in terms of expansion and modernization of its 
economy, dealing with regional imbalances and employment generation. 

Therefore, the Center-States fiscal relations cannot be look at in isolation; and that it 
is imperative to take a holistic approach to the current growth challenges facing our 
economy. This issue of Digest carries the text of our submission to the Commission. 

Our readers will also find that the focus of this issue is on agriculture and various policy 
challenges, as we look into areas of value addition in agricultural operations, supply 
chain, logistics management and application of bio-technology, especially mutation 
breeding. Most of these aspects were covered by eminent experts at our Agro Vision 
Conference at Nagpur. I am sure that all our deliberations will be of great relevance to 
the policy makers, existing and potential agro/ food-processing entrepreneurs, farmers 
and researchers. ……..     
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Stop Move to Dishouse 
Mumbai’ s Middle Class......

Mr. Chandrashekhar Prabhu
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The Government of 
Maharashtra, in the year 
2011, through the office of 

the collector came up with a series 
of notices to co-operative housing 
societies built on Government land. 
The notice asked the co-operative 
housing societies to furnish a list of 
all members from inception till date 
and also whether these members 
have fulfilled the conditions as 
required under the GR dated 25th 
May, 2007. This came as a rude 
shock to several members who 
have been staying in such societies 
for 30 years and above. The GR 
of 2007 has conditions that the 
family income of the member of 
such society shall not exceed Rs 
twenty thousand per month, and 
also that a stipulated percentage 
of members must belong to the 
scheduled class and other reserved 
categories. The collector’s notice 
also asked explanation for the 
delay in constructing the building 
50 years ago! The societies which 
were issued the notices were asked 
to appear before the Collector 
for a mass hearing. The Collector 
heard them for a few minutes 
and the meeting was adjourned. 
Most societies submitted to the 
Collector that the GR of 2007 was 
not applicable to them as their 
allotmentwas prior to 2007.
In January 2014 some societies 
received judicial order from the 
Collector, Mumbai Suburban District 
directing these societies to 

a) Apply for extension of time for 
completing the construction by 
paying the required fee.

b) Make applications for approval of 
the transfers already done giving 
particulars in accordance of the GR 
of 25-5-2007and obtain approvals 
for the transfer. The transfers reused 
for not in accordance of the GR 
should be cancelled. This should be 
done within a period of 6 months.

c) The transfers in future should be 
made to complete the requirement 
of 20% quota of membership to 
backward class people. 

d) In case these violations are not 
rectified with 6 months the land 
may be resumed without paying any 
compensation.

If the societies follow the judicial 
order, then they may stand to lose 
their land and their houses. In this 
way more than 3 lakh residents 
residing on Government land will 
be dishoused.
In order to explain how the judicial 
order affects vast section of the 
city’s middle class population, we 
would like to give a case study of 
one of the groups where about 40 
co-operative housing societies 
were granted land by the Collector 
more than 50 years ago.
Government land at Shivsrushti 
layout was granted to various Co-
operative  Housing Societies during 
1960’sand 1970’s on occupancy 
rights basis (as distinguished from  
the grant on lease where lease 
rent is payable and also there 
is a period of lease). Individual 

societies signed an agreement with 
the Additional Collector, Bombay 
Suburban District setting out the 
conditions of grant of land.
2. The conditions were (mainly):
a) The society or any member shall 

not transfer or mortgage or lease 
etc. any plot or block or flat out of 
the land to any person other than 
a member of the society or let or 
give on  Leave and Licence basis 
any tenement block or flat out of 
the land to any person other than 
a member of the society without 
obtaining previous written approval 
of the Additional Collector, Bombay 
Suburban District. The Additional  
Collector, Bombay Suburban District 
will have the right of first refusal 
whenever any tenement block or flats 
are to be let out or given on Leave 
and Licence basis and to nominate 
Government servants for the  
purpose. The Additional Collector 
shall exercise the right of first refusal 
within 30 days of the intimation from 
the Society or its member.

b) The Society shall not enrol any 
additional members or substitute 
any member in place of those 
approved by the Government except 
with the previous written approval of 
the Government.

c) No individual plots shall be given to 
members and the Society and the 
Society shall be bound to construct 
multi storeyed buildings, roads, 
drains etc. within two years from 
the date of taking over possession 
of the land in accordance with the 
approved layout of the Greater 
Bombay Municipal Corporation.
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d) The Society shall be liable to be 

evicted and the land and buildings 
resumed by the Government without 
payment of any compensation in 
case there is any breach of the  
conditions of the grant of land and 
failure on the part of the society to 
remedy the breach within 6 months 
from the date of issue of notice by 
the Additional Collector, Bombay 
Suburban District communicating 
the breach.

3. None of the societies could 
complete the construction of the 
buildings within two years of taking 
possession of the plots for the 
following reasons:
a)  The land granted was a marshy 

land which required at least two 
monsoons for the soil to settle down 
the land as filled with the soil.

b) There was no infrastructure like 
access roads to the lands granted 
to take the building materials to 
the site, electricity etc. Thus the 
societies were handicapped.

However, no extension of time for 
completing the construction was 
sought for.
4. The members were transferring 
the membership in the societies 
along with the flats for a price and 
the societies were approving such 
transfers. Some societies were 
intimating such transfers to the 
Collector requesting approval of 
such transfers. However, there was 
no response from the Collector for 
such requests.
5. In 2011, the Collector sent 
notices to the societies seeking 
explanations for not completing 
the construction in two years’ time 
and also details of all the transfers 
of flats taken place in all these 
years. The societies gave reasons 
for the delay in completing the 
constructions and also gave the 
details of the transfers as requested 
by the Collector.
6. Subsequently, hearings took 
place before the Collector. The 

Collector during the hearing brought 
forward the GR dated 25-5-2007 
and informed the societies that this 
GR is applicable to all the societies 
and they are required to comply 
with all the conditions mentioned in 
the said GR.
7. The Shivsrushti  Co-operative 
Housing Societies Association 
Limited, the representative body 
of  all the housing societies in 
Shivsrushti  vide letter dated 8-1-
2013  gave a detailed explanation 
as to why  the said GR is not 
applicable to societies in Shivsrushti  
as under:
a) The GR was issued in 2007 and the 

land was granted during 1960’ and 
1970’s. The conditions for grant of 
land were entirely different than the 
conditions mentioned in the said 
GR. Hence the GR is not applicable 
to the Societies in Shivsrushti.

b) There was no income limit mentioned 
or the requirement of allotting 
the flats to reserved category of 
populations in the conditions of 
grant of land.

c)  Similarly there was no mention of 
payment of transfer premium in the 
conditions for grant of land.

d) Membership eligibility criteria were 
not mentioned in the grant of land.

e)  Requirement of payment of transfer 
premium is not mentioned in the 
grant of land  

f) The preamble to the said GR states 
as “Policy regarding allotting 
Government land to Co- operative 
societies”. Hence the policy 
mentioned in the GR was for allotting 
the land after  the issue of the GR 
and not for past allotments.

8. The matter was taken up at 
the level of the Additional Chief 
Secretary (Revenue, Government of 
Maharashtra) in meeting with him in 
January 2013 and a representation 
dated 8-1-2013 was filed in his 
office on 14-1-2013 stating therein 
why the GR of 25-5-2007 is not 
applicable to them. Relevant judicial 

decisions were also enclosed with 
this representation.
9. The Additional Chief Secretary 
(Revenue) during the meeting 
agreed with the contention that 
the GR cannot be applied with 
retrospective effect. He assured 
that changes/modifications in the 
GR would be made. However, 
instead of providing relief to the 
residents, they have now been 
issued a judicial order which 
may result in their eviction. The 
matter of grant of land (16.87% 
of the total land at Sivsrushti) by 
the Government exclusively to 
reserved category of the population 
in Shivsrushti  was communicated 
to the Additional Chief Secretary 
(Revenue). It was also informed to 
him that the further reservation in 
the individual societies amounts to 
double reservation.
10. The Chairman and the 
Secretary of the Association and 
some members of the societies 
met the Additional Chief Secretary 
(Revenue) on 13-1-2014 on this 
issue to bring to his notice that 
his assurance in January 2013 
is still to be implemented. He 
immediately advised his OSD to call 
a meeting of the Collector and other 
concerned officials with him where 
the representatives of the societies 
should be invited.
11. The land grant was on occupancy 
rights basis. The societies were 
required to develop infrastructure 
facilities in the area such as roads, 
electricity lines, drainage, storm 
water drains, water supply pipelines 
etc.  The Societies have spent an 
amount of Rs.32.10 lakhs (in 1972 
when the price of flat of 450 sq ft 
was in the range of Rs.25,000 to 
Rs, 30,000) for this purpose.  
No membership eligibility criteria 
were mentioned in the agreement 
with the Additional Collector, 
Bombay Suburban District when 
the land was granted to the 
societies. Therefore the Collector 
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cannot say which members are to 
be admitted or not admitted. He 
has to approve the members the 
societies have admitted. Therefore 
the approval by the Collector should 
be a formality. Since this function 
only adds to the paper work the 
same should be done away with. 
Further, the function of admitting 
the members to the society is that 
of the Managing Committee of the 
concerned Society and the same 
is governed by the Maharashtra 
Co-operative Societies Act and 
the byelaws of the society. The 
Co-operative Housing societies 
have become constitutional bodies 
after the recent amendment to the 
Constitution of India. Further, the 
Maharashtra Land Revenue Code 
also does not confer any power 
on the Collector to interfere in the 
administration in the co-operative 
society. The powers of the Collector 
can only be drawn on the basis of 
the agreement signed with the 
Society and these powers become 
ultra vires if they are not according 
to the Maharashtra Co-operative 
Societies act.
Similarly, the approval for 
redevelopment of the buildings 
from the Collector may not be really 
required, since when the lands 
were granted, no conditions with 
respect to redevelopment were put 
in the agreement. Further, when 
the redevelopment takes place, 
the MRTP Act will come into force 
and the approvals will be given by 
the BMC. The residents have good 
reasons to feel that the Collectors 
approval for the redevelopment 
causes avoidable bureaucratic 
delay. If the Government is serious 
about how redevelopment of such 
lands should be undertaken, it 
could amend the DC regulations 
suitably to incorporate clauses for 
such redevelopment. Needless to 
say that the people’s opinion must 
be taken into consideration before 
amending the Development Control 

regulations.
The entire GR of 25-5-2007 is to be 
amended, and even the amended 
GR would be applicable only to 
societies which have been granted 
land after the GR came into force 
and the same cannot be made 
effective retrospectively. Further, 
The Nagpur Bench of the Bombay 
High Court (Division Bench) has 
clarified that section 40 of the Land 
Revenue Code, under which the 
GR 25-5-2007 was issued, does 
not allow the Government to add 
any conditions to the agreement 
already signed with the society and 
therefore the GR becomes illegal.
In the Shivsrusthi layout consisting 
of 96418 sq. mtrs. has 39 societies 
out  which 11 societies have been 
allotted to members who belong 
to the backward scheduled and 
poor class societies, occupying an 
area of 16265 sq. mts. This area if 
compared with the total area works 
out to 16.87%. These societies 
were to have members exclusively 
(100%) of this category. It is very 
obvious that the class of people 
whom the Government was keen 
to accommodate have already 
been accommodated separately 
and adequately. Having separate 
reservation in individual societies 
would amount to doubling the 
reservation.
Shivsrusthi may have been a 
good example for our readers to 
understand the issue. Even in other 
societies the issues are similar. 
There are several questions which 
come up as the result of the action 
taken by the Collector’s office. If 
the GR was issued in 2007 why 
did the Collector’s office initiate 
the proceedings in 2011? Why 
were only a few societies selected 
for this action? If action had to be 
initiated, would it not have been 
proper to initiate the action for all the 
societies at the same time? Some 
of the societies have entered into 
development agreement with select 

developers. We were told that such 
societies have not been listed for this 
action. What would be the reasons 
for such preferential treatment for 
select societies? We have also 
been given to understand that some 
redevelopment permissions have 
already been given. When the 2007 
GR is applicable to all societies, 
how can redevelopment permission 
be granted to some of them?
The answers to these questions 
will be asked. The Government is 
duty bound to reply to them. There 
are several scenarios which can be 
visualised, for instance if a society 
has permitted new members under 
the Co-operative Societies Act, 
could the Collector annul such 
membership? If a member from the 
reserved category who was allotted 
a flat by virtue of his belonging to 
such category and he subsequently 
disposed off the flat to a person 
who does not belong to the same 
category; would his membership 
to the co-operative housing society 
be revoked? In any case, the 
requirement that an allottee or a new 
member cannot have an income 
exceeding Rs. 20,000 /- per month 
is ridiculous, to say the least. 
The Government would do well to 
rectify the flaws in the system and 
scrap the 2007 GR in toto, or at 
least amend it suitably to remove all 
ambiguities and contents which can 
be seen as anti-people. We appeal 
to the Honourable Chief Minister to 
intervene immediately and ensure 
that genuine law abiding citizens 
are neither penalised nor put to 
inconvenience for no fault of theirs.

chandrashekharp@hotmail.com 
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Agriculture Supply Chain 
- Search for Constrained 
Optimisation...... 

Dr. Shreekant Sambarani

Criticality of Supply Chains
A supply chain existed even in the 
Garden of Eden. God caused the 
apple to be produced. The Serpent 
nudged Eve into noticing the apple 
on the tree. She then consumed it 
with Adam and the rest is human-
kind!
The  linking of production and 
consumption has since become 
a great deal more complex, 
involving innumerable goods and 
services, individuals, organisations, 
facilities, institutions, locations and 
processes. Since production and 
consumption do not always occur 
in the same window of time, supply 
chains must necessarily be dynamic 
in nature. As priorities of individuals 
and societies evolve over time, so 
must supply chains, adding and 
discarding links and modifying 
processes to meet current and 
projected needs.
Manufacturing and service 
organisations have long recognised 
the importance of appropriate 
supply chains for obtaining the 
inputs they need and reaching their 
output to their customers, in time 
and in a cost-effective fashion. 
The role of supply chains in the 
economic development of nations 
is a subject of more recent interest. 
Andrew Sheng and his colleagues 
at the Fung Global Institute, Hong 
Kong have focussed on their 
key contribution to China’s rapid 
development in the last three 
decades. In their view, the Chinese 

supply chains, including those for 
the delivery of vital government 
support services quickly transformed 
from the traditional to the modern, 
creating the necessary pre-
condition for China’s emergence 
and eventual dominance as “world 
factory,” for everything from small 
tools to electronic marvels. Sheng 
and Geng pithily summarise why 
such supply chains are owners’ 
pride, neighbours’ envy: 
A supply chain is not only a network 
for production, but also a live 
feedback mechanism, continually 
adjusting itself to ensure that 
production is co-ordinated and 
aligned efficiently to meet changes 
in global consumers’ demand, 
tastes and preferences.
This paper discusses where Indian 
agriculture stands in this context 
and what needs to done.

Agriculture Narrative : 
Simplistic, Overgeneralised
The commonly accepted wisdom 
about the agriculture supply chain 
in India, and not by the votaries 
of foreign direct investment in 
multi-brand retail (referred to 
simply as FDI hereafter) is that it 
is remarkably inefficient, causes 
enormous losses, leads to huge 
exploitation and results in high 
prices and inflationary pressure for 
the consumer. The root of all this evil 
is the ubiquitous middleman whose 
exploits the existing institutional 
and legal structures to several 
ends against the middle (namely 

himself).
There is a little kernel of truth in 
each of these assertions, but there 
is considerable oversimplification 
and exaggeration. It is not this 
paper’s argument that the links of 
the supply chain are not weak or 
are not deliberately manipulated. 
But neither is the chain as a whole 
is as leaky or inefficient as most 
people believe. That last word 
was deliberately chosen, because 
most of the discussion is based on 
assumptions and folklore, and not 
on hard, verifiable facts. These are 
hard to come by and what few are 
available, are even harder to fit into 
a generalisable framework.
To start with, most discussion 
equates agriculture sector with crop 
cultivation, crops with foodgrains 
and foodgrains with rice and 
wheat. This is further complicated 
by the superimposition of some 
impressionistic evidence emanating 
from some part of the sector on to 
the totality of it.
Declining fortunes of agriculture
Let us begin with the right 
perspective. Crop cultivation 
accounts for a little over 70 per 
cent of the value of output of what 
the National Accounts data term as 
agriculture sector. The remainder is 
made of livestock activities, fishery 
and forestry. Foodgrains make 
up only one quarter of the value 
of output. In fact, rice and wheat, 
horticulture, and dairy products 
account for roughly equal shares 



Maharashtra Economic Development Council, Monthly Economic Digest 
10  February  2014

of about 18 per cent of the value of 
output. And all agriculture together 
now provides less than 15 per cent 
of the gross domestic product.
Indian productivity of most crops, 
be they field or horticulture, 
seasonal or perennial, is poor, 
often lower than the world average. 
We have over 170 m ha under 
cultivation, producing about. 250 
m t of foodgrain. China, with 60 per 
cent of this arable base, produces 
nearly twice as much. Ashok Gulati 
estimated a decade ago that we 
had a comparative advantage in the 
production of only rice-paddy and a 
few other minor crops; high costs 
of production, of course, directly 
follow poor productivity.
Our situation with regard to 
some commodities is alarming. 
For long, we have depended on 
increasing imports of pulses to 
meet our demand. Areas in Turkey 
and Australia have now become 
specialists in these crops for 
export to India. Our breakthrough 
in oilseeds production with 
increases in soyabean, rapeseed 
and sunflower took us to about 24 
m t by the early 1990s, which was 
twice the level a decade before, but 
we have since stagnated and now 
import more than half the oil we 
use.
The Green Revolution took us away 
from the mid-1960s nightmare of 
ship-to-mouth existence and even 
made us surplus in grain production 
for a while. But even though the 
buffer grain mountains, which stood 
at nearly 30 m t at the start of this 
century, have now doubled, the per 
capita availability of foodgrain has 
declined from about 500 g per day 
per person to less than 400 g per 
day over the last 25 years.
What this means is production 
increases in most commodities 
have failed to keep pace with even 
the steadily declining growth rate of 

population. Thus the already poor 
land productivity is compounded by 
low growth rates, since production 
increases on the limited land must 
come from higher productivity. (The 
recent increases in cotton and 
sugarcane crop sizes are almost 
entirely due to area expansion.) 
Even as the economy broke out 
of the Hindu rate of growth of 3.5 
per cent a year, agriculture, which 
used to grow at the same rate, as 
R. Thammarajakshi had shown, 
started facing declining growth.
This situation would normally lead 
to dramatic increases in commodity 
prices, improving terms of trade 
in favour of agriculture. In India, 
however, no government ever 
forgets the tears rising onion prices 
have brought to them. Raising 
prices to reflect market realities 
is anathema even to those who 
swear by farmers; the vocal urban 
consumer has a far greater ballot 
clout. Holding down food prices 
is balanced by sops such as 
fertiliser and power subsidies and 
free irrigation water to farmers. 
The result, however, is that they 
lose out on cash income. The 
farmer is confronted with low 
production coupled with not entirely 
remunerative prices. The outcome is 
low incomes, even without factoring 
in the rather large production and 
marketing risks arising out of 
climatic and institutional conditions 
and no investments to boot.
Consider this: You have inherited 
decrepit property, whose rental does 
not pay for even the bare minimum 
maintenance. You know you need to 
invest effort and money to upgrade 
it, but would you do so? The farmer 
is no fool to invest resources he 
does not have into what he knows 
is a losing proposition.
The government supposedly 
provides incentives and assistance 
for improving productivity, but 

the result is not forthcoming. It 
enters into a double bind of rising 
subsidies and support prices on 
the one hand, and mounting food 
subsidies on the other, ravaging the 
delicate macroeconomic balances, 
with grave consequences as it 
presently faces.
Is long supply chain the villain?
A general observation is made 
about the entire sector is that the 
supply chain comprises too many 
links and is therefore too long. That 
is not entirely true. A significant 
amount of crop and milk is sold 
directly to large entities. Food 
Corporation of India procures an 
increasingly larger proportion of 
marketed surplus of wheat and rice. 
Sugarcane is sold directly to private 
and co-operative sugar mills. Dairy 
co-operatives have been buying 
milk directly from farmers for over 
half a century. Middlemen are not 
much in evidence here. Neither 
are any major losses or value 
destructions of the commodity.
The pricing of the raw commodity 
and the final product (and retentions 
within the chain) and physical loss 
in the chain are major issues in 
horticulture. But in the discussion 
leading up to FDI, that small print 
regarding these concerns arising 
from a subsector was lost sight of 
and they were presented as applying 
to all agricultural production.
Losses in the supply chain have 
engaged much attention. The 
general belief is that 30 to 40 per 
cent of the produce is lost due to 
inefficiencies at various points. This 
is not only not an accurate figure 
but also not a valid generalisation.
Non-perishables, including food, 
fibre and oilseeds crops are 
physically handled at multiple 
levels for the buyer to ensure the 
quality. This bulking and unbulking 
causes some losses, as does 
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storage in warehouses in gunny 
bags. But available studies indicate 
their extent to be in single digits 
as percentage. Perishables suffer 
a greater loss, between 10 and 
20 per cent, due to handling and 
transport. Milk losses are harder to 
estimate, but they, too, would not 
be more than 10 to 15 per cent, with 
the advent of rural chilling centres, 
chilled collection tanks and bulk 
transport.
The prevalent high loss conjecture 
is due in part to a misinterpretation 
of a guess this writer had made in 
influential quarters in the late 1980s. 
What was specifically meant as an 
educated guess of value loss has 
now become an etched-in-stone 
estimate of physical loss. A myth 
repeated umpteen times appears 
more convincing than unadorned 
fact.
The existing marketing mechanism, 
the Agriculture Produce Marketing 
Committees (APMC) that exist 
in all states and are responsible 
for overseeing the first sale of 
produce are considered the primary 
bottleneck in the supply chain. 
They are supposed to be heavily 
under the influence of commission 
agents, who are present in all 
trades. While many commission 
agents (or members of their 
families) also engage in advancing 
crop loans, often on unfair terms, 
the entire set of traders cannot be 
tarred with the same brush. In the 
present system, they perform some 
essential functions which others do 
not. For example, in case of trade in 
non-perishables, they become the 
first stage bulkers. They also act as 
network facilitators and organisers 
of storage and transport.
The functioning of APMCs varies 
across commodities and states. For 
example, APMCs have been known 
to act as impediments to quick 
and transparent trade in cotton in 

Maharashtra. Yet the same APMC 
structure in Western Maharashtra 
manages the reasonably efficient 
fresh vegetables trade, as do 
those in Gujarat in their respective 
domains.
Gujarat APMCs ensure quick 
auctions of cotton and early 
payment, becoming in effect well-
organised clearing houses for the 
commodity. Traditional commission 
agents in Madhya Pradesh have 
played a key role in the well-
regarded wheat procurement. The 
wholesalers in the entire horticulture 
chain also absorb the risks of loss 
and spoilage of the perishables 
involved in their journey from 
the farm to the city, while semi-
wholesalers and retailers bear 
the last-mile (and higher) loss in 
handling and local transit. Their 
retentions reflect not just their 
ability to skim the surplus, which 
they certainly possess and use, but 
also rewards for performing these 
key intermediation services.
Our concern should rightly be 
with the three main components, 
crops, horticulture and milk and 
milk products. While they are all 
clubbed together under agriculture 
in a conventional definition of the 
sector, the processes of production 
and requirements of harvesting 
and post-harvest distribution of the 
produce in the form the consumer 
wants are different. A small farmer 
may grow wheat, cultivate a market 
garden of vegetables for the nearby 
town and keep a buffalo, whose 
surplus milk is sold. His practices 
for each of these commodities vary 
substantially.
Agriculture, therefore, cannot be 
treated as a monolith, nor can a 
straitjacket of a single supply chain 
be imposed on it. The various 
sub-systems require specific 
components of a supply chain that 
cater to their key requirements and 

deal with specific constraints in a 
cost-effective manner.

Income deficit from agriculture
Poor productivity and imperfections 
of the marketing arrangements 
together lead to the problem at 
the root of the agrarian system: 
its income-deficit. This needs 
clarification. At a basic level, it 
means that the income derived 
from the activity is not sufficient 
to meet the consumption needs of 
the recipient. Defining consumption 
cannot be done entirely objectively, 
unless it is reduced down to sheer 
survival levels, whence the concept 
of the poverty line. It depends on 
numerous social, economic and 
cultural factors which would have 
substantial subjective elements. It 
would also vary from time to time, 
region to region and within their 
sub-groups as well.
Most agriculturists, and not just 
those below the poverty line, believe 
that their income does not allow 
them to live in what they consider to 
be a minimum acceptable manner. 
Their response then is something all 
economists and accountants warn 
against: mixing stocks and flows, 
using assets to meet consumption 
needs.
Indian farmers are hardly alone in 
this behaviour. Native American 
Indians sold their land at throwaway 
prices to white settlers to pay for 
the blankets, pots and pans and 
firewater. The subprime meltdown 
was of the same origin. Stephen 
Roach of Morgan Stanley Asia 
perceptively observed: “Over 
the past six years, income-short 
consumers made up for the weak 
increases in their paychecks by 
extracting equity from housing 
bubble through cut-rate borrowing 
that was subsidised by the credit 
bubble.” Low incomes on one side 
and relatively inflexible consumption 
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needs on the other squeeze the 
farmer into a situation of overdue 
payments and possible defaults on 
loans, with suicides as a horrifying 
extreme response.
The distinction between borrowings 
from institutions and private lenders 
is pointless, because most rural 
families borrow from both. Similarly, 
a distinction between loans for 
cultivation and asset creation, or 
in cash and kind is also redundant, 
because there is a great deal of 
fungibility in these transactions. 
Borrowings from one source being 
used to repay loans from another, 
or converting material supplies into 
cash through their distress sale, are 
not exactly uncommon occurrences. 
What they point to is the paramount 
place of consumption and a 
possible recourse to desperate 
actions to meet their needs. This 
has been going on for generations, 
as document after document on the 
subject dating back over 150 years 
would testify.
The government response has 
ranged from reducing or deferring 
interest, rescheduling, extending, 
and twice in the last 20 years, 
waiving the overdues. These 
measures have invariably acted 
as palliatives, with the problem 
recurring periodically and almost 
predictably, with a greater magnitude 
each time. Paracetemol can only 
break the fever, but not make the 
basic disease go away. One could 
argue that institutional loans do 
make allowances for consumption 
needs. If there is lower income in 
an adverse year, there would be 
compensatory increases in a good 
year and loan and repayments are 
based on averages. Therefore, 
defaults or overdues in one period 
could be made good potentially in 
another, presumably good, period.
Reality works otherwise. Certainly 
farmers have no ability to meet 

their repayment obligations in a 
bad year. But the surpluses in good 
years do not wholly compensate 
for these shortages. Deferred 
consumption expenses, even rites 
and ceremonies, take priority and 
the income surplus diminishes or 
vanishes altogether, without any 
attribution of malafides. The simple 
truth of rural India is deficits are 
cumulative, surpluses are not. 
The borrower never escapes the 
debt trap, and not only because of 
the usurious practices of private 
money-lenders.
Under the circumstances, all loan-
waivers palliatives, if a much-needed 
ones at that, but not the panacea. 
The crises of indebtedness recur, 
because of basic structural factors 
and with increasing frequency. 
These observations, originally made 
in 2008, seem to have had an eerie 
ring of prophecy. The loan waiver 
of 1990 was followed by another 
nearly two decades later, in 2008. 
But just five years later, we already 
hear pleas for another waiver, and 
from responsible members of the 
Union council of ministers at that.
This is made worse by the fact that 
the meagre income from agriculture 
is shared by a disproportionately 
large section of the population. At 
independence, two-thirds of India’s 
population was dependent on 
agriculture, which then contributed 
about 60 per cent of the GDP. Over 
the last six decades, the contribution 
of agriculture declined dramatically 
to only 14 per cent of the GDP, but 
that is the only source of livelihood 
for half the country. What this 
means is that the per capita income 
for those dependent on agriculture 
at $ 408 a year is only 16 per cent 
of that of the remaining half of the 
population at $ 2,508. And the gap 
would widen every year by almost 
$ 128 even if agriculture grew 
annually at the old normal rate of 3 

per cent and the economy at a now 
normal 6%!
Even the so-called big farmers lag 
far behind their non-agricultural 
counterparts in terms of incomes 
and suffer from a similar income-
deficit, determined as much by 
socio-cultural factors as by survival 
needs. As the per capita income 
gap between agriculture and other 
occupations widens, so does the 
perceived income deficit since 
consumption standards are set by 
the dominant income groups. The 
result is a heightened sense of 
deprivation. The gulf between India 
and Bharat is real and fearsome.

Only lip service to overburdened 
agriculture
Marketing of agricultural produce 
has been controlled so strictly and 
for so long that it is almost impossible 
to imagine a free market. Even those 
who suffer from it otherwise lose 
no time in demanding government 
intervention at the slightest sign of 
distress. Such reforms as have been 
haltingly attempted – allowing direct 
purchase by major players, setting 
up forward markets – have come 
under severe criticism by politicians 
of all hues and the government is 
only too willing to roll them back. 
Reform legislations as passed 
promise much but deliver little 
because of the many exceptions 
and loopholes they contain.
A completely free produce market 
may not be feasible or even 
desirable for India at present; even 
China, whose agricultural success 
is largely attributed to market 
reforms, has many restrictions 
still in place and the prices are 
not anywhere near global levels. 
But surely freeing the farmer from 
some of his shackles in reality (not 
on paper) could have as salutary an 
effect as even the limited reform has 
had on the rest of the economy.

Cover StoryCover Story



Maharashtra Economic Development Council, Monthly Economic Digest 
13  February  2014

The talk of accelerated investment in 
agriculture is supposed to enhance 
farm productivity. But it evokes little 
enthusiasm and less response. 
Most of it is as old as the hills. The 
government approach comprises 
mostly a rehash of trusted, tried and 
failed schemes. The only component 
of agriculture technology that could 
have such an appeal at present 
is genetically-modified varieties. 
Witness the clamour for Bt cotton 
and its impact on production. Yet 
we have now effectively choked 
this effort, which Borlaug has called 
as absolutely vital for our continued 
food security. The many NGOs that 
militate against them ultimately do 
most harm to those whose cause 
they claim to champions, just as the 
Narmada agitationists have most 
hurt the tribals and others in whose 
name they took up the struggle in 
the first place.
Ultimately however, all these 
efforts would come to nought if 
the dependence of population on 
agriculture does not decline radically. 
Today, agriculture is the employer 
of the last resort, accommodating 
all those who cannot find jobs 
elsewhere. The many successes of 
Indian development have created 
jobs only for a few and those too, 
with qualifications and skills. The 
vast majority of the unskilled and 
uneducated bloat the agriculture 
workforce; they also lead to 
increasing fragmentation of land, 
which causes their fortunes to spiral 
further downwards.
The enormity of the task can be 
easily demonstrated. If 1 million 
families are to be weaned away 
from agriculture on a per capita 
income of $ 500, a total additional 
income of $ 2.5 billion needs to 
be generated. Even assuming 
very labour-intensive non-farm 
employment which has awage 
component of 50 per cent, $ 5 billion 

worth of additional output needs be 
produced. At a capital:output ratio 
of 4, this needs an investment of $ 
20 billion. In other words, with two 
workers per family, an investment of 
$ 10 billion at a minimum is needed 
to take 1 million workers away 
from agriculture. The much-touted 
Bharat Nirman programme aimed 
to spend this amount in four years. 
The size of surplus labour hidden 
in Indian agriculture thus demands 
investment several orders-of-
magnitude larger than what the 
government by its own admission 
calls an ambitious programme.

Sub-sector Specific 
Approaches
Non - perishables need bulk care, 
timely payments
Crop production decisions are 
now reckoned mostly on the 
expected price. The Agriculture 
Costs and Prices Commission 
tries to walk the fine line between 
balancing subsidies for fertilisers 
and remunerative support prices. 
Despite reservations about their 
shortcomings being voiced, both 
these have now become sacrosanct 
policy parameters. Farmers now 
routinely raise demands for assured 
prices for even commodities not in 
the ambit of minimum support.
Field crops suffer avoidable 
losses due to repeated bagging 
and unbagging of the commodity, 
far higher than the unavoidable 
moisture loss. The standard mode 
of collecting produce from the field 
all the way up to its final sale or 
processing destination is through 
the use of gunny bags and their 
manual loading into and unloading 
from trucks or rail wagons.
Each point of sale may involve 
unbagging and re-bagging as well. 
This causes not just a loss but a very 
substantial expenditure on labour 
as well. A plan to import soyabean 

from the United States for its 
processing in a modern plant near 
Coimbatore had to be abandoned 
because the task packing a 20,000 
tons of loose soyabean into 70 kg 
bags at Tuticorin port was entirely 
unmanageable because of space, 
time and cost considerations. 
Despite its high protein content, 
Indian soya meal cannot fetch 
top dollar in international markets 
due to the fact that the product 
bulked into lighters and then onto 
Panamax ships at Jamnagar 
or Krishnapattanam cannot be 
guaranteed for quality.
Storage of bagged crop in 
warehouses also becomes a 
labour-intensive operation, with 
cost implications. Due to stacking 
constraints, warehouses must 
perforce be sprawling horizontal 
structures, which use up increasingly 
scarce land regardless of whether 
they are located in villages or cities. 
Rodents add to losses.
Farmers often end up accepting 
somewhat lower prices immediately 
after the harvest because of 
their pressing needs for cash to 
retire crop loans and meet urgent 
consumption needs, even as they 
well understand that prices will 
become more attractive if they 
hold on to their stocks. Futures 
trade has not led to better price 
discoveries but not an additional 
holding capacity for farmers due 
to the cash constraint. Despite 
much talk of part payments against 
warehouse receipts, progress on 
ground has been halting.
These problems, essentially 
remnants of a bullock cart era in 
the robotic age, affect the crop 
economy performance far more 
than the pernicious presence of the 
ubiquitous adatiyas.
Growing but risky business of 
horticulture: affordability, the key
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Even as vagaries of monsoon played 
havoc with fruit and vegetable prices 
at the end of 2010, a major part of 
the official and expert attention was 
focussed on whether they were 
manipulated by the unscrupulous 
trade. In fact, horticulture price 
fluctuations are among the favourite 
alibis offered for the runaway food 
inflation of the last five years. Two 
features characterise the fresh 
produce market: the supply curve 
shows high price elasticity and the 
demand curve shows high income 
elasticity. The former implies that 
even relatively small and temporary 
disruptions to supply cause 
disproportionately higher increases 
in price. And given the short cycle 
of production – six to eight weeks 
in most instances – spikes in 
vegetable prices due to supply 
constraints could occur several 
times in a year.
Yet, the sub-sector grows at more 
than twice the rate of agriculture 
as a whole, showing that growers 
respond positively to the price 
signal they receive. This is also 
seen in the far reduced seasonality 
patterns. The periods of availability 
have extended over a period of 
time. Seasonal variation in prices 
even of the more expensive kind 
has reduced.
The market for fresh produce is far 
more efficient than many another 
commodity. Conditions such as 
presence of numerous buyers and 
sellers with no restrictions on entry 
or exit, undifferentiated product, 
free and almost instant access to 
information, make the market as 
close to perfect competition is one 
expects to find in reality. Western 
India provided indications that it was 
geographically integrated. Since 
then, spread of communication and 
improvements in transport appear 
to have moved the entire country 
towards an integrated market, with 

nearly equal prices everywhere. This 
has happened without the presence 
of any external regulators.
But that does not mean that it 
has either low risks or reliable 
advance warnings and coping 
mechanisms for risks. They arise 
from both physical and market 
factors. Vegetable production, 
besides being seasonal, also 
suffers from a “feast-or-famine” 
syndrome. If a natural (such as 
poor weather) or manmade (such 
as transport breakdown) factor 
affects production, its impact is a 
manifold reduction in supply. And 
if good weather prevails,bumper 
harvests in all growing areas lead 
to plunging prices. These boom-
and-boost scenarios, which have 
affected onions and potatoes 
greatly, are a defining trait of the 
horticulture economy.
Farmers and middlemen follow 
avidly the day-to-day price variations 
among different markets and 
adjust their response accordingly, 
with virtually no time lag. Farmers 
readily divert their supply to 
the neighbouring city market, 
which impacts prices beyond the 
immediate locality.
The average buyer makes 
purchases for her family for a day 
or two. This explains the dominance 
of small traders in the retail market, 
who can cater to these buyer 
patterns more efficiently since they 
have no capital assets to service, 
which would require larger unit 
purchases. The average buyer is 
motivated by seasonality and price. 
She is loathe to purchase out-of-
season produce, not only because 
it is more expensive, but also 
because she firmly believes that to 
consume what is seasonal is best 
for her family.
She is also extremely sensitive to 
prices and largely insensitive to 
factors such as appearance, colour, 

size etc, believing that cutting and 
cooking negates the appeal of 
such factors. She is reluctant to 
pay a premium of graded, sorted, 
produce. She would readily switch 
her patronage from one vendor to 
another, or her purchase from one 
produce to another, depending 
mainly on the price.

Value Build-up for Vegetables
Item % of Retail 

Price

Farmgate Price 25

Cost of Transport etc 30

Spoilage, Losses 20

Primary Retention 6

Secondary Retention 3

Retail Retention 16

Total Retention 25

Value Build-up for Fruit

Item % of Retail 
Price

Orchard Price 10 - 18

Cost of Transport etc 22 - 30

Spoilage, Losses 18 - 20

Primary Retention 3 - 10

Secondary Retention 5

Tertiary Retention 10

Retail Retention 20 - 24

Total Retention 40 - 42

The value chain indicates that 
wholesalers and retailers enjoy 
good margins, of 5 - 10 per cent and 
15 – 20 per cent respectively.  Prima 
facie, such figures make these 
activities attractive to corporates 
eyeing entry into agri-business.
The analysis above, however, 
suggests that these margins are 
completely commensurate with 
the risks involved and resources 
deployed.  The highest risk is 
at the retail end.  Not only must 
it absorb the final spoilage and 
unsold produce loss – the highest 
in the link – but must also display 
extreme flexibility in pricing in view 
of the factors affecting supply and 
demand.
Solutions such as the creation of a 
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cold chain to extend the shelf-life of 
products and reach of markets are 
unaffordable, as studies indicate 
that the cost of distribution through 
such a chain would rise manifold, 
given their energy intensity.  A 
recent exercise showed that if 
the Indian produce with existing 
farmgate prices were to be sold 
according to the practices of cold-
chain dominated markets in the 
United States, end-consumer prices 
in India would rise by a factor of 2 
or more :  
That immediately questions the 
suitability of this solution to deal 
with the Indian situation.  It also 
explains why the existing modern 
retail outlets cannot compete with 
traditional markets, even without 
incurring costs of investing in and 
operating a cold chain.  This is 
reflected in the extremely sluggish 
growth of produce retail businesses 
of even those organisations with 
very deep pockets.  A senior 
manager of one of these chains 
shared with me his calculations 
that showed the price would rise 
between five- and nine-fold if a full 
cold chain from farm to fork were 
to be maintained.   For the record, 
this writer fully supports FDI in 
retail as a logical, integral part of 
an open economy.  That should not, 
however, make us ascribe any and 
every benefit to it. 
Emerging production crisis in 
dairying
Thanks mainly to the co-operative 
revolution of the last 60 years, India 
is now the largest producer of milk, 
with over 125 m t of annual output.  
Thanks to the co-operatives, the 
prices paid to the farmers are 
remunerative, and competitive 
processing and marketing 
environment ensures reasonable 
product prices and quality for the 
consumer.  That, coupled with the 
income effect, is the real reason 

for a steady increase in demand 
despite price increases.  But 
production is now tapering.  Dairy 
experts are unanimous in their 
view that extremely low productivity 
of milch animals, coupled with a 
crippling shortage breeding doses 
are responsible for this, more than 
any market or technology factor.  

Towards Supply Chain 
Reform
Reform is a different way of doing 
things, and not just more or less 
of something.  Thus, abandoning 
administered prices in favour of 
market-determined prices is reform, 
but not increasing or lowering 
government-controlled prices, no 
matter how close they are to what 
would have been market prices.  
That is a mere corrective.
The above presentation of Indian 
agriculture and its subsectors 
along with a listing of factors critical 
to their continued growth would 
logically lead to recommendations 
of various specific reform measures.  
For example, encouraging silo 
storage and bulk transport should 
do wonders for non-perishable 
commodities.  But the remainder 
of this brief paper is not about 
listing such specific measures.  
Instead, generic reforms affecting 
three areas of primary concern are 
discussed, following the Sheng 
approach.  They are commodity 
production, infrastructure and 
related factors for facilitating 
physical movement and storage, 
and governance supply.

Technology, the Key Driver
The way technology for agriculture 
is perceived is the classic case 
of doing more of the same, ever 
since the heady days of the Green 
Revolution four decades ago.  There 
is much talk of a second Green 
Revolution, but not much happens.  

Meanwhile, just about the only true 
reform that has taken root in India 
is the widespread acceptance of 
the gene-modified (GM) Bt cotton, 
despite the presence of strong 
lobbies and the relatively lukewarm 
response of the government to 
begin with, which has turned hostile 
to GM over a period of time in the 
presumed pursuit of environmental 
concerns.
Challenges facing the Indian 
agriculture today arise from 
excessive and wasteful dependence 
on rapidly depleting water resources, 
a near-monoculture orientation of 
farmers especially in the granaries 
of Punjab and Haryana, a neglect of 
sturdy coarse cereals (jowar, bajra, 
ragi), stagnation in oilseeds and 
pulses, and uneven geographical 
spread.  These are compounded 
by increasing climate uncertainties 
with unforeseen and unpredictable 
variations in precipitation.  These 
natural risk factors need to be 
addressed through technology.
The first priority would be to 
accord nuanced acceptance of GM 
advances bias already available, 
to be supplemented by specifically 
targetted research.  This can be 
done in Indian institutions, but 
their record to date suggests the 
caution of looking to the alternative 
of outsourcing this to institutions in 
the US, Australia or elsewhere, with 
strict deadlines and performance 
guarantees.
Dr M S Swaminathan, who helped 
usher in the Green Revolution, says 
that it would be possible to improve 
salinity tolerance of plants, enhance 
their ability to withstand moisture 
and temperature stress caused by 
climatic aberrations (increasingly 
likely in these days of global 
warming), improve their ability to 
deliver micro-nutrients to animals 
and people that use them as food, 
among other desirable outcomes.  
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These results do not necessarily 
require evolving hybrids, but are not 
achievable through conventional 
breeding methods either.  This is 
where recombinant DNA technology 
is handy.  Markers can help deliver 
the desired code at the precise 
position in the gene sequence.  
“Golden rice,” fortified with vitamin 
A, and GM wheat are already being 
grown experimentally in China and 
Australia respectively.
GM seeds and crops, like 
any biological material, must 
be comprehensively tested 
in laboratories, farms and in 
consumption for several seasons 
before their general release.  If it is 
all right for humans to accept parts 
of pig livers, or bone marrow cells 
from others or stem cells, surely 
it should be equally acceptable to 
breed a plant with beneficial qualities 
such as pest resistance, salinity 
tolerance or ability to  withstand 
extreme climatic conditions through 
gene technology.  Dr Swaminathan 
said rightly, “Can we take advantage 
of the beneficial aspects of the 
recombinant DNA technology by 
greater investment in public good 
research, as for example in the 
breeding of crop varieties whose 
seeds farmers can keep and resow, 
rather than concentrate only on 
hybrids whose seeds farmers 
have to buy every crop season?  
How can we develop institutional 
structure which can help allay the 
apprehensions of the public?  The 
sooner we address the issues, the 
greater will be the opportunity for 
harnessing molecular genetics for 
sustainable food security.”

Production : Movement 
toward Formal Contracts
Sheng makes an illuminating 
distinction between traditional, 
family and kinship-dominated 
production contracts and modern, 

institution and market dominated 
contracts.  He avers that China 
made rapid progress towards 
ushering in the latter, even in 
individual-managed agriculture 
plots.  This is one of the “pillars” of 
that country’s phenomenal growth 
in the last three decades or longer.
Indian agriculture is still the domain 
of traditional contracts.  Despite the 
producers’ increasing interactions 
with commercial providers and 
produce buyers, the interface 
is opaque and approached with 
suspicion, a manifestation of the 
fear of a zero-sum game situation 
in the producers’ minds.
A study in 2004 with this author 
as the principal researcher 
on behalf of the Maharashtra 
Economic Development Council, 
conducted for the National Bank for 
Agriculture and Rural Development 
studied the various experiences 
of fostering a more symbiotic 
relationship between farmers and 
commercial enterprises, identified 
the problems and recommended 
specific measures.  It covered 
all sub-sectors of interest in this 
discussion.
It would be entirely disingenuous 
to believe that farmers would take 
the first step.  Enterprises which 
use agricultural raw materials 
– processors, traders – need 
to establish their bona fides by 

demonstrating their commitment 
through specific support activity, 
be it provision of specific planting 
material, assistance in getting 
needed inputs and advice, and 
amelioration of market risks 
through fairly designed contracts 
ensuring not merely remunerative 
prices under market conditions, 
but more importantly, an income 
and attractive enough to dissuade 
farmers from any thought of default, 
backed by innovative insurance 
schemes to cover the risks that 
doubtless remain.  These are not 
pie-in-the-sky expectations.  A 
number of specific commodity 
systems have followed just such 
approaches to the benefit of all 
concerned, thus replacing the zero-
sum game with a win-win strategy.  

Infrastructure and Physical 
Facilities: Affordability Above 
All !
The main factor to recognise 
is that China travels stylishly 
in comfortable Bullet Trains 
connecting Beijing and Shanghai 
in eight hours, while India travels a 
similar distance in over 35 hours in 
crowded and uncomfortable trains 
largely unchanged over the last half 
century.  And our burning desire 
to keep up with our unstoppable 
neighbour notwithstanding, our 
journies are not going to be any 
different any time soon.

Comparison of Fresh Produce Retail In India and the US  (Rs/kg)

Vegetable

Indian price
Indian 
mar-
gin

US price
US   

margin

Indian
modern

retail 
price

Modern
retail/
mandi, 

%
Mandi 

average
Farm-
gate

Super-
market
lowest

Farm-
gate

1 2
0.25x1

3
1-2 4 5

0.67x4
6

4-5
7

2+6
8

7/1

Onion 7.00 1.75 5.25 44.00 29.00 15.00 16.75 239

Potato 6.00 1.50 4.50 44.00 29.00 15.00 16.50 275

Tomato 15.00 3.75 11.75 77.00 50.00 27.00 30.75 205

Cucumber 15.00 3.75 11.75 66.00 44.00 22.00 25.75 172

Cabbage 6.00 1.50 4.50 33.00 22.00 11.00 12.50 208

Cauliflower 20.00 5.00 15.00 66.00 44.00 22.00 27.75 139
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The same realism must apply to 
our search for infrastructure and 
facilities for improving the supply 
chain.  We see automated, non-
stop container trains carrying a 
payload of 10,000 tons of soyabean 
emptying their load into hoppers 
in less than an hour, tempting 
looking fresh produce moving 
from California to New England in 
five days in road or rail vans with 
temperature controlled at 4˚ C for 
the entire journey.  Automated 
milking parlours service contented 
Israeli cows, which would be culled 
if they produced less than 10,000 
litres per lactation.  None of these 
mouth-watering developments 
are going to occur in India in the 
foreseeable future.  The simple 
reason is that investment in the full-
scale modernisation of this kind is 
not economical with or without FDI.  
It is not the contention of this paper 
that the amounts involved are not 
within the reach of international 
(and in some instances, even 
leading Indian) investors.  Those 
investing in shale fields or luxury car 
manufacturing abroad can certainly 
find the resources to invest in such 
facilities if they are convinced of the 
returns.  
The cost of operation of these in 
the present-day India would push 
the prices of commodities delivered 
through them beyond the reach of 
all but the tiniest minority of Indian 
consumers.  The niche market that 
buys automobiles with price tags 
of Rs 20,00,000 plus would have 
no problem buying hand-plucked 
and cleaned spinach at Rs 150 a 
kg.  The rest are astounded at this 
since they pay Rs 15/kg for simple, 
uncleaned spinach.  Those who 
support FDI believing that it would 
benefit the consumer beat the price 
spiral would do well to do some 
hard calculations.  
Affordable infrastructural reforms 

would include easing in rural 
silos and conversion of some of 
our bulk rail and road carriers to 
take on agricultural commodities 
as well.  Similarly, ports already 
handling bulk ore and coal could 
take on wheat, soya meal, and 
other goods for international trade.  
Phasing out gunny bags would 
not only cut wastage and cost, but 
would also reduce back-breaking 
and demeaning drudgery.  Rural 
cleaning and grading centres would 
make vegetables and fruit travel to 
urban markets in a better condition 
even without refrigeration.  What 
works for tomatoes, grapes and 
apples could work for cauliflowers 
and oranges as well.  Milk in many 
areas is already poured into chilled 
tanks and collected in bulk once in 
two days, not twice daily, reducing 
the cost of collection (and spoilage) 
to less than a quarter of what it 
was.  Protests from can handlers 
and truck drivers who used to carry 
less than half of the present payload 
have not been heard.
Many urban areas now sport 
spruced up open-air markets for 
vegetables.  The as-yet unreformed 
locally-owned retail chains have also 
not done too badly with their sales 
of fruit and vegetables in minimally 
maintained air-conditioned outlets.  
These no-fuss formats of retail are 
the equivalent of the Maruti 800.

Policy Supply Chain : 
Beyond Compliance, Towards 
Facilitation
This is perhaps the most important 
area of reform.  Each of the areas 
listed above and several specific 
measures therein require an 
overhaul of governance.  Sheng 
describes how the Chinese 
government functionaries, including 
those of local bodies, developed 
skills and attitudes more commonly 
associated with corporate 
executives.  Those distinguishing 

themselves in such roles were 
deliberately promoted.  Innovation 
and outsourcing were commonly 
and routinely used.  Adapting the 
unprecedented Chinese governance 
metric may not be easy, as Sheng 
hints.
But certain aspects must surely be 
practicable in India.  With the more 
targetted approach to distributing 
even fertiliser subsidies in the air, 
a greater congruence between 
subsidies and support prices may 
be possible.  If water were to be 
charged even a fraction of its 
opportunity cost, the spectre of 
monoculture in many areas would 
diminish and a more diversified 
crop economy would make fewer 
demands on government resources 
even as it improves farm incomes 
with less attendant risk.
The focus of the policy environment 
has been relentlessly on the most 
immediate symptom of a problem, 
not on its underlying cause.  In 
a somewhat unrelated area, 
inadequacy of rural incomes has led 
to the design of what has remained 
a dole of the perpetual employment 
mode, instead of strengthening and 
augmenting income-generating 
assets.  Similarly a concern with 
simultaneously keeping input 
prices low and output prices 
high in the interest of better farm 
incomes needs to give way to a 
more comprehensive approach of 
incomes, costs, risk amelioration 
and delivery systems.  Farmers 
are better protected against unfair 
contracts by speedy and simple 
conflict resolution than making 
enforcement of contracts well-nigh 
impossible.  
At the same time, realistic 
assessment of situations could lead 
to meaningful reforms.  What makes 
APMCs work in Gujarat at Kadi 
with cotton farmers, Ahmedabad 
and Surat with vegetable growers 
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(where they have built eye-catching 
facilities with their own resources), 
in Maharashtra at Gul Tekdi in Pune 
and Narayangaon with vegetable 
growers, in Sihore and Guna in 
Madhya Pradesh with wheat, and not 
elsewhere with other commodities?  
How do commission agents co-exist 
and compete fairly with FCI and 
private sector initiatives such as 
ITC’s e-choupal in Madhya Pradesh 
and become gougers elsewhere?  
How did this business survive and 
flourish despite the official ban 
of an all-powerful government in 
1974?  How did dairy co-operatives 
gradually manage to improve their 
efficiency and profitability over a 
period ?  These are among some 
relevant questions the answers 
to which will become the building 
blocks of the governance supply 
chain.
The essence of this, at least as 
far as this paper understands 
from the Chinese narration, is that 
there was a basic re-orientation of 
approach.  Governance systems 
became increasingly partners of 
the other actors in identifying and 
removing bottlenecks, both physical 
and procedural.  Governance 
progressed from being compliance-
seeking to facilitation-providing.  
That change of mindset would be 
true big-bang reform, not just the 
removal of this or that restriction or 
prohibition.

Post-script
Crop diversification
A suggestion was made that some 
of the paddy-wheat cycle in vogue 
might be replaced by cultivation 
of alternatives such as pulses, 
especially in Punjab, to the extent 
of 50 per cent.  That would save 
water, which is a serious concern in 
both the states with rapidly falling 
water tables, energy and costs and 
help restore nutrients to the soil.  It 

would also have a salutary impact 
of reducing imports.  Whether this 
would appeal to the peasantry 
depends on proper pricing of 
inputs and outputs so that the net 
income per unit of land remains 
just as much if not becomes higher 
and a machinery to mop up the 
production.  At present, even 
though the government announces 
minimum support prices for pulses, 
Food Corporation of India does not 
enter the pulse trade.  The farmer 
would have to be persuaded that 
what he grows will be bought at the 
assured prices.
But this is just one among many 
such initiatives proposed for 
Punjab.  For example, the state 
government had mounted a major 
drive for diversification in 2002.  
That also led to the participation of 
numerous private companies into 
contract farming.  Quite clearly, 
there has not been much success a 
decade later.  It would be essential 
to understand why if a new initiative 
is to succeed.
Budget 2013
The Economic Survey 2013 had 
identified the mounting Budgetary 
deficit as the main cause of 
inflation.  It also said that the gap 
between the supply and demand 
of food items, especially, pulses, 
oils, vegetables, milk and meat and 
eggs has been increasing and has 
added to the inflationary pressure.  
It recommended logically that 
steps be taken to control the deficit 
and boost the production of these 
commodities.
The tight control on expenditure 
has been in evidence since last 
September as the principal means 
of fiscal consolidation.  But despite 
the government claims of bringing 
down the increase in the wholesale 
price index to below 7 per cent, 
food prices have not shown any 
appreciable deceleration in this 

period and food inflation hovers 
around the double digit mark as it 
has for the last four years.
The new Budget disappoints as 
far as the other factor mentioned 
by the Survey, that of promoting 
productivity in agriculture.  
Agriculture gets an allocation 
of Rs 27,000 crore, of which Rs 
3,400 crore is for research and 
development.  That amounts to less 
than one-quarter of one per cent of 
the value of agricultural production.  
Most of it will go to institutions which 
have not distinguished themselves 
with significant contributions so far 
to do more of the same.  How is 
that supposed to make an impact?  
Bear in mind that businesses are 
routinely advised to set aside 
one per cent of their turnover for 
research and development.
The finance minister honoured his 
predecessor who used to announce 
token allocations of about Rs 300 
crore each to a raft of schemes for 
all sorts of purposes.  Now it is Rs 
1,000 crore to eastern India for the 
second Green Revolution, similar 
or smaller amounts for nutritional 
food and coconut, skill development 
among tribal youth, integrated child 
development schemes and so on.  
Some of them may actually produce 
results, but most of them will fall by 
the wayside and at the end of the 
next financial year, have enough 
unspent money to be cut to meet 
that year’s deficit target
Last words : crisis warning
Most of what is said above, if not all 
of it, is not new.  I have said these 
very things or written earlier.

shreekant.sambrani@gmail.com

This paper was presenented at the MEDC 
Workshop on ‘The Next Big Reform’ 16-17 
February 2013 at Lavasa, Pune. The views 
and conclusions are entirely personal.
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Padamshree Dr. V. Prakash, 
Eminent scientist delivered 
the Key-Note address at the 

Business Conference  on “Value 
added agriculture – Supply Chain 
Management”  organised by MEDC 
on 28th December 2013 at Nagapur.  
Dr. V. Prakash, in his detailed 
presentation, highlighted the 
imperative of quality supply chain 
in ushering agricultural resurgence 
in the country. The excerpts of his 
speech are:

By 2050, the world will be loaded 
with a population of about 10 billion, 
half of which will be in India and 
China. Looking at it differently, we 
are going to be the human resource 
rich world by 2050. Let us use that 
human resource to the best of our 
ability in the quality food chain that 
we are planning to build. For that, 
we need a constant sustainable 
investment; we need constant 
training & constant support. 

We need to look at the forces that 
change the farming community 
today; whether it is indigenous raw 
material or all the way down to fiscal 
policies. We need to overcome the 
fiscal policies and also the trade 
and economic blocks that happen 
for the export market. How do we 
really look at it in Maharashtra, 

“The need for networking 
of investors, scientists and 

progressive farmers for 
creating an effective supply 
chain of farm products to 
take these products from 

“Farm to Floks”
Eminent scientist and 

Padmashree Dr. V. Prakash

especially in Vidarbha region? It’s 
very vital to have an advance plan 
with each one of us, including the 
farmer, the investor, the banker, 
the consumer, the capital owner, 
the food processor, and the media. 
So the crux is that in an area like 
Vidarbha, we have to integrate the 
informal to the organized.

How do we fill that chain? Does 
every big processor own land? No, 
he depends upon the agricultural 
market. The informal food processing 
centers, what we call primary 
processing centers need to be linked 
to the organized processing. The 
chain is very important in this supply 
chain. That is where quality comes in. 
If it was just for the supply chain then 
we don’t have to link the informal to 
the organized. We need to integrate 
that from a broader perspective, of 
good agricultural practices, good 
horticultural practices, down to GMP 
& down to HACCP (Hazard Analysis 
and Critical Control Point). 

Does India need HACCP is another 
big question? There are certain 
pharmacy industries, certain hi-tech 
Industries, but just some of these 
industries can afford HACCP. India 
requires IHACCP- ‘India HACCP’. 
How do we relate it?

While quality cannot be sacrificed, 
we require IHACCP. We are capable 
of doing IHACCP. Somebody has 
to take the lead. But when we look 
at research and development, 
people say research is done in Ivory 
Towers. For our information, AMUL 
came from CFTRI; and the leather 
jackets in India which were closed, 
Navy was responsible right here to 
open up those leather industries 
within no time. Therefore, research 
when it reaches, nobody knows as 
to by whom the research was done, 
but the solution comes with an 
innovation.

Linking the farmers and the growers 
to micro and macro industries, & 
markets is very crucial. We need to 
start with the market, and not end 
up with the market. If we don’t start 
up with the market, we don’t grow 
anything. We need the demand, 
make a control point there and then 
go downwards and grow what is 
needed. Then since there is a profit 
motivation, there is a guaranteed 
situation. Just a visual thinking that 
oranges grow well in my farm, so 
I grow oranges is not right if there 
is no market. It is very important to 
go to the terminal point and come 
back, to strengthen institutions and 
marketing mechanism for stronger 
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links to urban markets surpassing 
the multilayer problems in the value 
added chain. 

Value addition is very complicated. Dr. 
Arryappan from ICAR had a wonderful 
quote “when you produce more, you 
lose more”. So what people did was 
that they took a crop holiday. They 
took a vacation for not growing the 
crop. That was scary for India because 
they thought that why grow more and 
kill the price? That’s suicidal! So one 
thought grow less to keep up the price 
and handle it. Strategy is good, but 
will it work like that ?

P u b l i c - P r i v a t e - P a r t n e r s h i p -
Produce-Process-Profit (PPP-PPP), 
these six P’s are more important 
not just PPP. If you don’t produce, 
you cannot make profit. At the 
same time, if you produce but don’t 
process, then again you cannot 
make profit. When you make the 
process and market first in terms 
of profit and then come back, you 
process more, progress more, & 
make more profit. So the agenda 
has to be process more. Not just 
converting orange to orange pulp, 
converting the orange to orange 
juice, fresh juice, orange peel as it 
has ensured to create an essential 
system for the flavor industry, musk 
perfumes that we use and then there 
is turpene. It’s all that a $ 5000 a 
litre. Unbelievable price! One orange 
is a source to 22 other components. 
How do we value add to that? Can 
a farmer do it? Sorry, but he should 
be busy in growing oranges. Make 
him grow the best orange. Let 
his son run an entrepreneurship. 
There is no problem with that. 
Instead of coming to an IT industry 
in Bangalore and settling down all 
the way from Nagpur, let him run 
an entrepreneurship. So, it is co-
operative and so, the emergence of 
“crop-holiday” is no wonder today.

When we do all that, there is a 

certain amount of agri-sector 
integrated approach in terms of 
regulatory on the farming, especially 
skill upgrading and variety that is 
needed. All of us are not sure if 
we are growing the right variety of 
tomato. Today we must be growing 
tomato with 35% solids and if we 
want to make kitchen powder from 
it, we cannot grow at 10% total solid 
and remove the water. Then our 
cost becomes four times more. So 
therefore, are we growing the right 
variety? Ultimately the farmer’s life 
has to be of a better quality as much 
as the consumer’s life quality. Who 
will monitor that?

Sometimes our infrastructure is 
fantastic! We grow more than we 
can handle. My own 10th plan 
commission report showed the 
building of silos, 22,000 silos in India. 
10th plan commission is over, 11th 
plan commission is over, 12th plan is 
almost getting into the mid-appraisal 
that we have coming. There are no 
silos. This is what will happen. Our 
catchers are big, but the auto’s are 
few. Then there is hygiene problem. 
We cannot export this. And we are 
innovative, right in carrying the tail 
on one side and the head on the 
other side. Unbelievable India! Then 
both the heads on one side, and we 
have a problem. So the heads are 
reversed and the tails are now on 
the other side. Even the auto driver 
is a fantastic innovator!

The power of small scale industries 
in India is huge. They made it to 
the UNDP report with 95% of the 
industries as small scale, having 
80% of all industrial employment, 
40% of all industrial output and 
contributing about 33% of income 
which has now come down 
unfortunately to 28%. What made it 
come down, we need to remember 
that. Therefore, the need for value 
addition in the chain of the informal, 
unorganized & organized sector is 

vital. India requires multiple models. 
One multi-national cannot supply all 
food products to India. We require 
lots and lots of multi-models and the 
multi-models will all survive because 
we need them. We require a Dhaba 
and we also require a Pride hotel. 
We require both. I am not saying 
that this symposium can be held in a 
dhaba. It’s not possible! You require 
a hall like this. 

But in doing so, let us quickly look at 
value addition, and how it happened 
in India. In the year 2000, when 
spices got converted into oleoresins, 
spices were exported as it is. They 
were not converted to value addition 
of oleoresins. Oleoresin is the 
extractor. Extract the solvent, then 
mix the two, you have both the water 
soluble and organic soluble together 
and therefore, it’s a liquid chilly, liquid 
pepper, liquid ginger, liquid turmeric. 
So it became a liquefied material of 
the spices. So we did very well & 
captured 70% of the world market. 
But what China is doing now? They 
are excellent in xerox copying. The 
copy is better than the original. They 
are now manufacturing oleoresins. 
We have not protected it. We don’t 
have the patent. Problems of a 
different kind!

Indian oleoresins have lost the 
market. Chinese oleoresins are 
slowly coming in. Where do they get 
the spices? They import from India. 
So we need to examine the trade, the 
ports, the input, and the outputs and 
then only come to some standard 
thinking process. Same thing with 
menthol, mint technology. India 
became No.1 in mint growth from 
No.44. But we forgot that all the mint 
that is grown went to China. That’s 
not good news. We may be the No.1, 
but we are again getting menthol at 
a 5% cocktail to all our pharmacy 
industries back from China. So how 
do we really answer that?
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When we look at expanding of 
spice market, U.S imports from 88 
countries and India was one of the 
top but today we are nowhere near 
that. Other countries have topped 
it.  Every 15 years, the per capita 
consumption of spices in U.S.A is 
doubling. Currently estimated, the 
per capita consumption of spices 
is beyond four pounds and India 
consumes about eight pounds. Just 
see what is happening with herbals. 
Just see what is happening with 
these bioceuticals, the quality of 
spices makes the difference. No 
flatiron, no other fungi, no pesticide, 
zero fungicide, zero herbicides and 
no spray of anything. That made a 
big difference. Therefore, the quality 
supply.

Let us look at value addition to tea, 
“Kangra tea”. We never built it up 
as brand equity to Darjeeling tea 
because Darjeeling tea in India is 
grown in Ooty. FDA is very smart to 
pick it up in one day, where others 
cannot copy. Darjeeling Tea is also 
exported from China. So therefore, 
we have lost the Kangra tea. Here is 
where we have to multiply updating 
and not just depend upon Assam 
and Darjeeling tea.

Today half of the coffee market is 
dominated by Vietnam, not by India. 
Vietnam is a small country with a 
large coastline and they are growing 
the best coffee in the world. How did 
they do that? They had a strategy 25 
years back. Do we have a strategy?

In the food supply chain, we have to 
have food safety. Food safety cannot 
be 99.9%. It has to be 100%. A flight 
from Bangalore to Nagpur can be 
99.9% safe. There is always a bird 
hit that can pull it down. But food 
safety cannot be 99.9%. It has to 
be 100%. So therefore prevention, 
accountability, integration in the 
chain and risk assessment are the 
demand of today as we mitigate the 

gains of the food trade as realized 
by the farmer, grower and the 
processor and ensuring safe food to 
the consumer.

Food Safety and Standard Authority 
of India came into existence with the 
big hope that we will save something 
from this country. But today what 
the consumer wants is fresh, easy, 
convenient, healthy, nothing artificial, 
pure and simple, clear labels on 
packs. There is also a lot more on 
street foods, restaurant foods. But 
all should be assured “safe for all”. 
That’s right! Only packed food has 
got rules, the other foods don’t 
have rules. That’s unfair. From 
anywhere we eat, whether from the 
packet or restaurant, one needs to 
be sure that he is eating the right 
thing. Therefore, we have double 
standards which won’t work. If you 
pack, you are a criminal because 
if one analysis shows 21 parts per 
million aflatoxins, then your factory 
is closed and you are put behind the 
bars; it takes 15 years to fight the 
legal case. If this hotel supplies 27 
parts per million aflatoxins, nobody 
is caught. Why do we have these 
double standards? Just because 
you are investing in your processor, 
you are being handled specially in 
Tihar jail. But if you on a regular 
basis poison people you are let free 
as long as you don’t pack. So one 
does a restaurant business or street 
food business?

The safety chain is very important, 
from raw material all the way down 
to packaging, waste management 
and of course human resource 
management. How should our 
policies approach food safety 
management? How dynamic should 
it be? What are the significant food 
safety objectives in the supply chain? 
Why is our supply chain suspected 
all over the world? India means 
suspect, how do we remove this 
label? It’s a long way out. How does 

the Hazard Analysis and Critical 
Control Point System improve food 
safety?  Just a certificate hanging 
will improve the food safety. If it is 
not from the heart, where H stands 
for heart and not hazard, then can 
everybody afford HACCP? Are our 
current food safety policies, science 
based or trade based? Trade is 
important, our food safety comes 
later. This is what creates problems 
for the small scale industries.
How could the policy makers 
determine what is an appropriate 
level of risk, sitting in Delhi. It is 
very complicated. There is a ground 
level reality and therefore, the rule 
is “self regulation”. You have your 
documentation, you have your 
system working, you have your day 
to day batch analyzed and nobody 
can touch you; and if you skip 
something you are in the handle of 
forceps of the food law makers and 
you pay the penalty, so therefore 
“self regulation”.

Building R&D in such a case 
continuously, to be on the cutting 
edge of technology for food safety 
is equally important in the quality 
chain. What is important is that 
it is fundamental research and 
development, whether in-house or 
through contract, that betters the 
growth of the company.

Science is global, and hence the 
value addition mantra should be 
right before harvesting, a year ahead 
and not after harvesting! Whether it 
is white rice, or brown rice or paddy, 
you can make as many as hundred 
different things from paddy, broken 
rice, various fruit fibers, tricontinol, 
lecithin, orizonal, anti-cancer agent 
and fatty acids, vitamin-E and even 
rice bran oil, and thus we need to  
do it all with the help of high science 
and high technology. 

We need appropriate level of 
technology and appropriate level 

contnd from page No. 27
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““as long as we have the 

characters to play, we have the 

variability to play, to increase 

the yield, then and then we can 

have the various policies for the 

implementation.” 

… Dr. Sanjay Jhambulkar, 
Scientific Officer, Baba Atomic 

Research Centre, (BARC)

Dr. Sanjay Jhambulkar,  
address at the Business 
Conference  on “Value 

added agriculture – Supply Chain 
Management”  organised by 
MEDC on 28th December 2013 at 
Nagapur. 

He explained the successful 
experiments conducted by BARC 
in developing crops. His detailed 
presentation discussed the 
following issues.

Who are responsible for green 
revolution? Dr. Jhambulkar 
credited Mutation Breeding as the 
sole technique to help us achieve 
the recorded results. He mentioned 
that it was the identification of a 
dwarf enzyme and using them in 
the crossing programme which 
ensured food for India so far. But 
the relevant question that was 
posed was ‘What next? What after 
the green revolution, how do we 
meet the demands of food security 
in the future?’

He rightly answered that “as long 
as we have the characters to play, 
we have the variability to play, to 
increase the yield, then and then 
we can have the various policies 
for the implementation.” However 
the most immediate hurdle was the 
continuous increase in population 

and the inability to bring more 
land under cultivation. The R&D 
data states, that AIDS, Malaria 
and Tuberculosis are the greatest 
disease of the world and one 
in seven people in the world go 
hungry and the disease combined 
with all the disease still cannot 
outmatch the disease of hunger, 
this is the current situation in 2013. 
Recently the Global Hunger Index, 
India stands at the 63rd position, 
it is an alarming situation for the 
country. Not only getting food, but 
there persists nutritional hunger. 
The question from nutritional 
ideation point is, are we getting 
sufficient food? And therefore, Dr. 
Jhambulakar quoted Buddha that 
“hunger is the greatest disease 
of human being and there is no 
treasure like food” so then what are 
the various challenges?

In food security, the following 
challenges persist starting from 
population, nutritional, hunger, 
climate change, social fertility, 
increasing pest damage and the 
cost of resources, correct policy 
formulation must be adopted by 
the Government of India to meet 
these challenges. Dr. Jhambulkar 
suggested that the only way out 
is to ensure growth of yield per 
hectare and an increase in the 

productivity of  the crop by bringing 
more and more land under crop 
cultivation. This action would entail 
the reduction of the gap between 
food supply and food demand. 

He suggested a scientific 
step which was to strengthen 
the germplasm and enhance 
variability. These two components 
are undergoing a continuous 
downward trend recently. For this 
purpose he suggested the use of 
various agents like gamma, alpha, 
beta, neutrons and various other 
chemical agents as well. The 
division of Nuclear Agriculture and 
Biotechnology division are involved 
in the research, development and 
deployment of the technologies 
developed at BARC focusing 
towards enhancing variability.

What is mutation breeding? By 
definition it means, the heritable 
changes used in the crossing 
programme to get the desirable 
variance. These changes are 
chromosome induced which 
ensures that monitoring of the 
variance development is possible 
at all levels of the systematic flow 
of change. For example these 
chromosomes will reflect any 
change that takes place at gene 
level, phytoplasmic levels in the 
phenotype of the plant and will 
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also show the effect of increasing 
the dose of a particular mutagen or 
the effect of nuclear energy on the 
plant.

The procedure of the mutation 
breeding:
1. Take a high yielding variety
2.  Treat them with various kinds of 

mutagens
3.  Grow them in a large number of 

plants 
4. Find out the mutation
5. Then conduct a study for the 

next generation.

What are the Characteristics’ one 
can change? The answer is starting 
from the yield, morphological, 
flowering and crop duration to the 
plant type. Currently it is the plant 
type which needs to be constantly 
strengthened, and hence also 
requires diversification. Once 
the characteristic of plant type 
is diversified only then can one 
enhance the plant yield. Besides 
such a crop will have resistance 
to the shattering seeds dormancy. 
Biotic and abiotic stress and in the 
quality point, either protein or oil 
quality, then there is also the factors 
like adaptability of temperature, the 
environment and the bio-chemical 
pathways. As mentioned earlier 
that there is a need to enhance 
and strengthen the crop in terms 
of nutrition, oil and bio—chemical 
pathways, but the most important 
remains the plant type that needs to 
be tailored, unless we diversify our 
crops and diversify the germplasm 
only then is it possible to increase 
the yield.

A matter to think about is if we take 
any popular germplasm then how 
many grains would we put in the 
maze to increase the productivity? 
So for that it requires to induce 
variability and mutation induces 
variability, enhances biodiversity 

and as a result of that the total 
evaluation of flora and fauna. With 
the help of pictures he showed the 
kinds of variability that they at BARC 
were able to induce in a groundnut 
plant focusing on leaf morphology 
and color of the groundnut in 
particular.

Once mutation breeding commences 
a lot of variance can be generated. 
Especially id by process the height 
of the plant can be reduced than 
one a lot of energy and periodic 
duration can be saved in the 
production process while keeping 
the amount of yield undeterred.

Generally, everybody knows that 
during the rainy season, if the crop 
is mutated and if there is rain then 
it will germinate. So they at BARC 
develop mutation which will not 
germinate even during the phase 
of maturity of the crop. And using 
all these techniques, either direct 
mutations or such mutations which 
they find useful, use them in the 
crossing programme. They have 
developed near about 41 crop 
varieties in the various crops and 
they are focusing mainly on oilseeds 
and pulses. There are about 15 
varieties in groundnut, two in soya 
bean and two in mustard, one in 
sunflower, eight in moong bean, 
four in black grain, 4 in pigeon pea, 
one in cowpea, one in paddy and 
one in jute.

One of the mutant known as  
Sesbania Rostrata which is photo 
thermo insensitive, one is able to 
grow them throughout the year; the 
importance of this is to grow them 
so that it produces the nodules 
on the stem which can fix the 
nitrogen in atmosphere, it is as 
good as producing urea. So in 55 
days you get about 120kg nitrogen. 
Once you cut the crop and mulch 
it in the soil, that gives equivalent 
to 120kg of Urea, so it is good for 

the enhancing the health of the 
soil.  The crop was originally photo 
sensitive and thus they developed 
insensitive variety crops so that one 
can grow them through out the year. 
Mr. Jhambulkar has large number 
of example, lets take sunflower 
which has the original variety 
called surya as against to TAS82 
which is a mutant variety, through 
mutation what BARC has done is 
that the black and white stripped 
seeded surya variety, which was 
not preferred in the market, so 
keeping all the characteristics 
intact redeveloped a black seed 
variety. So like wise they have 
many more examples, in soya bean 
they have 3 varieties one of which 
is TAMS38 which is particularly 
grown in Amravati on a large scale. 
They have great success stories 
in groundnut, there are about 15 
varieties, but to give example they 
have TAG24 which they released 
in collaboration with Punjab Rao 
Deshmukh Vidyapit, Akola; and 
last month our Hon’ble President 
visited BARC and this variety has 
been dedicated to the nation. The 
importance of this variety is that is a 
drought – resistant variety and gives 
the maximum yield and now it has 
become a national cheque. All over 
India this variety is been preferred in 
the summer season. Like wise they 
have certain varieties, e.g. Bold 
Seeded once which are released 
in specific areas during specific 
climatic conditions in India. TPG41, 
is a variety grown in Rabi and 
summer due to its bold seediness, 
its demand is on escalation all 
over India. Economic benefits to 
the farmer are accrued by simply 
giving the name of the variety in 
the market, which ensures them to 
earn a minimum of Rs. 100/- more 
per quintal. 

Mutation breeding record all 
over the world count up for 3218 
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mutant varieties, 175 crop spices 
in 60 countries over 5 continents 
in the last 82 years. In India we 
have developed through mutation 
breeding almost 340 varieties & 
various specific characteristics 
have been enhanced starting form 
high yield, early maturity, disease 
resistance, quality characters, grain 
quality, abiotic stress resistant, 
improved plan types & various 
other attributes. 

Some international success 
stories: 
1. In China a specific soybean mutant 

known as HEFENG25 has covered 
large cultivation area, similarly 
ZHEFULANGYOU it is a rice 
variety.

2. In Vietnam in the 70’s and 80’s there 
was a regular need to import almost 

2-3 million tones of rice, however 
post the introduction of mutation 
breeding techniques especially the 
VND-95-20, which is a high yielding 
variety, they have began exporting 
huge quantities of rice.

3. In Japan, a pear variety was suffering 
from a particular phenomenon 
known as the black spot, which let to 
blackening of the fruit as well as the 
leaf, barring one resistant branch in 
the entire

All other branches were severely 
affected by the disease. The 
Japanese by inducing the technique 
of mutation rooted out that particular 
branch and processed it to systemize 
multiplication and at present 
throughout Japan this pear variety 
is cultivated on a large scale.

Another point is the Nutritional 
Enhancement through mutation 
breeding and there a large numbers 
of nutrients that needed to be tailored 
by chemical. There is a company in 
Australia who is constantly involved 
in mutation breeding, they tailor all 
nutrients, macronutrients as well 
as the micronutrients and they are 
now in process of releasing it in 
particular among cereals.
So the message is mutation 
breeding has been helpful globally 
and starting from green revolution 
till today it has played a major role 
in serving the phenomenon of food 
security.

Transcript by 

Ms. Rashida Dohadwala & 
Ms. Dhara Tolia,

 MEDC Research Team 

of risk. Focus should be on what 
needs to be done on a pilot scale 
so that replication is possible later, 
right from the quality of seeds to the 
final product. One thing is for sure, 
grow more and process more. If 
you ask a farmer to grow more and 
then if you don’t process it, then he 
is in trouble. That’s what happened 
in the backlash of Haryana and 
Punjab. Biotechnology is no harm 
as a sustainable intercropping 
system. Today pulses have been 
able to catch corporate purses. 
Today multi-grain bread, multi-grain 
flour, all are coming up in a very big 
way. Remunerative intercropping 
system and farming is a good 
addition.

Milk crisis is looming around the 
corner. With huge stock of skimmed 
milk powder and almost extinction 
of ‘desi’ cow breeds, we are just 
touching that dangerous zone of 
insecurity & it can explode any 
time. What about the water drain? 
If we look at the water drain, 

India is a country with very less 
water, huge amount of floods or 
either of the two. One kilogram of 
rice requires 3300 liters in terms 
of water. One kilogram of milk 
requires 1000 liters; one kilogram 
of potato requires 900 liters. EU 
has a huge plan to promote potato 
to replace rice in Asia. Do you know 
the strategy of the other countries? 
How much potato will come to India 
in 2020? Three hundred to three 
hundred and fifty times more potato 
than what we are using. It will be 
flooded.

So therefore, we need to have an 
eye on other countries policy as 
much as our own. We don’t have 
the time. Who is planning to export 
what to India is very important. 
Therefore, we need an integrated 
approach and value addition model 
with an adaptable R&D and an 
individual legume, individual fruits, 
individual vegetables as it was 
mentioned today, we require the 
procurement and distribution of milk 

pasteurized model & all that.

Today to change is to risk 
something; that makes us insecure. 
Not to change is a bigger risk. But it 
seldom feels that way. Agri-security 
is one such issue. We must strive 
hard together dynamically and 
‘Agro Vision’ in Nagpur is one such 
opportunity.

It is important that cultural science 
and good food habits with adequate 
physical and mental exercise by 
humans co-exist, and all this means, 
lifestyle is important. Education, 
information, knowledge, awareness 
by using information of traditional 
knowledge, traditional foods and 
habits, judicious use of combination 
of farmers’ knowledge with an Agro 
Vision can build India.

Transcript by 

Ms. Rashida Dohadwala & 
Ms. Dhara Tolia,

 MEDC Research Team

contnd from page No. 21

Cover StoryCover Story



Maharashtra Economic Development Council, Monthly Economic Digest 
28  February  2014

India Review 

New Monetary Policy and 
its Emerging Strategic 
Framework ......

Mr. Sunil Bhandare

“We are neither hawks, nor doves 
but we are owls, vigilant when others 
are resting. An owl is traditionally a 
symbol of wisdom”

 – the RBI Governor.

Primacy of Inflation Control 

Whatever may be the appropriate 
description of RBI’s new monetary 
policy [NMP] stance, stumping 
market expectations and making 
unpredictable moves is gradually 
becoming the hallmark of its new 
Governor, Dr. Raghuram Rajan. 
Thus, perhaps for the third time in 
the last about four months, under 
his leadership, the RBI has taken a 
somewhat contrarian position on key 
policy rates. At a time when there 
was a virtual consensus amongst 
experts and market players that 
the strategic pause on key policy 
rates would continue, the NMP has 
raised the repo rate by 25 basis 
points to 8% with corresponding 
increases in reverse repo rate to 
7% and MSF/ Bank Rate to 9%. 

Incidentally, market expectations 
about continuation of a strategic 
pause were essentially driven by the 
recent softening, albeit moderate, 
of both WPI and CPI inflation rates. 
Such market perception has been 
strengthened further by estimates 
of bumper agricultural production 
during 2013-14, and hopes of more 
downward trend in prices of several 
agricultural commodities, especially 
of vegetables and fruits. Equally 

importantly, business and industry 
as well as banks have for long been 
angling for proactive action from the 
RBI by way of at least a symbolic 
reduction in key policy rates to 
stimulate economic revival.     

It may be recalled that all the key 
policy rates were progressively 
reduced between end-Oct 2011 
and early May 2013; the repo rate, 
for example, declining from high 
8.5% to 7.25% during this period. 
This relatively easy money policy 
was then induced by moderately 
falling inflation rate and urgency 
of restoring economic growth 
momentum. But since then, it has 
become imperative to reverse this 
cycle of falling interest rates thanks 
mainly to (a) re-emergence of high 
inflation; and (b) growing external 
imbalances and vulnerabilities. 
Indeed, concerns relating to 
“stabilization of the economy 
by restoring exchange rate 
stability”, dominated the focus of 
monetary policy during the latter 
half of 2013.

Fortunately, this third component, 
namely, the exchange rate stability 
[what is famously known as 
“impossible trinity” of managing 
growth-inflation-exchange rate] has 
been sufficiently anchored in for 
the time being. In the separate third 
quarter (Sept-Dec 2013) review 
of Macro Economic and Monetary 
Development, the RBI elaborates 

how various measures, including 
stiff hikes in the short-term interest 
rates, have led to stability of external 
economy and the exchange rate of 
rupee. Thus, the rupee, which had 
depreciated by 17% against US 
dollar between end-May and early 
Sept. 2013, has appreciated since 
then by 6.7%. It also highlights 
gains made in (a) restraining the 
current account deficit (CAD); (b) 
resumption of capital flows; and 
(c) recouping of foreign exchange 
reserves.       

But challenges of dealing with 
“growth-inflation” dilemma [or trade 
off between growth and inflation] 
still remain overwhelming. The 
new monetary policy statement 
points out that “the gravest risk 
to the value of rupee is from CPI 
inflation, which remains elevated 
at close to double digits, despite 
the anticipated disinflation in 
vegetable and fruit prices. Moreover, 
inflation excluding food and fuel 
has also been high, especially in 
respect of services, indicative of 
wage pressures and second round 
effects.” 

In this contextual framework, the 
focus of monetary policy has now 
decisively shifted to the immediate 
task of controlling inflationary 
pressures. This is clearly evident 
from the statement that “it is 
only by bringing down inflation 
to a low and stable level that 
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monetary policy can contribute 
to reviving consumption and 
investment in a sustainable way. 
The so-called trade-off between 
inflation and growth is a false trade-
off in the long run”. 

Emerging Strategic Framework 

In substance, in a significant way 
the new orientation of monetary 
policy has moved strategically 
towards making CPI inflation [vis-
à-vis WPI inflation earlier], as 
the key anchor. This is based on 
the recommendations of recently 
submitted Report of the Committee 
headed by Dr. Urjit Patel, Dy. 
Governor of the RBI. The statement 
clearly indicates that the medium-
term objective is to aim at bringing 
down CPI inflation to below 8% 
[as against its present double digit 
level] by Jan 2015 and below 6% by 
Jan 2016.

Before proceeding further with our 
reflections on NMP, a brief reference 
to this Report would be appropriate. 
Doubtless, the Committee aims 
at redefining and strategizing 
the monetary policy framework, 
as unveiled from its following key 
recommendations:  

First,  y inflation should be the 
nominal anchor for the monetary 
policy and this should be 
communicated without ambiguity. 
Inflation management would 
continue to assume centrality of 
focus of monetary policy; and 
this would also be consistent with 
sustainable growth and financial 
stability; 

Second,  y nominal anchor 
should be defined in terms of 
headline CPI (retail) inflation, 
which closely reflects the cost 
of living and influences inflation 
expectations. This is a major 
shift from the current practices 

of anchoring key policy rates 
changes to the changes in WPI 
(wholesale) inflation;

Third,  y the target of inflation 
should be set at 4% with a 
band of +/- 2%, given (a) the 
vulnerability of the economy 
to supply/external shocks and 
relatively large weight of food in 
CPI; and (b) the need to avoid a 
deflation bias in the conduct of 
monetary policy;

Fourth, given the fact that the  y
current CPI inflation is high, 
the Committee suggests the 
inflation target to be secured 
in graduated manner – not 
exceeding the next 24 months – 
before formally adopting target of 
4% inflation +/- 2% band. 

Fifth, the Committee has also  y
placed on the Central Govt. the 
responsibility of ensuring the 
target of fiscal deficit to GDP 
ratio at 3% by 2016-17 under the 
Fiscal Responsibility and Budget 
Management legislation. It also 
makes significant suggestions 
for removing the prevailing 
impediments to monetary policy 
like administered prices and 
wages system.   

Sixth, it suggests that the  y
monetary policy decision-
making should be vested with 
a Monetary Policy Committee 
under the Chairmanship of RBI 
Governor and prescribes its 
composition comprising also of 
external experts. 

In short, in a longer-term 
perspective, the Report prescribes 
a “glide path” for the inflation 
target of 4% with a band of +/- 
2%. Going forward: does the NMP 
mark the end of the current cycle 
of rising key policy rates? The 
response to this issue is unlikely to 

be unequivocal. It depends so much 
on how the Government is able to 
combat inflation through its fiscal 
and other economic policies. And 
there is great deal of uncertainty 
in this area. With general election 
scheduled to be held in May 2014, 
there will be no full-fledged budget; 
but only a vote-on-account budget. 
No major new policy initiatives can, 
therefore, be expected. 

Further, the CPI inflation rate has 
almost consistently been hovering 
around double digit level all through 
the last four years. The monetary 
policy has, thus, a very tough task 
to perform to glide CPI inflation rate 
to the proposed target level. We 
believe that considerable hidden 
inflationary potential is in the 
pipeline, which would emanate from 
rationalization of pricing policy of 
administered goods (petroleum and 
fertilizers) and suppressed other 
cost-push factors. By implications, 
we believe that the scope for 
substantial and sustainable 
easing of key policy rates would 
be constrained for quite some 
time. A further moderate hike in key 
policy rates appears to be the most 
likely scenario, if the NMP fails in its 
objective of reining in CPI inflation!

Macro Economic Outlook – the 
RBI’s Assessment

Against this backdrop, how would 
the macro-economic outlook going 
to shape? In its third quarter review 
of macro-economic and monetary 
developments, the RBI sets out 
very cautious economic outlook 
for 2014-15. Its clear message is: 
“gradual recovery likely in 2014-
15; risks to inflation stay despite 
some moderation”. 

Specifically, it suggests that (a) 
real GDP growth would be 5 to 6% 
with likelihood of it being in higher 
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reaches of this forecast range, if 
project clearances translate into 
investment; and (b) headline CPI 
inflation to be above 9% in Q4 (Jan-
March) of 2013-14, and moderating 
in the range of 7.5 to 8.5% in Q4 
(Jan-March) of 2014-15. Given this 
wide band of forecast both for real 
GDP growth and the CPI inflation, 
the RBI apparently seems to be 
very measured and cautious in its 
assessment. Indeed, several other 
agencies like EIU, World Bank, 
CRISIL, etc. have in recent times 
indicated slightly firmer prospects 
for India’s real GDP growth rate to 
improve – to around 6% or more in 
2014-15. 

There are many other significant 
observations interspersed in the 
RBI’s review, which would have 
major bearing in shaping the 
economic outlook. Illustratively, 

The pick-up in demand depends  y
critically on the successful 
resolution of bottlenecks facing 
infrastructure and energy-intensive 
industrial projects. [Surely, this is 
in the domain of both Central and 

State Governments]. 

It is important to  y create fiscal space 
to support public investment by 
restraining revenue spending, so as 
to crowd in private investment. The 
quality of government spending has 
to improve to support growth. [Once 
again, in the domain of both Central 
and State Governments]. 

On CAD y  – as capital flows to EMDEs 
moderate over 2014-15, there is no 
scope for complacency. Breather 
provided by a reduction in the 
immediate risks, needs to be used to 
develop resilience of the external 
sector over the medium-term.

On financial markets y  - normalcy 
restored in financial markets but 
political outcomes and commitment 
to reforms hold the key.

On global growth prospects – y  
global growth is poised to improve 
in 2014, but risks to outlook remain 
with uncertainties arising from moves 
to unwind unconventional monetary 
policies and possibility of renewed 
deflation in euro area. Recovery 
in EMDEs could stay moderate 
as supply-side constraints, tight 

monetary policies and tightening of 
financial conditions with tapering by 
the US could act a drag on growth 
acceleration. Global commodity 
price cycle is likely to stay benign 
on the back of improved supplies of 
oil, metals and food.

In summing up, what stands out 
is that the Indian economy still 
continues to be in a state of flux. 
There are no visible green shoots 
around. No major boost can be 
expected from the global economy 
and trade. Stimulus to growth 
recovery has to emerge from within 
– which means from the fiscal and 
other policy reforms. Monetary policy 
has no space for easing its current 
stance, unless inflation is brought 
within acceptable new norms set out 
in NMP. The ball is once again into 
the court of political economy, the 
fate of which looks uncertain till the 
outcome of general election! 

sunil.bhandare@gmail.com

The author is the Chief Economist in 
MEDC 

MEDC -  AN  INVESTMENT - FACILITATOR   AND  

A   CATALYST  IN  DEVELOPMENT

MEDC provides to the prospective investors in Maharashtra,- useful information and key statistical   �

data on Maharashtra's industry, infrastructure and other relevant economic indicators. 

MEDC supplies critical information and inputs necessary for business decisions, - related to  matters  �

of State Govt.  Policy.

MEDC provides up-to-date and reliable information on various incentives and facilities available to  �

investors in Maharashtra.

MEDC's Research Publications, based on insightful analysis, comprehensive information  �

coverage  and authentic data, act as a road-map for the investor.

MEDC organises useful and action-oriented Seminars, Conferences and Discussion-Meetings    �

on vital issues of topical interest to business and industry.

India Review 



Maharashtra Economic Development Council, Monthly Economic Digest 
31  February  2014

Mr. V. T. Pai

Highlights :

•	 RBI	hikes	Key	Rates

•	 State	run	Banks	to	get	additional	funds	says	FM

•	 Indian	rupee	most	stable	currency	among	emerging	
markets

Preamble :
*During the month of January 
2014, RBI in consultation with 
the Government of India has 
announced certain policy measures 
having far reaching impact in the 
world of Banking Industry. In the 
following paragraphs we made an 
attempt to capture them in a nut 
shell.
* RBI Governor Dr. Raghgram 
Rajan hiked repo rate, the rate at 
which the Banks borrow from RBI 
and the reverse repo rate the rate 
at which RBI borrows from banks 
and MSFC was raised by 25 vase 
pints. However cash reserve ratio 
was kept under 4%. This is the 3rd 
time governor who took over since 
September 2013 has raised such 
key rates. This was a surprise to 
several economist and analyst. 
Overwhelmingly majority expected 
the governor to hold the rate as per 
his earlier statements. This was 
mainly done with the intention of 
curbing the inflation. No doubt prices 
particularly, vegetable prices were 
slowly down but it was below the 
expectation level. Retail inflation 
slipped to (.87% in December 
from 11.24% in November 2013. 
*Central bank did specifically 
say there was no reason to get 
unnecessarily panicked about the 
notes printed before 2005 getting 
phased out. Lot of people has 
done exactly that. The decision 
to withdraw pre 2005 notes after 
31st March 2014 was not given 
much guidance by politics and 
election. It was standing demand. 
There are security factors attached 

with the decision. This was not an 
attempt to demonetize he added 
further. This was to replace less 
effective notes with more effective 
ones.  * RBI now is necessarily 
buying the currency in the local 
market and selling it forward. The 
move is aimed at stability of the 
local currency and managing the 
liquidity, as there was a surge in 
the foreign currency inflows and 
banks were allowed to swap foreign 
currency (non-residential A/c) or 
FCNR for a premium. *State run 
banks to get additional funds as 
Finance Minister P. Chidambaram 
intends to keep Government 
promise of rewarding them to 
push consumer loans at economic 
rates.*Rupee has emerged as the 
winning currency among emerging 
markets based on its stability 
record and continues to be so. 
*Foreign investor are flocking 
the local market in the past 2 
months. Overseas investors were 
not buyers for last two months. 
Federal tapering, weak out look 
in emerging market. India stands 
every chance to be winners in May 
2014. Those interested in further 
details may write to us.

1. Rajan Springs at Rate- Hike 
Rabbit Out of His Hat

Reserve Bank of India Governor 
Raghuram Rajan raised the key 
repo rate on 28th January 2014, 
choosing once again to confound 
expectations while renewing focus 
on inflation as also the threat 
stemming from the weakening 
of the rupee amid a sell off that 
has rippled through emerging 

markets. The Indian currency 
recovered sharply after the policy 
announcement. The gravest risk to 
the value of the rupee is from CPI 
inflation which remains elevated 
at close to double digits, despite 
the anticipated disinflation in 
vegetable and fruit prices, Rajan 
said. The repo rate, at which 
banks borrow short-term money 
from RBI, was raised by 25 basis 
points, or 0.25 percentage point, to 
8%.The reverse repo, at which RBI 
borrows from banks, was raised 25 
basis points to 7%.The marginal 
standing facility, the penal rate of 
interest for banks, was raised 25 
basis points to 9% to maintain the 
corridor. The cash reserve ratio 
was unchanged at 4%.Rajan may 
be done with rate increases for 
now, although he said the central 
bank’s policy decisions will be 
dependent on data. 
This is the third time Rajan has 
raised rates after taking over as 
governor in September 2013- 
an increase of 75bps. The rate 
increase came as a surprise to 
many. A poll conducted by ET 
among 14 banks and financial 
institutions over the weekend had 
shown an overwhelming majority 
expected rates to be kept on hold. 
The RBI panel had highlighted 
the need to target consumer price 
inflation. Hence the need for the 
rate increase, he reiterated. Prices 
have been coming down, although 
not by enough. Retail inflation 
slipped to 9.87% December from 
11.24% in November while the 
wholesale price index fell to 6.16% 
from 7.52%.
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2. An RBI googly
There was almost a unanimous 
belief in financial markets that the 
Reserve Bank of India (RBI) will 
not increase interest rates on 28th 
January 2014. The central bank 
surprised with a 0.25 percentage 
point raise.
The consensus was based on 
the guidance in its December 
policy statement, when it hit the 
pause button when the markets 
were expecting a rate hike. The 
apex bank had then said it hoped 
vegetable prices will cool off. They 
did in the past few weeks, but that 
did not stop another rate hike.
Now a new consensus is 
emerging—that the rate hike cycle 
is over, based on the new guidance 
provided by the central bank on8th 
January 2014. It said future action 
will depend on data, and “further 
policy tightening in the near term 
is not anticipated at this juncture”. 
That statement is rich in 
qualifications. With inflation still 
too high, are the markets getting it 
wrong again?

3. Take Note: RBI move impacts 
you 

The central bank did specifically 

say there was no reason to get into 
a panic about bank notes printed 
before 2005 getting phased out. So 
naturally, a lot of people have done 
exactly that. That’s an exaggeration 
of course, but it has to be said that 
there is consternation among large 
sections of the people
RBI governor Raghuram Rajan 
seems resigned to facing a barrage 
of questions over the move. “The 
decision to withdraw pre-2005 
currency notes after March 31 is 
not guided by politics and elections. 
It was a long-standing demand 
of the finance ministry. There are 
security factors attached with the 
decision.”
“This is not an attempt to 
demonetise,” Rajan insisted. 
“It is an attempt to replace less 
effective notes with more effective 
notes. I understand people are 
making different interpretations. 
Unfortunately that should not be 
the interpretation.” While that 
may act as boost to an economy 
in a prolonged slump amid a 
cut in government spending, a 
price rise would run counter to 
what policymakers are trying to 
achieve.
Meanwhile, RBI officials admit 

that the move has led to problems 
on the ground. “This has created 
panic among the people and only 
publicity can bring awareness,’’ 
said an RBI official who didn’t want 
to be identified.”Shopkeepers 
and small shops have stopped 
accepting the notes already.’’ 

4. RBI’s Forward March Saves 
Rupees from Scars 

The Reserve Bank of India, under 
Governor Raghuram Rajan, seems 
to have changed its strategy when 
it comes to defending the fragile 
rupee and managing liquidity. 
The central bank, which earlier 
used to sell dollars in the local 
markets, is now increasingly 
buying the US currency in the spot 
market and selling it in the forward 
market. The revised strategy 
seems to be having a bearing on 
the non-deliverable forwards, or 
NDF, market. 
The move, experts say, is aimed 
at not only stabilizing the local 
currency but also managing 
liquidity, as there was a surge in 
inflows after banks were allowed 
to swap Foreign Currency (Non-
Resident) Accounts (Banks), 
or FCNR (B), proceeds for a 
premium. 
According to data in RBI’s January 
bulletin, the bank bought $17.8 
billion from the spot market and sold 
$18 billion in the forwards market. 
RBI has mopped up inflows worth 
$34 billion since early September 
2013, when it allowed banks to 
swap the proceeds of FCNR (B) 
deposits with it at 3.5% interest to 
attract dollar inflows in an attempt to 
calm currency markets. The rupee 
had slumped to a record low of 
68.84 to the dollar in August 2013. 
It has since recovered to 61.93 to 
the dollar. “By buying dollars in 
spot and selling it in forward, RBI 
is also managing liquidity that such 
a huge dollar deluge creates,” 
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said Navin Raghuvanshi, V-P of 
treasury at DCB Bank. “They keep 
on swapping, so that the said 
liquidity comes with a lag, maybe 
six months.” 
“The November intervention data 
is a confirmation of that. The 
central bank has already asked 
oil marketing companies to cover 
their maturing swaps and fresh 
requirements from the market to 
avoid any sharp rise in the rupee,” 
said Partha Bhattacharyya, a forex 
market analyst. 
A research paper by RBI staff has 
found a connection between the 
spot and forward market, and the 
overseas NDF market. It said that 
movements in the NDF market 
seem to drive adjustment in the 
onshore market when the rupee 
faces downward pressure. RBI tries 
to contain volatility in the foreign 
exchange market by undertaking 
various measures. 

5. PSU Banks to get Additional 
Shot of Funds

State-run banks are set to get 
an additional shot of capital 
as finance minister  intends to 
keep the government’s promise 
of rewarding them for pushing 
consumer loans at lower rates to 
stimulate demand.
The finance ministry may offer 
additional capital of up to 10% of 
the total loans toward consumer 
durables and two-wheelers 
under the ‘funding for lending’ 
programme. The finance ministry 
had said last year that additional 
capital will be provided to enable 
banks to lend to consumers.
The government will keep its 
promise to banks. The details are 
being discussed,” said a finance 
ministry official on condition of 
anonymity. The ministry will soon 
ask banks to provide details of 
loans disbursed during the period 
and will take a call based on 
overall performance compared 

with peers.
Almost all state-run banks 
reduced interest rates and offered 
attractive schemes on consumer 
loans. Credit growth, however, 
remains muted and grew by 14.5% 
annually at the end of December 
against 16.3% last year. “It was 
made clear to banks that any such 
capital support will be provided 
on the basis of performance. You 
cannot compare large banks with 
smaller ones, so it has to be same-
size banks in one bracket and so 
forth,” said the official cited above, 
adding that the maximum that can 
be given is 10% of the total lending 
in the consumer sector.
The government may have to 
provide up to Rs 6,000 crore to 
state-run banks as it had expected 
them to lend around Rs 60,000 
crore toward softer consumer 
loans, including home loans, until 
the end of the fiscal fourth quarter. 
“We had said that we will review 
the performance of banks after the 
third quarter. Any final number will 
be based on that,” said the official 
cited above. In October last year, 
the government infused about Rs 
14,000 crore in state-run banks, 
which, according to its estimates, 
should support advances or loans 
worth Rs 1.39 lakhs crore.
“That will also be factored in. But 
overall if banks have performed, 
we will give them their due,” the 
official added.
The government has also pledged 
to capitalize banks from divestment 
proceeds and is expecting to 
shore up revenue through special 
dividends and the recently 
approved sale of its stake in “If 
there is an economic spur through 
this scheme, the government move 
has clearly worked and by providing 
the capital to banks, it will further 
improve confidence in the market,” 
said Amit Jain, partner at.
The government felt the need 
to encourage consumption after 

an economic slump and high 
prices discouraged Indians from 
buying what they considered non-
essentials, such as two-wheelers, 
electronic goods, home appliances 
and other durables, which slowed 
to a 10-year low of 5% in the year 
ended March, may have a stronger 
second half that will keep FY2014 
growth at last year’s level but hopes 
of a revival are receding. Prime 
Minister  has said that growth this 
year is likely to be 5%

6. Rupee best performer 
among emerging markets on 
currency stability hopes

The Indian rupee was the best 
performer among emerging 
markets on expectations that a 
stable outlook for the currency 
after a rise in interest rates could 
accelerate foreign fund flows into 
Indian debt. 
The rupee could be an out performer 
among emerging markets as 
global investors’ carry trade could 
get a boost amid expectations of 
a stable currency as the central 
bank commits to taming inflation. 
Carry trade defines an investor 
borrowing in a low-interest rate 
market to invest in higher-yielding 
markets. Foreigners who deserted 
India after Fed first talked about 
reducing bond purchases from $85 
billion a month, have begun to flock 
to India in the past two months. 
Overseas investors were net buyers 
of Indian debt in December for the 
first time since May. It accelerated 
in January with them buying about 
Rs 13,185 crore. Fed tapering and 
weak outlook on emerging markets 
may keep the global investors on 
the edge, but India may be better 
prepared this time than in May. 

views expressed are personal
vtpai@medcindia.com

The  author is Director - Finance, MEDC
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Submission to the 14th Finance Commission by 

Cdr. Dipak Naik, President, MEDC made during the Meeting held 

on January 31, 2014 at Sayandri Guest House, Mumbai

Setting the Perspective 

At the outset, we express our 
sincere thanks to the 14th Finance 
Commission for the opportunity 
given to the MEDC to make 
its representation before the 
Commission. 

• Maharashtra, like most other 
States, is currently going 
through some tough times. The 
economic slowdown in general, 
and industrial recession in 
particular, are posing major 
challenges not only in terms 
of managing its fiscal health, 
but also in terms of expansion 
and modernization of its 
economy, dealing with regional 
imbalances, employment 
generation, and so on. From 
the fiscal perspective, industrial 
recession has major adverse 
implications on the State’s tax 
buoyancy, as predominant part 
of tax revenues both of the 
Center and State of Maharashtra 
are generated from the industrial 
economy. 

• We, therefore, cannot consider 
the Center-States fiscal 
relationship and issues defined 
in Terms of Reference of the 14th 
Finance Commission in isolation. 
It is imperative to take a holistic 
approach to the current growth 
challenges facing our economy. 
While we appreciate that the 
developmental policy issues are 
not within the specific domain 
of the Finance Commission, we 
are constrained to flag some 

of these issues. We strongly 
contend that Maharashtra’s 
fiscal health is inextricably linked 
with its capacity to progress with 
industrial and infrastructural 
development. 

• Apart from constraints imposed 
by shrinking fiscal space, 
manifesting in the lack of capacity 
to generate revenue surplus to 
“crowd in” capital investment, 
Maharashtra’s growth potential 
has been seriously impaired in 
the recent years by various non-
fiscal factors. Specifically, 

Problems of environmental  y
clearances – many mega projects, 
especially in the infrastructure 
space, have been held up and 
consequently there are huge 
issues of cost and time overruns. 
Several promoters, including 
those who are partners in PPP 
projects, have either withdrawn 
completely or postponed their 
investment intentions.   

Problems of land acquisition – the  y
new land acquisition law, while 
good in its intentions to protect 
interests of land owners through 
transparent system of fair – and, 
indeed, generous compensation, 
will surely distort project cost 
and make manufacturing activity 
a high-cost phenomenon, and 
increasingly less and less 
competitive, both in domestic 
and global context. Maharashtra 
has for long been aspiring to 
become the major manufacturing 
destination not for the domestic 

economy, but also for the global 
economy. Unfortunately, land 
availability and its rising cost 
threaten to become a major 
stumbling block in the process.  

We suggest that these aspects find 
their reflections in the final report of 
the 14th Finance Commission  

Our Specific Suggestions:

• First, the current formula 
for the devolution of net tax 
proceeds needs to be revised 
and raised. We suggest that 
the share of States needs to be 
raised from 32% to 40%. The 
burden of economic and social 
development is increasingly 
being borne by the States, 
while their fiscal resources are 
severely constrained. Going 
forward, States would also have 
increasing burden of building 
and strengthening urban 
infrastructure with growing 
urbanization in the country.    

• Second, out of this proposed 
increase in the devolution of 
tax revenues to the States, we 
recommend that 5% point share 
needs to be allocated specifically 
for the purpose of dealing with 
challenges of Urbanization 
and Rural Infrastructure 
Development. The allocation of 
this divisible pool of taxes needs 
to be based on well-defined 
following parameters:

• Burden of urbanization borne 
by the State – measured by the 
proportion of urban population 
to the total population;
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• Gaps in Urban Physical and 

Social Infrastructure facilities; 

• Commitment of States that 
devolution of resources 
would be appropriately used 
for strengthening Municipal 
Authorities, Local Self 
Government and Village 
Panchayats.

• There also needs to be clear 
formulation of protocols for 
the distribution of additional 
5% transfer of net tax revenue 
proceeds from central taxes, as 
proposed above. 

• Third, the allocation for grants-
in-aid must also be raised from 
the current 7.5% to 10%.

 Thus, all inclusive transfers from 
Central divisible pool of taxes 
and grants-in-aid have to be 
raised from the current 39.5% 
to 50%. This will go long way 
in building the fiscal space for 
the developmental activities of 
the States, including, of course, 
Maharashtra. 

• Fourth, Centrally Sponsored 
Scheme (CSS) and other 
Flagship Programmes should 

be consolidated into, say, 15 
or 20 well-identified Flagship 
Programmes. This will ensure 
adequacy of the funds and 
its purposeful allocations 
amongst the States, including 
Maharashtra. 

• Fifth, States should be given 
flexibility in the use of such 
funds allocated for the Centrally 
Sponsored Schemes within well-
defined norms and parameters 
to be laid down by the Planning 
Commission/ respective Central 
Ministry. Often times, it is found 
that the concerned State may not 
have the right type of projects 
to use the allocated funds 
under a given scheme, but may 
experience inadequacy of funds 
for other scheme. The fungibility 
of funds across the flagship 
programmes, we believe would 
ensure their more effective and 
productive utilization.  

• Sixth, we suggest creation 
of a permanent corpus for 
tackling recurring issues of 
Natural Calamities/Disaster 
Management, etc. 

• Last, States should be prevailed 
upon to reform and implement 
Fiscal Responsibility and 
Budget Management Act 
(FRBM Act). Apart from various 
parameters of revenue and 
fiscal deficit and limits on States’ 
indebtedness, FRBM Act must 
impose various other disciplines 
of good governance comprising 
(a) Outlay-Outcome Budgets; 
(b) Performance Evaluation 
System; (c) various budgetary 
reforms, including moving 
towards fund-based system of 
accounting; (d)   performance 
evaluation of development 
budgets (including social sector 
schemes) respective states 
by independent institutions 
like CAG; (e) findings of such 
studies/ reports must be placed 
in public domain; (f) based 
on such studies, there can be 
formulation of rating system of 
States and the well-performing 
states must be incentivized 
through special grants from the 
Central Government.
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5th AGROVISION , Nagpur

Agriculture need to be given its due 
honour and status again – Rajnath 
Singh

The 5th edition of Agrovision was 
inaugurated by Shri. Rajnath Singh, 
National President, BJP and Former 
Union Minister for Agriculture on 26th 
December, 2013. Shri. Nitin Gadkari, 
Chief Patron, Agrovision presided 
over the ceremony. Mr. Kishor Biyani, 
Founder and Group CEO, Future 
group, Mr. R. D. Shroff, Chairman 
and MD United Phosphorus Ltd. , 
Mr. M. Prabhakar Rao, President 
National Seeds Association & 
Director Nuziveedu Seeds Ltd., Mr. S. 
Sivakumar Divisional Chief Executive 
( Agribusiness Division ), ITC , Mr. 
Vidyadhar Vaishampayan, President, 
TJSB Co-op. Bank, Dr. C. D . Mayee, 
Co- Chairman Agrovision Advisory 

Council and 
E x - C h a i r m a n , 
A g r i c u l t u r a l 
S c i e n t i s t s 
R e c r u i t m e n t 
Board (ICAR) 
were some of the 
dignitaries present 
at the inaugural 
ceremony.

The event which 
was conceptualized 

with the aim to educate, encourage 
and empower the farmers of Vidarbha 
region, was attended by farmers, not 
only from Vidarbha but also from other 
parts of the Maharashtra as well as 
from States like Madhya Pradesh, 
Chattisgarh, Andhra Pradesh as well 
as Orissa. Agrovision was visited by 
over 4 lakhs farmers over the four 
days and around 60 thousand farmers 
attended the free workshops.

The main focus of the workshops this 
year was suggesting alternate crops 
to the farmers over traditional and 
informing them about supplementary 
business for additional income. 
Special workshops were also arranged 
this year focusing on crops like 
pomegranate, custard apple, apple, 
as well as on advanced technology in 
floriculture, sericulture for enhancing 
income, cultivation of Gawargam 
and opportunities in international 
market, Farm management in 
changing environment and so on. 
This year two special three-hour-long 
workshops were also arranged over 
three days with a focus on Enhancing 
Sugarcane Production and another 

on Dairy, Poultry, 
Horticulture and 
export.

A day-long 
conference on 
the theme, ‘Value 
added agriculture- 
Supply Chain 
M a n a g e m e n t 

and Dairy Processing’ was organized 
in association with MEDC on 28th 
December 2013 The conference 
witnessed networking of investors, 
scientists and progressive farmers 
needed for building supply chain. 
Eminent scientist and Padmashree 
awardee Dr. V. Prakash stressed that 
such a networking platform is essential 
for creating an effective supply chain of 
farm products to take these products 
‘from farm to folks’.

The 4-day expo proved to be a wonderful 
platform for farmers to know about the 
latest farm equipments, Agri-service 
& Seed companies, Government 
schemes at State and Central level 
and much more. Corporates like ITC, 
Reliance, seed companies like Ankur, 
Mahyco, Syngenta, Ajeet Seeds, 
United phosphorus ltd., Crystal Crop 
Care, Excel Crop Care, Mahafeed, 
RCF, Hunting Organics, as well as 
Tractor giants like Mahindra, Force 
motors, New Holland, Maschio 
Gaspardo, M.K.Associates,Irrigation  
companies like Jain, Netafim, BOI, 
and Nabard from the banking sector 
displayed their products and services 
at Agrovision this year.
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