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Price movements during fiscal 2009/10, as reflected in both the WPI
and the CPI, have been characterized by very high rates of inflation in
primary food articles and manufactured food products. The WPI rate of
inflation for primary food articles crossed 20 per cent in November 2009
and even at the end of January 2010 was close to 18 per cent. Other than
food products, the prices of other primary and manufactured goods have
generally not increased by much.

Within the primary food articles basket, the goods that have exhibited the
highest rate of inflation are foodgrains — pulses, wheat and rice, in decreasing
order of magnitude. Within the manufactured food products segment, sugar
products (sugar, khandsari and gur) have increased the most with annual
inflation of over 51 per cent.

The inflation in rice prices, though caused primarily by inflationary
expectations on account of the failure of the South West monsoon and flood
losses in Andhra Pradesh and Karnataka, also appears to have affected wheat
prices. Surprisingly, this was caused despite the record harvest of both wheat
and rice in the preceding season and the availability of more than adequate
public stocks.

This leads us to re-affirm the need for timely release of foodgrains from
public stocks in sufficient quantities and at prices slightly below prevailing
market prices, in order to cool inflationary expectations. Also, when there
are early signals of a shortfall in production, advance planning for timely
imports must form an integral part of policy.

Another factor, which considerably blunted the impact of foodgrain releases
by the government, was the overload on the PDS. There is a clear imperative
to develop a distribution channel by the State governments, to supplement
the PDS, so as to enable faster distribution of the additional releases made
by the central government.
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The Council is of the view that the two principal constraints to growth that
face India in the medium to long term are the low productivity in agriculture
on the one hand and inadequate physical infrastructure on the other, of
which, the most important component is the power sector.

Technology and organizational factors have emerged as a major constraint
to sustainable growth in agriculture. Though the private sector has made a
significant contribution in evolving hybrid varieties of seeds for commercial
crops the main responsibility for basic research especially that which
benefits the poor and marginal farmer, continues to be that of the state. Since
the Green Revolution years no major breakthrough has been witnessed in
agricultural research mainly due to inadequate resource allocation, lacunae
in content and organization of research, inefficiencies in extension activities
and inadequate risk mitigation strategies for the farmer.

India currently spends about 0.7 percent of agricultural GDP on public
agricultural research which is significantly lower than the allocation in
countries like China. This must be raised to at least 1 per cent as recommended
by the Steering Committee on Agriculture in the Eleventh Plan.

The other important intervention in the arena of publicly-funded agricultural
research is in improving its content and making it contextual and relevant
to the Indian farmer. There are a number of steps which can be taken in
this regard. First, research has to be more focused in terms of the crops as
well as the regions. For example, in the rain-fed areas, the focus should be
on productivity raising technology in pulses and oilseeds while in the well-
watered eastern region the focus should be on cereals.

Second, soil-health cards should be provided to all cultivators on priority
basis to help arrest the trend of declining response to inputs like fertilizers
and irrigation. The feasibility of accomplishing this task within a short time
has been demonstrated in a few states, notably in Gujarat. Third, research
targeted at resource conserving and environment friendly technologies and
extensive propagation of existing technologies is a must. Fourth, the quality
of seeds used especially cereals must be improved. In addition to extensive
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research in high yielding varieties it is necessary to revive the defunct seed
corporations in the States, give incentives to the private sector to produce
quality seeds for cereals and, strengthen seed quality certifying arrangements.
Fifth, research in currently ignored areas like coarse cereals, pulses and
sub-sectors of agriculture like horticulture, floriculture, sericulture, animal
husbandry, forestry and fisheries must be encouraged. Sixth, while drawing
up the research agenda, particular attention should be paid to domestic and
international demand.

The research effort in agriculture is also stymied by some other factors.
First, the lack of co-ordination between the extensive network of institutions
which serve agriculture for research and extension. Their contribution to raise
productivity on the small and marginal farms is particularly disappointing.
Reviving an agency such as Small and Marginal Farmers Development
Agency, to ensure that this section of cultivators receives benefits of research
and technology, can be considered. Second, establishing accountability
for results by establishing clear goals and assessing performance based
on parameters like development of high yielding varieties, innovations in
increasing efficiency of inputs and productivity increase in specific crops
will go far. Third, in extension of research findings to farm level, there is
a large scope for public-private partnership (PPP), as the public extension
system has virtually collapsed. The private sector is especially strong in IT-
enabled extension services. In several regions they have penetrated to the
farm level with different models of contract farming.

Fourth, after the success of Bt-cotton and the benefits it has brought to the
farmers in Gujarat and Maharashtra, it is imperative that the government
must have a clear policy on Genetically Modified (GM) crops. The regulatory
framework should clearly assess performance in the field and the impact on
environmental and food safety issues and bring the results into the public
domain at the shortest possible time.

Fifth, there is a need for risk mitigation strategies for the Indian farmer who
is primarily exposed to four risks, namely credit and finance, price, acts
of god and technology. Extending more credit through the banking sector,
introduction of electronic spot markets, establishing the regulatory body
for ware-housing and extensively using the insurance tool, based on new
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Weather Based Crop Derivative Insurance Schemes which get triggered
on account of inadequate or excess rainfall, high or low temperatures, and
traditional insurance products against floods, earthquake etc separately are
some steps which would protect the farmer against the uncertainties.

The need to accelerate power generating capacity and improve distribution
network is of utmost importance. The shortage of peak power as well as of
aggregate energy is officially estimated to be 10—15 per cent, but measured
on a more comprehensive basis the shortage is higher. Indian industry and
other sectors of the economy have responded to the severe power deficit
by installing captive generation. The cost of grid power is itself fairly high
compared to other countries, at about Rs. 5 (10 US cents) per unit. The
fuel cost of generating power varies between Rs. 7-9 per unit i.e. between
15-20 US cents. The average cost of power for most industrial units thus
works out to around Rs. 67 or 12—15 US cents. This is a handicap to the
competitiveness of Indian industry and in general contributes to making our
economy more higher cost than necessary. These large shortages also lead
to production losses. The combined impact is quite adverse to sustained
economic expansion.

The Tenth Plan (2002-2007) target for creating power generating capacity
was 40 GW (Giga Watts), while the actual achievement was 21 GW. The
Eleventh Plan (2007-2012) nearly doubled this target to 78.7 GW. While
there have been slippages in the creation of capacity in the first three years of
the Eleventh Plan, it is believed that, with some certainty, capacity creation
by the end of the Eleventh Plan would be more than 62 GW, i.e. 79 per
cent achievement. On “best effort” basis the actual capacity installed may
exceed 70 GW.

It is important to note that notwithstanding the slippages, this extent of
capacity creation is a major improvement over the previous five-year period.
It is also notable that about one-third of the total capacity likely to be created
in the Eleventh Plan period would be from the private corporate sector.

However, power shortages will remain. This flows from two different factors.
The first is the historical deficit conditions that needs to be bridged and
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the excessively high plant load factors that the system has in consequence
to operate under. This does not help in its ability to deal with changes in
demand level through the day and also makes it more vulnerable to outages
than otherwise.. The second factor derives from the trajectory of higher level
of growth that the Indian economy is set upon. At this stage of economic
growth, manufacturing activity has to show a significant upward spike and
to that extent power generation must be able to keep up with it.

There are two kinds of constraints that have been identified as the source
of delays in capacity augmentation. The first relates to the limitations in the
availability of power plant equipment within the country. The second relates
to difficulties in acquiring land, obtaining necessary clearances from the
Ministry of Environment and Forests and the allocation of coal linkages/
coal blocks. There is clear improvement in the situation in respect of the first
category of constraints. BHEL has significantly raised its tooling capacity to
10 GW per year and this is likely to go up by another 40 per cent shortly. It
is believed that a further increase to 20 GW may come about in a couple of
years. A number of private companies have embarked on manufacturing of
power plant equipments. Notable amongst them is the joint venture between
Larsen and Toubro and Mitsubishi Industries, Bharat Forge and Alstom and
JSW Energy with Toshiba. These developments suggest that the constraint
on account of the limited availability of equipment is set to be drastically
relaxed. However, the administrative issues relating to acquisition of land,
environmental clearances and coal linkage/allocation remains and this has to
be tackled on an urgent basis by Government.

It is now one-and-a-half years since India was able to regain access to global
nuclear energy technology, as well as to nuclear fuel. There is an urgent
need to make the necessary regulatory changes quickly, so that investment
including that from established private companies interested in this business,
can begin to flow. Nuclear power generation has a longer gestation period
and the earlier these projects take-off the better. It is to be noted that we
are a net importer of fossil fuels. Indeed the extent of coal import has been
rising. These fossil fuels have seen a large increase in their prices over the
past several years and this process is likely to continue. It is, therefore,
important that we are able to scale-up the nuclear power industry so that its
contribution to generation can rise from the current meagre level of 2 per
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cent to something that is several times more by the end of this decade. In
the October 2009 Outlook, we had suggested that Government consider an
ambitious programme for initiating capacity creation in the nuclear power
sector of around 150 GW over the next 15 years. Unless we are able to begin
the process by enabling not only the public sector, but also the private sector
to enter the business, we will fall drastically short of what is necessary to
ensure energy security adequate to support sustained high economic growth.

Finally, on the power distribution side, despite some improvements, large
“unaccounted for” losses continue. It is very important that we place a high
priority on making the necessary investments and systemic changes so that
the extent of this “unaccounted ” power loss is sharply reduced. This, aside
from more rational pricing, is a pre-condition to making the power business
financially viable and therefore capable of sustaining much needed continued
high levels of investment on the generation side.
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