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Challenges and Opportunities of International Trade in dryland Agriculture
Section One: Indian Agriculture and WTO

A. Growth Performance of Indian Agriculture after WTO 

The growth experience of Indian agriculture after mid 1990s was different than the experience before mid 1990s. GDP of agriculture sector showed annual growth rate of 3.16 percent during 1990-91 to 1995-96, after which it declined to 1.75 percent. Growth rate of fishery between the pre and post WTO periods declined from 7.49 percent to 2.72 percent. Growth rate in output of livestock sector decelerated from 4.25 percent to 3.47 percent. Likewise, growth rate in output of crop sector after 1996-97 plummeted to less than half of what it was during 1990-91 to 1995-96. As a result, crop sector, which forms largest segment of agriculture, showed poorest growth during post WTO period in the history of independent India. 

Table 1

Growth Rates in Output of Economy and Agriculture (at 1993-94 Prices) 

	
	Total
	Non-Agricul-ture
	Agriculture
	Fishing 
	Livestock

	1970-71 to 1979-80
	3.45
	4.72
	1.94
	2.90
	3.92

	1980-81 to 1989-90
	5.38
	6.78
	3.13
	5.82
	4.99

	1990-91 to 1999-00
	6.19
	7.40
	3.28
	5.46
	3.82

	1990-91 to 1995-96
	5.56
	6.63
	3.16
	7.49
	4.25

	1996-97 to 2001-02
	5.53
	6.85
	1.75
	2.72
	3.47


Source: Chand, 2004

Within crop sector, growth rates of all commodities and crop groups except paddy and onions showed a declining trend after 1996-97. Thus, while initial years of reforms were somewhat favourable for growth of agriculture sector, in the period after 1995-96 the sector showed very poor growth rate (Chand, 2004). There is a continuous deceleration in the growth rate of livestock output after 1995-96. Growth rate in output of horticultural crops kept increasing till 1998-99 after which slowdown set in. Decline in growth rates is clearly visible in cereals, pulses, oilseeds, cotton, sugarcane, fishery, milk and eggs after 1995-96. The growth rate turned negative in oilseeds and cotton, which saw decline in their output along with pulses (Chand, 2004). 

Table 2

Growth Rates of Selected Commodities, Pre and Post WTO

	Commodity/Group
	Before WTO
	After WTO 
	Change

	
	1990-91 to 1995-96
	1996-97 to 2001-02
	

	Foodgrains
	1.51
	1.17
	Decline

	Cereals
	1.81
	1.71
	Decline

	Pulses
	(-) 0.66
	(-) 2.56
	Decline

	Wheat
	3.27
	1.12
	Decline

	Paddy
	1.53
	2.25
	Rise

	Oilseeds
	3.91
	(-) 3.94
	Decline

	Sugarcane
	2.92
	1.74
	Decline

	Cotton
	5.53
	(-) 6.06
	Decline

	Onion
	2.96
	3.76
	Rise

	Milk
	4.34
	4.14
	Decline

	Egg
	5.36
	4.10
	Decline

	Fish
	5.16
	2.25
	Decline


Source: Chand (2004)

The slowdown in agriculture growth rate after mid 1990s seems to have resulted from several factors. One of the major reasons often cited is the decline in public investment in agriculture, starting with the mid-1980s. It is also argued that output price intervention remained confined to already developed regions where crop yields have approached plateau and prices have little scope to improve supply response (Chand, 2004). Agriculturally underdeveloped regions which have potential for raising productivity and production did not have favourable output price environment. The slow growth in adoption of new and improved technology is also a major reason. To what extent WTO and opening up of the economy has contributed to this slowdown in agricultural growth needs to be investigated. Vaidyanathan (2006) argues that "overall, the volume of agricultural trade is still too small with respect to agricultural production to make a significant impact on domestic production and pattern of resource use". However, it is clear that large scale imports of some commodities in post WTO period caused adverse affect on their output. We now take up this issue for a detailed examination.  
B. Agricultural Trade Before and After WTO 

Implementation of UR AoA started from 1st January 1995 when India had already initiated liberalisation of its economy and trade with economic reforms in June 1991. As a part of these reforms, India adjusted its exchange rate to market rate and relaxed restrictions on agricultural exports. This created a favourable environment for agricultural exports. Export earnings doubled in three years between 1992-93 and 1995-96. Imports also increased at almost the same pace and net surplus generated by agriculture trade increased from $2012 million during 1992-93 to $4337 million during 1995-96. However, after 1996-97 earnings from agricultural exports started moving downward. This downturn continued till 2001-02 after which exports showed some recovery. However, the increase in exports seen during these years was neutralised by the sharp increase in imports in the same period. 

Annual import of agricultural goods increased from $1190 million in the three years preceding WTO to $1996 million in the first triennium after WTO. Across the same period, exports increased from $ 3725 million to $ 6530 million and resulted in increase in net trade  surplus from $ 2534 million to $ 4534 million. This led to increased trade orientation of Indian agriculture. Share of agricultural imports in GDP agriculture increased from 1.49 percent to 2.01 percent and share of agricultural exports in GDP agriculture increased from 4.76 percent to 6.60 percent. Surplus generated by agriculture trade increased from 0.32 percent of GDP agriculture to 0.46 percent. Despite sharp rise in imports with the implementation of WTO agreement, exports required to finance imports fell to 30.57 percent compared to 31.96 percent in the pre WTO period (Chand, 2005).

These favourable changes seen in the initial years of WTO did not last long. During 1998/99 to 2000/01, average agricultural export declined by 7 percent whereas agricultural imports increased by 64 percent as compared to initial years of WTO. Trade surplus generated by agriculture declined to 0.27 percent of GDP agriculture – lower than that recorded in the pre WTO period. The three years ending 2003/04 have seen some increase in agricultural exports but this is much smaller compared to the growth in imports. Consequently, exports needed to finance imports increased to more than 57 percent compared to around 30-32 percent in the pre WTO and initial WTO periods. Trade surplus generated in this period remained at 0.27 percent of GDP agriculture (more or less the same as in 1998/99 to 2000/01).

Table 3

Indicators of Agricultural Trade, Pre- and Post WTO

	
	1992/93 to 1994/95
	1995/96 to 1997/98
	1998/99 to 2000/01
	2001/02 to 2003/04

	Agricultural Imports
	1190
	1996
	3272
	4087

	Agricultural Exports
	3275
	6530
	6060
	7141

	Net Trade
	2534
	4534
	2788
	3055

	Import as % of GDP
	1.49
	2.01
	3.12
	3.49

	Export as % of GDP
	4.76
	6.60
	5.79
	6.36

	Net Trade as % of GDP
	0.32
	0.46
	0.27
	0.27

	Exports Needed to finance Imports %
	31.9
	30.6
	54.0
	57.2

	Index of Global Agricultural Prices
	91
	102
	81
	80


Source: Chand, 2005

Sharp decline in ratio of trade surplus to GDP agriculture and much faster growth in import compared to export in post WTO years have raised serious questions about the view that increase in import should not be a cause of worry as exports would fetch much higher gain than what would be paid through imports. 

We now look at the changes in the composition of India's agricultural trade to understand the trends with respect to important crops and crop groups. 

C. Composition of India's Agricultural Exports and Imports 

The disaggregated analysis of the commodity-wise and year-wise details indicate that exports from agriculture are spread over a larger number of commodities while imports are confined to a fewer commodities (Tables 4 and 5). Exports of wheat and rice have risen sharply. Share of foodgrains in total value of exports has more than doubled. Share of tea has collapsed from nearly 15% to a mere 5%. Oil meals share fell sharply between 1995-97 and 2002-04.

The period saw a massive jump in imports of edible oils (2000 percent). Their share in agri-imports rose from 15 to 51 percent. Edible oils, which account for almost two-thirds of the total agri-imports, are the single largest item of agri-imports in the country. The dominant share of this commodity continued to persist even in 2003-04. Imports of pulses nearly tripled and remained between 10-20 percent of agri-imports. Raw cotton imports rose dramatically.
Table 4

Export of major agricultural products during pre and post 

WTO periods

	Commodity
	Value (Million US$)
	Share in Agricultural Exports (%)

	
	1990-92
	1995-97
	2002-04
	1990-92
	1995-97
	2002-04

	Rice
	291
	881
	1190
	9.2
	15.4
	16.3

	Wheat
	24
	107
	401
	0.8
	1.9
	5.5

	Total Foodgrains
	323
	1032
	1771
	10.2
	18.1
	24.3

	Marine Products
	564
	1089
	1337
	17.8
	19.1
	18.4

	Oil Meals
	410
	753
	572
	12.9
	13.2
	7.9

	Cashew nut 
	256
	377
	438
	8.1
	6.6
	6.0

	Tea
	471
	318
	363
	14.9
	5.6
	5.0

	Spices
	137
	257
	357
	4.3
	4.5
	4.9

	Meat & Preparations
	86
	172
	346
	2.7
	3.0
	4.8

	Processed & Miscellaneous Items
	90
	229
	351
	2.8
	4.0
	4.8

	Fresh Fruits  &  Vegetables
	0
	153
	320
	0.0
	2.7
	4.4

	Coffee
	133
	396
	221
	4.2
	6.9
	3.0


Source: Agricultural Statistics at a Glance, Ministry of Agriculture, GoI

Table 5

 Import of major agricultural products during pre and post WTO periods

	Commodity
	Value (Million US$)
	Share in Agricultural Imports (%)

	
	1990-92
	1995-97
	2002-04
	1990-92
	1995-97
	2002-04

	Edible oils
	112
	567
	2240
	15.2
	30.8
	51.1

	Wood & Wood Products
	119
	247
	650
	16.1
	13.4
	14.8

	Pulses
	159
	215
	468
	21.5
	11.7
	10.7

	Cashew Nuts
	102
	214
	313
	13.8
	11.6
	7.1

	Cotton Raw & Waste
	24
	109
	280
	3.3
	5.9
	6.4

	Fruits & Nuts (Excl. Cashew Nuts)
	54
	109
	180
	7.3
	5.9
	4.1

	Spices
	0
	22
	123
	0.0
	1.2
	2.8


Source: Agricultural Statistics at a Glance, Ministry of Agriculture, GoI

D. Falling International Prices and Rising Subsidies 

The main reason for adverse impact on farm export and increase in import is sharp decline in international prices of almost all major agricultural products after 1997. This in turn is associated partly with cyclical nature of international prices and partly with increased global competition due to trade liberalization. International prices had slumped to their lowest levels during this period primarily because of the weight of the subsidies granted by the major players in the markets for agricultural commodities, in particular the United States and the members of the European Union (Dhar and Murli, 2004). In the case of imports, liberalisation of trade in the initial years of implementation of WTO agreement did not cause much difficulty because international prices of bulk products were quite high in the first three post WTO years. Subsequently, as international prices started falling, India’s imports started rising. Level of imports doubled in three years between 1996-97 and 1999-00. Domestic production of staples came under threat of disruption. International prices of cereals towards the year 2000 and 2001 turned out to be almost half of what they were in the beginning of WTO. This happened when India had a very large stock of rice and wheat. Tariffs were inadequate to keep a check on import of cereals and India had to resort to QRs on imports of foodgrains to keep a check on cheap imports. The important lesson from this experience is that India was not able to safeguard domestic production against imports with usual tariffs when international prices fell. In order to deal with this kind of situation, India needs either high bound tariff, so that applied tariffs can be raised appropriately, or special safeguards to regulate imports of sensitive products.

A feature of the subsidies being granted by the US and the EU has been the targeting of products that are of export interest to them. The members of the European Union have traditionally been using very high does of subsidies on specific products which include wheat, corn and sugar besides dairy products. In case of wheat, for instance, the production-related subsidies that producers received in 2002 were almost 84 per cent of the total value of output. The corresponding figures for sugar and milk were 51 and 50 per cent respectively. In addition to these subsidies, the EU members were also using export subsidies to gain control over the global markets. The United States, on the other hand, increased the subsidies it was granting to specific commodities, after the WTO was established in 1995. Wheat, rice, corn and soybeans were some of the commodities in which subsidies were increased quite considerably. In case of rice, subsidies increased from close to US $ 12 million to more than US $ 700 million between 1995 and 2001, while for soybeans, the increase was from US $ 16 million to more than US $ 3.6 billion during the same period. These figures clearly show the extent to which countries controlling global agricultural markets are introducing distortions in these markets, leading to increased levels of uncertainties for farmers in developing countries.. It is not surprising therefore that the international prices for at least the major commodities are expected to remain sticky at relatively low levels for most of the present decade (Dhar and Murli, 2004). The following table gives an idea of the extent of producer support being provided by developed countries and how their magnitudes have moved during WTO period.

Table 6

Producer Support (PSE) to Agriculture in Selected Countries 

	Country
	Value (Million US$)
	% of Value of Output

	
	1986-88
	1995-97
	2002-2004
	1986-88
	1995-97
	2002-2004

	Switzer-land
	5457
	5710
	5343
	78
	68
	71

	Korea
	12075
	22845
	18253
	70
	66
	63

	Japan
	48976
	59269
	46924
	61
	57
	58

	EU
	101672
	117615
	114274
	41
	34
	34

	Turkey
	3162
	5969
	9365
	16
	17
	25

	Canada
	6082
	3621
	5521
	36
	17
	22

	Mexico
	8255
	1533
	7024
	28
	5
	21

	United States
	36390
	26304
	40409
	22
	12
	17


Source: Ali, J. (Economic and Political Weekly, forthcoming)
E. Changes in Tariff Policy 

The ongoing agriculture negotiations in the WTO have brought to the fore the severe pressures on India to reduce its tariffs on account of India's bound tariffs (i.e. maximum tariffs allowed under the WTO regime) being high. It is, however, important for India to maintain tariffs on products that are critical from the point of view of maintaining food security and livelihoods, given that the international prices of many of these commodities have remained sticky at low levels in recent years (Dhar & Murli, 2004). 

The actual performance on tariff front has been disappointing. The following table shows that a huge gap exists in the cases of several commodities between bound and applied tariff, even in a situation where the applied tariff has been raised over time. For instance, applied tariff has been raised significantly between 1997 and 2004 for commodities like grains, edible oils, plantation crops, dairy and meat. Even so, these continue to be well below the bound tariffs allowed by WTO. More importantly, in some cases (such as grain products and oilseeds) applied tariffs have been reduced, allowing more imports. 

Table 7

Average Tariff Rate on selected agricultural commodities 

in India (%)

	Commodity group
	1997
	2004

	
	Applied Tariff 
	Bound Tariff 
	Applied Tariff 
	Bound Tariff 

	Grains
	0
	44
	61
	85

	Grain products
	33
	133
	30
	117

	Oilcake
	40
	109
	15
	100

	Edible oils
	31
	222
	79
	218

	Oilseeds
	38
	100
	30
	100

	Fruits
	54
	110
	30
	84

	Vegetables
	22
	103
	36
	113

	Sugar
	36
	110
	60
	150

	Coffee
	25
	134
	100
	100

	Tea & tea extracts
	18
	142
	100
	150

	Spices
	30
	124
	50
	113

	Meat & meat preparation
	15
	105
	53
	109

	Dairy
	28
	64
	45
	78

	Eggs
	30
	150
	30
	100


Source: Agricultural Statistics at a Glance

Section Two: Impact of WTO Agreements on Specific Crops

We now take a close look at three rainfed crops, i.e., pulses, oilseeds and cotton. While pulses and oilseeds have been selected for detailed analysis as India imports significant quantities of these two products due to gap between domestic production and consumption, cotton is included as the important cash crop affecting the lives of millions of farmers and the main crop grown in areas with high incidence of farmer suicides.

A. Pulses

Applied tariff protection is nominal at 10% only for the commodities under open general license (OGL). The demand for pulses for the year 2004-05 is projected at 17.06 million tonnes as against the production estimated at 13.67 million tonnes (second advance estimate) during the corresponding period.  Net production after discounting 12.5% for seed, feed and wastage, works out to 11.89 million tonnes.  This leaves a gap of 5.17 million tonnes which is required to be bridged by  imports. 

Table 8:  Ratio of Import to Availability of Pulses in India 

 (‘000 Tonnes,Percentage)

	Year

 
	Production

	Import

	Export

	Availability*

	% of Import
to  Availability
	% of Import
to Production

	1990-91
	14260
	792
	0
	15052
	5.26
	5.55

	1991-92
	12020
	313
	0
	12333
	2.53
	2.60

	1992-93
	12820
	383
	34
	13168
	2.91
	2.98

	1993-94
	13300
	628
	44
	13885
	4.52
	4.72

	1994-95
	14040
	554
	51
	14544
	3.81
	3.95

	1995-96
	12310
	491
	61
	12739
	3.85
	3.99

	1996-97
	14240
	655
	55
	14840
	4.41
	4.60

	1997-98
	12980
	1008
	168
	13820
	7.29
	7.77

	1998-99
	14910
	564
	104
	15370
	3.67
	3.78

	1999-00
	13420
	251
	194
	13477
	1.86
	1.87

	2000-01
	11080
	350
	244
	11186
	3.13
	3.16

	2001-02 
	13370
	2218
	162
	15426
	14.38
	16.59

	2002-03
	11140
	1993
	148
	12984
	15.34
	17.88

	2003-04#
	15240
	1701
	151
	16790
	10.13
	11.16

	
	
	
	
	
	
	


  #  Provisional

Availability = Production + Import – Export

Source: YK Alagh

The large imports during the period from 2001-02 to 2003-04 influenced the wholesale prices of pulses as is evident from the chart. The price index rose sharply till August 2002 and thereafter declined to levels comparable to 1999. 
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The present level of import duty on pulses is only 10% against the bound rate of 100%.  The import of pulses in India has been in the range of 1.70 million tonnes to 2.20 million tonnes during the last three years. Pulses are very important for India’s rural economy, particularly because they withstand dryland conditions. They also constitute a major component of the diet of the poorest of the poor, it is important to protect the domestic production of pulses and supplies have to be assured. There is adequate cushion between the applied and bound rates.  Import duty on pulses has to be fixed taking these factors into account. 

Therefore, concerted efforts should be made to attain technological breakthrough in substantially increasing yield rates from their current levels. However, greater emphasis will have to be put on the development of High Yielding Varieties (HYV) of seeds by the research institutions so as to attain a high degree of self-sufficiency in production of pulses. 

B. Edible Oils 

  The production, imports and availability of edible oils are exhibited in Table 9.

  Table 9

Ratio of Import to Availability of Edible Oils in India

('000 Tonnes, Percentage)

	Year
	Production
	Import
	Export

	Availability*

	% of Import
to Availability
	% of Import
to Production

	1990-91
	4877
	485
	0.00
	5362
	9.04
	9.94

	1991-92
	5022
	226
	0.00
	5248
	4.31
	4.50

	1992-93
	5247
	103
	0.00
	5350
	1.92
	1.96

	1993-94
	5397
	114
	0.00
	5511
	2.07
	2.12

	1994-95
	5531
	347
	0.00
	5878
	5.90
	6.27

	1995-96
	5641
	1062
	0.00
	6703
	15.84
	18.83

	1996-97
	6171
	1416
	0.00
	7587
	18.66
	22.94

	1997-98
	5041
	1266
	0.00
	6307
	20.07
	25.11

	1998-99
	5880
	2622
	0.00
	8502
	30.84
	44.59

	1999-2000
	4953
	4196
	0.00
	9149
	45.86
	84.71

	2000-01
	4616
	4177
	0.00
	8793
	47.50
	90.49

	2001-02 
	5761
	4322
	0.00
	10083
	42.86
	75.02

	2002-03
	4591
	4365
	0.00
	8956
	48.74
	95.08


*  Availability = Production + Import - Export

Source: YK Alagh

Import of edible oils to India has been progressively increasing, especially during post-1995 period. Its percentage to domestic production was as high as 95% during 2002-03. This shows the degree of import dependence of the country in this particular commodity group. The production of oilseeds attained a level of 24.75 million tonnes in the year 1998-99 from 10.83 million tonnes in 1985-86. However, during this time the Government liberalized import of edible oil by placing them under OGL and drastically reducing the import duty. Consequently, there had been sudden spurt in the import of edible oils after 1998-99.  The large-scale import of oils especially of CPO/ RBD Palmolein adversely affected the domestic prices of oilseeds. It resulted in fall in the domestic prices of almost all oilseeds below MSP continuously for the next five years. This led the Government to undertake large scale price support operations.  Imports and price support simultaneously shows the nature of policy in the recent past. Besides, drastic fall in the domestic prices of edible oils led to severe reduction in area under oilseeds in the subsequent years and the production fell as low as 15.06 million tonnes in the year 2002-03.   

Spurt in imports of edible oils, especially low priced palm oil from countries like Malaysia and Indonesia in recent years, had a direct impact on demand for domestic oils including coconut oil as price elasticity within edible oil group is quite high. The low price of imported oils has substituted coconut oil. Since substantial increase in domestic production in short run is not technically feasible, the gap between demand and supply needed to be bridged by imports.

Dependence on imports of edible oils will have to be reduced in coming years in view of dwindling end stock of edible oil and rising landed costs.  This is imperative not only from the point of view of conserving foreign exchange but also from the point of view of managing risk that arises from dependence on shallow international markets. Failure of crop in one or more countries would jeopardize the prospects of availability in international market. There is, thus, a need to increase production of oilseeds in the country through diversification and also through better farm practices, availability of credit, investment in infrastructure with emphasis on irrigation which in turn would increase the yield rate and thus production.   Because of dwindling stocks in the international market, such imports cannot be sustained for a long period of time. Costs will have to be cut and yields improved. Low cost production strategy (specially in case of oilseeds) has been successfully adopted by some Asian countries such as Indonesia, Malaysia and Vietnam. The cost structure and also other relevant parameters attained by these countries should be studied by DES/CACP so that this could be replicated in India.

Table 10

Tariff Structure of Edible Oils

	Name of items
	Present applied Rate of Tariff
	Bound Rate of Tariff

	Soybean oil  (crude)
	45%
	45%

	Soybean oil  (refined)
	45%
	45%

	Crude Palm Oil
	65%
	300%

	RBD Palmolien and Refined Palm Oil
	75%
	300%

	Rapeseed / mustard oil (crude)
	75%
	75%

	Rapeseed / mustard oil (refined)
	75%
	75%

	Sunflower and safflower oil (crude)
	75%
	300%

	Sunflower and safflower oil (refined)
	85%
	300%

	Other edible oils including coconut oil (Crude)
	75%
	300%

	Other edible oils including coconut oil (refined)
	85%
	300%

	Oilseeds
	30%
	100%


Source: YK Alagh

Import of edible oils has increased to 5.3 million tonnes in 2003-04 from 4.26 million tonnes in the previous year.  This has happened due to reduction in the international market prices of edible oils. Government has recently announced 10% reduction in the tariff rate of imported edible oils. Import of cheaper edible oils like CPO/RBD palmolien is likely to increase, especially in view of the prevailing low international market prices.  It is apprehended that large-scale import will have adverse impact on the domestic prices of oilseeds. This may affect in a big way the oilseeds production programme. 

There is clearly a need to ensure remunerative prices for oilseeds, which cannot be achieved if cheaper imports are encouraged.  Therefore, there is a need to raise import duty on edible oils. This would be possible in case of all edible oils other than soybean and mustard oils, for the applied and bound rates of duty are equal in case of soyabean and mustard oil.  
All major oilseeds excluding copra currently attract a duty of 30% while copra carries a duty of 70%. Despite relatively low tariffs, very little import of oilseeds has actually taken place in recent years. However, duty levels on edible oils are more crucial than on oilseeds. Amongst edible oils, it is the duty on palm oil as well as soyabean oil that matter most. Palm oil, which is globally the cheapest oil and heavily imported in India currently attracts a basic duty of 75%.  Soyabean oil, which is relatively expensive, carries a very low duty of 45%, which also happens to be the WTO bound level, as compared to 300% for other edible oils (75% for rapeseed/ mustard oil).  According to World Bank data, world prices of palm oil varied in the range of $285 - $517 per ton.  As compared to these prices, normative domestic cost of edible oils derived from the current MSP comes to about Rs. 38000  or $775 per ton for rapeseed/ soyabean/ sunflower oil and Rs. 52000  or $1060 per ton for groundnut oil.  Similarly based on current MSP of milling copra, cost of coconut oil works out to about Rs. 54000 or $1100 per ton.  It is clear from the above mentioned set of prices that MSP related domestic cost of edible oils are not adequately protected by the current levels of tariffs.  Tariffs on edible oils should be revised upwards for sustaining the minimum level of price support to oilseed growers.

C. Cotton

  The international trade of cotton, like that of sugarcane, has been fluctuating (Table 11). Cotton is one of India’s largest commercial crops, affecting millions of farmers, has a high cash input and is risky to grow.  Yet, it does not command as much attention of the Government as it deserves. This is evident from the fact that one of the most important documents such as “Economic Survey, 2004-05” has excluded raw cotton from agriculture imports in the main text despite the fact that its import is substantial. 

Table 11

Ratio of Import to Availability of Cotton in India

('000 Tonnes, Percentage)

	Year

	Production
	Import
	Export
	Availability*
	% of Import to Availability
	% of Import to Production

	1990-91
	1672.80
	0.00
	497.14
	1175.66
	0.00
	0.00

	1991-92
	1650.70
	0.00
	160.34
	1490.36
	0.00
	0.00

	1992-93
	1938.00
	138.13
	63.74
	2012.39
	6.86
	7.13

	1993-94
	1825.80
	3.82
	312.56
	1517.06
	0.25
	0.21

	1994-95
	2021.30
	80.80
	70.75
	2031.35
	3.98
	4.00

	1995-96
	2186.20
	69.62
	33.28
	2222.54
	3.13
	3.18

	1996-97
	2419.10
	2.92
	269.58
	2152.44
	0.14
	0.12

	1997-98
	1844.50
	9.97
	157.53
	1696.94
	0.59
	0.54

	1998-99
	2089.30
	57.40
	41.96
	2104.74
	2.73
	2.75

	1999-2000
	1960.10
	237.40
	15.91
	2181.59
	10.88
	12.11

	2000-01
	1618.40
	212.36
	29.7
	1801.06
	11.79
	13.12

	2001-02 
	1700.00
	387.04
	8.23
	2078.81
	18.62
	22.77

	2002-03
	1482.40
	233.85
	10.8
	1705.45
	13.71
	15.78


· Availability = Production + Import - Export

Source: YK Alagh
The production increased from 9.84 million bales (1 ton = 5.88 bales) in 1990-91 to 14.23 million bales in 1996-97, registering an annual growth rate at 2.8 per cent.  However, it declined to 10.85 million bales in 1997-98 and further to 8.72 million bales in 2002-03 before attaining a level of 13.47 million bales in 2003-04.  India exported both long and short staple varieties of cotton during late eighties and early nineties. The country imported 0.80 lakh tonnes of raw cotton in 1994-95 which increased to 2.37 lakh tonnes in 1999-2000. However, it declined to 2.12 lakh tonnes in 2000-01, increased to 3.87 lakh tonnes in 2001-02 before coming down to 2.33 lakh tonnes in 2002-03. Some of the highest imports, around 20% of domestic consumption have taken place during the last few years and consequently domestic stocks of unsold cotton increased. As the international prices of cotton have fluctuated, so has been the behaviour of quantity of Cotton imported.

Given the fact that subsidy on cotton exports in the World runs at US $320 billions, applied tariff rate at 5-10% on cotton in recent years has been low. Currently, some aspects of Indian cotton suffer from various shortcomings such as poor fiber attributes, high trash content, high levels of contamination and rampant mixing of varieties, causing inconsistency in quality.  However, it is expected that following the launching of the Technology Mission on cotton, quality of Indian cotton would improve significantly in the next few years. Also, there are distortions in cotton trade. Additional protection in the form of reasonable levels of tariffs must be applied on cotton.

There are issues of supply of cotton to the textile industry in a phase in which quotas have been abolished. These are important. Policy can be designed to establish a level playing field between highly subsidized imported and domestic cotton for the Indian yarn manufacturer. This can consist of automatic setoffs for the producer.
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Considering the fact that the MSP regime essentially reflects the cost of production of relatively low cost domestic producers, it is essential that levels of import tariffs be so fixed that these provide adequate protection to at least these producers.  Here the role of CACP needs to be expanded to recommend levels of import tariffs. As cost of imports (c.i.f.) of some of agricultural commodities or the derived products of such commodities is not stable, often violent, due to fluctuation in world prices, import tariffs be varied with world prices.  Based on the logic of minimum protection i.e. protection to relatively low cost producers necessary for sustainability of MSP regime as long as it is in the public policy domain, an automatic and transparent policy of variable tariffs on agricultural imports linked to the deviation of spot international prices from their long-run trends needs to be introduced.  Such variable tariffs are imperative not only for stabilization of prices of all agricultural commodities in open market but also for sustaining the MSP.  

Introduction of a system of variable tariffs would, however, require a new institutional arrangement under which world prices as well as import trends could be monitored on a real time basis and tariff calibrated accordingly.  This would require review of tariffs more frequently than the current practice of doing this exercise annually on the eve of budget presentation or at the time of declaration of EXIM policy. 

It is important that Government agencies appreciate the damage done to the Indian agrarian economy of the kind of import quantities shown above Many agencies show so called low imports by ignoring, for example, cotton imports, sugar imports and edible oil imports. Also the impact of an inadequate policy regime since the early Nineties need to be recognized. 

Section Three: Recommendations

· Pulses are very important for India’s rural economy, particularly because they withstand dryland conditions. They also constitute a major component of the diet of the poorest of the poor. It is important to protect the domestic production of pulses and supplies have to be assured. There is adequate cushion between the applied and bound rates.  Import duty on pulses has to be fixed taking these factors into account. 

· For pulses, concerted efforts should be made to attain technological breakthrough in substantially increasing yield rates from their current levels. 

· Greater emphasis will have to be put on the development of High Yielding Varieties (HYV) of seeds by the research institutions so as to attain a high degree of self-sufficiency in production of pulses.

· Low cost production strategy (specially in case of oilseeds) has been successfully adopted by some Asian countries such as Indonesia, Malaysia and Vietnam. The cost structure and also other relevant parameters attained by these countries should be studied by DES/CACP so that this could be replicated in India.

· MSP related domestic cost of edible oils are not adequately protected by the current levels of tariffs.  Tariffs on edible oils should be revised upwards for sustaining the minimum level of price support to oilseed growers.

· Policy can be designed to establish a level playing field between highly subsidized imported and domestic cotton for the Indian yarn manufacturer. This can consist of automatic setoffs for the producer.

· Considering the fact that the MSP regime essentially reflects the cost of production of relatively low cost domestic producers, it is essential that levels of import tariffs be so fixed that these provide adequate protection to at least these producers.  Here the role of CACP needs to be expanded to recommend levels of import tariffs.

· Import tariffs must be varied with world prices.  Based on the logic of minimum protection, an automatic and transparent policy of variable tariffs on agricultural imports linked to the deviation of spot international prices from their long-run trends needs to be introduced.  Such variable tariffs are imperative not only for stabilization of prices of all agricultural commodities in open market but also for sustaining the MSP.  

· Introduction of a system of variable tariffs requires a new institutional arrangement under which world prices as well as import trends could be monitored on a real time basis and tariff calibrated accordingly.

· Review of tariffs must be undertaken more frequently than the current practice of doing this exercise annually on the eve of budget presentation or at the time of declaration of EXIM policy. 
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Chart-5.2:  Nominal International Price of Cotton Liverpool Index, 1957-99
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		Table 3.1 :  Nominal International Prices of Selected Agricultural Commodities, 1950-99

		Year		Sugar Carribean Port		Cotton Liverpool Index

		1950

		1951		125

		1952		92

		1953		75

		1954		72

		1955		71

		1956		77

		1957		114		704

		1958		77		665

		1959		65		596

		1960		69		620

		1961		60		643

		1962		62		626

		1963		183		644

		1964		126		650

		1965		45		635

		1966		40		622

		1967		42		676

		1968		42		678

		1969		71		613

		1970		81		637

		1971		99		746

		1972		160		799

		1973		209		1368

		1974		655		1435

		1975		447		1169

		1976		255		1707

		1977		178		1569

		1978		173		158

		1979		213		1699

		1980		630		2065

		1981		372		1850

		1982		185		1597

		1983		187		1825

		1984		115		1783

		1985		86		1320

		1986		133		1056

		1987		149		1649

		1988		225		1399

		1989		282		1673

		1990		276		1819

		1991		198		1694

		1992		200		1276

		1993		221		1278

		1994		267		1760

		1995		293		2165

		1996		264		1774

		1997		251		1745

		1998		197		1443

		1999		138		1170

		2000		177		1291
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Table  : Nominal International Prices of Selected Agricultural Commodities, 1950-2000
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Chart-IX : Nominal International Prices of Sugar Carribean Port, 1951-99
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Chart-X :  Nominal International Price of Cotton Liverpool Index, 1957-99
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		Table 2: Average annual export and import of selected agricultural products, US $ Million

		Products		Pre WTO		Initial WTO years		Post WTO

				1992/93 To		1995/96 To		1998/99 To		2001/02 To

				1994/95		1997/98		2000/01		2003/04

		Export

		Cereals		382		1159		982		1311		12%		18%		16%		18%

		Oilmeal		616		871		429		499		19%		13%		7%		7%

		Marine product		847		1116		1206		1333		26%		17%		20%		19%

		Spices, tea, coffee, tobacco		843		1350		1367		1111		26%		21%		23%		16%

		Livestock products		109		230		265		375		3%		4%		4%		5%

		Horticulture product		190		280		316		464		6%		4%		5%		6%

		Total Exports		3275		6530		6060		7141		100%		100%		100%		100%

		Import

		Fruit and nuts excl. cashew nut		77		127		157		157		6%		6%		5%		4%

		Pulses		160		259		120		574		13%		13%		4%		14%

		Spices		14		29		65		118		1%		1%		2%		3%

		Vegetable oil		102		749		1658		1909		9%		38%		51%		47%

		Cashew nut		166		209		239		215		14%		10%		7%		5%

		Cotton Raw		111		13		213		344		9%		1%		7%		8%

		Wood and wood products		185		312		433		553		16%		16%		13%		14%

		Total Imports		1190		1996		3272		4087		100%		100%		100%		100%
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		Year		April		May		June		July		August		Sept.		Oct.		Nov.		Dec.		Jan.		Feb.		March

		1		2		3		4		5		6		7		8		9		10		11		12		13

		1999-00		154.4		162.2		165.4		164.3		164.6		171.1		177.6		173.3		165.7		165.6		163.6		165.9

		2000-01		171.7		174.9		178.3		183.7		181.2		177.9		178.1		183.9		186.2		181.6		176.7		181.1

		2001-02		182.4		185.8		193.1		192.6		196.5		194		196.6		195.9		191.7		184.5		179.4		177.9

		2002-03		178.4		180		182.2		179.7		183.3		187		186.9		187.1		179.4		172.6		174.1		176

		2003-04		177.1		177.5		177		178.5		176.5		175.4		179		178.3		175.1		178		177.8

		1999-00		A		154.4

				M		162.2

				J		165.4

				J		164.3

				A		164.6

				S		171.1

				O		177.6

				N		173.3

				D		165.7

				J		165.6

				F		163.6

				M		165.9

		2000-01		A		171.7

				M		174.9

				J		178.3

				J		183.7

				A		181.2

				S		177.9

				O		178.1

				N		183.9

				D		186.2

				J		181.6

				F		176.7

				M		181.1

		2001-02		A		182.4

				M		185.8

				J		193.1

				J		192.6

				A		196.5

				S		194.0

				O		196.6

				N		195.9

				D		191.7

				J		184.5

				F		179.4

				M		177.9

		2002-03		A		178.4

				M		180.0

				J		182.2

				J		179.7

				A		183.3

				S		187.0

				O		186.9

				N		187.1

				D		179.4

				J		172.6

				F		174.1

				M		176.0

		2003-04		A		177.1

				M		177.5

				J		177.0

				J		178.5

				A		176.5

				S		175.4

				O		179.0

				N		178.3

				D		175.1

				J		178.0

				F		177.8

				M
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