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Market and MSP dynamics e 2
Movement of market price of tur relative to MSP
Market Market price Market price Market price Market price Market price
July 2010- June 2011 July 2011- June 2012 Jully 2013~ June 2014  July 2014- June 2015  July 2015- June 2016  July 2016- June 2017
Ghuintal as%of MSP PAuintal as%ofMSP Fhuintal as%ofMSP Fhuintal as%afMSP  Wduintal as%ofMSP wintal as% of MSP
July 370840 1236 304140 950 404680 941 400320 920 604170 1306 891670 1766
August 331890 1106 297230 929 414750 965 422020 970 677430 1465 7.794.80 1544
September 3.382.20 1127 308350 964 407480 948 405770 933 715910 1548 7,386.90 1463
October  3,277.30 1092 311550 974 409400 952 427440 983 821390 1776 736560 1459
November 3,089.20 1030 305830 956 419640 976 410920 945 843610 1824 6,963.00 1379
December 302430 1008 305660 955 407850 948 417940 961 867130 1875 5660.20 112.1
Janvary  3,169.10 1056 3.080.20 963 400050 93.0 472730 1087 836040 1808 5.018.00 994
February 337550 1125 300430 939 395780 920 488130 1122 781230 1688 470210 931
March 331890 1106 297400 929 393980 916 489670 1126 783450 1694 468760 928
April 333460 1112 340240 1063 395610 920 513640 1181  8§329.00 180.1 453420 B898
May 322510 1075 351870 110 397490 924 574320 1320  8540.60 1847 4.380.10 867
June 3,007.00 1032 360020 1125 385110 896 594440 1367  B,698.20 18R.1 4.239.70 840

Niote: We have taken price data rosghly corresponding to the agricultural year, starting from sowing season. MSP includes Bonus. In 2016-17, the market price did
remain abeve MSP until about December 2016. Howsver, there was a sharp reduction in masket prices since the beginning of the year as the improved mansoon
situation became more evident. Source of data: CMIE for market prices and MSP+Bonus

Procurement of the excess output vis-a-vis a normal year, rather than open-ended purchase, is a viable option

A bountiful harvest that implies an increase in output may not always increase the nominal income of the farming
sector, which is subject to the behaviour of input and more particularly output prices, which may sometimes move
sharply. There can, therefore, be years in which there is a sudden and sharp increase in output causing a steep fall in
price and income.

High price sensitivity

Policies have attempted to address the challenge of achieving the twin goals of raising food production and ensuring a
minimum price impact through a variety of price support, procurement and public distribution policies. But the
problem of low prices as output rises significantly has remained intractable in the case of commodities where price
support mechanisms are weak. The experience in the last couple of years has been one of output prices not being
remunerative to farmers as output increased.

In the case of pulses, government policies are rightly aimed at increasing production to address the protein deficiency
in the vegetarian diet of the population. Pulses production declined in 2014-15 and 2015-16 as compared to the levels in
2013-14, but then in 2016-17, rose by six million tonnes or 37 per cent over 2015-16 (Table 1). This pattern was also
observed in different components such as gram, the major pulse crop grown in the rabi season, and tur or arhar, a
kharif season crop. The comprehensive reports by the Chief Economic Advisor in 2016 and a technical expert
committee in 2012 have suggested a number of measures to enhance productivity and market support measures. But
the recent experience of increased production and its impact on prices calls for a different approach.

In the case of tur, production rose by two million tonnes in 2016-17, that is, by 80 per cent over the previous year.
However, this rise was over a sharp decline in output in two previous years.

The price of tur was declining during much of 2016-17 from the highs reached in the previous year (which was due to a
sharp reduction in output), dropping below MSP in some months and registering a decline of 25 per cent during
October-March over the same period in the previous year (Table 2). In the case of gram, while the production increase
was registered in 2016-17, its price impact was felt in 2017-18 because the output began to reach the market only in
early 2017-18. This pattern was seen in the case of gram when the production increased in 2013-14 and price declined
in 2014-15.

A good monsoon in 2016-17 in much of the country led to a good harvest and commodity prices eased. The impact of
the bountiful crop was also felt in the case of pulses as in onion and soyabean.

Minimising price fall
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How should this issue of the impact of a sudden increase in output be addressed, especially as it would accentuate the
problems of small farmers switching to pulses to supplement their income? Suggestions have included the creation of
buffer stock of pulses, making the minimum support prices (MSP) binding through appropriate legislation for the farm
commodities whenever they are prescribed.

A robust procurement mechanism is necessary for the MSP to be effective as a market support measure. Even where
the government — Central or State — presently announces MSPs for a range of commodities, including pulses and
oilseeds, the procurement system in relation to them has been weak. In the case of rice and wheat, the system has
developed over the years, especially in the States which substantially supply grains to the public distribution system.

An alternative scheme without recourse to procurement has now been launched in Madhya Pradesh. In this ‘Price
Deficiency Support Scheme’ farmers are paid the difference between market price and the MSP . The MP scheme does
not envisage procurement but only payment to farmers and, therefore, it may not restrain the drop in prices.
Procurement, on the other hand, would reduce supplies in the market and impact market prices for all the farmers,
provided farmers are able to transport their produce to the mandis. An effective procurement system, therefore, may
have a wider impact for the farmers.

Establishing a procurement system to stabilise prices, that is accessible to all farmers is a challenge. Such a system
should be complemented by good marketing infrastructure that attracts producers to the markets where procurement
takes place. A full-scale procurement will be expensive and needs to be supplemented by an efficient distribution
system.

Absorbing excess supply

Taking the case of pulses, where prices have moved down when production increased, can we design a system where
the production in excess over normal level be absorbed? Exports should normally play this role. But we have
restrictions on foreign trade. Only recently this restriction has been removed. It is, however, difficult to build an export
market on an ‘on- and off-‘ basis. Until recently, the buffer stocks and imports in the case of pulses were considered
necessary to deal with rising prices. But now the scenario is one of declining prices.

The level of procurement should be such as to stabilise the prices at the ‘normal’ level. The objective should be to
stabilise prices when prices fall below a certain level by acquiring the ‘excess’. The MSP fixed by the Centre takes into
account the cash expenditure on materials incurred in the production, imputed value of family labour besides the hired
labour and imputed value of other inputs owned by the farmers, and therefore may be considered as the ‘normal’ price
level in the case of pulses. Interestingly, the MSP was seen to be well above the average paid out costs and imputed
value of own resources of farmers to the extent of 60 per cent in some years such as 2009-10. A procurement policy
aimed at supporting price level of pulses, as a ‘market protection measure for the farmers’ would have to aim at
absorbing ‘excess production’ from the market, departing from the ‘open-ended’ procurement approach.

Taking the case of arhar, the approach here is to suggest procurement of excess production or increase in output over
the ‘normal’ year. It may be more realistic to consider changes in production over a ‘normal year’ rather than a previous
‘bad year’ when production was ‘low’. Taking production level of 2013-14 as ‘base’ and allowing for some normal
increase in production, such an approach may have required procurement of at most of one million tonnes in the case
of tur in 2016-17. At an MSP of (145,000 per tonne, the initial financial outlay would be 14,500 crore for procurement.
The ultimate financial burden will be the difference between the initial outlay and the revenue from the sales of stocks
acquired. It may be only half of initial outlay. Of course, the approach would have to be extended to all the pulses and
not tur alone. The procurement policy proposed can be fine-tuned to the market conditions. Procurement can stop as
soon as market prices touch the MSP. Putting in place such a procurement plan will help the farming community in
general over the long run with the main beneficiaries being farmers with small land holdings.

Rangarajan was governor of the RBI; Bhide is the director of the Madras Institute of Development Studies

(This article was published on November 28, 2017)
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Output trends Table 1
_Production of pulses  (milion tonnes)

Arhar Gram Other Total

(Tur) pulses pulses
2000-01 225 386 497 11.08
2001-02 2.26 547 564 1337
2002-03 219 424 470 1113
2003-04 236 572 683 1491
2004-05 235 547 531 13.13
2005-06 274 56 5.05 13.38
2006-07 231 633 555 1420
2007-08 3.08 575 594 14.76
2008-09 2.27 7.06 524 1457
2009-10 2.46 748 472 14.66
2010-11 286 822 7.6 1824
2011-12 265 770 673 17.09
2012-13 3.02 883 649 1834
2013-14 317 953 655 1926
201415 281 733 701 1715
2015-16 256 7.06 673 1635
2016-17 4.60 9.08 872 22.40

Source: CMIE, Economic Outlook






