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NDER the erstwhile system of controls

based on the rational allocation plan,

formulated in consultation with the

state governments, industry  and
handling agencics. the Government was able
to tell fertiliser manufacturers where and how
much to sell. Actual supplies and movement
were meticulously followed up and monitored
at monthly review meetings and n})pmpt‘iﬁte
adjustments made to ensure that all reglons/
areas were served well. avoiding pockets of sur-
pluses and deficits. In short, the Government’s
involvement/intervention was need-based and
elfective.

In the present decontrolled regime too. the
state governments are heavily Involved in pric-
ing and distribution; but this Is more in the
nature of 'Interfering’ with the market mecha-
nism which comes in the way of reaching ade-
quatle supplies of decontrolled fertilisers to
farmers. For instance. despite the fact that in-
stitutional agencies can handle only 25-40 per
cent of the total sales volume, some state gov-
ermnments like Madhya Pradesh and Bihar have
been Insisting that the manufacturers sell only
through them to qualify for the concession
amount.

At times, State authorities 1% unrealistically
low selling prices which do not fully cover the
reasonable cost of production and distribution
and, consequently. make the supplies of the
material to such states unviable. Result: Dur-
ing rabl 1994-95, supplies to farmers in Kar-
nataka sullered heavily.

Quite clearly: not only does the Centre no
longer consider it necessary o manage the dis-
tributlon of P and K fertilisers, but it has also
allowed obstructionist interventions by states
in the name of the ad hoc concesslon scheme.
Unhindered operation of free-market forces,
which by Itsell is not without sericus problems,
would perhaps have been a lesser evil than the
existing dispensation.

A basic requirement for increasing con-
sumption of fertilisers Is that thelr selling prices
to farmers are maintained ot reasonable and
stable levels. At present, not only are the prices
high, they are rising continuously. After the
initial shock in the second half of 1992-93, I
only the prices had stabllised, the farmers
might have reacted favourably. But here. we
have a situation of a series of 5i1LH:k5 in succes-
sion with the result that the demand continues
to remain depressed.

The fact remains that despite higher pro-
curement prices. the return on Investment in
decontrolled fertilisers has declined sharply In
the post-decontrol period, The value cost ratio
(VCR). which measures the value of incremen-
tal crop yield divided by the value of 1 kg nutri-
ent. on P205 (through DAP) has declined in
the case of paddy and wheat. Then. there are a
large number of small and marginal farmers
who produce for self consumption and have
nothing to gain by way of increase in procure-

Fertiliser distribution — II
Towards phasing out subsidies?

[n view of the fact that production of phosphatic lertilisers
inevitably involves import of raw materials/intermediates and
that we can hardly control their international prices, the odds

are heavily against putting an end to the subsidy regime in the
near future. In any case, we have to live with the fact that,
unlike in the case of other commodities, fertiliser use cannot be
entirely left at the mercy of market forces,
says Uttam Gupta.

ment prices. The system simply leaves them
high and dry.

A second requirement ks that there should be
advance planning on estimation of demand in
the country and arranging of supplies, includ-
ing imports, to meet the demand. This Is no
Imﬁﬂ being done. In the Zonal Conferences,
held prior to each season, such an exercise Is
done only for urea. The Centre has taken the
position that since phosphatic and potassic fer-
tilisers have been decontrolled, such an exer-
clse Is no longer necessary. But, that does not
change the fact that, unlike other commod-
ities, fertiliser use cannot be left entirely to the
market forces.

The least that the Government can do, in
view of decontrol. is to maintain a full database
on the trends in demand. supplies and stocks
s0 that the manufacturers/handling agencies
can toke appropriate decisions on production/
procurement plans and arrange for movement
of the material. In the absence of adequate
information on these vital aspects. how can it
be possible to increase consumption of the de-
controlled fertilizers?

Third, the logistics of handling and trans-
portation of the material are no less important.
This is in complete disarray now. Any item that
has been decontrolled gets less or even no pri-
ority. Phosphatic and potassic fertilisers have
become a victim of this mindset. Ships carrying
DAP and MOP do not get timely berthing at
ports because clearing of cargoes for imported
urea gets top priority.

Rallway wagons are nol made avallable to
manufacturers/importers of P and K fertilisers
because movement of foodgrains and urea gets
priority in that order. Resull: manufacturers/
importers are forced to move material by road
which is far more expensive and adds to the
selling prices.

It Iz high time the Government realised that
P and K fertilisers are as important as nitroge-
nous [ertilisers and. perhaps, even more as the
deficiencies of the former In Indian soils are
more widespread than that of nitrogen. Itisa
fact that if the farmer goes on increasing appli-
cation of nitrogen without applying P and K
adequately, even the returns on using N will go

down, leading eventually to erosion of soil fer-
thlity.

The Issue of pricing hos to receive top pri-
ority. Not only is there a need to prevent fur-
ther increase in the selling price but also Lo
bring it down. A price level higher than that
prevailed in the second hall of 1994-95 —
about Rs. 8.400 per tonne of DAP — is bound
to have an adverse effect on consumption. Con-
sidering that the reasonable cost of production
and distribution is in the range of Rs. 10,4((-
10,600 a tonne, a subsldy of Rs. 2,000 a tonne
Is absolutely necessary; that 1s, Rs: 1,000 over
and above the level already provided for.

On other complex phosphatic materials also,
the concession amount will have to be corre-
spondingly raised on a pro-rata basis. For this,
additlonal financial support would be required
but not necessarily a rise in the budgetary allo-
cution.

The additional requirements can be easily
met out of the savings generated throagh o
modest increase In the urea selling price. This
may be repeated for at least three years In suc-
cession to generate more savings which would
not only pay for further increases in the pro-
duction cost of phosphatic fertilisers, but also
help reduce the overall subsidy burden.

It is common knowledge that the urea sell-
Ing price is artificially suppressed and modest
increases in this will not affect its consump-
tion. On the contrary, it will help achieve a
better balance in the selling price of N vis-a-vis
P and K and, in turn, in their respective uses, It
will also help in smooth transition to the ulti-
mate decontrol of uren as its selling price is
slowly brought in line with the production/
distribution cost.

On imported urea also, substantial savings
have been made possible due to the declining
international price. When the Government
provided for Rs. 1,650 crores towards subsidy
on Imported urea in the "95-96 Budget, the
prevalling prices were In the range of $245-
250 a tonne C&F. With the prices declining to
5200-205 and the bulk of the Imported urca
yet to come, huge savings in Import subsidy
will be possible. This money can be put to use
where it is needed the most i. e. in providing
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support to decontrolled phosphatic and potas-
sie fertilisers: -alternatively, It can go towards
reducing the overall fiscal gap.

State governments should not be involved in
the administration of the subsidy scheme
whether by way of certifving sales or fixing
prices. The Centre should disburse the lunds
directly to manulacturers on the basis of
monthly claims, duly certified by statutory au-
ditors (as in the late '7(s).

It was in March 1976 that the flat subsidy
was introduced. That system remained In force
until February 1979 when it was replaced by
formal price controls and RPS. Under the RPS
also, the subsidy payment scheme was no dif-
ferent. A similar dispensation Is in vogue for
urea under which subsidy on a much larger
scale (Rs. 4000 crores in '94-95 and Rs.
1.750 crores provided for in the "95-96 Bud-
get) is paid on this basis.

Considering that production of phosphatic
fertilisers inevitably involves import of raw ma-
terials/intermediates and their international
prices are largely beyond our control; there is
no escape from continuation with the subsidy
dispensation in the near future. However, joint
ventures with countries well-endowed with
raw materials, particalarly rock Ehnsphnm
can be thought of, preferably with majott
equity ownership by Indian companies to facil-
ltate captive supplies of phosphoric acid.

As for ammonia, the other important inter-
mediate, there already is a provision In the
proposed Omanese joint venture involving RCF
and Kribhcho for buy-back of surplus. Similar
arrangements for captive supply with other
countries would be useful to Indian farmers.

With these measures, subject to the success
of the joint venture plans and'sultable adjust-
ment in the selling price of phosphatic fertills-
ers in small doses, the Government may
examine the possibility of eliminating subsidy
on phosphatic materials. There is need for ex-
treme care with regard to sequencing and tim-
ing of the process of subsidy removal as any
sudden move In this direction could be coun-
ter-productive.

An independent regulatory mechanism for
decontrolled fertilisers is absolutely necessary
to ensure adequate supplies to meet the de-
mand in the country. A special cell may be
created in the MOA for this purpese with the
mandate of carrving out an objective nssess-
ment of the demand, monitering actual suppli-
es and stocks, malntaining an  up-to-date
database on these nspects, and coordinnting
with the manufacturers/handling agencles oy
thetr  supplies/import  plans. to  facilitate
smooth handling and movement of the decon-
trolled fertilisers.

(Concluded)

{The author iz Chief Economist, The Fertiliser Associ-
ation of India, New Dellie)
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