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UBSTANTIAL depreciation of the rupee
has played 01 major role in increasing
the cost of production. At the prevailing
C&F landed cost of $411 per tonne phos
acid and $250 per tonne ammonia. the come-
sponding cost in one tonne of DAP works out Lo
about 5250 per tonne. Presently. about Rs. 32
have to be surrendered for buying one US dol-
lar. Only about three and a half years back |. e.
early July 1991, the exchange rate was one $
= Rs. 200, Imagine, il we could get foreign ex-
change at that rate. there would have been a
saving of nbout Bs. 12 for every dollar, resalt-
ing in a lower cost of production of DAP by
about Rs. 3,000 per tonne. This adjustment
alone would have ennbled sale of DAP at about
Rs. 7.300 per tonne to the farmer and without
any subsidy support [rom the Government.

The rupee has depreciated primarily because
of the overall economic mismana 1 and
specifically, the fiscal profli of seV-
eral :|r'«ea.r:z!,.lI For the ﬁucﬁnl’ Mpﬁﬂls an
external factor and simply because their cost of
production has gone up steeply due to this,
they cannot be designated as inefficient or
lacking cost-competitiveness. Give them an ef-
fective economic enviconment, and in turn, &
strong currency, they can do better, supply low
cost fertilisers to the farmers and that too with-
out any subsidy support. We must not forget
that majority of our phosphatic plants are
highly efficlent, well managed and comparable
to the best in the world.

Apart from the high cost of imported raw
materiale and intermediotes. the domestic
manufacturers are also handicapped by high
prices of other Inputs utilities and services su
plied ominantly by Government undertak-
ings/departments. The rallway freight is being
increased substantially and continuously. Al-
though, during the last few years. finished fer-
tilisers have been exempled from the general
hike, the same Is not applicable to important
raw materials and Intermediates such as sul-
phur, phosphoric acld and ammonia. Conse-
quently, they have to bear the brunt of higher
transportation cost,

There are a1 number of plants which are
based on ammonia sourced from within the
country (elther captive or sourced from some
other plant) which use naphtha. fuel oil or gas
as the feedstock. The prices of all these hydro-
carbon feedstocks are administered and their
Increases have contributed substantially to in-
crease in production cost.

Supply of power from the State Electricity
Boards, (SEBs), has been at progressively high-
er cost, In turn, ralsing the cost of production,
Some plants have sel up captive power units to
reduce dependence on the grid for power sup-
ply: however, even that Is a costly proposition.
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Apart from the high cost of imported raw materials and
intermediates, the domestic manufacturers are also handicapped
by high prices of other inputs, utilities and services supplied
predominantly by Government undertakings/departments.
Although, during the last few years. finished fertilisers have
been exempted from the general hike, the same is not applicable
to important raw materials and intermediates,
says Uttam Gupta.

Quite clearly, the underlying forces are oper-
ating in a manner that would lead to increase
in the cost of production and distribution, and
consequently, the selling prices to the farmers;
prices at which the producers must sell, and
remain viable. At the same time, the farmers
are not ready lo cope with the escalating pric-
¢3. And, this situation is unlikely to change in
the medium-to-long run.

In the urea segment, which is stlll under
control, the un&ﬁying trends are similar. The
administered prices of various hydrocarbon
feedstocks are on the rising trail. Customs duty
on fertiliser project imports may have been re-
duced to zero (August 1992), but, the overall
cost of Imported plant and machinery Is on the
Increase because the resultant rellel has been
more than offset by significant depreciation of
the rupee. Besides, even the international pric-
s of plant and machinery have Increased. The
position In regard to the cost of domestic sup-
plies is no different notwithstanding some re-
duction in the excise duty.

The Onancing charges constitute a major
element of uction cost. In this connection,
the lending rates In India are still much too
high by international standards. The Mexibility
In the lending rate, announced as part of the
lust season's RBI credit policy, generated much
euphoria. Some of the banks even reduced the
lending rate by one per cent: but very soon, the
rates were restored to the earlier levels, A fur-
ther Increase by one per cent is being con-
templated.

Another complicating factor on the urea
front s that lts selling price is not being allowed
to be raised. The reduction by 10 per cent in
August 1992, when phosphates were decon-
I.rnﬁal Iz still shrouded in mystery. Even as
various parliamentary commitiees are now be-
moaning the imbalance in the use of N, P and
K and its tial adverse effect on the
fertility of the soil, it cannot be denled that it
was none other than the JPC itself which rec-
ommended simultaneous decontrol of phos-

phate and reduction In the selling price of urea.

*he reduction In August 1992 ook the urea
price to a low of Rs. 2,760 per tonne. The 20
per cent increase of June 10, 1994, Is in effect,
tantamount to an increase of only eght
cent over the level of Rs. 3,060 that prevailed
prior to August 25, 1992, Presently, there s a
strong cconomic justification for ralsing the
urea price, but. it Is a not being done, Because
of the disequilibrium in the price of N, P and K,
the farmers are paying excessive attention to N
at the expense of P and K. This can be correct-
ed only by ralsing the uren price, But, it goes
abegging.

An Inerecase In the urea price can glve sub-
stantial savings In subsidy (10 per cent In-
crease would vield about Rs, 600 crores per
annum) and this is necessary for malntalning
the fiscal balance too, but :-l}':r: logic goes un-
heeded.

Phosphate prices are skyrocketing. they
need to be stabilised (at least. until such time as
long-term measures prove effective). For this,

itional funds will be needed; Increase in
urea price can provide the succour, but the
planners remain [nsensitive,

Most Im antly. increase In the urea price
Is eszential to bridge the present yawning gap
(about 65 per cent - 70 per cent) between the
larmgate cost on the one hand nnd what the
farmer is currently paying on the other. This
would be extremely helpful when urea Is ulti-
mately decontrolled, no matter what the time
frame is. We have seen how In phosphates we
are led into a chaotic sltuation simply because
we did not prepare ourselves; the cost differ-
ential was as high as 100 per cent at the time
of decontrol. Bul. we are refusing to take a clue
from the phosphate example.

Not only that. the way duﬂmu in vari-
ous sectors be i, the hydroca feedstock,
power. rallways. roads and other Infrastructu-
ral sectors are taking shape, we are only pre-

ring for a progressive Increase In the gap. A

orrendous situation Indeed! in which, either
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we shall be retaining subsidy at monumental
levels almost perennially or throwing the urea

. Industry into a state of turbulence and chaos in

the altemnative of having to decontrol it

It is high time that the Government extri-
cates itsell out ol the preoccupation with the
subsidy per ¢ and starts addressing the funda-
mental issues. For the phosphatic sector, the
issue Is one of armanging the supplics of raw
materials and intermediates on a sustained ba-
sis and at competitive prices. Unquestionably,
the joint ventures in countries with abundant
availability of baste raw material such as rock
phosphate, holds the key. These are countries
like Morocco, Senegal and Jordan with whom
we can have frultiul complimentary relation-
ships, We have the technology. expertise In
project executlon and commissioning and we
are even capable of armanglng funds.

A pro-active collaborative effort between the
industry and the Government s necessary o
cxploit such opportunities which alone can
help us, In the medium Lo long-run. in break-
mfi.:ht present viclous circle of high raw mate-
rdal/intermediate cost lending to higher
production cost and In turn, selling price to the
farmers.

The present arrangements for supply pricing
and distribution of various hydrocarbon feed-
stocks should continue and the prices deter-
mined on a normative basis gulded strictly by
the efficlency criteria.ln the power sector, there
Is need for speeding up the reforms focussing
— not just privatisation — bul. reforms that
will involve the restructuring of the SEBs and
turning them into viable entities: forcing them
to improve efficiency and reduce cost with con-
sequential benefits by way of lowering tariffs.
Likewise, the financial sector reforms partic-
ufarly reforms in the banking sector. should be

rsued in the right enrmnestness o facilitate
owering of the interest rates and in tum. the
financing cost.

Abave all, the macro-cconomic manage-
ment has to improve to enable control on pric-
e<, on the one hand, and a stronger rupee on
the other. Needless to say, this would require
sirict observance of flscal disclpline, particular-
ly on the rising revenue expenditure. Improve-
ment on this front alone can help in bringing
down the cost of production substantially.

Until we iﬂgﬂthe desired attention o these
economic fundamentals and | the neces-
sary forces which facilitate advance in this di-
rection. the fertiliser sector In India will
continue to be In n state of turbulence and
turmotil for all time to come.

{Concluded)
ALl

(The awthor is Chicf Economist of the Fertiliser Asso=
ciation of India, New Delli)




