RE developments on the urea front

creating a 'no-winner’ sltuation, as it

wered The current year began with

an unprecedented quantum of urea
stocks (28 lakh tonnes as on April 1, 1996,
about 133 per cent more than the stocks as on
April 1, 1995).

This Is pregnant with the ibility of lead-
ing us into a glut situation which may result in
cut-throat competition with majer adverse ef-
fects on much more than the profit margins of
manufacturers,

The situation has developed mainly because
of the mismana nt of the supply-demand
balance during 1995-96. To get an' ldea of
where things went wrong a recap s in order.

The year started with an opening inventory
of 12.5 lakh tonnes as on Apell 1, 1995, Dur-
ing the first half of the year — April-September
{:fﬂriﬂ 1995 — the additional supply of urea
was 90.7 lukh tonnes which Inclu 754
lakh tonnes [rom domestic production and
15.3 through imporis.

But consumption was only 88.2 lakh
tonnes, leaving a surplus of 2.5 lakh toones
out of the additional supplies. Together with
the stock of 12.5 lakh tonnes at the beginning
of the year. this led to a total inventory of 15
lakh tonnes as on October 1, 1995, The sit-
:ml.iun at this point of time caused little anx-

ety.

During October-March (rabi) 1995-96,
however, we were gradoally moving towards a
situation of excess availability. During this pe-
riod. domestic productlon was 82.6 lakh
tonnes while imports were a record 22.6 lakh
tonnes, iivlng a total additional availability of
105.2 lakh tonnes. But then consumption was
only 92.5 lakh tonnes, leaving a surplus of
12.7 lakh tonnes.

Together with the stock of 15 lakh lonnes al
the beginning of the season, this led to a pile-
up of about of 28 lakh tonnes at the beginning
of "96-97, Apart from being substantially high-
er than the stock as on April .1, 1995, this was
far ll:ll'l excess of the quantity consldered as safe
cushion,

There Is nothing unusual about the trend in
urea consumption. During the whole of the
{:;r. It was 180.7 lakh tonnes (88.2 lakh for

rif and 92.5 lakh for rabi), an increase of
3.9 per cent over 1994-95. Domestic produc-
tion was 158 lakh tonnes (75.4 lakh for kharif
and 82.6 lakh for rabi) — about 5 lakh tonnes
more than the targetted 153 Inkh tonnes. This
Was Fnllhe the earlier years when actual pro-
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Urea glut

Importing trouble

Unrealistic demand projections coupled with unpredictable
monsoons have rendered the business of tackling excess supply
quite daunting. Mindless exports do not help things either,
says Uttam Gupta.

Undoubtedly, the excess production during
1995-96 has contributed to the overall glat
situation, but the predominant factor has been
excessive Imports. During 1995-96, a record
37.8 lakh tonnes was Imported. almost 10
lakh tonnes more than in 1994-95.

The imports would have been higher by an-
other 2 lakh tonnes had the quantities under
the controversial deal by NFL with the infa-
mous Karsan, the Turkish firm, had actually
been supplied in the second half of the year.

The quantum of imports Is decided after as-
sessing the likely shortfall In Indigenous avall-
ability. (opening inventory plus production)
vis-a-vis projected consumption. Durng rals
1995-96, while consumption (gross require-
ment) was projecied at 107 lakh tonnes, the
actual figure was only about 92.5 lakh tonnes.
The excess supply was thus inevitable.

The Government has reportedly argued that
the unsatisfactory progress of the North-East
monsoon (this affects apricultural prospects
and consequently fertiliser use in the southern
and western regions) has hit actual consump-
tion. However. this argument does not cul
much lce. as agriculture even during the rabi
senson Is largely dependent on the South-West
monsoon and the extent of molsture retention/
precipitation in the soll.

Notwithstanding this, however, and assum-
ing that the North-East monsoon played a deci-
sive role in influencing consumption. its full
impact Is known by the end of the December.

Thus. the Government could have regulated
or, perhaps. even completely eliminated im-
ports during January-March 1996. What hap-
pened instead was that about 12 lakh tonnes of
imported urea moved into the country.

The point is, the projected demand of 107

- lakh tonnes for rabi was lsell Inflated (it was

about 17 per cent higher than the actual con-
sumption for rabi 1994-95). This was unreal-
istically high if you go by the projections in the

ing years te the monsoon condi-
tions being no better during the current year.

A more realistic assessment of the demand

on the one hand and regulation of imports In
tune with the emerging situntion during the

course of the season on the other, could have
halped prevent the situation.

And the country has been made to pay n
heavy price for this, Taking 12 lakh tonnes as a
fnirly safe number of hedge against possible
disruption in supplies, the resultant excess in
stocks is about 16 lakh tonnes. This would
entall an avoidable forelgn exchange outgo of
about $380 million (taking 5240 per tonne as
the C&F landed cost).

The rupee deprecintion against the dollar
since coincided with the period when the ma-
jor chunk allﬂlu: L.!lrﬁ -.;;Irus !mpurtfd. By avﬂd-
ing import of the 16 lakh tonnes (representing
the excess), the demand for dollars would have
been lower by as much as $350 million. That
indeed would have been a great help In pre-
venting the rupee slide and erosion in forex
FUSCTVES.

Under the existing controlled regime, urea
imports also entail o subsidy outgo. This Is
equal to the difference between the C&F landed
cost of imports, handling and distribution cost
on the one hand and the lower controlled sell-
ing price on the other.

During 1995-96, on the basis of the prevaill-
ing average C&F cost of $240 per tonne, the
former was about Rs. 9,500 per tonne ns
n%uinst the latter being Rs, 3.320 per tonne.
This implied a subsidy of Rs. 6,200 per tonne
on Imported urea. Thus, the excess Import
must have resulted In an excess subsidy outgo
of about Rs. 990 crores.

During 1995-96, the actual subsidy pay-
ment on imported urea was Rs. 1,935 crores.
By avolding excess Imports, the subsidy outgo
could have been restricted to just Rs. 950
crores. This, in tum, would have produced a
sobering effect on the overall fiscal deficit sit-
untion. :

Considering the controls on urea supply and
distribution, ships carrying it must get priority
in berthing and handling at ports. The situa-
tion on the railway front is also no different.
Thanks also to the limitatlons of our ports,
ships carrying decontrolled fertilisers had to
wait for long periods, leading to heavy demur-
rage, In fact, some of these had to be diverted to
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neighbouring countries. Timely handling and
distribution of imported raw materials too have
been adversely affected, leading to reduced
production, especlally by the SSP units,

Regulation of the quantum of urea Imports
would have reduced pressure on the limited
handling and distribution infrastructure and,
to that extent, helped in accommodating other
traffic. including for the decontrolled segment
of the fertiliser industry.

Two imperatives emerge: Proper and real-
lstic projection of demand, and effective supply
management. During 1996-97, this will be of
paramounl importance nol only to prevent
worsening of the glut conditions, but also o
conserve foreign exchange and keep subsidy
oulgo under check.

With an opening inventory of 28 lakh
tennes and likely production of about 75 lakh
tonnes during April-September 1996 the total
avallabllity of uren from Indigenous sources
alone will be more than adequate (o meet a
likely demand of 94 lakh tonnes during kkarif
1996 (this assumes a growth of about 7 per
cent) and still leaves reasonable stocks at the
beginning of rabi 1996-97.

This being the case, virtually no import of
urea would be necessary during kkarif 1996,
Even during rabi 1996-97, the quantum of
urea imports need to be regulated on the basis
gf r:l:fitstlr: demand assessment and likely pro-

uction.

The Government should also regulate re-
lease of stocks of Imported urea in @ manner
that preventis any adverse eflect on sales of the
domestic output.

In other words, the residual role of Imports
needs to be maintalned in line with the overall
povernment policy. This is also HMN})' o
prevent recurrence of the glut situation of the
type witnessed In 1986-87 and 1987-88,

During that period. whilesthe actual con-
sumption was much short of the target be-
cause of unfavourable weather conditions and
unrealistic demand projections, continued ex-
cessive Imports led to o situation of glut. Simul-
taneous release of this material in'the market,
lgnoring its resldual role, led to an unprece-
dented discount war. Let history not be repeat-
ed as in such a situation, while. both the
industry and the exchequer lose heavily, there
Is no gain to the farmer either.

{The author i3 Chief Ecomomisf, the Ferfiltser Association of
Tndicr, New Delli.}



