	

	Food was and will remain one of the basic requirements of a human being’s existence. It comes in even before the other two basic needs of clothing and housing. In today’s capitalistic economy, price of any commodity is determined by the market forces of demand and supply. However, prices of food grains still are not entirely determined by the market forces especially in India.

The Indian agriculture has come a long way since Independence, from being a food deficient country to a food surplus country. But now we are looking for sustenance of the agricultural sector. With Indian GDP growing at above 7% consistently and ambitious plans of Indian government to maintain it at around 9-10% annually, contribution is required from every sector of the economy. For this, Indian agriculture has to grow at 4% every year, which is not the case. There are several issues which need to be scrutinized:

1) The investment in agriculture is close to just 10%* of the total public sector outlay for the past three five year plans down from 25% in the first five year plan. This is in spite of the fact that 60% of our population is dependent on agriculture and 18.5% of weightage in GDP is of agriculture.

2) The average yield of any agricultural produce has to be increased for increase in production as it is far less compared to the many countries. But over the past decade, the food grain production has not seen much of growth due to various reasons, chiefly as the availability of land for agriculture is limited and any increase in arable land is very minimal.

3) Even after 50 years of planning and agricultural infrastructure development, Indian agriculture is still dependent on monsoons as only 53% of land is irrigated.

4) The profit margins of farmers are dwindling due to rise in input costs.

5) Middlemen are another reason of dwindling profits.

6) Lack of knowledge among the farmer fraternity in price determination of the commodities.

And this is the point which we are going to discuss about in detail.

The first three points require massive investment in research and irrigation. This would in effect raise the GDP levels raising the income of farmers and others dependent on agriculture.

For the issues concerning farmers like rise in input costs, low capital employment, unscientific farming, etc a huge education effort is required. But the biggest concern today is the pricing of agricultural produce which is the root cause of several ills in this sector.

In today’s scenario, agricultural and petroleum product prices in India are two of the most heavily regulated commodities. This is presumably because of the fact that while government does want to ensure a good deal for the farmers, it is worried about the inflationary impact of food grains. But the whole government agricultural market setup of minimum support prices, Food Corporation of India etc is severely flawed ensuring that the only real gainers are the middlemen and traders. The farmers, the consumers and even the government all are losing in this process.

One of the better solutions to this problem is a market based price discovery mechanism also known as futures. Used worldwide for determining price, it was present in India too but restricted around 50 years back due to prevalent conditions. How ever a new beginning was made in 2003 with setting up of 4 national commodity exchanges NMCE, NBOT, NCDEX, MCX facilitating trading of 56 commodities like Castor Seed, Chana, Chilli, etc.

This is ushering a silent revolution in agricultural markets across India. The fragmented spot market system which has over 7000 markets (mandis) has seen a bit of standardization with near real time spot prices being collected through polling and boot strapping. The prices are then disseminated allover India through various channels of media such as Television and Internet. The Kisan Call Center initiative by NCDEX and ITC’s e-choupal gives an opportunity to the farmers to know the spot and futures prices in the market. Collateral Management Company set up a commodity exchange, takes care of warehousing and collateral management as well as commodity finance. A farmer can thus use his stored produce as collateral to get bank loans instead of selling produce in open markets at lower prices when future price is expected to rise.

They have also brought professionalism in the market by bringing various participants in like government, IT sector, equity markets, clearing houses etc closer.

The above has helped in spreading the gains of modern trade in agriculture to more primary stakeholders i.e. the average farmer. The Indian farmer has traditionally been trapped in a vicious cycle of low profits, productivity, and investment and so on. This has resulted in Indian agribusiness sector being uncompetitive and an immense potential going waste.

But with recent increase in prices of food grains, the government seems to be in a mood to go back on the agricultural market reforms. It is mulling a scale back or even outright ban on futures trading on food grains. However the government, in acting against inflation, is finding quick solutions of containing it instead of finding the real causes of the price increase. Futures market may seem to be an easy target, but the consequences of this action will be disastrous. This might result in reduction of farmers profit leading them to quit farming and in effect leading the very solution to become the new cause of the whole problem targeted i.e. the decrease in the supply of agriculture produce. Futures markets are at contention of being speculative, but the actual requirement of these markets is for price discovery by market forces and hedging, both of which are required for the farmers to gain better profits and hedge the risk for them to sustain in this competitive world. This would only disseminate the growth of economy into other sectors as many sectors are dependent on agriculture, remembering the point that 60% of the population is dependent on this sector.

· The sum of the outlays for agriculture and irrigation and flood control has been considered in calculation.



	


