











































































































































































































































































































































































































































































































































































































































































































































































































































































































CHAPTER VI

FIELD INSIGHTS ON FERTILISER USE



CHAPTER VI

FI:ZLD INSIGHTS OH FERTILISER USE

Variations in fertiliser consumption are gene-
rally attributed to the variations in agro-economic
variables like irrigation, HYV seeds, cropping rat-
torn, relative prices ete. The implicit assumptions
here are that, despite varying resocurce endowments,

- the manaqgerial nractices of the fazmers are optimum;

- there is adecuate and timely availability of
fertilisersy

- there is no constraint on the availakility of

Capi tal .

However, under actual farm conditions, these assump-
tions do not always hold true, Not only are the
managerial and cultural practices inappropriate to
the adopted technology but the timely availability
of fertilisers and capital are also limiting factors,
As a result, the method of cultivation and the
efficiency of the fertilisers used will be affected.
Besldes, these poor infrastructural facilities also

has a dampening effect cn the use and returns to

fertilisers.
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Thus, in reality, the growth of fortilisers is
not only dictated by agro-economic variables but is
also governed by the strength of the extension net-
work, supply and distribution networks and the availa-
bility of the credit facilities. an analysis of these
factors in Andhra Pradesh i1s what follows in the

subsequent sectians,

In the previous two chapters where the deter-
minants and the economic feasibility of fertiliser
use were analysed, the impact of extension services,
suprly and distribution networks and credit availarci-
lity, althcuagh referred tc, could not be studied in
detail, Recognising the importance of these non-
price factors in understanding the effectiveness and
the credibility of fertiliser use, two taluks were
selected for investigation into these issues - one
Peddapuram (in East Godavari district) representing
the developed arcas of the state and the second,
Shadnagar (Mahabooknagar district) representing the
under developed arcas of the state. Some 78 farmers
were interviewed - 40 farmers covering 5 villages in

Peddapuram taluk and 38 farmers covering 2 villages
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in Shadnagar taluk. It should be mentioned that the

methodology adopted here is that of only illustration,

hence, so specific sampling technique was used ejither

to select the taluk or the villages.

The analysis 1is divided into fgur sections. A
critical review of the extension network dealt in
Section 6.2 tries to see how far the new technology
has been imbibed by the farmers. As such, fertiliser
use practices have been studied against the prevailing
extension network. In Section 6.3, the relationship
between fertiliser use and its timely availability has
been studied. 1t is in this context that the quality
of fertilisers, which has always been neglected, 1s
also studied, Section 6.4 deals with the intricacies
of the credit market. The sensitiveness of ferti-
lisexr use to fertiliser prlces and output prices has

been studied in Section 6.5.

6.2 Fertiliser Use Practices and Extension Services

Managerial and fertiliser use practices vary
between regions as well as among farmers in a given

region. This is because these practices are mainly
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determined by farmers' own experience arrived at by
the trial and error method followed by access to
extension services and demonstration effect which
essentially means emulating the progressive farmers.
Notwithstanding the irportance of farmers' own
experiences, modern agriculture demands changes in
the attitudes and the skills of the farmer for

which the gxtension services are imperative, The
returns to fertilisers depends on a number of factors,
among wnich the method of apglicatién and the use of
optimum quantities are improtant. Knowledge about
these practices i1s crucial and is expected to be
disseminated by the Village Extension Officer (VEO)

and tinus, help in the transicr cof techncleogye.

Studied against such a background, the VEO's
role is catalystic in nature as he promotes research
by tezting its recommendation at the farm level and
alszo by communicating the problems faced by the
farmers to the research stations to find suitable
solutions. Tnis is the essence of the Training and
Visits (T & V) system introduced in 1982 in Andhra

Przcesh with the assistance of the World Bank mainly
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to accelerate agricultural development with location

specific technology.1

Without taking the form of an evaluative study,
our analysis has shown that the T & V system is not
very successful in bringing about the desired changes
in the attitudes and the skills of the farmers., One
of the ilmportant reasons is that of the inaccessibility
of the services of the VEO.2 Out of a sample of 40
farmers in Coastal Andhra and 38 fa?mers in Telangana
regions respectively as wany as 75 per cent of the
former and 93 per cent of the latter depended on their
ownexperience, From this, two important issues
emerge - one, the penetration of the extension ser-
vices in the developed regions is relatively deeper
when compared to that of the underdeveloped regions
of the state. Ironically, the farmers of the under-

developed arcas seemed to be more receptive to recommen-

daticns and had in fact, expressed the need for such

1. Agro-Economic Research Centre (Waltair), “AP
Agricultural Extension Project - Report of an
Evaluation Study", Waltair, October, 1987,

2, Each VEOQO is in charge of 8 villages and he
visits cach village once in 15 days. He divides
cach village into four groups and visits each
group once in a fortnight.
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services (almost 90 per cent of the sample farmers of
Telangana region have expressed so). Secondly, these
sexvices are mainly rendered to the big farmers who
can be defined as Capitalist farmers identified in oug
framework.3 This result strengthens ocur argument with
regard to the differences in the accessibility to
resources among the peasantry. The concentration of
the socio-economic power with the Capitalist farmers
gains easier access to most of the available resources
(See Chapter IV). This phbaomenon is true both in
developed and underdeveloped areas, although to a
larger extent in the latter. These farmers benefitted
not only by the recommendations offered by the VEO's
but also in terms of new varieties of seeds and
fertilisers provided by these officers, sometimes,

even at subsidised rates,

3. Por the sample farmers, criteria like hired labour,
marketed surplus and net income could not be used
for distinguishing Capitalist from the Family
farmers due to lack of data. However, in order to
make this analysis comparable with our earlier
analysis, we have used the average net sown area
of the Capitalist and Family farmers (based on the
Cost of Cultivation data) to classify the sample
farmers into Capitalist and Family farmers. As
such, the NSA for the two classes of farmers in
Coastal Andhra and Telangana regions is as followss

Coastal Andhra Telangana
Capita- Family Capita- Family
list list

Average NSA 3.92 1,22 4,60 2,93

(ha)
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Interestingly, even at times when the services
of the VEO's vere made available to the farmers,
more than 40 per cent of the sample farmers had
either no confidence in the officer and found the
recommendations to be impractical especially with
regard to fertiliser use. The reason being that
scme of the VEOs did not have the required educational
cualifications. For instance, in one case, the farmers
said that a peon of the Block Development Officer's

4
These views seem to

office was promoted 8 the VEO,
gain crodibility as the farmers who benefitted from
these services have supglemented them with their own
exgerienca. The advi-e of the VEO was taken cnly for
pesticides. At times when the VEO was not available,
the farmers (especially the Family farmers) approached
the grivate dealers for advice. The dealers being
profit oriented, suggested those pesticides which
were available with them. This way the farmer has

lost most of his crop., Thus, there i3 a need to

educate the farmers to take precautionary measurcs

4, Similar observations were also made by another
study. See Agro-Economic Resecarch Centre (Waltair),

OE.Cit.. 1987' p.60.
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rather than ap;ly pesticides after the damage is done,
which would involve strengthening of the extension

network.

Most of the farmers did not prefer to adopt the
recommendations on fertiliser use given by the VEO,
Farmers, through their own experience have realised
the importance of the time factor and the balanced
use of fertilisers. Hdwever, the use of P and other
micronutrients like Zinc is relatively less when
corpared to the use of N, the reason being uncertainty
of rains anc the high cost of complex fertilisers, 1In
the event of late monscons, farmers used only Urca for
quick results, Complex fertilisers, under such cir-
cumstances, were not used mainly because of their high
cost.5 Ccnversely, when the monsoons set on time,
complex fertilisers like DAP, NPK (17:117:17) and Urea
Amczhos (28328) were extensively used by the farmers.
This kehaviour of the farmers of Coastal Andhra region
evinces considerable interest as it supports the

retionality hypothesis in economic theory. When risk

5. The pricz of Ureca was reported at "e115/50 Kg
bzg while th.t of the cocmplex fertlllisers ranged

between 5¢150-180/40 Kg.bags In other words,
1 X3 of Urea costs rse2e30 while a Kg. of complex

fertiliser approximately costs Sede20.
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and uncertainty increases, the discount on fertiliser
would be high. But what makes this pehnomencn
peculiar, in this case, i1s that this discount is not
in terms of reduction in the total quantity of ferti-
liser used but in the composition of the fertilisers
used in terms of N,P and K.6 As the farmers are
convinced about the beneficial effect of fertilisers
on yield, on no account are they reagdy to deter from
using them. Whether this is the result of the extension
services or of their own experience, it could not be
ascertained, In fact, 3 farmers have quantified this
relationship with regard to Paddy. They said that by
reducing fertilisers by one bag (egual to 50 kg)., the
yield would be reduced by 5 bags (of 75 kg each).

This would approximately result in an average response
of 7.5 kg of grain for 1 kg of fertilisers which

approximates to a loss of :.6 for every rupee reduced

on fertiliser expenditure.

6. This could probably be the reason for the insig-
nificant effect of relative prices on the demand
for fertiliser at the macro level.
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Another important aspect of fertiliser use is
its complementarity with the use of crganic manure,
The use of organic manure ranged between 75-150 qtls/ha
in the developed areas and between 75-90 qtls/ha in the
under developed areas, Until this level, the comple-
mentarity between fertiliser and organic manure existed
but after which there was a tendency for this relation-
ship to change into one that of substitutability.7 In
Coastal Anchra, when the availability of organic manure
is more, for an increase of 3C gtls of organic manure,
50 kg of fertiliser (1 bag) is reduced. Conversely,
when 3 gtls of organic manure is recduced due to non-
avails ility, 100 to 150 Xas of extra fertiliser are
used. 7The farmers' consideration behind this practice
is more of costs rather than that of factor substi-
tution. The labour recuired for the application of
organic manure i3 10 times greater than that required
for fertllisers. Hence, when the use of organic
manure is reduced, the labour cost thus saved is

invested on extra fertilisers.

7. Similar observaticns were made by another study.
3ee, Arun S.Patel, Fertiliser Use in Gujarat -
A iicro View, Gujarav otate Fertillsex Coumpany

Lirited, Vallaonnagar, 1973,
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Secondly, the properties of organic manure and
its relationship with fertilisers were well recog-
nised by all the sample farmers, Almost all the
sample farmers have used organic manure to improve
the soil conditions and to increase the efficiency of
fertiliser uses In fact, some of them have said that
fertilisers give yield but without the use of organic
manure the soll goes acidic and a continuance of this
would render cultivation impossible., A&s5 the effect
of organic manure lasts for 3-4 years, the farmers
manure their filelds in rotation, Further, for the
farmers of Coastal Andhra, organic manure is especially
Leneficial to the subsequent crops like Bengal gram

and Black gram for which fertilisers are not used at all,

Apart from fertiliser use practices, there were
many dlfferences in the farmers® approach to cultiva-
tion between the developed and thelunderdeveloped
arcas of the state. The farmers of Coastal Andhra
region were more active and were ready to experlilement
especially with respect to the seea variety used., 1In

this region, most of the farmers changed their seed

varietias every 2-3 years, Whenever there was a



237

perceptible decline in yilelds, seed variety was
changede At times, whan some farmers used a new
variety of seeds resulting in nigh vields, the
remaining farmers bought the sezeds from him for use

in the following years/szasocn. Thus, the damcnstra-
tion effect is more pronounced in this ragion. Pro-
bably, this could oe the reascn why the T & V system
nad tetter rasults in this regica. It is also
interesting to note that the Zarmers ~ut considerable
intorest to galn kKnowledye on the new variety of
seeds. Some of the farmers had direct contact with
the Maruteru Regearch Stzaticn while scme had relatives
in the other calstricis who inforxm them aoout the new
variety sceds, Thus, 1t 1s nct sursrising that the
Faddy productivity level ranged ketween 40 « 60 qtls/ha

and cne can feel the dynamic nature of cultivation in

this region,

In ccntract, the farmers of Telangana regilon
were mcre lethargic. For the last 10 years the seed
variety (Tellahamsa) has not been changed. As a
result, yields ranged cetween 30-35 stls/hae Bven

thcugh Tellahamsa 13 a drought resistant varlety that
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can withstand meisture stress, the farmers made no
attempt to find out about the new varieties, It is
here that the extension services are most needed to

change the attitude of these farmers,

Another surprising observation was that of the
absence of demonstrationsby the VEO and soil testing
which are so important for the success of the new
technology. Even though soil testing was conducted
on a few fields 10 years ago in the Telangana region,
the farmers neither received the reports nor recommen-
dations based on those results, This could be one of
th2 r£2ascens for the sersistence of the imbalancad use
of fertilisers. Thus, there is a need for improving
the efficiency of the extension services especlally
in the underdcveloped areas of the state where there

is still scope for improving the ylelds of the crops.

6.3 Fertiliser Use and the Input Supply System

With the decontrol of the fertiliser distribu-
tion system from 1965, the fertiliser supply system

underwent perceptible changes. Prior to 1965, the
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co-operatives were the sole agencles for the Aistri-
bution of fertilisers in the state. As the supply
position in the country improved, a partial decontrol
was introduced under which 70 per cent of the allot-
ment to the state was distributed through co-opera-
tives and the remaining 30 per cent through private
dealers. The proportion handled by the private
dealers increased further as a result of the permis-
sion given to the indigenous manufacturers for market-
ing 70 per cent of their production through their own
channels, By 1969, all the manufacturing units were
pernitted to market their entire production through
theiz ovm channels. dowaver, this policy was ravised
again in 1972 under the LEssential Commodities Act

(ECA), due to the oil crisis of 1971-73.8

8. Baged on the Sivaraman Committee recommendations,
in 1965 partial decontrol was introduced, accord-
ing to which, the manufacturers were 3llowed to
market 70 per cent of their production through
private dealers and 30 per cent to be acquired by
the Central Fertiliser Pcol. By 1969, all the
units were permitted to market their entire produ-
ction., This resulted in greater effort for market
development., This system continued till March
1972, However, due to the oll crisis of 1971.73,
there were severe shortages of fertilisers, as a
rasult of which,the Government had to intervene
and exercise control over the distribution of all
fertilisers (domestic and imported) under the ECA.
Since then the control over fertilisers with respect
to allocations, prices, quality and movement has re-
mained unchanged. See, Government of India, Report
0f the High Powered Committee on Fertiliser Consu-

mer Priceg, New Delhi, 1987.
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Although the existing supply system envisaged
an important role for the co~Cperatives in the market-
ing of fertilisers, their share in the total ferti-
liser outlets kept declining, In 1987, in the State
of Ancdhra Pradesh, the percentage of cooperatives in
the total fertilisers outlets was only 17 per cent,
while that of private dealers was 80 per cent. The
region-wise break up also revealed a similar trend
(See Table 6.1)+ This declining share of the cooperae
tives only implies that the termsoffered by private
dealers were more favourable to the farmers. This
proved tc be true and is strongly brought out by our

analysis of the farmers views on the supply system.

The supply positicn of fertilisers when compared
to the 70's is very encouraging. Not only did the
producticn increase from 17 lakh tonnes in 1976-77 to
72 lakh tonnes in 1987-88, but the share of imports
also declined from 31 per cent in 1976-77 to 14 per
cent in 1987-88. Thus, it is not surprising to find
general satisfaction from the farmers as well as the
fertiliser dealers (wholesale and retail) about the
availability of fertilisers. In other words, availa-

bility of fertilisers is no longer a constraint.



1491

Table 6.1t Share of each agency in the total ferti-

liser distribution outlets, 1987 -
Reqglon-wise

s Shopere gt
o. Reglon Societies tries  Frivate
1. Coastal Andhra 20 5 75
2 Rayalaseema 15 3 82
3. Telangana 12 1 87
4. Andhra Pradesh 17 3 80

Source: Dircectorate of Agriculture, 1987, Hyderabad.

With a secure supply position of fertilisers,
arivit:> ooclers onternd tihio fortilicer sarxetliing cczne
in a blg way. Further, the inefficlency of the co-
operatives had an enormous impact upon the growth of
these Privata dealers. Almost all the sample farmers
of the Coastal Andhra region9 complained against the
co-operative socletles in three respects. First, the
procedures involved in the supply of fertilisers wecre
cumbersome, as a result of which, the farmers had to
make repeated trips to these co-operatives. Second,

as the supply of fertillcers is linked to loans i.e..,

9. There were no co-operative soclietles in the sample
villages of Telangana region.
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10 per cent of the loans were given in the form of
fertilisers, farmers expressed less confidence in the
gquality of fertilisers. Hzay felt that old stocks and
clotted fertilisers were disbursed by these societies.
Moreover, the farmers were reluctant to buy fertili-
sers from these socleties as they were not allowed to
check the quality of fertilisers before buying. Third,
the type of fertilisers required by the farmers were
generally not available with the societies. Even at
times, 1f the required fertiliser is available, the
stock allotted to the soclieties is very low, as a
result of which, the fertiliser i1s not distributed

anc 1is sent back.

Contrary to this, the private dealers found more
favour with the farmers because of their superior
marketing experience. Due to the heavy competition
arong the dealers (cspecially in Coastal Andhra region)
the prices offered by them were highly competitive -
sometimes even less than those at the societies, The

absence of procedural delays proved to be advanta-

geous to thesc deolers. lloreover, the dealers, some-

times, made home dellveries and the terms offered by

them were more flexible., FOI instance, these dcalers

allowed tho farmers to check the fertillser before
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purchasing (noxmally the farmers check the conditions
of the bags in which th: fertilisers are.soldJ. These
dealers sometimes allowed the regular customers to
defer their payment by 10 days without any interest.
Credit also was offered for the purchase of fertili-
ser at an interest rate of 24 per cent, which the
farmers repaid after 3 months. In this way, both the
dealer (by capturing the market) and the farmer benefi-
tted. Unlike the co-operative socleties the dealers
stocked only those type of fertilisers which were
demanded by the farmers. All these factors helped the
onrivats dealers to gain a firm stand in fertilicer
marketing scene inspite of the preferential treatment

accorded to the co-cperatives,

Even with such favourable terms, some of the
farmers have also complained abcut the malpractices
and the adulterated fertilisers sold by the private
dealers. Some of the allegations levelled against
them weres (1) Mixing of cheaper fertiliser with
costlier fertiliser and selling them at thc price of
the costlier fertilisers; (2) mixing salt in Ammonia,
sand in Urea ancd stones in Calcium; (3) putting the

old stock in new bags and selling at thz2 present
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prices; and (4) giving bills with a difference of
Rs.4-5 per bag. The sample farmers also‘expressed
that adulteration in the recent years has been re-
stricted. Majority of the sample farmers - 75 per
cent of the Telangana region and 90 per cent of
Coastal Andhra region - were confident about the qua-
lity of fertilisers sold by the private dealers. It
was noticad that farmers who always purchased from
one cdealer diQ not complain about the quality of
fertilisers. It was those farmers who changed
dealers often and bought fertiliser in small quanti-
ties who expressed dcubts about the cuality of ferti-
licers, Almost all the sample farmers in the two
regions expressed the need for the printing of the

date of explry and the date of manufacture on the

kags sold.

Similarly, the wholesale and the retail dealers
admitted that there were instances of adulteration
of complex fertilisers., As the identification of the
adulterated product is difficult, there is no way for
contrclling it. 7The fault, they claimed was with the

manufacturers, hence, samples should be taken at the
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Company depots and warchouses and not at their
depots.lo They also said that due to heavy conpe-
tition amecng the dealers, the profit mar.gin11 is
less, as a result of which, scope for malpractices
is restricted as that would affect their markets,
They also alleged that the co-operatives by giving

subsidles and credit try to dlspose the old stock.

The foregoing analysis reveals that the overall
efficlency of the supply system is influenced by two
factors - one, high competition among the private
dealers and the second, efficient functioning of the
co-operatives, For example, in Coastal Andhra, the
cempetition arong the dealers (there are 3 wholesale
dzalers and 9 retall dealers in the sample village)

is very high resulting in favourable prices and

13, Quality control measures are uvndertaken once in
3 months where the guallty control Inspector and
Agricultuaral Extension Officer (AZQ) collect
three samples from the dealers - one 1is kept with
the dealer, one with the AEQO and one is sent for
analysls. 3Sale of fertilisers ar=z sealed until
the arrival of the reports. I£ the reports are
delayed by over 20 days, the dealer sells the
fertilliser with the permission of the AEQ.

11, For the retail dealer the proflt margin is between
[1s.140-157/tonne incluaing all the rzbates and
transport subsidies. For the wholesale dealers
the profit margin is higher as they are entitled
£0r cquantity rebates which are gilvea when large
quantitics of fertilisers are bought.
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supply of good quality fertilisers., The same is not
evident in Telangana region, where there were only
two retall dealers {(out of which one is owned by a
rich farmer) and no cooperative societies., This
could be the wmain reason for the higher extent of

default in this region.

With regard to the other inputs, the farmers'
main complaint was about the non-availability of
seeds on time and the sale of adulterated seeds and
pesticides 1in the government cdepots as well as with
the private dealers. This 13 one of the reasons why
farmers depended on the fellow farmers for the pur-
chase of secds. Severe complaints were about adulte-
rated pesticides suprlied to the farmers. About 90
per cent of the farmers in Telangana and Coastal
Anéhra expressed the need for tively avallability and
unadulterated supply of seeds and pesticides. 3
farmers from Coastal andhra have expressed the need
for better cuality ploughs and other agricultural
implements, Having acnieved the desired changes in
the fertiliser supply system, it 1s in these arecas

that the supply system needs to be further streng-

thened.
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8.4. Fertiliser Use and the Credit Market

Credit, with reference to fertilisérs. is re-
quired for two major pPurposes. First, the Production
-Craditlz is required by the farmers for the purchase
of fertllisers and other inputs. The second, Distri-
bution Credit is required by the distributorz for pro=-
curement, stocking and distribution of fertilisers
Lefore it is sold to the farmers. In this section,
we confine our analysis to '‘production credit' as our
interest is mainly to study the extent of accessibi-

lity to institutional credit and the problem faced

by the farmersz in procuring such credit,

With the a2dopticn of multl 3zency approach fcr
rural crecit, co-operative credit agencies (especially

PACS) and commercial banksl3 have assumed greater

12, Production Credit has three componentss 'A' com-
ponent is given to finance wages of labour; ‘B’
component to finance the cost of input (especially
fertiliser)and 'C' componcnt to finance cost of
additional labour consecuent upon the ua» of in-
puts covered by 'B' component.

13. Regional Rural Banks (RRBs) have not been consi-
dered a3 their share in the total chort term loans

disburse@ was verv low. lorsover, the data forl
these banks was made available enly £rom mid 80's.
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importance in the credit delivery sysﬁem. However,
these agencies have not been able to meet the grow-
ing demand for credit especially with the introduc-
tion of modern inputs in Indian agriculture. It has
been estimated that the short term production credit
extended by these agencies hardly represented 50 per
cent of the demand in 1985.14 As such, the non-
institutional agencies charging high rates of interest,
have continued to gain popularity among the cultiva-
tors. In fact, it has been estimated that nearly 85
per cent of the cultivators®' cash debt in Andhra
Pracesh is from non-instituticnal agencies.15 One of
the reasons ror the cominance of non-institutional
dgercies 1is the quickness of their credlt assistance

through simple procedures. Our field insights also

support these observations.

63 per cent of the sample farmers in Coastal
Anchra and 71 per cent of the sample farmers in

Telangana hive strongly expressed the need for credit

14. N.S.Parthasarathy, 'Credit' found in the Procee-

dings of FAI Naticnal Seminar on Strategies for
Achisving Fartiliser Consurption Targets and
Ioroving Fertiliser Use Efficiency, FAIL, New

Delhi, 1981.
15, Ibid, Table 4, pp.IV/3/6.
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on easy terms especially for the purchase of ferti-
lisers. To put it in a different way, these farmers
wanted easy access to the institutional credit
agencies where the rate of interest is 11 per cent
while the interest rate with the moneylenders ranges

betwecn 24-34 per cent,

Lspecially significant in our analysis is the
higher percentage of farmers dependent on private
moneylenders in the underdeveloped areas of the state
(Sec Table 6.2). This is mainly due to the lack of
credit-worthiness of the majority of the farmers and
the poor banking facilities avallable in this region.
The high dependence on mcneylenders shows that the
farmers do not curtail fertiliser consumption even if
they have to take loans at a higher rate of interest,
Stated differently, the delays and noun-availability
of credit at the institutional credit agencies, makes
the farmer more dependent on private moneylenders
especially ia the under developed regions of the
state. Another important development is that of the
growing importance of fertiliser dealers amcong the
non-institutional credit agencies especially in the

developed reglons (Table 6.2)., Fertiliser dealers
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in order to capture the market, give credit on the
purchase of fertilisers with an interest.rate of 24
per cent, mainly to the small farmers. This not
only ensures a proper use of fertilisers but also
reduces the hold of the moneylenders on these far-
MerS.

Table 6.23 Sample Farmers dependent on different
credlt agencices for crop loans

Coastal Telangana

Andhra
1. Total sample farmers
(number) 40 38
2. Percentage not dependent
on loans B8 15
3. Percentage dependent on
non-institutional credit 48 50
(1) Percentage dependent
on fertiliser dealers 15 3
4, Percentage dependent on
institutional credits 80 34
(1) Co-operatives 10 -
(ii) Commercial banks 60 34

Note: The total for Coastal Andhra adds up to more
than 100 as many of the farmers depend on

more than one credit agency.
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The relatively higher pPercentage of sample
farmers not dependent on loans in Telangana region is
also interesting. These farmers are self-sufficient,
in the sense, that they have consumed Paddy grown
but have sold fruits and vegetables. They also have
off-farm income by maintaining provision stores and
engaging in allied activities like beedi making,
goultry farm etc, Thus, diversification of their
activities has helped these farmers to be self-

sufficient.

Among the institutional credit agencies, com=-
mercial kanks were more popular mainly due to the
simpl=s procedures inveolved. It can ke secn frcm
Table 6.2 that 86 per cent of the farmers in Coastal
Andhraand 100 per cent of the farmers in the Telangana
reqgion dependent on instituional credit borrowed from
commercial banks. Lcans were given by these banks
mainly against land and gold rather than against crop
production, Even though the better off farmers had
ecasy access to these banks, there were instances where

the not so better off farmers also got laons from
these banks. For instance, one of the ganple villa-

ges (Jagathimmapuram in Coastal Andhra) was adopted

by Indian Overseas Bank, as 2 result of which many
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farmers received crop loans. Similarly, in Telangana
region, many of the SC/ST cultivators reéeived laons
ranging between Rs.1,000 to 5,000 despite defaults,
Thus, it would seem that various schemes such as
Demand Promisory Note (DNP), Differential Interest
Scheme (DRI} etc. adopted and the stipulation of the
R3I that at least 20 per cent of the advances made to
these banks for agricultural purposes should go to the
weaker sections, have in fact, helped the farmers to a

certain extent.

On the other hand, the unpopulatity of the co-
cperztive socictlzs Lo vainly due to the linking of
the credit to the input supply system.16 10 per cent
of the credit given by these soclieties are kind loans
in the form of fertilisers, On many occasions, the
fertilisers thus given by these socleties were either
old stocks or the procucts which were not required by

the farmers. A3 such, even when the loans are taken

frcm the socleties, fertilisers are mainly bought

from the private dealers. Further, these procedures

16, For details on the problems faced by the Co-
operatives, see C.V.Raghavulu, "Fertiliser Distri-

bution through Co-operatives - Some Issues”,
Economic and Political Weekly, Vol. L, No.uo ,

October 4, 1969,
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sometimes force the farmers to indulge in malpracti-
ces. For instance, a farmer in Coastal Andhra

region, was sanctioned a loan for Rs.1000 from the
society on gold security. The soclety gave him cash
of Rs.9200 and fertilisers worth Rs.100. As the far-
mer did not have confidence in the fertiliser suppliedqd,
he in turn, sold the Rs,.100/- worth fertiliser to a
dealer for Rs.BO.l.7 Apart from these kind of restric-
tions, the procedures were also cumbersome at the
socleties. The farmers had to pay a registration fee
of Rs.11 and a deposit of Rs,500/- and yet, take

loans on gold security. In spite of all this, some-
times th: farmers viere denled loans even after making
repeated trips to the sccieties, They also said that
the cc-0operatives give subsidies if the loans are
repaid on time. But, due to the procedural encumbe-
rances in the disposal of loan applications, these

inceatives given by the societies do not help the

farmerse.

17. Similar findings were also given in another study.
See,Ibid, (1981).
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In Coastal Andhra region, Sugarcane factories
give production credit to the farmers apart from
giving fertiliser subsidies (1 bag or 50 kg per acre)
and seeds (1.2 tonnes of seeds/acre). The farmers
have to sell the output to the factory at a stipula-
ted time and price., The farmers are satisfied with
the price as the factory also gives transport
charges. Besldes thils, due to heavy corpetition among
the fertillser dealers and the need to capture the
market, these dealers sell fertilisers on credit
charging an interest of 24 per cent. The farmers
generally repay soon after the harvest and this way

the Zzalzr iz 3120 ascurad of th: market,

The high dependence of cultivators on private
moneylenders in Telangana reglon is mainly due to
thelr lack of credit worthiness. The farmers paid
an interest ranging from 24 to 36 per cent on these
loans. Due to these high lcan commitments, the
farmers sold most of their product soon after the
harvest at lower prices. Moreover, two farmers sald
that they had sold their product to the moneylenders

(who are also farmers) at prices lcwer than the harvest
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pricess This kind of exploitation by the money

lenders seems to be more prominent in underdeveloped

areds,

The dependence on moneylenders in Coastal Andhra
(which 1s a developed area) is relatively less. The
interest ratc paid was not more than 24 per cent. In
no instance was the interest paid in kind. This is
because most of the farmers dependent on loans, sup-
plemented these loans from the moneylenders with
loans from other sources of credit agencies (Table

6.3).

Table 6.33 Number of farmers dependent on more than
onea source of credit agencizs in Coastal

Angdhra
Number of farmers
1, Banks + licneylenders 5
2. Bankes + Co-operatives 4

J. Banks + Sugarcane
factories 4

4, Banks + Fertiliser
dealers 1

Total 14
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The figures in Table 6,3 imply that the:full
credlt requirements of the farmers is not met by
banks and this could bz one of the reasons why these
farmers go to the private moneylenders. The banks

ive a maximum of RsTSDOO which the farmer feels to
be inadequate (especially thcse who have more than 8

acres of wet land).

The other side of the credit market is the in-
stances of default which were found to be more in
Telangana region with a few SC cultivators. Some of
the lcans asanctioned to these cultlivators were given
to totihers by the manager. One farmer complainsad
that while he was sancticned a lacn of Rs,.3000, only
R5.1250 was given to him. Another farmer complained
that when a loan of Rs,.6000 was sanctioned, he was
given only Rs.1800 and the rest of the amount was
given in the form of bonds for 3 years. The Manager,
he alleges, has taken the interest. More than this,
the farmers had to make many trips to the banks be-
fore the officials could sanction the loans. These
examples only reveal the helplessness of the farmers

inspite of being aware of default. These types of
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administrative drawbacks have to be corrected to
further increase the efficiency of the working of

the credit system.

Thus, it would seem that the composition of
credit disbursement is assoclated with the level of
agrocuitural wcvelopment ¢f the region. Further, the
availability of bank credit apart from making credit
cheap seems to restrict the extent of exploitation

by the private noneylenders,

65. Zgrtiliser Use and the Price Policy

nith the increasing dependence on the use of

curchased i1nputs (ecpccially fertilisers), the
f£actor~-nrocduct price relationship assumes consicerable
ficportance in the economic calculations of the culti-
vators. This 15 because, assuming the physical
response of outzut to the inputs used teo be constant,
the net returns irom the inputs used, which eventusally
Jeceraine thzir Jdemand, is dependent on the prices of
the inputs and the output. However, in the event of

a technolégical breakthrough,the benefits accrued to

higher respenses would even offset unfavourable

factor-price rclationship. Under these circumstances,
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studying the price trends of inputs and output and
attributing the changes in demand solely to these

variations in prices would be misleading. Hence,

what would be of more relevance is to find out

whether

- increas:s in the prices of inputs would restrict

the growth of its use, and

- a fall in the prices of output would restrict the

growth of i{its production.

Fertilisers being one of the important inputs for
increasing yields, these issues are analysed against

1ts use at the farm level.

One of the main elements of the fertiliser
pricing policy in India is that of an uniform ferti-
liser prices for the whole country. This has been
conceived malnly to enable the consumers in remote
areas to benefit from fertiliser use without being
burdened by extra transport costs. Moreover, as the
focdgrain prices are more or less uniform throughout
the country, the price of fertiliser as the main and
the costlicst input should also remain uniform. How-

ever, in recality, the prices paid by the farmer for
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most of the fertilisers are more than these contro-
lled prices especially in under developed areas 18
(See Table 6.4). Thesec higher prices at the farm
level,despite aggregate supply being greater than
demand, 1is a consequence of two factors - one, certain
types of fertilisers only are preferred by the culti-
vators, as a result of wnich, the demand for those
fertilisers i1s much higher than their supply result-
ing in higher prices. The other factor is the non-
avallability or the low quality of fertilisers
supplied by the co-cperative societies which results
in the private dealers charging higher than the
controll:d zrices as the Gemand for thelr nroducts

Ilncreases.

These two phenomena would be true if the compe-
tition among the dealers is limited, For example, 1n
Coastal Anchra, where the competition among the
dealers 1s very high, desplte inefficient co-opera-
tives, almost equal or cven less than the controlled

prices prevalled. Interestingly, in Coastal Andchra,

18, It is possible that the fertiliser price diffe-
rences in underdeveloped areas could be due to
higher costs at the retail level where the real
price of fertilisers (i.e., price + interest
costs) 1s higher due to high interest costs,



Table 6.43

Controlled and the Average Farm-rs' Priceg, 1988

Rs,. per bag

:é ?2?iiifszge Contrelled Coastal Anchra Telangana 2;;;? ?Zige?i
¢ Price = Rs./bag Rs./%g. Ry, /bag Rs./kg. in Telangana
Rs./bag Rs/kg.
1 2 3 4 5 6 7 8
1. Urea 117,50 110-120 2.20-2.40 116-122 2,30-2.40 150 3,00
2. A S N 165 160 1.60 - - - -
3. DAP 144 140-145 3.50-3.60 140-148 3.50-3.75 - -
4, 28 3 28 1 O 1€0 172-175 3.44-3,50 185-190 3.70-3.80 280 7.00
S 20 : 20 : O 130 130-135 2,60-2.70 130-135 2,60-2.70 - -
6. 17 s 17 : 17 130 130-135 2.60-2,70 135-138 2,60-2.70 - -

Collected from the Directorate of Agriculture, Hyderabad.

v134
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the co-operative societies, however inefficient they
might have been,have still helped in contreolling the
prices of the popular fertiliser., The price of Urea
at the private dealers, in this region, has been
Rs.4 less than the price at which it is available
with the co-operatives. But this loss has been made
good by the private dealers by increasing the prices
ot the fertilisers which were not available with the

socleties.

Considering these arguments, the higher prices
of fertilisers in Telangana region especially for the
small farmers is not surprising. There were neither
co-operdtiva Jocicties anor competiticn among the
dealers. As cultivation in this region 1is dependent
on rains the setting .= in of the monsoon ilncreases

the demand for fertilisecrs resulting in the dealer
increasing the prices arbitrarily. It would then

seen that the cultivators® preference for specific
fertilisers, the extent of the availability with the
co-operatives and the competition among the dealers
determine the market price of fertilisers at the farm
lcevel. Thus, the question of supplying fertilisers

to the farmer at controlled prices ls not just that
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of enlarging the supplies of N,P and K, There is
need to encourage substitution among different types
of fertilisers. Similarly, what is also necessary
is the efficient working of the co-operatives which
is crucial for curtailing the increase in fertiliser

prices.

Alternatively, the farmer is not insensitive to
the changes in fertiliser prices, although the degree
of sensitiveness varies from region to region. In
Coastal Andhra, urea is most extensively used as it
is the cheapest available fertiliser, Complex ferti-
lisers, which are costlier, are used sparsely. Changes
in Zerziliser prices Jdo nov affect the gquantity of
fertilisers used, rather they affect the composition
of fertiliser used., DBetween 1987 and 1988, the price
of urea increased by Rs.16 per bag (from Rs.100 to
116), but the farmers in thils region did not reduce
the total quantity of fertiliser used. In fact, they

started to use more of complex fertilisers instead of

urea.

In Telangana, due to high risk in uncertainty,
increcase in fertiliser prices brought about changes

in the fertiliser use practices. Some of the farmers,
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while keeping the intensity of fertiliser use (Kgs/ha)
the same have reduced the fertilised area., Un the
other hand, some others reduced the intensity of
fertiliser use while keeping the fertilised area con-
stant. Another interesting feature peculiar to this
region is the sale of fertilisers in small quantities.
Many of the small farmers bought fertilisers in small
quantities paying Rs.7/Kg for 23128 and Rs.3/Kg for
urea. In effect, these prices are much higher than
the prices offered to the other cultivators as the
controlled prices for these fertilisers are only
as. 3.75/Kg and 2.38/Kg respectively. As such, some
O< e rarcers <owplained about the unprofitability
of Paddy culivation due to high fertiliser prices.
They gald that quintal of Paddy does not even buy one
tag of fertilisers. This exploitation by the private
dealers can be curtailed 1f efficient government co-

operatives are initiated in this region.

Even with regard to output prices (especially
that of Paddy), the sample farmers expressed their
dissatisfaction. All the sample farmers in the two
regions sold thelr product to the dealzrs of the rice
millers. when compared to the government marketing

yards, the prices offered by these dealers were bette;.
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Apart from procedural constraints, the prices were
low at the government yards due to different quality
grades. Adding the transport charges and discount-
ing for the damages the net return would be even less
1f sold at the regulated markets. It is for these
reasons the farmers preferred to sell their products
to the dealer as they pick up the product from the
farmers directly. The harvest prices offered by the
dealers in the two regions ranged between Rs.166/ to
Rs,.186/quintal, while the post harvest prices fluctua-
ted arocund Rs.200/quintal. Most of the farmers sold
thelr cutgut soen arter harvest as they had loan
commitments and storage facllities. Only a few Capi-
talist farmers in Coastal Andhra (10) and in Telangana

(5) s0ld their product as and when they required

TONey «

The ratio of input to output prices is consi-
dered to be important kecause decreasing the input
prices or increasing the output prices is expected
to have the same effect on the demand. But, the
implications of these two policies differ., While a
decrease in the prices of inputs restricts the free-

dom of the farmers to use other inputs more
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inefficiently, increasing the output prices allows

the farmers to use all the necessary inputs efficien-
tly. This line of reasoning is evident among the
sample farmers of the two regions. Most of the farmers
have expressed the desire for increaéing the output
prices (through various support measures) rather than

decrease the prices of fertilisers through subsidies,

Lastly, the real Cost of fertilisers in Coastal
Andhra is low when compared to Telangana region. In
Coastal Andhra, 2.8 kg of Paddy could buy 1 kg of N,
while 3.1 kg of Paddy 1s required to buy 1 kg of N in
Telangana rogion., With little diffor-neces in =ho
factor-procduct price relationship between the two
regions, the better terms in Coastal Andhra region
could bz due to higher physical resronses to fertili-
ser, Thus reducing the risk and strengthening the
extension and input supply network in Telangana region
can improve the economics of fertiliser use and bring

about the desired changes in the fertilliser scene,

Conclusion:

Azart from agro-eccnomic varisbles, the growth

of fertiliser use is governed by the strength of the
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extension network, supply ang distribution networks
and credit availability. Despite the important role
assigned to the T & V system in modern agriculture,
non-availability of credit seemed to the most impor-
tant factor hindering the acoption cf the new produc-
tion techniques., Farmers, especially the Family
farmers still depended to a large extent, on the non-
institutional credit agencies. As such, the exploita-
tion by the private moneylenders is still rampant
especially in the underdeveloped areas of the state.
One way of circumventing this expleoitation is
through diversification of agricultural activities
like beedimaning, poultry, sheep rearing etc. JSupple-
menting agriculture by these allied activities has a
positive effect on the financial position of the

farmers thus, reducing their dependence on credit.

Secondly, co-operative sccieties have an impor-
tant role to play in bringing about efficlency in the
total output supsly and credit systems. These co-
operatives not only help in curtailing the prices of
the fertilisers tut also in reducing the exploitation
by the private lenders. The unpopularity of these
socleties is mainly due to administrative drawbacks
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which have to be rectified. The need for these socie-
ties is felt more in the underdeveloped areas of the
state where the farmers are easy victims to the ex—
ploitation of the private dealers. Supply of un-
adulterated seeds and pesticides is also essential for

improving the yields in these regions.

Thirdly, there is a need for the extension and
imoroving of the efficiency of the T & V system
especially in the underdeveloped arcas of the state,
The failure of this system 1s mainly due to the
absence of demonstration by the VEOs, Although the
system envisaged demonstration and lzctures by the
vz0s t©o the contact farmers, ia reality, this has not
taken place. ©Once agaln this is dus to administrative
drawbacks which needs to be correctaed. Educationally
qualified personnel have to be inducted in order to

boost the confidenczs of the -farmers3 on these VEQs,

In‘short. our analysis reveals that there is a
neecd for reorganisation and intensificaticn of exten- o
sion cffort especially in the underdevelcped areas,
institutional reorganisation (particularly credit,

input supplies and marketing) and production instead

of input oriented price policles.
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CHAPTER VII

SUMMARY AND CONCLUSIONS

Indian agriculture, on the eve of Independence
was characterised by traditional technology (with low
yields and stagnant agricultural production), declining
per capita availlability of cultivable land due to
growing population pressure and an adverse institutional
set up.1 However, production and even yields began to 1
increase after 1950, due to expansion of irrigaticn
and implementation of institutional measures like abo-
lition of Zamindari system, consolidaticn of holdings
to some extent, setting up of Community Development ,J
Programmes and extension network. Yet, these increases
i preduction were mainly due to extension of cultiva-
ted area and changing cropping pattern rather than due
to increases in pure yields. As such, the droughts of
1965-66 and 1966-67 and the consequent increase in the
reliance on food imports (PL 480) pronounced the need
for a much rapid increase in agricultural production 1in

order to sustain the increasing demand for agricultural

1, For an elaborate discussion on this, see,
C.Subramaniam, The New Strateqgy in Indian Agqricul-
ture - The First Decade and After, Vikas Publishing
House, New Delhi, 1979; and, Biplab Dasgupta, The
New Agrarian Technolo and India The Macmillan

Company of iIndia Ltd., New Delhi, 1977.
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commodities. In view of the scarcity of land, this
increase in agricultural prcduction was sought to be

achieved by increasing lang pProductivity.

Broadly speaking, there are two views which
discuss the scope for increasing agricultural produc-
tion in the context of underdeveloped countries chara-
cterized by traditional agriculture. One sharec by
Shultz and Mellor and the other by Kusum Nair and John
Acams. The economic logic behind the low productivity
of traditional agriculture is that because of constant
state of arts, constant preferences and motives, agri-
culture gradually arrives at a peculiar type of econo-
mic ecuilibrium. In such conditicns, Shultz and
llellor argue that increasing yields would be only
through modernizing agriculture. For thils, they re-
commend programmes that provide new agricultural inputs
with high pay off, and supply of these inputs at
favourable priCeS.2 On the other hand, Nair and Adams

argue that simple improvements in traditional

2., T.d.Shultz, Transforming Traditional Agriculture,
Cyall Book Depoct, Bhopal, 1964; and John Mellor,
Increacing Agricultural Production in Early Stages
Sf Economic Dovelocoment, found in Tara Shukla (ed.),
"focnomics of Underdeveloped Agriculture', Vora
and Co, Pvt. Ltd,.,, Bombay, 1969.
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practices such as innovations in the methods of land
use and cropping system suited to local conditions

would raise the productivity level substantially.3

From the recent trends in agricultural produc-
tion in Indila, a fact which stands out is that tradi-
tional factors like land and labour have ceased to be
predominant sources of growth. The decomposition of
the growth of productivity in the 19503 (Iperiod) and
since mid-1960s (II period) carried out by Dharam
Narain has clearly broucht ocut the limitatioas to the
growth of productivity within the frarework of tradi-
tional technology)as the sources of growth over time,
have changed., His results show that 70 per cent of
the increase in productivity 1in the I period was mainly
due to changes in the cropping pattern and locational
shifts of area under individual crops and 30 per cent
due to the increases in the yield per hectare. As

against this, in the II period over 60 per cent of the

3. Kusum Nair, Trasforming Traditionally: Labour and
Land Us= in Agriculture in Asia and Africa, Allied
Publisncrs Pvte. Ltd., New Delhi, 1983; and John
Adamg, Peasant Rationalitys Individuals, Grours,
Cultures, XInstitute for Social and Economic Change,

Bangalore, 1985 (unpublished) .
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increases in productivity is accounted for by increa-
ses 1n yield,while Ccropping pattern changes and
locational shifts accounted for less than 40 per cent,
In fact, his results also show that the growth rate
of yields in the II period was two and a half times
more than what it was in the I period. This he attri-
butes to the increased use cf fertilisaxs in the II
period. Despite this, the overall growth rate of
productlvity continued to remain moderate due to the
substantial decline and more weightage given to the

cropping pattern changes.4

Thus, 'transforming traditionally® may not be
*22cible Zor Indla at lzast 23 3an oxclusive source of
growth because agricultural growth depends heavily
uron the increases in agricultural productivity result-
ing from land augmenting technological changes (such
as use of fertiliszr, fertiliser responsive crop
varieties, irrigation, etc) and appropriate economic
incentives. Even with such a strategy, traditional
practices and knowledge cannot be ignored as they

increase the use efficlency of the modern inputs espe-

cially fertillsers.

4. K.l.Raj, Amartya Sen, C.H.Hanumantha Rao (ed.),
Dharam Narain - Studies on Indian Agriculture,
Oxford University Presc, Bombay, 19688, pp.136-138

and 160.
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In India, the growing importance of fertilisers
owes much to the 'New agricultural strategy' adopted
by the government in 1966-67. Due to the genetic
characteristics of the HYV seeds introduced, large quan-
tities of fertilisers was needed to realise the poten-
tial yields of these seeds. Added to this, other yield-
increasing technologies (like irrigation) also required
high levels of fertiliser applicaticn. And, with
limited scope for expanding cultivable land, increas-
ing and sustaining high levels of crop yields is deter-
mined by the fertility of the colls for which chemical
fertilisers have becoma increasingly important. Thus,
it is not surpricsing to find consumption of fertillser
which wus hardly 100,000 metric tonies in the ecarly
6C's to have risen te 8.2 million metric tcnnes by
1984-85, Yet, one shculd not be complacent about these
high rates of growth in fertiliser consumption. Conti-
nuous increases in yield levels, which is a necessity
for our country, depends to a large extent on further
accelerating growth in fertiliser consumption by huge,
unprecedented annual increments. According to some of
the consumption estimates, fertillser consumption is

expected to increase to 14 mmts by 1989-90 and to 20

mmts by 2000 A.D.
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At the same time, the objective of maximising
yields should be at minimum costs. Fertilisers being
costly, fertiliser subsidies have risen with the
result, the real cost of agricultural deﬁeloPment
strategy has worked out to be very high.5 Thus, the
challenge which India faces is to stimulate increased
food and agricultural production through efficient
and economic use of fertilisers, In this regard, there
is an urgent need for evaluating the effectiveness and
economic implications of fertiliser use. Moreover, the
increasing costs of fertilisers relative to output
prices, since the early 70's and the persistent failure
to realise the consumption targets inspite of the
pressing necd to increase agricultural production,
necessitates identification of key potential constraints
to expand fertiliser use and problems involved in
increasing 1its productivity. Afterall, fertilisers are
costly input3s and have to be used effectively. It is

to these 1ssues that our analysis has focussed upon.

5., M.V.Nadkarni, "Crisis of Increasing Costs in

Agriculture - I there a way out"”, Economic and
29, September 24,

Political Weekly, Vol. XXIIX, No.:=
1988, see ecpecially Table 3 on page A-117,
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Inspite of severa; studies on fertiliser use,
its economics and its impact on crop productivity
and growth, our knowledge about fertilisérs is 2111
inadequate particularly in terms of inter-regional
and inter-farm differences and factors affecting ferti-
liser use and their impact at disaggregated and field
levels. Therefore, attempts at understanding past
growth of fertilisers - in terms of its determinants
and economics - at a disaggregated level 4in a region,
rather than the country as a whole, would yield new
insights. It is for this reason, we have focussed

our attention on a single state - Andhra Pradesh.

Past experience has shown that fertiliser use
is a multi-dimensional phenomenon, an analysis of
which would involve its production, imports, consum-
ption, price policies etc. Even while recognising the
importance of these aspects, cur study confines ltself

mainly to the consumption aspect taking the state of
Andhra Pradesh has three distinct reéions - Coastal
Andhra, Rayalaseema and Telangana - which makes it
possible to analyse the varying roles assigned to fer-

tilisers in three different and distinct climatilc,

institutional and cultural set-ups.
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The empirical analysis of our study has three
main components, all of which would Yield insights
into the relevance and importance of fertiliser use.
The first component comprising of an analysis of the
fertiliser consumption trends (both time serles and
aCross cross-section of holdings) helps to identify
the growth factors and thus facilititates to comment
on the future prospects for incréasing fertiliser
use, The second component consisting of the analysis
of the farm level data collected by the Comprehensive
Scheme of Cost of Cultivation throws light on the
important determinants and economics of fertiliser use.
This has been useful in not only explaining the diffe-
rences of fertiliser use as between the three regions
but also between two classes of farmers - Capitalist
and Famlly farmers -~ in a given region. The third
comgonent which corsists of the qualitative insights
from actual field visits discusses the relative impor-

tance of non-price factors vis-a-vis price factors.,

Growth of Pertiliser Use - An Analysis

Often, growth of fertiliser use 1s considered
to be a consequence of farmers' demand for fertilisers,
As such, factors that influence the returns to ferti-

lisers like response functions (i.e., agronomic
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variables), price of fertilisers and price of output
are considered. In other words, the farmers' demand
for fertiliser is assumed to be sensitive to changes
in the price environment. As we shall see below, this
is not always true. The major drawback of this
methodology is that the supply and distribution systems
are completely ignored. When the use of fertilisers

1s relstively new (as in the 60's), the limitations on
suoply and distribution is not so apparent as its use
will be confined to a small area, However, with diffu-
sion of fertiliser use across farmers/regions, the
availability of fertilisers to the farmers at the right
time and in adequate quantities proves to be an impor-

tant factor in determining growth in fertiliser use.

Viewed thus, aggregate fertiliser use is a func-
ticn of demand, supply and distribution network. More
specifically, it is influenced by (1) upward shifts
in the response function implyling an increase in the

economic potential for fertilisers;6 (11) facilitating

6. Even under the prevalling response functions, eco-
nomic potential of fertiliser use is dependent on
diffusion of use among crops, extent of fertilised
arca and the rate of application. As long as there
is untapped economic potential i.e., as long as the
diffusion among crops/area is not complete a?d the
rates of application are sub-optimal, farmers
cemand for fertilisers can increase without any
accompanying shifts in the response function.
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the farmer to reach this potential by providing him
with the necessary knowledge i.e., strengthening
extension services; (iii) adecuate fertiliser supplies
in terms of domestic production; {(iv) efficient credit
and distribution systems. These four systems increase
fertiliser use by tapping the untapped economic poten-
tial and by continuously raising this potential,

Sinmul taneously, these systems and interactions ameng
them are in turn, influenced by prices, institutional

set up and government policies (Chapter V).7

In the perspective outlined above, growth of
fertiliser use in Andhra Pradesh and the prospects for

incrzasing the same 15 analysed briefly.

Even with such impressive growth in Andhra
Pradesh, fertiliser consumption pattern across crops,
regions and farmers continued to remain a skewed at
least till the mid-70's. In other words, the base
sup.orting ygyrowth in fertiliser consumption has re-

mained narrow.e Fertiliser consumption, till 1976-77,

7. See G.M.Desail, "Price Environment, Government Poli-
clies and Growth of Fertiliser Use in India", Annual
Seminor FAI, Towards Self-Reliance in Fertiliser

Sector, New Delhi, December 8-10, 1988.

8., At the national level similar observations were made
by Desal, see G.M.Desai, Sustaining Rapid Growth in
India's Fertiliser Consumption: A Perspective Based
on Compositicn of Use, IFPRI, Washington D.C.,1982;
and Ge.leDesal, "A Critical Review of Fertiliser
Consumption after 1974-75 and Prospects of Future
Growth", Fertiliser News, July, 1978,
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has confined mainly to irrigated area and to a few
Crops. A little ower 25 per cent of the total area
only has been fertilised. Further more, much of the
land under small and marginal holdings has still
remained unfertilised, And, except for commercial
crops like sugarcane, chillies etc,, the rates of
fertiliser use on most of the other crops is still low.
This 1s so even more in unirrigated areas, All these
observations put together suggest that even in irrigated
areas there 1s untapped economic potential and more in
unirrigated areas. Ancther interesting observation i3
that of the slow spread of fertiliser use in unirriga-
tod areas even without complete diffusion in irrigated
areas (Chapter IIl). From this, it is evident that
apart from agro-economic variables, other factors also
exert considerable influence on the use of fertilisers.
It is possible that the pressure from the supply side
resulting in the development of the distribution net-
work (in irrigated areas and to a smaller extent, in
unirrigated areas) could have been a major contribu-
tion for the spread of fertiliser to unirrigated areas.
If this argument holds true, then these trends suggest
that even under a given response function, past growth

of fertiliser consumption could have been faster if not
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for the inefficiencies in the supply and distribution
systems. A further support to this arqument is the
slow diffusion across crops/regions despite upward

shifts in the response functions.9

The relationship between fertiliser use and
efficient sup:ly and distribution systems was also
noticed during our field visits. In the Coastal Andhra
region, where fertiliser consumption is high, the
supply and distribution networksare well developed.
The village, visited in this region (Peddapuram), has
3 wholesale dealers and 9 retail dealers. The ferti-
liscrs demanded by the farmers are also available at
the right time and at competitive prices. On the
centrary., in felangana ragion, where the tertiliser
consumption 18 relatively low, supply of fertilisers
is inadequate and the distribution network 1s ineffi-
cient, Kesampet, the village visited in this region,
had only two retail dealers with poorly stocked
supplies. Added to this, the low fertiliser consuming
areag, also have poor extension facilities, thereby

limiting the returns to fertiliser use (Chapter VI).

9, Gross irrigated area increased from 3,6 lakh
hectares in 1972-73 to 4.5 lakh hectares in 1982«
83, Similarly, area under HYV also increased from

296 thousand hectares in 1975-76 to 447 thousand
hectares in 1984-85.
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Under these conditions, further increases in
fertiliser use in the high consuming areas will be
limited due to the prevalence of diminishing marginal
returns. Thus, sustaining high levels of fertiliser
use would require rapid spread to unirrigated areas
and increasing the rates of application in these areas.
This would also imply an increase and an efficient use

of the irrigation facilities.

One of the reasons for low productivity in un-
irrigated arcas 1s low soil fertility. There is
evidence to show that fertiliser use in these areas
is profitable.10 Judicious use of fertilisérs, appro-
priate fertiliser andé agrenomic practices (which would
mean correcting the soil deficiencies) are critical
for increasing the yields., Hence, unless extension
system 1s well developed, demonstrations are carried
out by the extension personnel, credit availability is
adequate and fertiliser distribution system is effi-
clent, achieving fertiliser consumpfion targets in the

future, would be difficult.

10. CLven under dry conditions, crops respond to ferti-
licers profitably upto 50 Kg/ha of N and increase
the yield ranging from 20 to 70 per cent and the
net return per rupee of fertilisers, ranging from
R5.0.,37 to R5.2.50. See I.C.Mahapatra, Rajendra
Prasad and S.R. Bapat, “"Fertillsexs Pay Well Even

under Dry Land Conditions", Indian Farming, June,
1973.
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Price Vs Non-Price Factors:

One of the reasons for giving fertiliser
subsidies is to provide fertilisers at reasonably
low prices to the farmers, The implicit assumption
here 1s that fertiliser prices have a negative and
a significant impact on its consumption. Similarly,
crop price policies also recelve considerable {mpor-
tance because increases in crop prices can neutralise
the negative effect of increases in fertiliser prices,
for it is the real prices (fertiliser prices relative
to output prices) which affect the profitability of

the farmers.

The price of fertilisers in India is not
determined by the equilibrium between fertiliser supply
and demand rather it is derived from the optimal level
of final demand and supply of food. Thus, one of the
main objectives for giving fertiliser subsidies 1s to
attain self-sufficiency in agriculture and to bring
about long term changes in the behaviour of the farmers.
In this sense, subsidy 1s considered as a promotor of

the risk bearing capacity of the farmer especially the

subsistence farmers.



332

Similarly, fertiliser subsidies also assure a
reasonable return to the producers such that domestic
production would increase to meet the gréwing demané}
These twin objectives of the Fertiliser Price Policy
resulted in (1) maintaining uniform farmgate prices
at reasonably low levels and {(ii) the introduction of
the Retention Price Scheme under which the producer
1s assured of a 12 per cent net return if certain
norns are followed.12 This fair price deal assured
to the industry necessitated the retention prices to
be higher than the farmgate prices leading to the

increase in the quantum of fertiliser subsidies.13

11, Tortiliser cubsidies were introduced in 1976-77
3fter the oll crisis of 1973 which had a dramatic
impact on the imported fertilisers. Subsidies are
3iven for both ilmported and domestic fertilisers.

12. Retention prices are determined based on certailn
norms: (1) 80 per cent capacity utilisation, (2)
consumption of raw materlals, (3) utilities and
other inputs, (4) maintenance and other costs,
(5) post-tax return of 12 per cent on net worth.

13. An analysis of the Retention Price Scheme has
shown that increases in fertiliser subsidies are
mainly due to increased consumpticn and produc-
tion, high investment cost of the new fertiliser
factorles, escalation of the feedstock prices and
increased cost of fertiliser distribution., There
i5 considerable scope to lower the cost of pro-
duction and thus reduce subsidies by "raising the
capacity utilisation and efficlency of many
faortiliser plantsy by rationalising the prices of
fertili-er raw materials, feedstocks etcy by
better planning of new projects®, See, Desai,

op.cit, 1988.
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Although subsidies have helped in bringing about
the desired hike in fertiliser production, the same is
not evident in the consumption of fertiliéers. Inspite
of an increase in fertiliser consumption in absoclute
terms, the difference in growth rates at mean between
the pre (8.5%) and post (9.1%) subsidily period is in-
significant. Moreover, the glut in the fertiliser
market has posed a problem despite high fertiliser sub-
sidies. This situation questions the efficacy of sub-
sidies to peg up the growth rate in fertiliser consump-
tion., Here, it alsc needs to be emphasised that
fertilisers is one of the inputs for agricultural
production and without the complementary inputs,returns
to fertilisers may not be very high. Thus, a rapid anad
a sustained growth in fertiliser consumption can be
achieved by increasing the efficiency of the non-

price measures,

Yat, this 1s not to suggest that changes in
fertiliser prices do not exert any influence on its
use because cheap fertilisers like Urea is more extehli
sively used when compared to the expensive complex
fertilisers. But, what is of more importance is that

the degree of this negative assoclation 1s not very

significant. In this connectlon, Desai's thesis of
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the influence of 'supply push' factor in accelerating
the growth in fertiliser consumption gains relevance.
His argument is that as there are constraints in fur-
ther lowering the real cost of fertilisers, non=price
policies like improving the efficiency of fertiliser
use, shift in response functions, expanding agricul-
tural research, extension and credit and improving
fertiliser supply and distribution systems have to be

strengthened.l4

Thus, even i1f the farmgate prices are
increased gradually, the negative effect of the price
riSe will he more than compensated by the improvement
0Z the non«price policy measures as these factors have

a deflaitoe inpact cn oo fertiliser consumption and

agricultural production.

Similarly, in the past, the price policy for
crops has played a key role in accelerating the spread
of HYV and thus increasing farmers' demand for ferti-
lisers. It is believed that one of the prime reasons
for the success of the 'New Agricultural Strategy' was

the recommendation of a 15 per cent rise in the

support prices in 1964.15 In the event of expanded

14, Gu.l.Desal, “Policles for Growth in Fertiliser
Consumption - The Next Stage”, Economic and

Political heekly, Vol.xXX1, No.21, May 24, 1586.

15, Subramaniam, op.cit, 1979.



agricultural production, large marketable surpluses
would have depressed the crop prices and this, in turn,
would have had an adverse impact on the diffusion of
HYV's and the demand for fertilisers. However, this
kind of impact of agricultural price policy does not
seem to be effective on the demand for fertilisers

any longer. This is because 4diffusion of HYV and
rates of fertiliser application have reached high levels.
Further, increasing supcort prices has far reaching
implications especially due to inelastic demand for
foodgrains. Increasing supoort prices wihtout accom-

panylng increases in the retail prices is the main

.

Stosluliszs. .sltere

Py

rzason for the jrcwing burden o food
natively, increasing retall prices results in general

inflationary trends.

In all this, what we have failed to understand 1s
that subsidies (either fertiliser or food) are only
short term measures and do not become permanent parts
of any public programme. In the long run, focd self-
sufficicncy (at minimum cost) can be achieved only
through improvements in physical and institutional in-
frastructure such as irrigation, location=-specific

research, extens3ion, strengthening supply, distributiocn
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and credit networks etc.,, which have the capacity of
shifting the production function upwards, Thus, it
would seem non-price policies would become more cru-

cial in the future than they were in the past.

Distribution of Gains and Fertiliser Use

One of the criticisms against the introduction of
the ‘llew Agricultural Strategy' was the unequal distri-
bution of benefits between farmers/ regions due to its
selective approach. Given the prevailing institutional
set up, modern inputs (especially HYV and fertiliser)
were first initlated in aresas where favourable physical
endowmcnts and infrastructure exdsted and within these
areas, progressive farmers were selected, The rationale
behind this strategy was, given the limited supply of
Todern 1hputs and the need to increase agricultural
procduction quickly, these scarce inputs should be
used optimally. However, it was assumed that these
initial inequélities would gradually disappear as the
new technology adopted by the large farmers would per-
colate to small farmers. This theory was based on the

assumption that new tecihnclogy was 'scale neutral'.
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It is true that, over time, the new technology
had spread to the smaller farmers, but to a limited
extent., Our cross-sectional analysis of size holdings
revealed that between 1970-71 and 1976-77, despite a
reduction in the disparities in fertiliser use between
the large and small holdings, the diffusion across
small holdings was limited (Chapter III). The factors
responsible for such a trend were more due to social
and 1nstitutional factors rather than due to technolo-
gical or economic factors. This is because, even though
new technology is *scale neutral’, the access to re-
sources 15 not 3scale neutral. This 1s very clearly
brougnt out 1n our analysis where it has been shown
that different factors affect the level of fertiliser
use of Capitalist and Family farmers identified in our
framework. These two classes of farmers respond to
modern technology in different ways in terms of their
Paccess to resources and the uncertainty of the envi-
ronments in which they have to make production deci-

sions".16 Due to the presence of highly imperfect

16. John Hariss, Capitalism and Peasant Farming:
Aqrarian Structure and Ideolo in Northern
Tamil Nadu, Oxford Unjiversity Press, New LCelhi,

1982,
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factor markets in the countryside, the economic and
political power is concentrated among a small group

of farmers. As a result of this, there is restricted
access to the means of production to a large section
of farmers (mainly Family farmers) which affects the
method of cultivation and the efficiency of the system
as a whole.17 Moreover, this imperfect market struc-
ture also results in the divergence of the market
prices from their social opportunity cost bringing
about a multiplicity of prices for a single input,

In other words, different groups tend to pay different

prices for the same input,

Thus, it is possible to argue that under these
conditions, the real cost of inputs like fertilisers,
credit, water, labour and land is much higher for the
Family farmers than for the Capitalist farmers. For
instanca, fertilisers are not only subsidised but are
also rationed. The timely availability of fertilisers
13 one of the pre-conditions for higher yields. 1In
like situations, the Capitalist farmers with superior
economic and social power can gain eagy access to pro=-

cure fertilisers and extension services and the same

might not be available for the Family farmers.

17. Keith Griffin, The Green Revolution: An Economic
Analysis, UNRISD, Geneva, 1972.
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Secondly, the high price of fertilisers might not
deter a Capitallst farmer from using fertiliser
because of his better resource endowments. But, a
Family farmer with little access to credit, has to seek
loans from moneylenders (paying a much higher rate of
interest) in order to meet the cost of this input. In
such a situation, the real cost of using fertiliser is
not only high for the Family farmers but is also above
the social copportunity cost. Further, the timely
avallability of fertiliser by itself may act as a con-
straint to these farmers. Under these circumstances,
the levels of fertiliser use by the Family farmers
would be much lower when compared to the Capitalist
farmers, It is against such a background that the

determinants of fertiliser use were studied.

The results of our analysis corroborate with these
hypotheses (Chapter 1V). Apart from these, inaccess-
ibility of these farmers to extension services further
reduce the efficilency of their fertiliser use. Under
such conditions, it is necessary for the Family farmers
to galn easy access to these resources especially

fertilisers and other agricultural inputs.
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Net income has a dominant influence on ferti-
liser use. This only proves the availability of
capital at the right time is very essential for
fertiliser use. In this regard, availability of
credit at reasonable rates to all sections of pea-
santry is very ecssé@ntial. Supplementing this, sub-
sidiary occupations by the farmers should be
encouraged. In fact, by giving loans directly for
the purchase of inputs (loan B), the probability of
default is higher due to risk and uncertainty.
Instead, if loans are given to encourage subsidiary
occupations, apart from curtailing the demand for
credit, loan repayments would also be easier for the

farmers.

Due to the above factors, net returns to ferti-
liser use is generally noted to be high among the
Capitalist farmers. However, there is still scope
for Increasing the levels of fertiliser use among
these farmers by increasing fertiliser use efficlency.
Stagnant rice ylields in Coastal Andhra is mainly due
to poor soil) conditions and improper fertiliser
practices. The use of organic manure to improve the

soil condition, and regular soil testing schemes for
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ccrrecting the soll deficiencies would improve and
sustain high levels of rice ylelds. For the Family
farmers of this region, low fertiliser use effici-
ency 1s due to imbalanced use of fertilisers where
Nitrogen (N) 1is used extensively. In situations like
this, using adequate quantities of P and K which are
the limiting factors would result in a higher ferti-
liser use efficlency. The process of learning and
adoption by the farmers, over time, is slow. Hence,
strengthening the extension sexvices, would hasten
this process of learning and would give better
results, Similarly, poor extension and improper
management practices resulted in low fertiliser use
efficiency in Rayalaseema region. Contrary to this,
fertiliser use efficiency, in Telangana region, seems
to be affected more by supply constraints (Chapters

V & VI).

Thus, in all respects, the Family farmers are
discriminated against in the distribution of gains.
Attempts made by the government to remove these by
crecating special agencies like SFDA and expansion of
credit have made little lmpact. Several studies have

shown that the benefits of SFDA have been cornered
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by the rich farmers. Credit, to a major extent,

has continued to remain in the domain of the large
farmers. Further, government stipulatioﬁs to banks
to give a fixed proportion (20 per cent) of loans

to small and SC farmers only resulted in default
(Chapter VI). All this is due to the socio-political
structure of the villages and the rural countryside
as a whole, Unless the institutional structure of
the villages is changed through genuine land reforms,
this skewedness in the distribution of gains will

continue,

To sum up, there is a vast potential for
increaszing fertiliser use efficiency especially in
underdeveloped areas. For this, there is a need for
intensification of extension netwo¢rk. Secondly, in
order to encourage fertiliser use among the Family
farmers, agriculture should be made profitable. For
this there 1s a need for institutional reorganisation
particularly with regard to credit, input supplies
and marketing. Without taking into account these
basic and important issues, price manipulations alone
will not yield viable results. In all this, it should
not be forgotten that increasing fertiliser use is

only a 'means' for attaining higher yields and not

an 'end' by itself.
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