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Indian economic data in July on industrial growth and inflation was disappointing. Industrial sector growth slowed to
3.4 per cent in June 2014 with the manufacturing sector, the largest component, growing at an anemic 1.8 per cent.
But the more worrying set of statistics was the rise in retail inflation to 7.96 per cent in July 2014, which also reversed
the declining trend observed since December 2013.

Not only is this raising consumer anger against the government but it also

lowers the prospects of an interest rate cut by the Reserve Bank of India that

could reignite growth and investment in an environment in which credit uptake

remains very poor. And finally, rising inflation always provides the political

opposition with a stick to beat the government with, thereby putting it on the

defensive.

Retail food inflation continues to persist at near double digits — 9.36 per cent

in July. In the case of food inflation, it is the same old story with the prices of

proteins (eggs, fish, and meat), milk, fruits and vegetables leading the

inflationary charge. The principal culprits have once again been fruits and

vegetables: inflation in the prices of these commodities in July 2014 came in

at 22.5 per cent and 16.8 per cent respectively. This can only worsen as

monsoons continue to disrupt supplies and demand becomes stronger with the onset of the Hindu festival season.

Clearly, measures taken by the new government have failed to make any significant dent in inflation. These measures have largely taken the form of

‘administrative’ steps of raids against people hoarding food and the issuing of non-bailable warrants against them. It is surprising that the government

continues to expect this ‘district magistrate’ type of approach to yield results in economic management. It should surely realise by now that it does not.

Apparently even the removal of fruits and vegetables from the lists of the Agricultural Produce Market Committee in Delhi has not had a dampening effect

on prices. Farmers have clearly been unable to find other channels for selling their products.

One way forward could be for the government to incentivise the National Dairy Development Board to scale up their successful Safal venture and enter

wholesale markets more aggressively.

The medium-term solution for controlling food inflation can only be raising production of commodities that are in short supply and improving yields and

productivity. Unfortunately, it is hard to attract investment into the production of these perishable goods because actual and perceived risks are much

higher than in crops enjoying minimum support prices. This necessitates some radical thinking.

The absence of large-scale organised retailers, like supermarkets, has resulted in meagre investment in logistics and backend infrastructure between farm

gates and markets. Consequently, wastage remains high. It is indeed surprising that the Ministry of Food and Agriculture has not uttered even a word on
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the persistently high and worsening food inflation or about any measures to raise production or productivity. Cracking down on hoarding can only bring

very temporary respite, if any, and is not a solution. It is critical that the government considers some other measures to boost supply, which would help

to rein in food inflation and reverse inflationary expectations.

Two such measures can be considered right away. First, the government should liberalise agriculture imports and lower import duties on fruits and

vegetables to a flat 10 per cent. At present fruits attract a wide range of import tariffs ranging from 25 per cent for grapefruits to 50 per cent for apples,

70 per cent for coconut flesh and 105 per cent for dried grapes. The majority of fruit varieties, as also nearly all the vegetables, however, attract an

import tariff of 30 per cent. The rationale, if any, for differentiated import duties on fruits is not clear.

Vested interests will raise the bogey of such import duty reduction hurting our poor farmers. This is dishonest and disingenuous. The reduction in import

prices will principally affect trade and intermediary margins, because farm gate prices are in any case strictly cost plus due to farmers’ inability to hold on

to their output. India’s balance of payments will also not be much affected. In 2013-14, India imported less than US$1 billion of fruits and vegetables.

The second immediate step should be to minimise non-tariff barriers that hold up imports of food into India. Food imports are subject to long procedural

delays, arbitrary and frequent changes in regulations and unpredictable payments. Testing laboratories, located far from the borders, take weeks to give

their reports and often only once they receive a bribe. It is high time that India removed these non-tariff barriers and opened its markets for fruit and

vegetable imports from neighbouring countries.

This will have the twin benefits of winning friends in our neighbourhood and also augmenting food

supplies to rein in inflation. Most importantly, it will demonstrate to the traders, hoarders and

speculators the government’s determination to fight food inflation, which ultimately hurts the poor

most of all. It is time that the government must think a bit less administratively and a bit more

imaginatively to defeat inflation.

Defeating India’s disastrous food price inflation with trade is republished with permission from East Asia

Forum

Featured Report That You Might
Like:

Country Analysis Report: India, In-depth
PESTLE Insights

...

Need more featured reports? Check out Economy Watch's research Store

Philippines Economic Forecast

Hong Kong Economy

China Steps Up Calls To End US Dollar’s
Reign As World’s…

Arizona Municipal Bonds

Will trade help defeat India's terribly high food price inflation? | Econo... http://www.economywatch.com/features/Will-trade-help-defeat-Indias-te...

2 of 4 9/16/2014 1:26 PM



See more Economy Watch features

See more sections

WORLD
ECONOMY

SECTIONS:

INDUSTRIES &
BUSINESS

SECTIONS:

World Industries

COMPANIES &
INVESTMENTS

SECTIONS:

Investing and

PERSONAL
FINANCE

SECTIONS:

CAREER
FINDER

SECTIONS:

Economic Statistics By

Recommended by

Featured Sections

India Foreign Trade Policy India Industry Indian
Agriculture Indian Budget Indian Consumer Price

Index Indian Economic Policies Indian Economy Indian

Foreign Trade Indian Tax Reserve Bank of India Central Banks China
Economy Companies & Investments Indian Business
Management Institutes Industries & Business Personal Finance

US Companies US Credit Cards US Economy World
Economy

France Spend Over $4 Billion On Trains ‘Too Wide’ For Stations Cybercrimes Cost Global Economy $445 Billion A Year: Report

Russia-China Sign $400 Billion Natural Gas Deal U.S. Federal Deficit Spending Falls at Accelerating Rate

0 Comments

Will trade help defeat India's terribly high food price inflation? | Econo... http://www.economywatch.com/features/Will-trade-help-defeat-Indias-te...

3 of 4 9/16/2014 1:26 PM



Africa Economy

Americas Economy

Asia-Pacific Economy

Europe Economy

Economics Theories &
Systems

EDITOR'S PICK:

Fastest Growing
Economies In 2013

Directory

International
Organisations

Trade Organisations

EDITOR'S PICK:

The Blame Game: If
The Banks Didn’t Cause
The Financial Crisis,
What Did?

Investments

Major Companies &
Stocks

Commodities

EDITOR'S PICK:

Investing in Iraq:
Ingenious or Insane?

Credit Cards

Insurance

Banking & Finance

EDITOR'S PICK:

Money Advice from The
World’s Filthy Rich

Country

Economic Indicators

Price Index Indicators

FEATURED:

Worldwide Consumer
Confidence Index

ECONOMY WATCH About Us Contact the Editor Contribute to Economy Watch Advertise on Economy Watch Sources Privacy Policy
Terms of Service Sitemap Subscribe to Economy Watch

Copyright © Economywatch.com. All Rights Reserved.

Will trade help defeat India's terribly high food price inflation? | Econo... http://www.economywatch.com/features/Will-trade-help-defeat-Indias-te...

4 of 4 9/16/2014 1:26 PM


