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Abstract

This report describes and analyzes policies and other factors that affect U.S. agricultural
exports to India. The findings suggest that India’s high agricultural tariffs are a
significant impediment to U.S. agricultural exports and that certain Indian nontariff
measures (NTMs), including sanitary and phyosanitary measures, substantially limit or
effectively prohibit certain U.S. agricultural products. Agriculture is vital to India’s
economy, accounting for a substantial share of employment (60 percent) and GDP
(17 percent). Since India is largely self-sufficient in agricultural production, agricultural
imports represent a small share of Indian consumption and are concentrated in a few
products. Broad intervention by the Indian government in the agricultural sector,
including restrictive and variable trade policies, are designed to protect domestic
producers and consumers. The study provides an overview of Indian agricultural
production, imports, and consumption during 2003-08; Indian tariffs and NTMs; the
Indian food marketing and distribution system; and Indian government regulations
relating to the agricultural market, including foreign direct investment and intellectual
property rights policies. The study also provides economic modeling analysis of the
effects of Indian tariffs and certain NTMs on U.S. agricultural exports.







Executive Summary

Indian economic and demographic indicators suggest a market with strong potential for
U.S. agricultural exports. India has a large and expanding population (1.2 billion
consumers, or one-sixth of the world’s population), and its annual gross domestic product
(GDP) growth rate of more than 8 percent over the past five years is among the highest in
the world. India also has a sizable and growing middle class, expected to reach
500 million by 2025, which includes many affluent urban consumers interested in
Western-style foods. Yet, despite robust U.S. agricultural exports worldwide, U.S.
exports to India are limited, both in value and in the range of products. In 2008, India
received less than one-half of 1 percent of total U.S. agricultural exports and ranked 39th
among overseas markets for U.S. agricultural products. Moreover, U.S. agricultural
goods accounted for only 6 percent of the Indian agricultural import market in 2008,
compared to an 18 percent share of global markets.

This report responds to a request by the Senate Committee on Finance (Committee) for
information and analysis on the effects of Indian tariffs and nontariff measures (NTMs)
on U.S. agricultural exports and U.S. agricultural firms operating in India. Specifically,
the Committee requested that the report provide (1) an overview of the Indian agricultural
market, including recent trends in consumption, imports, and domestic supply; (2) a
description of the principal measures affecting Indian agricultural imports, including
tariffs, sanitary and phytosanitary measures, food regulations, packaging and labeling
requirements, pricing policies, intellectual property policies, and customs procedures;
(3) information on Indian government regulations, including state regulations, covering
agricultural markets and foreign direct investment (FDI) affecting U.S. agricultural
products in India; (4) an evaluation of the impact of India’s food marketing and
distribution system, including market structure, transportation infrastructure, and cold-
storage capacity, on U.S. agricultural products in the Indian market; and (5) a quantitative
analysis of the economic effects of tariffs and, to the extent possible, NTMs on U.S.
agricultural exports to India. The major findings of this report are summarized below.

Major Findings and Observations

Indian Tariffs and Nontariff Measures

Very high Indian agricultural tariffs are a substantial impediment to U.S.
agricultural exports.

Indian bound tariff rates on agricultural products average 114 percent, with the majority
of bound tariff rates between 50 and 150 percent. These rates are among the highest in
the world and are much higher than the average bound rates of other major developing
countries, such as Brazil (36 percent) and China (16 percent), or for the top 10 U.S.
agricultural export markets (34 percent). Product groups with the highest average bound
and applied tariff rates are generally those considered to be import sensitive by the Indian
government (table ES.1).

Indian applied tariff rates on agricultural products range from 10 to 150 percent and are
levied almost exclusively on an ad valorem basis. Average applied tariff rates have



TABLE ES.1 India: Average bound and applied tariffs by selected product groups, as of April 2009 (percent)

Product groups Bound tariff Applied tariff
Vegetable fats and oils 227 24
Alcoholic beverages 150 133
Oilseeds 130 30
Grains 113 40
Processed fruits and vegetables 111 30
Fresh and dried fruits, vegetables, and nuts, excluding almonds 100 30

Sources: Government of India, Ministry of Finance, Central Board of Excise and Customs, Customs Tariff
2008/09; Government of India, Ministry of Finance, Central Board of Excise and Customs, various Notifications

of Customs.

Note: Averages are rounded to whole numbers.

declined significantly from 113 percent in 1991, prior to Indian economic liberalization,
to approximately 34 percent in 2007, but they remain among the highest in the world.

The wide gap between high WTO bound and lower applied tariff rates allows India
to vary its rates frequently and substantially, which creates uncertainty for U.S.
agricultural exporters.

For many agricultural products, India’s WTO bound tariff levels are much higher than its
applied rates. These gaps allow the Indian government to modify its tariff rates in
response to domestic and international market conditions. The Indian government
frequently changes its rates on heavily traded international commodities, such as wheat,
rice, sugar, and vegetable oils, to mitigate food price inflation, depending on market
conditions. If domestic agricultural prices rise, tariff rates are lowered to create
downward pressure on those prices to minimize the impact on consumers; when prices
fall, the rates are often increased to protect farmers by raising the overall cost of imports.
This tariff rate variability and the complex notification process for announcing tariff-rate
changes create uncertainty and are an additional impediment for U.S. agricultural
exporters.

A wide array of Indian NTMs substantially limits or effectively prohibits certain
U.S. agricultural exports.

Indian NTMs raise the cost of exporting U.S. agricultural products to India and, in some
cases, effectively prohibit U.S. products from the Indian market (table ES.2). India also
links NTMs to domestic policies by relaxing NTMs when imports are required to
alleviate food price inflation or food shortages. For example, certain phytosanitary
requirements on key commodities such as wheat are reportedly adjusted by the Indian
government when imports are needed to control prices and adjust buffer stocks.

Indian Agricultural Imports

Indian agricultural imports are relatively small and concentrated in a few bulk
commodities.

Indian agricultural imports accounted for just 1 percent of global agricultural trade in
2008 and supplied only 3 percent of Indian agricultural demand. The limited range of



TABLE ES.2 India: Nontariff measures facing certain U.S. agricultural exports, 2009

Measure Application

Product

Sanitary/phytosanitary measures

Health standards Exceed internationally accepted standards Poultry, swine, dairy
Contamination standards Inconsistent with international practices Wheat, barley
Rules for genetically modified Effectively ban imports because of Corn, certain processed
organisms burdensome approval process foods
Fumigation requirements Require destructive or unavailable Pulses, certain fruits
treatment processes
Quality standards Exceed internationally accepted standards Certain processed foods,
hides and skins, bovine
semen
Labeling and packaging rules Preclude agricultural product distribution Processed foods
without mandated disclosures
Bans, monitoring, and licensing Place restrictions on free movement of Beef, poultry, edible ails,
requirements imports cereals, nuts, corn
State trading enterprises Restrict imports to certain state-sanctioned  Food grains
entities
Customs procedures Create uncertainty regarding paperwork All
and valuation
Notice and comment procedures Hinder information dissemination about All
rules affecting imports
Corruption Raises costs through payment of bribes All

Source: Compiled by Commission staff.

Indian agricultural imports tends to consist of staple foods, such as vegetable oils and
pulses (peas, beans, and lentils), of which there is chronic undersupply from domestic
production (table ES.3). In 2008, vegetable oils (mostly palm oil and soybean oil), pulses
and nuts accounted for 60 percent of all Indian agricultural imports. Notably, Indian
imports of food grains (excluding wheat), feed grains, oilseeds, meat, dairy products,
sweeteners, and processed foods were negligible in 2008. India is self-sufficient in many
of these products.

TABLE ES.3 India: Agricultural imports at a glance

United States World

Indian agricultural imports, 2008 $497 million $8,533 million

Indian agricultural import average annual growth, 14.5% 12.7%
2003-08

Top five Indian agricultural imports, 2008 Almonds, cotton, peas, Palm oil, soybean oil, peas,

apples, soybean oll cashews, beans

Top five Indian agricultural suppliers, 2006—-08 ® Indonesia, Argentina, Burma,

average EU-27, Canada

Source: GTIS, World Trade Atlas Database (accessed June 8, 2009).

*Not applicable



U.S. agricultural products face strong competition in the Indian import market
from low-cost international suppliers.

For certain products, limited Indian imports from the United States reflect market
competition from other global suppliers. Indian traders and consumers are reportedly very
price sensitive and, in many cases, will not pay a premium for higher-quality U.S.
products.

Indian Agricultural Policy Objectives

Restrictive Indian agricultural trade policies should be viewed in the context of
three core domestic policy objectives: food security, food self-sufficiency, and
income support for farmers.

Indian agricultural trade policies are consistent with the government’s long-standing
policies of protecting domestic producers from foreign competition and consumers from
domestic and global price fluctuations for food staples such as wheat, rice, and vegetable
oils. The Indian government explicitly links tariffs and NTMs to its domestic policies to
meet these objectives. The tension between the desire to raise food prices for the benefit
of farmers and the desire to lower them for the benefit of consumers has caused the
Indian government to intervene heavily in the farm sector with multiple policy
instruments.

Broad government intervention in the agricultural sector responds to current and
historical challenges faced by Indian policymakers and contributes to the low level
of U.S. agricultural exports.

Significant challenges faced by India include a history of food shortages, a large segment
of the population dependent on the agricultural sector for its livelihood, and hundreds of
millions of poor Indians who spend most of their incomes on food. More than one-third
of the population, mostly rural Indians, still lives on less than $1 per day. Indian farmers
are a politically powerful voting bloc that has a major influence on Indian domestic and
international trade policies.

Indian agricultural support policies promote domestic production at the expense of
imports. These policies include input support programs, output price support programs,
and farmer income programs. Input supports focus primarily on fertilizer, irrigation water,
electricity, diesel fuel, and seeds. Output price supports consist largely of minimum
support prices for certain staple crops. Farmer income programs lower the cost of
borrowing to farmers and boost wages for farm laborers.

Agricultural Consumption

Indian per capita caloric consumption, centered on staple foods, is low compared to
that of other developing countries, but is rising with income growth.

Indian food consumption primarily consists of grains (wheat and rice), pulses, edible oils,
and potatoes. Grains account for almost two-thirds of Indian daily caloric intake. In
recent years, per capita consumption of many food products has risen owing to GDP



growth, and Indians have added more nonstaple food items, such as fruits and vegetables,
dairy products, and meat, to their diet. Despite the rise in caloric intake over time, Indians
still consume fewer calories per capita than people in many other developing countries.

Rising incomes among middle-class Indians are driving increased consumption of
nonstaple foods.

The rapid development of the Indian economy and strong income growth has led to an
increase in the variety of foods consumed, particularly among India’s growing middle
class of 200-300 million consumers. Middle- and upper-class Indians, mainly in urban
areas, are increasingly consuming imported foods or multinational-branded foods
produced domestically.

Agricultural Sector Characteristics

Agriculture is vital to the Indian economy.

Indian agricultural production, valued at $176 billion in 2007, represented 17 percent of
Indian GDP. In contrast, agricultural production in the United States accounted for
1 percent of U.S. GDP. Agriculture provides livelihoods for more than 60 percent of the
population, and millions of small-scale, poor farmers account for more than one-half of
total agricultural production.

India is a major global producer of agricultural products and is largely self-
sufficient.

India has the second-largest arable land base after the United States and is endowed with
the full spectrum of the world’s climates. As a result, India produces a wide variety of
agricultural products and is a major global producer of grains (wheat, rice, and corn),
dairy, fruits and vegetables, and livestock. Domestic production supplies more than
97 percent of Indian agricultural consumption. Food self-sufficiency has been a focus of
the Indian government since the Green Revolution in the 1960s.

Indian Marketing and Distribution System

Despite the size of the Indian market, inefficiencies in India’s marketing and
distribution system make it less attractive for U.S. agricultural products.

Marketing and distribution inefficiencies result from high levels of government
intervention, poor quality and limited availability of storage and transportation
infrastructure, a lack of alternative sales outlets for farmers, several layers of middlemen,
limited access to marketing information, inadequate grades and standards, and few tools
for risk management. These inefficiencies discourage the entry of U.S. firms into the
Indian market and increase the costs for firms already in the market. However,
Commission research suggests that for most products, these market and distribution
inefficiencies do not disproportionately affect U.S. exports or U.S. agricultural firms
operating in India.



U.S. Foreign Direct Investment

U.S. firms are active participants in the Indian food sector through FDI.

U.S. FDI in India, most prominently in food and beverage processing, alcoholic beverage
industries, and quick-service restaurants, permits U.S. agricultural firms to access Indian
consumers directly, while bypassing many trade barriers. U.S. firms report that the Indian
government encourages FDI and that they generally have not experienced market access
or national treatment barriers. Many U.S. firms prefer to operate in India through joint
ventures rather than wholly owned affiliates. Local partners can be particularly useful in
helping U.S. firms navigate through central and state government bureaucracies and the
intricacies of local business customs.

The Indian market offers incentives and disincentives for U.S. agriculture-related
FDI.

Incentives for U.S. FDI include access to the large and growing Indian consumer market,
an enhanced ability to adapt products to local needs and requirements, and the ability to
bypass tariffs and NTMs that may inhibit U.S. exports. The Indian government also
provides some regulatory FDI incentives, such as tax rebates linked to Special Economic
Zones. Disincentives to FDI include a ban on FDI in most farming activities, occasionally
difficult relations with joint venture partners, complex licensing and regulatory systems,
and a disjointed national market in which it is difficult to achieve economies of scale
because of logistical constraints and widely varying state regulations.

Intellectual Property Rights

Indian intellectual property rights (IPR) policies reportedly are of critical
importance to U.S. seed firms operating in India, but U.S. firms in most other
agricultural sectors did not identify IPR as a significant trade or investment barrier.

Three factors identified by U.S. and global seed firms as critical to participation in the
Indian market are strong and effective IPR laws, market-based pricing, and science-based
regulatory review of new seed technologies. India recently enacted a plant variety
protection law and patent provisions for seed biotechnology inventions, but broad
exceptions in the laws, delayed implementation, and uncertainty about enforcement
undermine the effectiveness of these IPR protections. State-level restrictions on seed
prices and time-consuming and unpredictable regulatory review also hinder the
commercialization of new seed technologies. In the absence of effective regulatory
review and IPR enforcement, illegal and counterfeit seed markets have flourished, to the
detriment of legitimate products.

Quantitative Findings

Indian tariffs are estimated to have reduced U.S. agricultural exports by as much as
$291 million in 2007.

Economic simulations suggest that Indian agricultural tariffs reduced U.S. agricultural

exports to India by $200-291 million in 2007. In the absence of Indian tariffs, total U.S.
exports to India would have been 42—61 percent higher (table ES.4).
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TABLE ES.4 India:

Simulated effects of removing Indian tariffs on selected U.S. food and agricultural exports, 2007

Iltems Average tariff rate Simulated change in U.S. exports

Percent Million $
Almonds, fresh or dried, inshell 20 27-33
Soybean oll 40 17-22
Fresh apples 50 17-21
Cotton 10 3-26
Fresh grapes 30 4-5
All other ® 132-184
Total 24 200-291

Source: Commission economic modeling simulations.

*Not applicable

In the absence of Indian tariffs and in the span of a few years, U.S. exports could expand
more rapidly than modeling simulations indicate because of the possible additional
effects of economic growth in India and market development by U.S. exporters, two
factors not included in the simulation.

Economic simulations suggest that Indian NTMs restricted U.S. exports of wheat by
more than $146 million in 2007.

Economic simulations were conducted on a set of U.S. agricultural product sectors for
which (1) Indian import prices were higher than world prices and (2) Commission
research indicated that specific NTMs were impeding U.S. agricultural exports. These
sectors include dairy products (lactose, whey products, and nonfat dry milk); beverages
(wine and spirits); cereal grains, other than wheat (corn and other grains); and meat
products (pork and poultry), which have positive NTM price gaps. Simulations were also
conducted for wheat, for which U.S. exports to the world are large but U.S. exports to
India were zero in 2007 owing to NTM restrictions. The estimated increase in U.S.
exports of wheat following removal of Indian NTMs would have been $146-334 million
in 2007. The increase in other U.S. exports following NTM removal would have been
significantly smaller (table ES.5).

TABLE ES.5 India: Simulated effects of removing certain NTMs on selected U.S. food and agricultural exports,

2007
ltems Estimated tariff equivalent of NTMs Simulated change in U.S. exports
Percent Million $
Wheat @) 146-334
Dairy products 27 15-20
Beverages 75 6-9
Other cereal grainsb 151 2-8
Meat products 8 0.08-0.10

Source: Commission economic modeling simulations.

®Because there were no U.S. wheat exports to India in the 2007 base year, there is no estimated tariff

equivalent.
®Grains other than wheat and rice, such as corn, sorghum, and oats.
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CHAPTER 1
Introduction

The economic prosperity of the U.S. agricultural sector is highly dependent on access to
foreign markets. As the leading global supplier of agricultural products, the United States
exported $116 billion in goods in 2008, representing more than one-third of U.S. farm
cash receipts.! Between 2003 and 2008, U.S. agricultural exports almost doubled in value.
During this period, the value of U.S. agricultural exports to developing countries
increased almost twice as fast as the value of exports to developed countries, and the
share of U.S. agricultural exports sent to developing countries rose from about one-half to
two-thirds. > Growth in U.S. agricultural exports was particularly strong to many
developing Asian countries, such as China, Indonesia, and Vietnam—countries
characterized by rapid rates of per capita income growth and a high propensity to spend
rising incomes on food.

The Indian market holds significant sales potential for U.S. agricultural products. India’s
annual gross domestic product (GDP) growth rate, averaging more than 8 percent during
the last five years, is among the highest in the world.® India has a large and expanding
population (1.2 billion consumers, or one-sixth of the world population), with a middle
class expected to reach 500 million by 2025.* Its population is among the youngest in the
world and includes many affluent urban consumers interested in Western-style foods, as
evidenced by the substantial recent growth for U.S.-based firms such as McDonald’s,
KFC,® and Domino’s Pizza in the Indian quick-service restaurant sector.

Although India experienced rapid population and income growth during the last two
decades, its trade and agricultural policies have resulted in only about 3 percent of Indian
food and agricultural demand being met by imports.® Of these imports, the share from the
United States is small. U.S. agricultural goods accounted for only 6 percent of the Indian
import market in 2008, compared to 18 percent of global markets. U.S. agricultural
exports to India were $497 million in 2008, accounting for less than 0.5 percent of total
U.S. agricultural exports.” India currently ranks as the 39th-largest U.S. agricultural
export market. Many leading U.S. export commodities, such as wheat, corn, soybeans,
pulses (peas, beans, and lentils), edible oils, and processed products, are not exported to
India or are shipped only in small gquantities. Furthermore, during 2003-08, U.S.
agricultural exports to India were concentrated in a small number of products. A
summary of key Indian agricultural trade information comparing the United States with
the world is provided in table 1.1.

L USDA, ERS, Amber Waves, “Rural and Natural Resources Indicators,” June 2009.

2 USDA, FAS, online trade statistics.

3 ElU, Country Report: India, September 2009.

4us. Department of State, Bureau of South and Central Asian Affairs, Background Note: India,
January 2009.

® KFC Corporation is also known as Kentucky Fried Chicken.

® Narayanan and Walmsley, Global Trade, Assistance, and Production, 2008. The share of food demand
met by imports for Asia as a whole is 13 percent.

" GTIS, World Trade Atlas Database (accessed June 8, 2009).
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TABLE 1.1 India: Agricultural trade at a glance

United States World
Indian agricultural imports, 2008 $497 million $8,533 million
Indian agricultural import average annual 14.5% 12.7%

growth, 2003-08

Top five Indian agricultural imports, 2006—-08
average

Top five Indian agricultural import suppliers,
2006-08 average

Indian agricultural exports, 2008

Indian agricultural export average annual
growth, 2003-08

Top five Indian agricultural exports, 2006—-08
average

Top five Indian agricultural export markets,
2006-08 average

Almonds, cotton, peas,
apples, soybean olil

)

$1,282 million
17.3%

Cashews, gum and
thickeners, pepper,
dairy, rice

©)

Palm oil, soybean oil, peas,
cashews, beans

Indonesia, Argentina, Burma,
EU-27, Canada

$20,150 million
27.0%

Rice, soybean meal, cotton,
sugar, frozen beef

EU-27, China, UAE, United
States, Bangladesh

Source: GTIS, World Trade Atlas Database (accessed June 8, 2009).

¥Not applicable.

The low level of U.S. agricultural exports to India is a concern to the U.S. agricultural
community, business representatives, and policymakers. In general, these groups view
high Indian tariffs and burdensome nontariff measures (NTMs) as principal reasons
impeding U.S. products from entering the Indian market.® For example, the U.S.-India
Business Council (USIBC), whose members include several food and agricultural
companies and trade associations, identified a number of tariffs and NTMs impeding U.S.
exports of such products as pistachios, chocolate and confectionery, frozen poultry,
cheese, frozen French fries, and soybean oil.° The U.S. Department of Agriculture
(USDA) and United States Trade Representative (USTR) have held several consultations
with the Indian government in an attempt to open the market to U.S. products.

In its letter requesting this investigation, the Senate Committee on Finance (Committee)
asked the U.S. International Trade Commission (Commission) to examine and report on
the effects of Indian tariffs and NTMs on U.S. agricultural exports. The Committee asked
that the report cover the period 2003 through 2008, or through the latest year for which
data are available. Noting the potential importance of export markets such as India to the
U.S. agricultural sector, the Committee pointed out that the extent to which Indian trade
and investment measures depress the U.S. share of India’s agricultural imports remains
largely undocumented. More specifically, the Committee asked that the report include the
following:

o an overview of the Indian agricultural market, including recent trends in consumption,
imports, and domestic supply;

e a description of the principal measures affecting Indian agricultural imports,
including tariffs, sanitary and phytosanitary (SPS) measures, food regulations,

8 USTR, 2009 National Trade Estimate Report on Foreign Trade Barriers, 2009, 235. See appendix D of
this report, which summarizes the views of interested parties.
® USIBC, written submission to the USITC, June 26, 2009, 8.
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packaging and labeling requirements, pricing policies, intellectual property rights
(IPR) policies, and customs procedures;

¢ information on Indian government regulations, including state regulations, covering
agricultural markets and foreign direct investment (FDI) affecting U.S. agricultural
products in India;

e an evaluation of the impact of India’s food marketing and distribution system,
including market structure, transportation infrastructure, and cold-storage capacity,
on U.S. agricultural products in the Indian market; and

e a quantitative analysis of the economic effects of Indian tariffs and, to the extent
possible, NTMs on U.S. agricultural exports to India.

Scope of the Report

In response to the Committee’s request, this study examines the effects of Indian tariffs
and NTMs on U.S. agricultural exports. As shown in figure 1.1, U.S. agricultural
exporters and food companies reach Indian consumers primarily by two routes: the export
of agricultural goods and FDI. U.S. agricultural exports face Indian tariffs and NTMs
before they enter that country’s food processing sector and marketing and distribution
system. Besides competing with other exporters, U.S. firms must compete with Indian
domestic agricultural production, which is highly regulated and supported by the
government. In addition, U.S. agricultural firms access the Indian market through FDI, by
establishing facilities in the processing sector or by operating in certain segments of the
food marketing and distribution system. In either case, investment decisions by U.S.
firms are heavily influenced by Indian policies covering FDI and IPR.

As requested by the Committee, the report provides two types of information:
(1) background information on India’s production, consumption, and trade in agricultural
products, and (2) information on the factors that directly impact U.S. exports and firms,
including tariffs, NTMs, market and distribution conditions, FDI, and IPR. Factors
described and analyzed in this report are included in the framework provided in figure 1.1.
The figure identifies principal Indian agricultural policies (shaded parallelograms) that
affect the system, including those bearing on domestic production and marketing, trade,
investment, and IPR. Also shown are relevant market factors (ovals) that affect
consumption and imports.

Background information is covered in chapters 2—4 of the report. Indian agricultural trade
trends are presented in chapter 2, focusing on trade with the United States and the U.S.
competitive position in the Indian market vis-a-vis other global suppliers. Indian
agricultural consumption is discussed in chapter 3, including a description and analysis of
Indian consumption patterns, preferences, and trends, which are the ultimate drivers of
current and potential demand for U.S. agricultural products. Indian farm-level production,
agricultural processing, and domestic agricultural policies are examined in chapter 4.
This chapter explains how highly regulated domestic production, supported by trade
restrictions, is a major factor behind the very low share of imports, including U.S.
imports, in the Indian market.
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FIGURE 1.1 India: Flowchart of the agricultural system
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Source: Compiled by Commission staff.



Information on the factors that directly affect U.S. agricultural exports and firms is
covered in chapters 5-8 of the report. Chapter 5 describes India’s tariff rates and tariff
policies and provides quantitative estimates of what U.S. agricultural exports to India
would have been in 2007 in a tariff-free environment. NTMs are described and analyzed
in chapter 6, including quantitative estimates of what selected U.S. agricultural exports to
India would have been in 2007 if certain NTMs had not been present. The Indian food
marketing and distribution system is covered in chapter 7, focusing on market and
distribution conditions and deficiencies that affect the Indian agricultural market,
including U.S. agricultural exports and FDI. Chapter 8 provides an overview and analysis
of current U.S. FDI in India, including regulations and other factors affecting U.S.
agricultural firms operating in India. Indian IPR policies and regulations, which primarily
affect the U.S. seed industry, are described and analyzed in chapter 9.*°

Products covered in this investigation include all existing or potential U.S. agricultural
product exports to India. Agricultural products in this study are defined to match those
products covered in the World Trade Organization (WTQO) Agreement on Agriculture,
part XIII, article 21. These include 768 six-digit product codes classified in the World
Customs Organization harmonized system (HS)—specifically, HS chapters 1 to 24,
excluding fish and fish products (HS chapter 3),™ plus certain additional products in
other HS chapters, such as milk proteins (HS chapter 35); hides, skins, and furs
(HS chapters 41 and 43); wool (HS chapter 51); and cotton (HS chapter 52).

As requested by the Committee, certain information presented in this report, including
trends in trade, production, and consumption, covers the period 2003-08 or the period
from 2003 to the latest year for which data are available. Longer-term data are used to
explain important long-term trends. The descriptive and quantitative analysis of the
effects of Indian trade measures and market conditions is based on the latest available
information and data.

India’s Policy Framework

The Government of India’s Eleventh Five Year Plan, covering the period 2007-12,
identifies three core domestic agricultural policy objectives: food security,'? food self-
sufficiency,*® and income support for farmers.* In order to meet these objectives, the
Indian government actively regulates the agricultural sector, including production,
marketing, and consumption, in addition to international agricultural trade.®Broad
government intervention in the agricultural sector is a response to substantial challenges
facing Indian policymakers. These challenges, as well as India’s responses to them, are
described in more detail below.

10 Firms in other agricultural sectors did not identify IPR policies as critical to their trade or investment
decisions.

1 processed fish products classified in HS chapter 16 are also excluded from the WTO definition of
agricultural products.

12 Government of India, Planning Commission, Eleventh Five Year Plan: 2007-12, vol. 3, 2008, 3-5, 25,
34, 26, 39, 51, 91.

3 1bid., 17, 157.

“bid., 4, 37.

15 The Government of India maintains highly interventionist agricultural policies, which include price
support, insulation from world markets, rigorous trade restrictions, and support for the purchase of
agricultural inputs. Mittal and Mukherjee, Food for Policy: Reforming Agriculture, 2008, 78.
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India’s central and state governments formulate policies (in this case, agricultural policies)
in response to a policy environment linked to historical events and current social,
demographic, and political factors. This environment leads Indian officials to articulate
broad policy objectives, which in turn generate specific policy instruments influencing
either macroeconomic factors (e.g., inflation rates, interest rates, and trade deficits) or
microeconomic ones (e.g., industrial sectors and business investment). Indian trade
policies are only one set of those policy instruments. A simplified framework for Indian
domestic and trade policies in the agricultural sector appears in figure 1.2; the diagram
flows from the policy environment to policy objectives and finally to India’s specific
policy instruments.*®

FIGURE 1.2 India: Agricultural policy framework

Policy Environment

e History of famines and food shortages

e Large population of poor farmers

¢ Constitutional authority of central and state governments
e Politically powerful farm sector

!

Policy Objectives

¢ Food security
¢ Food self-sufficiency
¢ Income support for farmers

!

Policy Instruments

o Minimum support prices

e Input subsidies

¢ Regulated markets

¢ Food subsidies for consumers
e Trade policies

Source: Compiled by Commission staff.

16 The examples in figure 1.2 are intended to be illustrative, not comprehensive.
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Policy Environment

As figure 1.2 shows, India’s agricultural policy is based on a number of historical
economic, social, and legal considerations.” They include a history of famines, a large
population dependent on the agricultural sector for its livelihood, millions of poor people
who must spend most of their incomes on food, a strong farm lobby with millions of rural
voters, and a constitutional structure that vests certain powers over agricultural policy in
state governments.

India’s agricultural policies are based, in part, on a history of periodic famines, such as
the famine of 1943 and chronic food shortages after independence in 1947 and into the
1950s."® The response of the Indian government was to achieve greater security in food
supply, especially food grains. The set of policy instruments employed for these efforts,
and the resulting expansion in Indian agricultural production, is generally known as the
Green Revolution.™

More than one-half of India’s population of 1.2 billion depends on farming for its
livelihood. Although the overall Indian economy has grown significantly, most of the
rural population has not benefited. 2 The Indian farm sector has very low labor
productivity,” about one-sixth the level of other sectors of the economy, which the
Organisation for Economic Co-operation and Development (OECD) has identified as a
major factor contributing to low living standards and poverty in rural areas.?? Although
overall poverty has declined nationwide, more than one-third of the population, mostly
rural Indians, still live on less than $1 per day.?® This persistent poverty is a major factor
driving government agricultural policy.

The Indian constitution provides the states with primary authority over the agricultural
sector. The role of the central government is to develop overarching policies and
regulatory guidelines, while the states hold most of the legislative and implementation
authority so that they can address local needs.* This constitutional structure is the result
of historical factors, including the desire of states to have control over the local food
supply. Central government and state jurisdiction over Indian agricultural matters are
described in appendix G.

7 Throughout most of India’s history as an independent country, starting in 1947 and continuing until
1991, India’s economy was dominated by central planning characterized by extensive regulation, trade
protectionism, and public ownership of heavy industry. India’s first government under Prime Minister
Jawaharlal Nehru fashioned the economy on a Soviet socialist model and similar to other planned economies.
Vestiges of central planning can be found in India’s economy. For example, India’s government still
produces five-year plans for major portions of the economy, including agriculture. Lalwani, August 15, 2007,
1-2; Poddar, 4.

18 The famine of 1943 is widely known as the Bengal Famine; an estimated 4 million people died in
eastern India.

1% Information on the Green Revolution’s effect on India’s agricultural production can be found in
chapter 4.

2 Government of India, Planning Commission, Eleventh Five Year Plan: 2007-12, vol. 3, 2008, 3.

2L world Bank, Agriculture for Development: World Development Report, 2008, 2007, 141, 202.

22 OECD, Agricultural Policies in Emerging Economies 2009, 98.

2 European Commission, India’s Role in World Agriculture, 2; OECD, Agricultural Policies in
Emerging Economies 2009, 98.

ZXWTO, Trade Policy Review, 2007.



Despite their weak economic profile, Indian farmers represent an enormous voting bloc,
and political parties require the backing of these voters to help win elections.?® According
to numerous Indian sources, for fear of being voted out of office, Indian politicians are
reluctant to set policies that may negatively affect farmers.?® Out of this political reality, a
deeply held view has taken hold among Indian policymakers that farmer incomes should
be increased through targeted government spending.”’

Policy Objectives

Emerging from this environment are three broad government objectives for India’s
agricultural domestic and trade policy: food security, food self-sufficiency, and income
support for farmers.?® Ensuring that millions of poor citizens have access to food staples
at affordable prices is a primary objective of India’s central government, which has
chosen to coordinate domestic food production and international trade policies to meet
this objective.?

Food security is defined by the World Bank as “access by all people at all times to
enough food for an active, healthy life”;* its components are often listed as food
availability, access, and use.* Of the three, only availability and access will be addressed
in this investigation. Food availability can be met with domestic production, imports, or a
combination of the two. Food access can be achieved through government policies that
lower prices to affordable levels for the poor or through payment schemes that cover the
full cost of the food. In all cases, however, food security requires that food be available in

sufficient volumes at prices consumers can afford.

Food self-sufficiency is defined as the extent to which a country can satisfy its food needs
from domestic production.®® In seeking food self-sufficiency, India focuses on staple
crops, primarily food grains such as wheat and rice. The concepts of food self-sufficiency
and food security differ in that food self-sufficiency encompasses only national food
production for sources of supply, while food security takes imports into account.® Indian

% Chatterjee, “BJP Goes One Step Ahead of Cong in Dangling Sops,” The Times of India, April 4, 2009;
Bykere, “In India, Populism is the Real Electoral Winner,” The Wall Street Journal Asia, June 10, 2009.

% Birner et al., The Political Economy of Agricultural Policy Reform in India, 16, 18, 40, 45; industry
representative, interview by Commission staff, New Delhi, India, May 26, 2009.

27 Government of India, Planning Commission, Eleventh Five Year Plan: 2007-12, vol. 3, 2008, 3-4.

22 Government of India, Planning Commission, Eleventh Five Year Plan: 2007-12, vol. 3, 2008.

Ibid., 15.

% The U.S. Agency for International Development (USAID) and the United Nation’s Food and
Agriculture Organization (FAO) have similar definitions. USAID, “Policy Determination: Definition of Food
Security,” April 13, 1992.

3 More formally, the terms are defined as the following: “food availability” is having enough food
consistently available; “food access” is having enough resources to obtain foods needed for a nutritious diet;
and “food use” is the appropriate use based on knowledge of basic nutrition and care, as well as adequate
water and sanitation. WHO, “Food Security.” For a more detailed discussion of food security and citations to
several studies on the issue, see FAO, Trade Reforms and Food Security, 2003.

22 Thompson, Implications of Economic Policy for Food Safety, 1999.

Ibid.



policymakers seek to achieve food security by attaining food self-sufficiency, **as
observed in India’s most recent five-year plan for agriculture.®

Income support for farmers is the third major policy objective of the central and state
governments. Raising farmer incomes is important to the government because many of
India’s poor reside in rural areas, and the bulk of the nation’s employment is based in
smallholder agriculture.®

India’s policy objectives in agriculture are contradictory. For example, policy
interventions that support producer incomes by increasing crop prices may lead to higher
food prices that negatively affect poor consumers. India’s policy objectives of food
security and food self-sufficiency also face inherent conflicts. Food security requires low
and stable prices of food staples for poor consumers. On the other hand, the drive for
food self-sufficiency requires sufficiently high crop prices to expand domestic food
production.

Policy Instruments

The tension between the goals of increasing farm incomes and lowering consumer food
prices has caused the Indian government to intervene heavily in the farm sector with
multiple policy instruments. Some policies focus on supporting producers by boosting
incomes, achieved through minimum support prices and what the Indian government
refers to as “input subsidies” that artificially lower the cost of agricultural production
inputs, including fertilizer, irrigation water, electricity, diesel fuel, and seeds.®” These are
partially offset by government regulations that limit the number of potential buyers for
farm products, resulting in lower farmgate prices.*® Other policies are designed to lower
purchase prices for consumers and maintain price stability. India’s Public Distribution
System provides staple foods (e.g., rice and wheat) to the poor at below-market prices.
The Essential Commodities Act permits the states to maintain adequate local stocks and
to control prices for certain crops (e.g., wheat, rice, corn, sugar, and seeds).* Because
Indian policymakers seek to achieve food security through domestic production, imports
(to drive prices down for consumers) and exports (to drive prices up for farmers) are
viewed as second-best policy instruments to achieve these objectives.* Tariffs and NTMs
are used to raise or lower food prices and increase or decrease food supply when
domestic policy instruments fail.**

% The World Bank and other organizations acknowledge that India significantly increased its prospects
for food security through the development of domestic agricultural production. This has encouraged efforts
by Indian government officials to link the two policy objectives. But these groups also note that external trade
is a more useful tool for dealing with food production surpluses and shortfalls. World Bank, India Foodgrain
Marketing Policies, 1999, 1-2; Thompson, Implications of Economic Policy for Food Safety, 1999.

3% Government of India, Planning Commission, Eleventh Five Year Plan: 2007-12, vol. 3, 2008.

% | andes, “Indian Agriculture and Policy in Transition,” 2008, 20.

37 Government of India, Planning Commission, Eleventh Five Year Plan: 2007-12, vol. 3, 2008; The
Times of India, “Farmers to Get Diesel Subsidy of Rs. 15 a litre,” September 20, 2008; Government of India,
Press Information Bureau, “Centre to Give Financial Assistance to States introducing diesel subsidy to
farmers in deficit rainfall affected areas,” August 3, 2009; and Industry representative, interview by
Commission staff, Mumbai, India, May 12, 2009.

% Market controls are discussed in greater detail in chapters 4 and 7.

39 Government of NCT of Delhi, Department of Planning, Economic Survey of Delhi, 2008-09, Ch. 19
Public Distribution System, 1.

40 Government of India, Planning Commission, Eleventh Five Year Plan: 2007-12, vol. 3, 2008, 5, 25, 34,
36, 51.

! Tariff measures are addressed in chapter 5 and nontariff measures are addressed in chapter 6 of the
report.
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Current Indian agricultural trade policy is consistent with the government’s long-standing
attempts to strictly regulate trade to protect domestic producers from foreign competition
and consumers from global price fluctuations.* In short, Indian agricultural trade policies
should be viewed in the context of India’s three core domestic policy objectives. The
Indian government explicitly links tariffs to its domestic policies by stating that
agricultural import duties should be carefully calibrated with domestic support prices to
meet price stability goals.”® Under India’s WTO obligations, agricultural tariffs are bound
at very high levels.* For many agricultural products, however, applied rates are much
lower than high bound levels, and this disparity allows the government to modify tariffs
to counter domestic and international market conditions.* In practice, the government
raises and lowers tariffs in response to changes in world commodity prices and domestic
supply and demand.* India also appears to link NTMs to domestic policies by relaxing
NTMs when policymakers determine that imports are needed to relieve food price
inflation or food shortages. For example, the government has reportedly adjusted certain
phytosanitary requirements on key commodities (or eased their enforcement) to control
prices and adjust buffer stocks.*’

Approach

As requested by the Committee, this report contains qualitative and quantitative
information and analysis examining a broad range of trade, market, and regulatory factors,
including information on Indian agricultural production and consumption, trade measures,
government regulations, and investment and IPR policies. The qualitative analysis
consists of two parts: (1) a general discussion and examination of Indian policies and
their effect on U.S. agricultural exports and U.S. firms, and (2) case studies by product,
sector, or issue, in text boxes, to highlight the effect of specific Indian tariff and NTM
policies and market conditions on U.S. agricultural products.

The descriptive information and data analyzed in this report were obtained from a variety
of sources, focusing on primary sources whenever possible. Commission staff sought
information from U.S. agricultural trade associations and U.S. firms with operations in
India, contacting more than 120 commodity- and sector-specific agricultural trade
associations and companies. Commission staff held extensive meetings with U.S.
government and private-sector officials, including the Office of the USTR; the USDA
Economic Research Service (ERS), Foreign Agricultural Service (FAS), and Animal and
Plant Health Inspection Service (APHIS); the USIBC; the Grocery Manufacturers
Association; and the American Farm Bureau Federation, as well as international

42 Government of India, Planning Commission, Eleventh Five Year Plan: 2007-12, vol. 3, 2008, 7, 15.

3 The government reportedly also uses certain nontariff measures in response to domestic market
conditions. For example, certain SPS requirements have been relaxed when India needs to import certain
commaodities. Government official, interview by Commission staff, New Delhi, India, June 2, 2009.

“ India was an active participant in the WTO Uruguay Round trade negotiations setting upper limits
(“binding™) on all agricultural tariffs, albeit at very high levels. By 2001, India eliminated all quantitative
restrictions on agricultural imports, consistent with its WTO commitments, but kept very high bound levels
on most products.

45 OECD, Agricultural Policies in Emerging Economies 2009, 95. Indian wholesale market prices were
largely insulated from world price increases during the global rise of commaodity prices in 2007-08. Ibid.,
101.

6 For example, when the domestic and international prices of wheat increased substantially in 2007,
India lowered tariffs to replenish depleted buffer stocks and moderate domestic prices, while at the same time
restricting exports. Support prices for wheat were increased, but set at prices below world prices.

47 Government official, interview by Commission staff, New Delhi, India, June 2, 2009.
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organizations such as the International Food Policy Research Institute. Staff also traveled
to India to meet with relevant Indian government officials, USDA officials, U.S. and
Indian private-sector officials, academic researchers, importers, and market and logistics
officials.

Commission staff conducted extensive literature and data research on Indian trade and
domestic policies that affect U.S. agricultural products in the Indian market. Relevant
trade and production data were obtained from Global Trade Information Services; the
Commission’s DataWeb; Indian government websites, including those of the Ministries
of Agriculture and Statistics; the United Nations” Food and Agriculture Organization; and
the USDA. Information on Indian tariffs and NTMs was obtained from the WTO, UN
Conference on Trade and Development, OECD, World Bank, and USDA (FAS, ERS,
and APHIS), as well as many private-sector and academic sources.

In addition to descriptive information, the Committee requested that the Commission
provide guantitative analysis of the economic effects of Indian tariffs and, to the extent
possible, NTMs on U.S. agricultural exports to India. Quantitative analysis of the
potential effects of removing Indian tariffs was based on a simulation framework that
consists of a partial equilibrium (PE) model and a general equilibrium (GE) model. The
PE model focused on bilateral trade in food and agricultural products at the HS six-digit
level among the United States, India, and the rest of the world. The GE model used for
the analysis was the Global Trade Analysis Project model, an economy-wide computable
GE model of world trade specified at an aggregate product and sector level. The PE
model was used to simulate the effects of removing Indian tariffs and tariff-rate quotas on
U.S. food and agricultural exports. The GE model was then used to simulate the
economy-wide effects of those border measures. The two models were linked to provide
consistent estimates of effects. A similar approach was applied in the Commission’s
recent investigatory report on U.S. beef exports.*®

Quantitative analysis of the potential effects of NTMs was completed in a three-step
process. First, price gap data were developed. The existence of NTMs would likely raise
Indian import prices and restrict the quantities imported. Thus, the differences between
the prices of goods imported by India and the export prices of countries that sell
agricultural goods to India were estimated at a disaggregated level (HS six-digit level)
using unit values of imports from 2005-07. These were estimated separately for U.S.
exports to India and third countries’ exports to India taken as a group, adjusting for
observable quality differences between exporters and for transportation costs. Second, a
subset of products was identified for which available information indicated the presence
of NTMs that may increase prices or restrict quantities. For these products, positive price
gaps were treated as representing the economic effects of NTMs. Third, these price gaps
were introduced into the simulation-modeling framework as being equivalent to tariffs,
and the effects of their removal were estimated. In the case of wheat, NTMs have reduced
U.S. exports to India to zero or near-zero levels. Because estimating a wheat price gap
was not possible, analysts developed a plausible market share for U.S. exports in the
absence of an Indian NTM, and the effects of NTM removal were estimated by inserting
that market share directly into the analysis.

48 USITC, Global Beef Trade, 2008.
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CHAPTER 2
Indian Agricultural Trade

Overview

Imports

India is a minor participant in global agricultural markets. In 2008, Indian agricultural
imports and exports accounted for just 1 percent and 3 percent, respectively, of global
agricultural trade." Agriculture’s share of total Indian merchandise imports and exports
was 3 percent and 11 percent, respectively.? Only about 3 percent of Indian food and
agricultural demand is met by imports, compared with 13 percent for Asia as a whole.?

During 2003-08, India experienced an increasingly positive trade balance in agricultural
products, reaching $11.6 billion in 2008 (fig. 2.1).* Much of this growth occurred in 2007
and 2008, mostly reflecting significantly higher global commaodity prices. Between 2003
and 2008, Indian agricultural imports increased at an annual average rate of about
13 percent, reaching a record $8.5 billion in 2008. Indian agricultural exports increased
more than threefold, from $6.1 billion in 2003 to $20.2 billion in 2008, representing
annual average growth of 27 percent.

Imports by Product

Indian agricultural imports from the world are highly concentrated in a few major product
categories (table 2.1 and fig. 2.2) in which domestic supply is unable to meet domestic
demand. These categories include edible oils (mostly palm and soybean oils), pulses
(peas, beans, and lentils), and nuts, which together accounted for 60 percent of all
agricultural imports in 2008. Imports of hides and skins, wool, and cotton accounted for
13 percent of imports during 2006-08. With the exception of wheat, animal feed, and
alcoholic beverages, all other product categories each accounted for less than 1 percent of
total agricultural imports during this period. Notably, Indian imports of food grains
(excluding wheat), feed grains, oilseeds, meat, dairy products, sweeteners, and processed
foods were negligible in 2008. As outlined in chapter 1, low levels of trade in agricultural
products are an outcome of Indian government policies aimed at food security, food self-
sufficiency, and income support for farmers, implemented through domestic agricultural
production support, tariffs and nontariff measures (NTMs), and export restrictions.’
Consequently, many trade trends can be explained more by domestic and trade policy
initiatives, such as tariff changes, than by changing market factors, such as weather.

L GTIS, World Trade Atlas Database (accessed June 8, 2009).

2 In 2008, Indian total merchandise imports and exports amounted to $293 billion and $178 billion,
respectively. Ibid.

% Narayanan and Walmsley, Global Trade, Assistance, and Production, 2008.

* For the purposes of this chapter, agricultural products are those covered by the WTO Agreement on
Agriculture. They include products in Harmonized System (HS) chapters 1-24 (excluding fish and fish
products) and several manufactured agricultural products covered in HS chapters 35, 41, 51, and 52. In this
chapter, information on trade trends is provided for 2003-08; information describing the most recent trade
environment is presented in terms of a 2006-08 average.

® Chapters 5 and 6 provide a detailed discussion of tariffs and nontariff measures affecting India’s
agricultural imports.
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FIGURE 2.1 India
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TABLE 2.1 India: Agricultural imports from the world and the United States by product, 2003—-08 (million $)

Product Source 2003 2004 2005 2006 2007 2008
Animal products
Live animals World 1 1 2 3 4 9
United States 0 0 0 1 0 1
Meat World 0 0 1 1 2 3
United States 0 0 0 0 0 0
Dairy World 29 15 9 24 17 18
United States 1 0 1 1 3 3
Eggs World 1 0 1 1 1 0
United States 0 0 0 0 1 0
Grains
Wheat World 0 0 0 306 401 293
United States 0 0 0 0 0 0
Other grains World 0 1 3 6 5 8
United States 0 0 0 0 0 0
Animal feed World 72 80 104 84 103 126
United States 2 2 3 4 4 6
Fats and oils
Oilseeds World 12 15 19 25 45 67
United States 0 0 0 0 0 0
Soybean oll World 609 569 822 793 699 336
United States 45 10 20 20 15 2
Palm oil World 1,601 1,670 1,205 1,184 1,483 2,379
United States 0 0 0 0 0 0
Other fats and oils World 161 177 316 323 418 379
United States 1 4 5 2 0 3




TABLE 2.1 India: Agricultural imports from the world and the United States by product, 2003—-08 (million $)—Continued

Product Source 2003 2004 2005 2006 2007 2008
Vegetables
Peas World 186 149 195 284 556 720
United States 2 1 13 26 69 90
Beans World 227 167 211 432 445 447
United States 1 0 1 2 0 1
Lentils World 15 14 14 21 117 30
United States 0 0 0 1 10 1
Other vegetables World 172 150 181 144 184 265
United States 3 2 3 3 5 6
Nuts
Cashews World 286 379 477 400 369 617
United States 0 0 0 0 0 0
Almonds World 68 100 163 171 211 220
United States 52 80 133 131 162 158
Pistachios World 24 27 23 33 48 49
United States 1 2 0 0 4 6
Other nuts World 7 18 16 25 13 21
United States 0 0 0 0 0 0
Fruit
Dates World 31 39 53 69 74 77
United States 0 0 0 0 0 0
Figs World 1 4 9 23 32 32
United States 0 0 0 0 0 0
Apples World 13 10 21 23 53 66
United States 4 3 11 11 21 19
Other fruit World 13 21 24 35 43 59
United States 1 2 4 3 6 9
Beverages and products
Coffee World 5 9 41 21 37 55
United States 0 0 0 0 0 0
Tea World 12 31 24 29 30 39
United States 0 0 0 0 0 0
Alcoholic beverages World 13 25 44 54 80 112
United States 0 1 1 2 2 4
Nonalcoholic beverages World 17 25 34 38 54 53
United States 0 1 1 2 2 2
Ethanol World 6 103 157 19 12 53
United States 0 0 0 0 0 0
Sugar, sweeteners, confectionery World 22 215 271 24 46 69
United States 2 3 2 4 5 4
Cocoa products World 15 18 23 28 41 58
United States 0 0 0 0 0 0
Spices
Cloves World 21 30 43 40 39 45
United States 0 0 0 0 0 0
Pepper World 23 21 29 34 38 51
United States 0 0 0 0 0 0
Other spices World 36 42 63 51 65 79
United States 0 1 1 1 1 1
Other
Miscellaneous processed foods World 22 26 32 34 27 39
United States 9 12 13 14 5 8
Gum and thickeners World 21 30 39 52 47 60
United States 0 0 0 0 0 0




TABLE 2.1 India: Agricultural imports from the world and the United States by product, 2003—08 (million $)—Continued

Product Source 2003 2004 2005 2006 2007 2008
Other—Continued

Seeds for sowing World 18 20 28 31 46 51
United States 3 4 4 4 5 5

Tobacco World 9 24 18 26 13 17
United States 0 0 1 1 1 1

Hides and skins World 219 255 304 344 421 479
United States 7 6 8 8 8 10

Wool World 178 195 211 220 271 271
United States 2 2 1 2 2 5

Cotton World 351 214 160 153 188 340
United States 121 58 39 57 71 112

All other World 219 227 304 312 376 441
United States 21 23 26 24 33 39

Total World 4,735 5,115 5,696 5918 7,151 8,533
United States 278 215 290 323 435 497

Source: GTIS, World Trade Atlas Database (accessed June 8, 2009).

FIGURE 2.2 India: Agricultural imports from the world by product share,
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In spite of U.S. export competitiveness worldwide,® Indian agricultural imports from the
United States are limited, both in value and in the range of products. In 2008, agricultural
imports from the United States totaled $497 million and accounted for just 6 percent of
total Indian agricultural imports that year. In 2008, agricultural exports to India
represented less than 0.5 percent of total U.S. agricultural exports, and India ranked 39th
among leading overseas markets for U.S. agricultural products. Although the United
States is considered to be among the world’s most competitive exporters of wheat, corn,
soybeans, and meat, Indian imports of these products from the United States amounted to
less than $0.5 million in 2008.

During 2006-08, Indian imports of U.S. agricultural products were highly concentrated in
a few product categories (fig. 2.3 and table 2.1), but in different categories than imports
from the rest of the world. Almonds, cotton, and peas accounted for 70 percent of Indian
agricultural imports from the United States during 2006-08; apples, soybean oil, hides
and skins, and processed foods represented an additional 11 percent, while most other
products each contributed less than 1 percent. Limited imports from the United States
reflect, in part, competition in the Indian market from other suppliers for certain products.
For example, although the United States is considered highly competitive in the global
soybean oil market, it faces strong competition from Argentina, which can supply the
Indian market at a lower price, in part, due to Argentine government policies.” For other
products, however, low import levels reflect high tariffs and tariff-rate quotas (milk
powder, corn) and sanitary and phytosanitary (SPS) measures (wheat, pork, poultry, corn).

By far, India’s largest agricultural import category is vegetable oils.® In 2008, India was
the world’s fourth-largest importer behind the EU-27,° China, and the United States.™
Because imports are needed to satisfy domestic demand, ! applied tariff rates on
vegetable oils have been significantly lower than the bound rates that range from 40 to
300 percent.'® Moreover, vegetable oil imports are not subject to specific NTMs.*
During 2006-08, palm oil and soybean oil imports accounted for 23 percent and
8 percent, respectively, of total Indian agricultural imports (fig. 2.2). During this period,
imports of palm oil increased sharply at the expense of soybean oil, largely because of
relative price movements' and favorable tariff treatment for palm oil.> More than

® The United States is the largest agricultural exporting country in the world, accounting for about
18 percent of global agricultural exports in 2008. It ranks among the world’s most competitive and leading
exporters of several commaodities, including soybeans, corn, wheat, poultry, and cotton. The competitive
advantage of U.S agricultural products in global markets is based on highly efficient production, marketing,
and distribution systems coupled with supportive domestic policies. The United States exports its agricultural
products worldwide and is a major supplier to several Asian countries, such as Indonesia and Thailand.

" NOPA, written submission to the USITC, April 1, 2009.

8 Vegetable oils are classified in HS headings 1507-1515.

® The EU-27 is composed of Austria, Belgium, Bulgaria, Cyprus, Czech Republic, Denmark, Estonia,
Finland, France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxemburg, Malta, The
Netherlands, Poland, Portugal, Romania, Slovakia, Slovenia, Spain, Sweden, and the United Kingdom.

10 GTIS, World Trade Atlas Database (accessed June 8, 2009).

1 Vegetable oils are a staple food product in India, and imports consisting mostly of palm oil and
soybean oil reportedly accounted for more than 50 percent of Indian consumption of vegetable oils in
2008/09. Aradhey, India: Oilseeds, April 16, 2009.

2 For example, as of April 1, 2008, the applied tariffs on crude palm oil and on refined soybean oil were
lowered to zero and 7.5 percent, respectively. Aradhey, India: Oilseeds and Products, May 19, 2008.

13 Industry representative, interview by Commission staff, New Delhi, India, May 7, 2009.

14 During 2006-08, India’s import unit value for soybean oil was on average 24 percent higher than for
palm oil. GTIS, World Trade Atlas Database (accessed June 8, 2009).

15 Industry representative, interview by Commission staff, New Delhi, India, May 6, 2009.
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FIGURE 2.3 India: Agricultural imports from the United States by
product share, 2006—08 average
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Source: GTIS, World Trade Atlas Database (accessed June 8, 2009).

80 percent of Indian palm oil imports are sourced from Indonesia, with the remainder
mostly supplied by Malaysia (fig. 2.4). For soybean oil, Argentina is the largest supplier
to the Indian market, accounting for 76 percent of Indian soybean oil imports during
2006-08, followed by Brazil with 18 percent. During this period, the United States
accounted for only 2 percent of India’s soybean oil imports.’® Indian buyers reportedly
buy soybean oil principally on the basis of price, and in recent years, Argentine soybean
oil was priced lower than the U.S. product (box 2.1)."

After vegetable oils, the largest agricultural import category is pulses (table 2.1), which
accounted for 14 percent of all agricultural imports during 2006-08.* Even though India
is a large producer of pulses, demand exceeds domestic supply, and India is now the
leading importer of pulses in the world.'® Imports receive favorable tariff treatment but
face certain SPS requirements associated with fumigation.?’ During 2006-08, the United
States accounted for 6 percent of Indian pulse imports. U.S. government and industry
sources attribute the relatively low U.S. share to competitive factors that favor other
suppliers: (1) lower prices (U.S. pulses tend to be high quality and command a price

18 From 2005 to 2007, U.S. soybean oil producers have shipped $11-20 million of refined soybean oil
annually to India and much less crude soybean oil, which is notable primarily because of India’s long-time
desire to import crude edible oils as feedstock for their underutilized refining capacity. Government officials,
interview by Commission staff, New Delhi, India, May 26, 2009; industry representatives, interviews by
Commission staff, Mumbai, India, May 28, 2009; and industry representative, interview by Commission staff,
Mumbai, India, June 1, 2009.

17 Industry representative, interview by Commission staff, Mumbai, India, May 28, 2009.

18 pulses play an important role in the Indian diet and are the major protein source for a large segment of
the population. Aradhey, India: Grain and Feed; Pulses Situation and Outlook, December 14, 2007.

19 GTIS, World Trade Atlas Database (accessed June 8, 2009).

20 Aradhey, India: Grain and Feed; Pulses Situation and Outlook, December 14, 2007. See chapter 6 for
more details.
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FIGURE 2.4 India: Major agricultural imports by trading partner, 2006-08 average
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BOX 2.1 Soybean Qil

India is one of the largest edible oil markets in the world, and domestic producers are unable to satisfy Indian
demand. Several factors—soybean industry fragmentation; government policies that encourage small-scale
activity and favor grain production instead of oilseed production; marketing and distribution inefficiencies; and
irregular water supplies—negatively affect vegetable oil production in India.? As a result, India imports roughly
one-half of its annual consumption.

With India’s lagging domestic supply, low tariffs, and few specific nontariff measures, U.S. soybean oil
producers could be in a good position to supply the Indian market except for two cost factors: prices for
soybean oil substitutes and a global competitor’s export tax structure. India satisfies the overwhelming share of
its vegetable oil import needs with low-cost palm oil from Indonesia and Malaysia because the Indian vegetable
oil market is fairly price sensitive. When India does import soybean oil, it turns first to Argentine and Brazilian
sources, as those producers have certain shipping cost and seasonal advantages. Consequently, despite India
lowering its tariffs to encourage additional edible oil imports in 2008, U.S. soybean oil exports to India have
fallen to almost zero.” More important for U.S. soybean processors, however, is Argentina’s use of a differential
export tax scheme, which taxes raw soybean exports at a higher rate (35 percent) than soybean oil exports
(32 percent). Although the tax on Argentine soybean oil exports raises their price on world markets, taxing raw
material exports at a higher rate than processed product exports results in an export subsidy for Argentina’s
oilseed processors. This export subsidy confers a competitive advantage for this commodity product over U.S.
soybean oil in the Indian market.

@ NOPA, written submission to the USITC, April 1, 2009; industry representative, e-mail message to
Commission staff, June 24, 2009.

®In early 2009, because of the increase in U.S. soybean oil stocks, the decrease in U.S. soybean oil usage,
and the dearth of supply in South America, U.S. soybean oil producers recorded sales to India of 60,000 tons.
Industry representative, telephone interview by Commission staff, May 1, 2009.

¢ NOPA, written submission to the USITC, April 1, 2009.
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premium); (2) Indian consumption patterns favoring certain pulses, such as desi
chickpeas, pigeon peas, mung beans, and black matpe, of which the United States is not a
major producer;? and (3) the ability of producers in other countries to ship larger
volumes than their counterparts in the United States.??

Among pulses, peas are the largest import item, with Indian imports growing from
$149 million in 2004 to $720 million in 2008, in response to strong consumer demand
during this period. Canada is the leading supplier of peas to the Indian market, accounting
for about 70 percent of all pea imports during 2006-08 (fig. 2.4). In 2007, the United
States became India’s second-largest supplier of peas, and in 2008, its share of Indian pea
imports was 12 percent.? Indian imports of beans, the second-largest pulses import item,
increased during 2004-08 (table 2.1). Three-quarters of Indian bean imports were
supplied by Burma during 2006-08 (fig. 2.4), which benefits from close proximity to the
Indian market and produces the types of beans in high demand by India.*

India is a large importer of nuts, and during 2006-08, cashews alone accounted for
6 percent of Indian agricultural imports, mostly supplied by several African countries
(fig. 2.4). Most of the cashews imported into India are “in-shell” and manufactured into
higher-value processed cashews and cashew products, many of which are exported to the
United States, EU-27, Japan, and the Middle East. *®

Almonds are the largest Indian agricultural import from the United States, accounting for
36 percent of all imports from the United States during 2003-08. With limited domestic
production,® strong domestic demand growth,?” and low tariffs,?® Indian almond imports
have risen rapidly in recent years, increasing from about 21,000 mt in 2003 to 51,000 mt
in 2008.% The United States is by far the largest supplier, accounting for about 85 percent
of Indian almond imports during this period, although since 2007, the United States has
faced increasing competition from Australia.

Certain imported agricultural products are used as inputs for the Indian textile and
apparel industry, including cotton, wool, and leather. During 2006-08, these products
accounted for 13 percent of Indian agricultural imports. India is a major cotton-producing
country, but its production is not sufficient to meet the demand from its textile mills.
Cotton is the second-largest Indian agricultural import from the United States, accounting
for 19 percent of all agricultural imports during 2006-08 (fig. 2.3). Egypt is the other
major supplier, mostly of long and extra-long staple cotton. Certain sub-Saharan African
countries also supply cotton to the Indian market.®

A Industry representative, interview by Commission staff, Mumbai, India, May 28, 2009.

22 The United States reportedly does not have large exportable surpluses. Moreover, U.S. pulse exporters
ship in costlier containers rather than bulk vessels. Industry representatives, interviews by Commission staff,
Mumbai, India, May 26 and May 30, 2009.

28 pea imports from the United States are green peas, which are not grown in India and are eaten largely
as snacks. Industry representative, interview by Commission staff, Mumbai, India, May 28, 2009.

2+ Aradhey, India: Grain and Feed; Pulses Situation and Outlook, December 14, 2007.

% GTIS, World Trade Atlas Database (accessed June 8, 2009).

% |ndian almond production accounted for about 3 percent of domestic consumption in 2008. Aradhey,
India: Tree Nut, September 17, 2008.

" Almonds are very popular in India and have special significance in the Indian diet. Industry
representative, interview by Commission staff, Mumbai, India, May 11, 2009.

%8 |n 2008, the Indian tariff on imported in-shell almonds was Rs. 35 per kilogram (about 18-20 percent
ad valorem equivalent).

2 y.s. almonds are imported “in-shell.”

% singh, India: Cotton and Cotton Products, December 5, 2008.
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Exports

During 2006-08, India’s imports of fruit averaged $195 million annually; dates, figs, and
apples accounted for about three-quarters of this amount. Of these three, the United
States exports only apples to India, consisting mostly of the Red Delicious variety from
Washington state. Apples accounted for 4 percent of Indian agricultural imports from the
United States during 2006-08.%! Although facing strong competition from Fuji apples
from China, Indian demand for U.S. apples has grown in recent years, increasing from
$2.5 million in 2004 to about $20 million in 2008.*

India imported wheat in 2006 following shortfalls in domestic production and problems
pertaining to domestic procurement.® Imports were encouraged by lowering tariffs and
easing phytosantiary barriers.** During 2006-08, wheat imports averaged $333 million,
sourced mostly from Russia, Canada, and Argentina. As discussed in chapter 6, certain
SPS trade measures prevented the import of U.S. wheat. Even without these measures,
however, U.S. wheat exports to India may have faced competition from other suppliers
on the basis of delivery price.

Imports by Major Trading Partner

In terms of major suppliers, Association of Southeast Asian Nations (ASEAN) countries
accounted for 35 percent of Indian agricultural imports during 2006-08. Indonesia, a
major supplier of palm oil, was by far the largest supplier, accounting for close to one-
quarter of Indian imports during this period (table 2.2 and fig. 2.5). Other leading
ASEAN suppliers were Burma (dry beans) and Malaysia (palm oil, certain cocoa
products), accounting for 7 percent and 4 percent of total Indian agricultural imports,
respectively. During this period, imports of soybean oil from Argentina fell sharply, from
$661 million to $222 million, as India sourced more competitively priced palm oil from
Indonesia. These losses were somewhat offset by Argentine exports of wheat as India
resumed importing in 2006 after several years of being a net wheat exporter.** During
2006-08, the EU-27 supplied a wide range of products, led by alcoholic beverages
(mostly whiskies), peas, fibers (wool and flax), and hides and skins. Indian agricultural
imports from Canada increased sharply during 2003-08, such that by 2008, Canada
became the second-largest agricultural supplier behind Indonesia. Canada’s exports to
India were almost exclusively peas and lentils.

The competitiveness of Indian agricultural exports is based on low costs associated with
abundant labor and subsidized inputs, including fertilizer, electricity, and seeds.® India’s
proximity to ASEAN and Middle Eastern markets provides India with a transportation
cost advantage over other suppliers. Other factors affecting Indian agricultural exports

3! Industry representative, interview by Commission staff, New Delhi, India, May 27, 2009.

32 Although apples can be supplied more cheaply by China and Chile, U.S. Red Delicious apples are
considered to have superior color and shape and, when available out of season, can command a price
premium. Industry representative, interview by Commission staff, Mumbai, India, June 1, 2009.

¥ Govindan, India: Grain and Feed, February 21, 2007.

4 Industry representative, interview by Commission staff, New Delhi, India, June 2, 20009.

* Govindan, India: Grain and Feed, February 20, 2008.

% Eighty percent of Indian agricultural production is reportedly competitive in world markets. Industry
representative, interview by Commission staff, New Delhi, India, June 4, 2009.
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include government export restrictions aimed at curtailing food price inflation (box 2.2),%
a minimum export price program that makes certain Indian exports less competitive in
world markets,® and the use of export subsidies when government buffer stocks become

too large.

TABLE 2.2 India: Agricultural imports by major trading partner, 2003—-08 (million $)

Trading partner 2003 2004 2005 2006 2007 2008
Indonesia 1,119 1,423 1,195 1,160 1,469 2,315
Canada 127 110 169 194 601 566
EU-27 283 255 295 391 478 528
Burma 216 199 210 455 478 512
United States 278 215 290 323 435 497
Argentina 511 450 608 745 631 486
Malaysia 615 439 289 230 185 390
China 193 198 270 299 341 388
Australia 151 164 158 298 270 322
Brazil 145 405 530 123 164 240
Cote dlvoire 53 89 117 127 118 203
All other 1,043 1,167 1,566 1,574 1,980 2,088

Total 4,735 5,115 5,696 5,918 7,151 8,533

Source: GTIS, World Trade Atlas Database (accessed June 8, 2009).

FIGURE 2.5 India: Agricultural imports by major trading partner,
200608 average
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3" USDA, FAS, India: Trade Policy Monitoring, March 15, 2009.
% Govindan, India: Grain and Feed, February 20, 2009.
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BOX 2.2 Indian Agricultural Export Restrictions®

Export restrictions are one of several policy instruments the central government uses to address food price inflation
and maintain stockpiles of food to feed the poor through the Public Distribution System. Export restrictions are of
three types—export bans, minimum export prices (MEPs), and export taxes. Export bans prohibit the export of
products, regardless of international and domestic price levels. MEPs are prices below which exporters cannot sell
their product, making Indian goods less competitive overseas. Export taxes are levied on the value of exports, again
making Indian product less competitive.

In 2007, the Indian government began significantly restricting exports of essential commodities as global food prices
increased and Indian strategic food reserves, or stocks, declined below government target levels. Reportedly, these
export restrictions were also imposed because of the government’s desire to keep food prices low in the run-up to
the national elections in early 2009. Recent export restrictions for major commodities are described below.

Wheat. On February 9, 2007, the government banned exports of wheat and wheat products until
December 31, 2007, a prohibition that was later extended indefinitely.

Nonbasmati rice. Effective October 9, 2007, the government banned exports of all nonbasmati rice to ensure
adequate rice availability in the domestic market. On October 31, 2007, however, because of the demands of rice
exporters, the outright ban on exports was replaced by an MEP of $425 per ton, which was later increased to
$1,000 per ton on March 27, 2008. On April 1, 2008, the government again banned exports.

Basmati rice. Effective March 5, 2008, an MEP of $950 per ton was imposed, which was gradually increased to
$1,200 per ton on April 1, 2008. In addition, an export tax of Rs. 8,000 per ton was imposed at that time. On
January 20, 2009, the MEP was lowered to $1,100 per ton, and the export tax was abolished.

Corn. On March 5, 2007, the government banned exports of corn by the private sector and channeled exports only
through state trading enterprises for a period of six months. Effective July 3, 2008, the government banned exports
of corn through October 15, 2008.

Vegetable oils. On March 17, 2008, the government banned exports of vegetable oils. This prohibition was
extended to March 16, 2010.

Pulses. Effective June 22, 2006, the government imposed a ban on the export of pulses, with the exception of
kabuli chana (garbanzos).

Milk and milk products. On February 9, 2007, the government imposed a ban on exports of skimmed milk powder,
skimmed milk food for babies, whole milk, whole milk for babies, and other milk products until September 30, 2007.

@ Aradhey, India: Oilseeds and Products, April 16, 2009, 22; Govindan, India: Grain and Feed, February 20,
2009, 15; Govindan, India: Grain and Feed, February 20, 2008, 7; and Dhankhar, India: Dairy and Products,
November 5, 2008.

Exports by Product

Between 2003 and 2008, Indian agricultural exports to the world grew more than
threefold, increasing from $6.1 billion in 2003 to $20.2 billion in 2008. Similarly, Indian
agricultural exports to the United States increased steadily from $585 million in 2003 to
about $1.3 billion in 2008 (table 2.3). Indian global agricultural exports are concentrated
in a few major commodities. During 200608, rice, soybean meal, and cotton represented
one-half of Indian global agricultural exports, with sugar and frozen beef (mostly buffalo
meat) accounting for an additional 20 percent (fig. 2.6). Tobacco, nuts (mostly cashews
and peanuts), beverages (tea and coffee), and spices are also exported by India.
Agricultural products exported by India to the United States include nuts and a wide
range of specialty products supplying ethnic grocery stores and restaurants.
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TABLE 2.3 India: Agricultural exports to the world and the United States by product, 2003—08 (million $)

Product Source 2003 2004 2005 2006 2007 2008
Animal products
Live animals World 4 5 5 10 10 11
United States 0 0 0 0 0 0
Frozen beef® World 268 392 553 656 804 1,091
United States 2 0 0 0 0 0
Other meat World 43 31 31 44 48 96
United States 0 0 0 0 0 1
Concentrated/sweetened dairy World 17 39 124 89 108 171
United States 0 4 3 1 0 0
Other dairy World 24 49 89 64 178 192
United States 13 30 62 34 78 64
Eggs World 46 60 76 57 101 109
United States 0 0 0 0 0 0
Grains

Rice World 885 1,173 1,763 1,460 2,360 2,784
United States 22 20 31 33 51 45
Corn World 27 187 73 105 325 953
United States 0 0 0 0 0 0
Other grains World 442 451 216 28 109 148
United States 0 0 0 0 0 1

Animal feed
Soybean meal World 389 767 638 1,070 1,303 2,337
United States 0 0 0 0 0 2
Other animal feed World 61 156 165 198 314 462
United States 0 0 0 0 0 0

Fats and oils
Oilseeds World 163 242 199 205 367 553
United States 20 28 24 29 34 63
Castor oil World 106 184 229 199 275 380
United States 21 34 31 30 32 48
Other fats and oils World 69 129 90 116 149 207
United States 8 24 5 9 8 11

Vegetables
Onions and shallots World 109 162 157 232 263 326
United States 0 0 0 0 0 0
Chickpeas World 1 5 22 49 126 94
United States 0 0 0 1 1 1
Pickled vegetables World 35 40 68 87 94 127
United States 6 6 9 13 16 22
Other vegetables World 183 214 378 374 249 298
United States 8 9 12 16 1 1

Nuts

Cashews World 351 491 620 546 532 667
United States 170 234 251 211 191 221
Peanuts World 82 126 109 166 238 283
United States 3 17 0 0 0 0
Other nuts World 26 29 35 34 38 54
United States 14 18 25 33 37 47

See footnotes at end of table.
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TABLE 2.3 India: Agricultural exports to the world and the United States by product, 2003—08 (million $)—Continued

Product Source 2003 2004 2005 2006 2007 2008
Fruit

Guava/mango World 70 93 116 153 164 211
United States 2 3 3 4 5 6

Grapes World 24 20 44 55 58 101
United States 0 - 0 0 0 0

Other fruit World 443 588 745 704 708 906
United States 10 9 8 12 21 26

Beverages and products

Coffee World 155 156 238 317 294 397
United States 2 6 4 6 6 4

Tea World 307 380 386 415 441 541
United States 18 22 24 24 27 35

Alcoholic beverages World 21 24 33 38 57 96
United States 1 1 1 1 1 2

Nonalcoholic beverages World 8 9 14 12 14 11
United States 1 2 1 2 4 2

Sugar, sweeteners, confectionery

Cane/beet sugar World 370 52 38 620 1,024 1,511
United States 5 3 1 5 5 1

Other sugars/sweeteners World 39 38 55 84 111 133
United States 9 9 13 16 6 24

Spices

Pepper World 87 124 124 194 396 353
United States 24 27 30 43 84 76

Cumin World 10 16 17 49 76 174
United States 1 2 2 8 13 16

Other spices World 88 98 112 123 149 206
United States 13 17 15 18 20 27

Miscellaneous processed products

Instant coffee World 68 68 99 111 124 152
United States 1 2 1 3 4 5

Other processed foods World 84 102 142 161 186 274
United States 11 14 20 25 28 40

Gum and thickeners World 243 284 403 402 380 471
United States 89 90 146 164 139 208

Seeds for sowing World 11 13 18 26 35 28
United States 2 3 2 3 4 3

Tobacco World 220 265 299 366 455 666
United States 14 15 13 15 20 27

Fibers

Cotton World 36 176 323 978 1,655 1,560
United States 0 0 0 - 3 0

Other fibers World 18 34 18 34 22 31
United States 1 2 1 1 1 1

All other World 504 476 440 700 967 989
United States 92 102 122 160 169 253

Total World 6,135 7,949 9,310 11,330 15,307 20,150
United States 585 754 862 917 1,008 1,282

Source: GTIS, World Trade Atlas Database (accessed June 8, 2009).

#Frozen beef is mostly buffalo meat.
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FIGURE 2.6 India: Agricultural exports to the world by product share,
2006—08 average
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Source: GTIS, World Trade Atlas Database (accessed June 8, 2009).

During 2006-08, cashews were the leading Indian export to the United States, accounting
for 19 percent of all Indian agricultural exports, followed by gum and thickeners at
16 percent (fig. 2.7).% Other important exports include pepper, certain dairy products
(mostly casein), and rice.

Rice is the largest Indian agricultural export, accounting for 14 percent of all agricultural
exports to the world in 2006—08. Rice exports consist of parboiled rice and basmati rice,
which are highly competitive in the global market.”® High-quality basmati rice is exported
principally to the Middle East and the EU-27 and competes with U.S. exports of basmati
rice.* With the aim of curbing food price inflation, the government has imposed a series
of export restrictions on rice, beginning in October 2007, including an export ban on
nonbasmati rice, a minimum export price, and an export tax.** As a result, the volume of
rice exports fell from 6.2 million metric tons (mmt) in 2007 to 3.5 mmt in 2008.%

% Natural gums and resins (HS 1301), such as gum arabic, and vegetable saps/extracts, pectates, and
other thickeners (HS 1302), such as carrageenan, are commonly used as food additives, typically displaying
thickening properties. However, both HS 1301 and 1302 include a wide variety of vegetable gums, resins,
and extracts, such as turpentine (used as a solvent), and anesthetic or therapeutic substances, such as poppy
straw extract.

0 Govindan, India: Grain and Feed, February 21, 2007.

! Low-quality parboiled rice is exported mainly to Bangladesh and several African countries.

“2 Govindan, India: Grain and Feed, February 20, 2009.

3 The value of rice exports increased, however, owing to the doubling of global rice prices between 2007
and 2008. Between 2007 and 2008, the world price of rice (FOB Bangkok) increased from $332 per metric
ton to $700 per metric ton. IMF, Commodity Prices, 2009. Wheat is another product impacted by export
controls. In 2003, India exported about 3 mmt of wheat, mainly to Bangladesh and other Southeast Asian
countries. The government banned the export of wheat beginning in February 2007 because of very low
levels of government-held stocks in 2006. In 2006, government-held wheat stocks were down to 2 mmt
compared with the desired buffer stock level of 4 mmt. Govindan, India: Grain and Feed, February 21, 2007.
As a result, there were no wheat exports during 2007 and 2008, except for small amounts for food aid to
neighboring countries.
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FIGURE 2.7 India: Agricultural exports to the United States by product
share, 200608 average
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Source: GTIS, World Trade Atlas Database (accessed June 8, 2009).

Soybean meal, used as a protein source in animal feed, was the second-largest
agricultural export by India during 2006—08, accounting for 10 percent of all agricultural
exports. In 2008, soybean meal exports reached $2.3 billion, compared with $389 million
in 2003, reflecting both increasing prices and strong demand by the expanding livestock,
dairy, and poultry industries across Asia.* Indian cotton exports increased from
negligible levels in 2003 to about $1.6 billion in 2008. This growth stemmed from the
rapid increase in cotton production following the introduction of Bt cotton into India.* In
2008, India was the world’s second-largest cotton exporting country behind the United
States and is increasingly competing with the United States as a supplier of cotton in
several markets.*

4 Aradhey, India: Oilseeds and Products, May 19, 2008.

5 Genetically modified cotton was developed by Monsanto and sold under the brand names Bollgard and
Bollgard 2 (both are Bt cotton). From 2001 to 2007, production increased from 16 million bales to 31 million
bales produced from the same acreage. According to Monsanto officials, no agricultural technology since the
Green Revolution has had a bigger impact on Indian agriculture. Industry representative, interview by
Commission staff, New Delhi, India, May 11, 2009.

“ Singh, India: Cotton and Cotton Products, December 5, 2008. Exports of sugar also increased rapidly
in recent years, from $38 million in 2005 to $1.5 billion in 2008. This increase can be explained partly by
government assistance provided to sugar mills in the form of a payment on internal as well as ocean
transportation costs during April 2007-April 2008. USDA, FAS, India: Trade Policy Monitoring Annual,
March 15, 2009. Major markets purchasing Indian sugar are in the Middle East (mostly the United Arab
Emirates and Saudi Arabia) and Asia (mostly Bangladesh and Sri Lanka).
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Exports by Major Trading Partner

Indian agricultural exports are dispersed among a large number of destination markets
(table 2.4). During 200608, the EU-27 was India’s largest agricultural export market,
accounting for 14 percent of the total, followed by the United Arab Emirates (UAE),
China, and the United States each with a 7 percent share (fig. 2.8). Other important
markets include Bangladesh, Saudi Arabia, and Vietnam. During 2003-08, growth in
Indian agricultural exports to the UAE, China, Vietnam, and Pakistan was particularly
strong, led by sharply higher exports of rice, cotton, meat, and animal feed.

TABLE 2.4 India: Agricultural exports by major trading partner, 2003-08 (million $)

Trading partner 2003 2004 2005 2006 2007 2008
EU-27 1,144 1,377 1,604 1,780 2,122 2,658
United Arab Emirates 368 467 503 553 989 1,702
Bangladesh 583 633 649 568 949 1,322
United States 585 754 862 917 1,008 1,282
Saudi Arabia 323 576 612 550 748 1,271
China 105 169 389 896 1,277 1,178
Vietnam 104 167 229 368 659 1,158
Malaysia 297 337 295 349 596 952
Indonesia 251 265 233 378 495 653
Pakistan 49 124 154 655 611 648
Japan 144 232 298 326 383 604
All other 2,181 2,848 3,481 3,988 5,469 6,723

Total 6,135 7,949 9,310 11,330 15,307 20,150

Source: GTIS, World Trade Atlas Database (accessed June 8, 2009).

FIGURE 2.8 India: Agricultural exports by major trading partner,
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CHAPTER 3
Domestic Consumption

Overview

The Indian diet centers around staple foods such as grains, pulses, edible oils, and
potatoes.’ Of these staples, grains account for almost two-thirds of caloric intake on a
daily basis, and per capita consumption of grains (mainly rice and wheat) has remained
fairly constant over the past six years. In recent years, total Indian food consumption as
well as per capita consumption of many food products has increased, including nonstaple
food items, such as fruits, vegetables, dairy foods, and meat. Despite the rise in caloric
intake over time, Indians still consume fewer calories than people in many other
developing countries.

Indian food consumption is influenced by factors such as population size and
demographics, income, price, cultural preferences, and availability. India has a large and
diverse population that historically has been poor and has spent a relatively large share of
its income on food.® The recent rise in Indian incomes has resulted in an increase in the
size of India’s middle class, with increased disposable income available for spending on
food. Rising incomes typically lead to a diversification of diets from those high in food
grains to4ones with increasing amounts of nongrain food items, and this trend is occurring
in India.

Looking beyond income and cultural practices, the availability of certain foods clearly
affects consumption patterns.® Indian consumers have only limited access to imported
foods or to Western-type foods produced in India,® but as in other countries, when new
foods become available in India, certain market segments readily develop preferences for
them. Middle- and upper-class Indians, who mainly live in urban areas, are more likely to
buy imported foods or multinational brand foods produced domestically. Over time, the
growth of the Indian middle class and urban dwellers with diversified food preferences
should not only increase overall consumption but also increase demand for different types
of foods, including varied imports.’

Consumption

Food Consumption Patterns

Total Indian consumption of food products has increased in recent years. Available data
for consumption of a number of foods, including grains, meat, dried fruit and nuts, dairy,

! Comprehensive consumption data, including per capita consumption are not available for many food
products in India. The available, albeit limited, consumption data are presented later in this chapter.

2EAO, Country Profiles: Brazil, China, and India, FAO Statistical Yearbook, 2005.

® EIU, India Food, November 11, 2008.

4 Chatterjee, Rae, and Ray, “Food Consumption, Trade Reforms, and Trade Patterns in Contemporary
India,” n.d., 7.

% Chapter 2 covers India’s imports and chapter 4 agricultural production.

® The barriers to agricultural imports are discussed primarily in chapters 5 and 6.

" Industry representatives, interviews by Commission staff, New Delhi and Mumbai, India, various dates.
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edible oils, and sugar, show that total consumption of these products increased
approximately 12 percent in volume from marketing year (MY) 2003/04 to MY 2008/09
(table 3.1). India is currently the 12th-largest food consumer in the world, and one source
predicts it could grow to be the 5th-largest consumer food market by 2025, depending on
India’s population growth projections and per capita spending on food.?

TABLE 3.1 India: Total domestic consumption of select commodities, MYs 2003/04—2008/09 (1,000 mt)

Commodity 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Grains 189,538 186,939 188,868 192,585 202,311 199,200
Beef and veal (carcass weight equivalent) 1,528 1,638 1,633 1,694 1,735 1,845
Poultry, broiler 1,498 1,648 1,899 2,000 2,239 2,489
Almonds, shelled basis 25 27 24 33 40 43
Walnuts, in-shell basis 16 17 18 20 19 20
Raisins 4 8 9 7 10 11
Dairy 86,635 90,838 94,418 99,496 105,722 108,989
Edible oils 11,165 11,563 12,114 11,988 12,518 13,438
Sugar, centrifugal 20,750 18,600 19,500 21,235 22,425 23,550

Source: USDA, FAS, Production, Supply and Distribution (accessed July 2, 2009).

According to an Indian government survey, per capita food consumption increased
5.1 percent annually from fiscal year (FY) 2003/04 to FY 2007/08, a significant increase
from the 2.6 percent average annual growth during the previous 11 years.® U.S.
government data for certain food items in India also show strong growth rates in per
capita consumption during the same period (table 3.2); per capita consumption increased
51 percent for dried fruit, 17 percent for dairy, and 12 percent for edible oils. However,
these higher growth rates were partially offset by a decline in the consumption of grains
for most years after MY 2003/04. For the period per-capita grain consumption declined
2 percent.

Caloric Intake

Indians consumed fewer calories per day (approximately 2,240) in 2001-03 than the
average person in China, Brazil, or the United States (fig. 3.1)."° Yet, the Indian caloric
amount represented an increase of approximately 17 percent over the past quarter-century
(from the 1979-81 annual average to the 2001-03 annual average).'! The majority of
daily calories (1,354) for Indians came from grains: rice and wheat together accounted for
53 percent of daily total caloric intake (fig. 3.2).? The next largest sources of calories for
Indians were sugar, edible oils, and milk. Indians consumed very small amounts of meat
compared to other foods and to meat consumption in other developing countries, such as
Brazil and China, because of cultural and economic factors.® Unidentified “other foods,”

® McKinsey Global Institute, “The ‘Bird of Gold,”” May 2007, 10 and 14.

® Government of India, Ministry of Finance, Economic Survey 2007-08, n.d., 3. The Indian fiscal year is
April 1-March 31.

10 The most recent data available are for 2003. FAO, Country Profiles: Brazil, China, India, and the
United States, FAO Statistical Yearbook, 2005.

1 EAQ, Country Profile: India, FAO Statistical Yearbook, 2005.

12 This information is based on the FAQ Statistical Yearbook, which provides daily caloric information
for a basket of food items including food grain, certain types of oil, and some animal products averaged over
the years 2001-03. FAO, Country Profiles: Brazil, China, India, and the United States, FAO Statistical
Yearbook, 2005.

3 Ibid.



TABLE 3.2 India: Per capita consumption of select commodities, MYs 2003/04—2008/09 (kilograms)

Commodity 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Grains

Rice, milled 77.53 72.07 74.69 74.99 77.12 77.67

Wheat 60.84 64.92 61.43 63.45 65.08 59.09

Corn 12.22 12.39 12.47 12.02 12.11 13.70

Other grains 20.05 17.24 17.21 16.10 18.16 16.98

All grains 170.64 166.62 165.79 166.57 172.47 167.44
Meat

Beef and veal 1.38 1.46 1.43 1.47 1.48 1.55

Poultry, broiler 1.36 1.47 1.67 1.73 1.91 2.09
Dairy

Butter 222 2.32 2.41 2.64 2.86 3.10

Fluid milk 76.05 78.43 80.28 83.20 87.03 88.25

Nonfat dry milk 0.17 0.21 0.20 0.21 0.23 0.26

All dairy 78.44 80.96 82.88 86.05 90.13 91.61

Edible oil

Oil, palm 3.26 3.04 2.74 3.26 3.93 4.27

Oil, soybean 1.71 2.34 2,57 2.25 1.96 1.88

Other edible oil 5.14 4.93 5.32 4.86 4.78 5.14

All edible oil 10.11 10.31 10.63 10.37 10.67 11.30
Other

Sugar, centrifugal 18.79 16.58 17.12 18.37 19.12 19.80

Dried fruit 0.04 0.05 0.04 0.05 0.06 0.06

Population (millions) 1,104.53 1,121.95 1,139.19 1,156.21 1,173.04 1,189.68

Source: USDA, FAS, Production, Supply and Distribution (accessed July 2, 2009); and International Monetary Fund, International

Financial Statistics, July 2009.

Note: For each crop, per capita consumption was calculated by dividing total domestic consumption by the estimated population.
Indian population data for 2003 through 2008 were available from International Monetary Fund, International Financial Statistics,
July 2009. From 2003 to 2008, the IMF population estimates reflected the expectation that India’s population growth rate would
decline 0.04 percent per year. Therefore, to calculate a population estimate for 2009 and 2010, the previous year's population
was inflated by that year’s growth rate less 0.04 percent. The estimated marketing year population (e.g., 2003/04) is based on the
simple average of the population for the two calendar years making up that marketing year (2003 and 2004).

FIGURE 3.1 India and selected countries: Per capita daily consumption of calories, average

2001-03

4,000
3,500 -
3,000 -
2,500
2,000 -
1,500
1,000

Calories

2,440

2,940

3,060

3,770

India

China

Brazil

United States

Source: FAO, Country Profiles, Brazil, China, India, and the United States, FAO Statistical Yearbook , 2005.

3-3




FIGURE 3.2 India: Share of per capita daily calorie consumption by
food item, average 2001-03
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Source: FAO, Country Profiles, India, FAO Statistical Yearbook , 2005.

which represented almost one-third of Indian caloric intake, likely included fruits, pulses,
vegetables, dried fruits, and processed foods.

Factors Affecting Consumption

Generally, the factors that affect food consumption in India are those that influence food
consumption globally, namely population size and demographics, income levels, food
prices, and consumer food preferences. Rapid changes in the Indian economy and
corresponding changes to Indian society and demographics are likely not only to increase
the amounts of traditional foods that Indians eat, but also to change the mix of foods
Indians consume, including the addition of new food types to their diets, such as higher-
value processed foods and imported food products.

Population Size and Demographics

India’s population is currently 1.2 billion, approximately one-sixth of the world’s
population and second in size only to China. The population is spread across 28 states
and 7 union territories (UTs). From MY 2003/04 to 2008/09, the Indian population is
estimated to have grown approximately 8 percent (table 3.2). Such rapid population
growth translates into a much larger consumer market for food products, whether
traditional Indian staple foods or foods new to the Indian diet. Furthermore, India’s large
population is young and ethnically diverse. India’s median age is 25, which is young even
compared to that of other large developing countries, such as China and Brazil.** The
changing demographics of the Indian population will likely have an impact on the types
of foods Indians eat. Young people, especially young professionals in urban areas, are

14 China and Brazil have median ages of 34 and 29, respectively. CIA, The World Factbook: India,
updated June 1, 2009; CIA, The World Factbook: China, updated May 14, 2009; and CIA, The World
Factbook: Brazil, updated May 14, 2009.
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more likely to have been exposed to Western culture and have an affinity for Western-
style foods, whether produced in India or imported.*

Religion is also an important factor that can influence the types of food Indians consume.
For example, certain meats are forbidden or strongly discouraged by Hinduism (e.g., cow
meat) and Islam (e.g., pork) (box 3.1). The Indian population practices a number of
religions, but the majority of the population (81 percent) is Hindu. Muslims are the
second-largest religious group (13 percent), followed by Christians (2.3 percent) and
Sikhs (1.9 percent). *®

BOX 3.1 Indian Pork Consumption®

Pork consumption in India is small for cultural and religious reasons. Pork is generally viewed as a poor man’s meat,
in part because pigs in India roam free and are viewed as feral scavengers. In addition, practicing Muslims are
prohibited from eating pork. However, pork is consumed in somewhat larger quantities in Christian communities in
the northeastern and southwestern areas of India, including in Goa, where it was introduced by the Portuguese
when Goa was a colony of Portugal. It is also consumed in hotels and restaurants in India that feature or sell
Western food, but generally not in Chinese restaurants (which are popular in India), notwithstanding its widespread
use in Chinese cooking outside of India.

@USMEF, “India’s Pork Market:” March 2007; FAO, Country Profile: India, FAO Statistical Yearbook, 2005.

Income and Expenditure
Income Levels

Most of the Indian population historically has been poor. Consequently, most Indians are
very price sensitive with respect to food purchases (box 3.2). Even today, about
34 percent of the population lives on $1 per day or less, and 80 percent of Indians live on
$2 per day or less.' By national standards, however, not all these individuals are
considered impoverished; only 29 percent of Indians live below the national poverty line.
Moreover, recent economic growth has caused incomes to rise, with a corresponding rise
in spending, including food expenditures. Between FY 2003/04 and FY 2007/08, Indian
per capita incomes grew 7.2 percent annually, which has allowed considerable numbers
of Indians to move into the middle class.™

15 Singh, India: Retail Food Sector, December 21, 2006, 5; Govindan and Dhankar, India: Exporter
Guide, October 1, 2008, 5; and Bryant Christie Inc., India Research Study, January 31, 2008, 14.

16 CIA, The World Factbook: India, updated June 1, 2009.

7 UNDP, Human Development Report 2007/2008, 2007, 239.

18 Government of India, Ministry of Finance, Economic Survey 2007-08, n.d., 3.
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BOX 3.2 Indian Consumers and Price

Indian consumers are considered to be price sensitive, carefully planning their food purchases and buying food in
small quantities. This price sensitivity makes “[p]Jackage size an important element of demand™ in India. Many food
items, such as almonds, fruits, and pulses, are sold loose so consumers can buy only what they need for a few
days’ consumption. Low-lncome customers can avoid paying a markup on such items as pulses by cleaning and
sorting them at home.© Edible oils are also sold from bulk containers, requmng customers to bring their own bottles
to be filled at the shop—often of a branded oil mixed with a cheaper oil.¢

Indian consumers value quality, but all but the upper classes are often reluctant or unable to pay for higher quality
food.® Nonetheless, a recognized high-quality brand may command some brand loyalty and thus a price premium.
For example, U.S. products reportedly command a 5-10 percent premium because of their high quality and brand
names. Affluent urban customers who are aware of quality and international brands and may have traveled abroad
are more willing to pay a premium for quality food products, including imports.®

Bryant Christie Inc., “India Research Study,” January 31, 2008, 15.
®EIU, India Food, November 11, 2008.
CApproxmately 90 percent of purchases are preplanned. USDA, ERS, Indian’s Pulse Sector, May 2003, 9.
Industry official, interview by Commission staff, Washington, DC, April 30, 2009.
°Singh, India: Retail Food Sector, December 21, 2006, 5; Govindan, India: Exporter Guide, October 1, 2007, 5;
and Govindan and Dhankhar, India: Exporter Guide, October 1, 2008, 5.
"Government official, interview by Commission staff, New Delhi, India, May 26, 2009.
9EIU, India Food, November 11, 2008; Industry official, interview by Commission staff, New Delhi, India,
May 26, 2009.

The middle class is India’s most rapidly growing segment, and one source estimates that
583 million Indians will be considered middle class by 2025.'° The middle class in India
includes approximately 200-300 million people, with most located in urban areas.”® This
demographic grouping includes Indians with annual incomes of $2,000 or more (roughly
equivalent to a daily income of $5.50 or more), or approximately 17-25 percent of the
2008 population.” One study estimates that the urban middle class will account for more
than 75 percent of total food spending by 2025.22 Research has shown that, generally, as
incomes rise, Indians increasingly consume more nongrain food items such as fruits,
vegetables, and nuts (boxes 3.3 and 3.4).2 Because middle class Indians already meet
their basic food needs, it is expected that they will increasingly buy higher-value foods,
including nontraditional items such as processed foods, organic or premium foods,
foreign foods, and meals in restaurants.

19 Chatterjee, Rae, and Ray, “Food Consumption, Trade Reforms, and Trade Patterns,” 7; Bryant Christie
Inc., India Research Study, January 31, 2008, 3.

2 singh, India: Retail Food Sector, December 21, 2006, 4.

2 The growing middle class in India is difficult to define precisely because its definition depends on the
income levels used. One study divides Indians into five groups based on income (from low to high): deprived,
aspirers, seekers, strivers, and global. According to this study, only seekers and strivers—about 5 percent of
the population—qualify as middle class. McKinsey Global Institute, “The ‘Bird of Gold,”” May 2007.
Several other studies use a lower income criterion and would consider aspirers to belong to the middle class
as well.

22 McKinsey Global Institute, “The “Bird of Gold,”” May 2007, 120.

2 Chatterjee, Rae, and Ray, “Food Consumption, Trade Reforms, and Trade Patterns,” 7.
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BOX 3.3 Indian Consumption of Imported Fruits and Vegetables

India imports a wide variety of fresh fruits and vegetables. Fruit imports are dominated by apples, but relativelyé
large imports of pears, citrus, dates, and grapes have been recorded as well.? Navel oranges are in high demand.
Smaller quantities of durians, kiwi, apricots, cherries, and plums are also imported into India.® Imported vegetables
include potatoes, tomatoes, garlic, and mushrooms.

As a result of their high cost—said to be up to 10 times the price of local produce®—the primar¥ Indian consumers
of imported fruits and vegetables are higher-income Indians, hotels, and catering businesses.” Reportedly, in the
off-season, Indian consumers are willing to pay a premium for U.S. fruit exports.® For example, although Chinese
apples are lower priced, approximately one-third of Indian apple imports are from the United States, primarily Red
Delicious from Washington State. A survey conducted in six major Indian cities found that imported fruits and
vegetables are generally consumed at higher rates in major port cities than in interior cities.” Imported fruits are
more commonly consumed than imported vegetables, probably because vegetables are more perishable. The
reasons most commonly cited by Indian consumers for buying imported fruits and vegetables varied among the six
cities in question, although nutrition ranked as the number one reason in five cities. The second most common
reason was the country of origin of the produce.

@Dhankhar, India: Product Brief, December 16, 2008, 5.

b Industry official, interview by Commission staff, New Delhi, India, May 27, 2009; Dhankhar, India: Product
Brief, December 16, 2008, 11.

°Dhankhar, India: Product Brief, December 16, 2008, 18.

4 Florida Department of Agriculture and Consumer Services, India: Road to Success, August 2007, 38.

© Dhankhar, India: Product Brief, December 16, 2008, 4; Florida Department of Agriculture and Consumer
Services, India: Road to Success, August 2007, 24

"Dhankhar, India: Product Brief, December 16, 2008, 4 and 11.

9 Industry official, interview by Commission staff, New Delhi, India, May 27, 2009.

h Consumption of imported fruit was especially high in Chennai, Bangalore, and Mumbai, while imported
vegetable consumption was highest in Chennai and Mumbai. Florida Department of Agriculture and Consumer
Services, India: Road to Success, August 2007, 31.




BOX 3.4 Indian Almond Consumption

Almonds play a special role in Indian culture. The preference for almonds in northern India, especially in Delhi,
stems from historical patterns of importing almonds and many dried fruits from Iran over several generations.?
Almonds, not commercially grown in India, remain most popular in the north, although they are reportedly also
enjoyed in Mumbai and the west coast, and their consumption is expanding into the south.” Indians consume
almonds pnmanly as food, although they are also used in cosmetic and health care products.® Aimonds are viewed
as “high energy and “brain” food and are recommended for children, pregnant women, recuperating patients, and
athletes.® Reportedly, it is traditional for children to be given seven almonds soaked in milk or water for overall good
health. Lower-income Indians aspire to eat almonds, and for the many who consider them a luxury item, they are
reserved for holidays.®

The demand for almonds in India is filled almost exclusively through imports, of which the United States supplies
roughly 85 percent Indians like the large size, even shape, and taste of the California nonpareil almond variety.
Reportedly the California “brand” is highly regarded in India, and California exporters feel it is important to
emphasize their almonds’ origin.® However, in certain regions, such as Gujarat and Rajasthan, people prefer Iranian
almonds (Mamra/qumi) and pay a price premium for them." Indians are particular when purchasing almonds,
preferring only those that have no chips or marks.' For this reason, most almonds are shipped whole to India, where
they are hand-shelled. The majority of almonds are sold loose in small stores; only about 5 percent are sold in
retail-sized packages.!

& Industry official, interview by Commission staff, Mumbai, India, May 11, 2009; Government official, interview by

Comm|SS|on staff, New Delhi, India, May 4, 2009.

Industry official, interview by Commission staff, Mumbai, India, May 11, 2009.

Aradhey, India: Tree Nuts, September 11, 2008, 4.

|b|d Industry official, interview by Commission staff, Mumbai, India, May 11, 2009; and USITC, hearing
transcript, April 21, 2009, 23 (testimony of Mr. Heron, Blue Diamond Growers).

€ Industry official, interview by Commission staff, Mumbai, India, May 11, 2009.

Aradhey, India: Tree Nuts, September 11, 2008, 4.

9 Industry official, interview by Commission staff, Mumbai, India, May 11, 2009; USITC, hearing transcript,
April 21, 2009, 125-126, (testimony of Mr. Gore, JBC International; Mr. Zion, the California Pistachio Export
Council; and Mr. Heron, Blue Diamond Growers).

" Aradhey, India: Tree Nuts, September 11, 2008, 4.

'Industry official, interview by Commission staff, Mumbai, India, May 11, 2009; Aradhey, India: Tree Nuts,
September 11, 2008, 4.

! Aradhey, India: Tree Nuts, September 11, 2008, 4; Industry official, interview by Commission staff, Mumbai,
India, May 11, 2009.

Income Distribution

Income growth has been more rapid in some regions of India than in others, and as a
result, certain states and UTs have a higher concentration of wealth than others (table 3.3
and fig. 3.3). Five states (Punjab, Himachal Pradesh, and Haryana in northern India;
Kerala and Andhra Pradesh in southern India) have 16 percent or fewer of households
below the national poverty line.?* Punjab, Himachal Pradesh, and Haryana, which border
each other, were also among the 10 states and UTs with the highest per capita income in
FY 2005/06, while Kerala and Andhra Pradesh were in the top 15.%° The combination of
high population density and high per capita income make Indian centers such as Delhi
and Mabharashtra the most likely regions to be targeted for the marketing of new, higher-
value, nontraditional foods, according to one California study.26

2+ Government of India, Ministry of Finance, Economic Survey 2007-08, n.d., 28-29 and table 2.3.
% Government of India, PIB, press release, November 25, 2007.
% Bryant Christie Inc., India Research Study, January 31, 2008, 4.
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TABLE 3.3 India

: Ten highest per capita income states and union territories, FY 2005/06

2005/06 average Average per
annual per capita capita daily ~ Total population Pop. density
income income (1,000 persons) (per sqg. km)
State/UT (US $) (UsS $) (2001) (2001)
Chandigarh 1,726 4.73 901 7,900
Delhi 1,250 3.42 13,851 9,340
Goa 1,207 3.31 1,344 363
Puducherry 925 2.53 974 2,030
Haryana 760 2.08 21,145 478
Maharashtra 739 2.03 96,752 314
Punjab 727 1.99 24,359 484
Andaman and Nicobar Islands 694 1.90 356 43
Himachal Pradesh 690 1.89 6,078 109
Gujarat 675 1.85 50,671 258

Sources: Government of India, PIB, “Per Capita Income,” November 25, 2007. Originally expressed in U.S. dollars
for FY 1999/2000 (for FY 2005/06 year) and converted to U.S. dollars for FY 2005/06 using IMF, International
Financial Statistics (online) (accessed May 2009). Government of India Web site, Know India: States and Union
Territories, reviewed February 22, 2008 (accessed May 2009); Government of India Web site, "Districts of India,"
reviewed February 22, 2008 (accessed May 2009).



FIGURE 3.3 India: States and union territories
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The rise in the number of urban dwellers, with their faster-growing incomes, is likely to
increase per capita food consumption and consumption of nontraditional food in Indian
cities. Currently, Indians live mainly in rural areas; only about 29 percent of Indians, or
approximately 342 million people, lived in urban areas in 2008.2 By 2015, however,
32 percent of the population is expected to be urban.?® Indians living in urban areas tend
to have higher incomes than those in rural areas; in 2001 the population living in the eight
largest cities accounted for 40 percent of India’s disposable income.?® Urban households

27 CIA, The World Factbook: India, updated June 1, 2009; International Monetary Fund, International

Financial Statistics, July 20009.
8 UNDP, Human Development Report 2007/2008, 2007, 345.
% They are Mumbai (Bombay), Delhi, Kolkata (Calcutta), Chennai, Bangalore, Hyderabad, Ahemdabad,

and Pune. McKinsey Global Institute, “The ‘Bird of Gold,”” May 2007, 74.
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are expected to see income growth of 5.8 percent per year from 2005 to 2025, while rural
incomes are forecast to grow at a rate of only 3.6 percent per year.*

Spending on Food

Regardless of where they live, Indians spend a substantial share of their disposable
income on food relative to other countries. For example, Indians’ average food
expenditures as a share of their total spending were estimated to be 8 percentage points
higher than those of residents of China in 2008.%! However, the share of household
expenditures that both rural and urban dwellers spent on food fell in FY 2006/07 to
52 percent for rural households and 39 percent for those in urban areas (table 3.4).% In
some regions of India, there is a pronounced difference between urban and rural
households’ food expenditures. For example, in Maharashtra the absolute amount of
money that urban households spent on food was more than double that spent by rural
households in FY 2006/07.% Higher urban incomes provide one likely explanation for
this disparity; five times as many rural households as urban ones face food inadequacy
for some months of the year.**

TABLE 3.4 India: Share of household consumer expenditures spent by rural and urban consumers on food and
beverages, FYs 2004/05-2006/07 (%)

July 2004—June 2005 July 2005—June 2006 July 2006—June 2007
Rural Urban Rural Urban Rural Urban
55 43 53 40 52 39

Sources: Government of India, NSSO, Household Consumer Expenditure Among Socio-Economic Groups India,
FY 2004/05, August 2007; Household Consumer Expenditure in India, FY 2006/07, January 2008; and Household
Consumer Expenditure in India, FY 2006/07, October 2008.

The portion of income that rural and urban households allocate to certain foods also
differs. A greater percentage of rural households’ expenditures is allocated to staple food
items. Food grains were the biggest food expenditure for rural and urban dwellers,
constituting 32 percent and 23 percent, respectively, of food expenditures in FY 2006/07
(figs. 3.4 and 3.5).* Expenditure on dairy for urban households was 18 percent,
compared to 15 percent for rural households. The greater income of urban households
allows for greater shares of nonstaple foods. For example, urban households spent about
15 percent of their food budget on beverages, refreshments, and processed foods, while
rural households spent slightly less than 8 percent on these items in FY 2006/07.

% McKinsey Global Institute, “The ‘Bird of Gold,”” May 2007, 11.

3! Estimates included consumer expenditures of food, beverages, and tobacco. EIU, India Food,
November 11, 2008.

32 The survey covered the period July 2006 through June 2007. Government of India, NSSO, Household
Consumer Expenditure in India, FY 2006/07, October 2008.

3 Government of India, NSSO, Household Consumer Expenditure in India, 2006/07, October 2008.

% In FY 2004/05, according to the government of India, 2 percent of India’s rural households faced food
inadequacy, compared with 0.4 percent of urban households. Government of India, Ministry of Finance,
Economic Survey 2007-08, n.d., 246. By international standards, however, India’s rates of food inadequacy
are much higher. For example, the World Food Programme recently reported that 35 percent of Indians are
food insecure and 20 percent are undernourished. World Food Programme, “Countries: India,” 2009. It is
likely that more of these food-insecure and undernourished individuals live in rural areas than in urban areas.

% Government of India, NSSO, Household Consumer Expenditure in India, 2006/07, October 2008.
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FIGURE 3.4 India: Share of food expenditure by food item in rural areas,
fiscal year 2006/07

Other food items

25% Food grains
32%
Beverages,
processed food,
and purchased
meals
8%
Sugar, salt, and
spices Milk and milk
8% products
Vegetables 15%

12%

Source : Government of India, NSSO, Household Consumer Expenditure Among Socio-
Economic Groups, 2006/07 , October 2008.

FIGURE 3.5 India: Share of food expenditure by food item in urban
areas, fiscal year 2006/07

Other food Food grains
items 23%
34%
Vegetables Milk and milk
10% products
\ 18%
Beverages,
processed
food, and
purchased
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15%

Source: Government of India, NSSO, Household Consumer Expenditure Among
Socio-Economic Groups, 2006/07 , October 2008.
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Food Preferences

India is a country of diverse food preferences that vary by region, religion, and income
group.® One Indian industry official stated that “there are different consumer preferences
every 50 kilometers.” ¥ Indians typically consume unprocessed fresh foods with
traditional ingredients, such as food grains, pulses, potatoes, edible oils, and Indian
spices.® Many fresh foods are seasonal, and consumers adjust their diets to what is
available.** A preference for fresh foods also applies to items such as meat, which is
usually bought freshly slaughtered. Anecdotal evidence suggests that Indians, even those
with financial means, regularly tend to eat a relatively narrow variety of foods.*

Indian food consumption patterns generally change for holidays, which include festivals
such as Diwali,** and special occasions, such as weddings. During the fall festive season,
demand peaks for specialty and high-value foods.*”” These special foods include Indian
sweetmeats as well as a variety of imported foods, such as chocolates, nuts, baked goods,
and exotic fruits and juices. Outside of special occasions, as noted earlier, rising incomes
have driven a generally steady rise in the consumption of nonstaple items, such as fruit,
vegetables, and meat.*’

Although Indians may be slow to change their traditional diets, some multinational food
companies are finding gradual success in the Indian market.** Generally, Western-style
foods have been slow to penetrate the Indian market because of consumer preferences for
fresh products and traditional ingredients. * Some multinational franchises (e.g.,
McDonald’s, Pizza Hut, and Subway) have expanded their presence in India, with menus
often altered for Indian tastes. For example, these restaurants serve no beef and little, if
any, pork in their Indian outlets.*® Other adjustments include giving higher prominence to
dairy products and spicy foods, as well as developing unique products specifically for the
Indian market.*’ The trend toward higher incomes and the large number of young adults

% Industry representative, interview by Commission staff, Washington DC, April 30, 2009.

*7 Industry representative, interview by Commission staff, Mumbai, India, June 1, 2009.

% E1U, India Food, November 11, 2008; Singh, India: Retail Food Sector, December 21, 2006, 5; and
Govindan and Dhankar, India: Exporter Guide, October 1, 2008, 5.

¥ singh, India: Retail Food Sector, December 21, 2006, 5; Govindan and Dhankar, India: Exporter
Guide, October 1, 2008, 5.

40 Industry official, interview by Commission staff, New Delhi, India, May 9, 2009; government official,
interview by Commission staff, New Delhi, India, May 26, 2009.

1 Diwali (the festival of lights) is one of the most important Hindu holidays and occurs in October or
November.

“2 Singh, India: Retail Food Sector, December 21, 2006, 5; Govindan, India: Exporter Guide, October 1,
2007, 5; and Govindan and Dhankar, India: Exporter Guide, October 1, 2008, 5.

43 USDA, ERS, Prospects for India’s Emerging Apple Market, January 2006, 5.

4 Reportedly, Indian consumer preferences are slow to change, and it can take five to seven years for
them to do so. Industry official, interview by Commission staff, Mumbai, India, May 12, 2009.

4 Singh, India: Retail Food Sector, December 21, 2006, 5; Govindan and Dhankar, India: Exporter
Guide, October 1, 2008, 5.

46 Industry representatives, interview by Commission staff, Mumbai, India, May 12, 2009, and
June 2, 2009; industry representative, interview by Commission staff, New Delhi, India, May 8, 20009.

" Industry representative, interview by Commission staff, Mumbai, India, May 12, 2009; industry
representative, interview by Commission staff, New Delhi, India, May 8, 2009.
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(ages 20 to 34) who are less inclined to cook is also contributing to the popularity of
Western-style restaurants.*®

Consumption of processed foods in India is low but growing. Some of the prepared and
packaged foods commonly consumed are sauces, spice mixtures, snacks, confectionery,
and packaged noodles.* Similar to dining in restaurants, acceptance of processed and
packaged products by the middle class is growing because of rising incomes, growing
urbanization, and the increased number of working women.*® Additionally, growth in
processed food consumption comes with increased exposure to Western culture,
especially by young professionals, including fast food restaurants, cafés, and Western
products introduced by multinational food companies.” The middle class reportedly is
especially open to processed foods,* but the higher cost of some processed foods
constrains their consumption.>® In addition, wealthy households that employ domestic
help to cook reportedly have less need to buy processed foods in order to save time.*

Consumption preferences are also influenced by Indians’ adoption of the global trend
toward health consciousness and the corresponding increase in demand for healthier
foods.” In a recent survey of Indian consumers with above-average incomes, 52 percent
of respondents reported nutrition was the primary reason for trying imported produce.®
Other information indicates, however, that some Indian consumers choose their food
mainly on the basis of taste, rather than for safety or nutrition reasons.>’

Additionally, consumption in India is influenced by access to food items, whether from
domestic or import sources. For example, oats are not produced in India and had not been
available to Indian consumers, but once they entered the marketplace, Quaker brand oats
found success as a healthy breakfast food.*® Many other food products not currently
available in India may have the potential for acceptance by Indian consumers. This
potential could be met, at least in part, by global export suppliers.

“8 Bryant Christie Inc., India Research Study, January 31, 2008, 13. According to a 2007 study, only
about 2.5 to 3 percent of all Indians’ food expenditures were for meals in restaurants or hotels. USDA, FAS,
India: HRI Food Service Sector, December 14, 2007, 3. In urban areas, only 23 percent of city dwellers ate
out at all in 2006; around 12 percent ate out once a month, and 4.5 percent of Indians dined out weekly.
Yadav and Kumar, “The Food Habits of Nation,” August 14, 2006.

* E1U, India Food, November 11, 2008; Govindan, India: Exporter Guide, October 1, 2007, 5;
Govindan and Dhankar, India: Exporter Guide, October 1, 2008, 5; Singh, India: Retail Food Sector,
December 21, 2006, 5; and DATAMONITOR, “Confectionery in India,” November 2008.

%0 Singh, India: Retail Food Sector, December 21, 2006, 5; Govindan, India: Exporter Guide,

October 1, 2007, 5; and Govindan and Dhankar, India: Exporter Guide, October 1, 2008, 5.

5! Singh, India: Retail Food Sector, December 21, 2006, 5; Govindan and Dhankar, India: Exporter
Guide, October 1, 2008, 5.

52 Industry representatives, interview by Commission staff, New Delhi, India, May 26, 2009.

53 Basu, “Indian’s Food Sector Poised for Rapid Growth,” March 2008, 16.

% Government official, interview by Commission staff, New Delhi, May 26, 2009.

%5 Dhankhar, India: Product Brief, December 16, 2008, 4; industry representative, interview by
Commission staff, Mumbai, India, May 29, 20009.

%6 Florida Department of Agriculture and Consumer Services, India: Road to Success, August 2007, 29
and 51.

% Industry representative, interview by Commission staff, Mumbai, India, May 12, 2009.

%8 Industry representative, interview by Commission staff, New Delhi, India, May 26, 2009.
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Regional Variation

Geographic and historical factors influence food preferences and preparation methods in
India and are an important factor in Indian food consumption patterns. Regional cuisine
tends to draw heavily on food crops that have historical patterns of cultivation in a
particular region.*This effect is perhaps most clearly demonstrated by the regional
consumption of wheat and rice. Northern states and UTs, such as Delhi, Haryana, and
Punjab, produce wheat and consume it in greater quantities than other food grains. The
same pattern holds for rice in southern states such as Andhra Pradesh, Karnataka, and
Tamal Nadu, while Maharashtra, which lies between these regions, has almost equal
consumption of wheat and rice. ®

Some of the differences in regional food preferences can be traced to the influence of
other cultures with a present or past physical presence in the region. For example, current
heavy use of dairy and tandoor (clay oven) cooking in Northern India is based on the
Mughal culture.®* The Portuguese, through their colony in Goa established in the 16th
century, are believed to have introduced potatoes, now considered a staple of the Indian
diet. Similarly, one study found that when Indians relocate within the country, they bring
their regional food preferences with them and will even pay higher prices to buy these
foods in their new home, compared to locally available foods.®* Thus, regional taste
patterns may be blurred by internal migration, especially in areas with large migrant
populations. For example, wheat consumption is increasing in southern areas such as
Bangalore, a city that attracts a large migrant population.®

Vegetarianism

India is known for its tradition of vegetarianism linked to Hinduism.** According to a
prominent 2006 Indian survey, however, 60 percent of individuals and 44 percent of
families are nonvegetarian,® and the pervasiveness of vegetarianism varies by location
and social group. Coastal states have the lowest levels of vegetarian families
(approximately 2-8 percent), while western and northern states have the highest
(approximately 33-63 percent). Additionally, the survey found that more upper-caste
Hindus, such as Brahmins,® were vegetarian than other groups, including lower-caste
Hindus. Muslims and Christians are the least likely to be vegetarian, with 3 percent and
8 percent rates of vegetarianism, respectively. Neither Islam nor Christianity forbids
consumption of meat in general, although there are restrictions on consumption of certain
types of meat, such as pork, in Islam. Many Indians are vegetarian not for religious
reasons but because they cannot afford meat.®” Yet, even for those who eat meat, beef
(cow meat) consumption is low because Hindus consider cows to be sacred.

% Atkin, “Trade, Taste, and Nutrition in India,” January 2009.

8 Government of India, NSSO, Household Consumer Expenditure in India, 2006/07, October 2008.

&1 \enkatraman, “India (Cuisine),” May 16, 2000; Whitecomb, “An Overview of India’s Regional
Cuisines,” August 5, 2008.

82 Atkin, “Trade, Taste, and Nutrition in India,” January 2009.

83 Government officials and industry representative, interview by Commission staff, New Delhi, India,
May 26, 2009.

8 As used here, “vegetarians” are Indians who do not eat meat, fish, or eggs but may consume dairy
products. Yadav and Kumar, “The Food Habits of Nation,” August 14, 2006.

8 yadav and Kumar, “The Food Habits of Nation,” August 14, 2006.

% A Brahman is a Hindu of the highest caste, traditionally assigned to the priesthood.

87 Govindan, India: Exporter Guide, October 1, 2007, 5; Govindan and Dhankar, India: Exporter Guide,
October 1, 2008, 5.
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CHAPTER 4
Indian Agricultural Production and Policies

Overview

India’s agricultural production, valued at $176 billion' and representing 17 percent of
Indian gross domestic product (GDP) in 2007,% has been heavily influenced by domestic
government policies emphasizing food security, food self-sufficiency, and income
support for farmers. Indian food consumption is overwhelmingly supplied by domestic
production, with imports playing a minor role for most commodities.

Agriculture is an important sector of India’s economy. It employs more than 60 percent
of the population,® dominated by millions of extremely poor farmers working small to
marginal landholdings, who account for more than one-half of total Indian agricultural
production. India is a leading global producer of a number of commodities—including
various grains, dairy, fruits, and vegetables—because of its significant natural resource
base. The country has the world’s second-largest arable land base after the United States *
and is endowed with all of the world’s major climates.®> While grains remain the
foundation of the Indian diet, production has recently increased for other foods, such as
milk, meat, fruits, and vegetables, in response to increasing Indian demand.® The value-
added food processing sector of the Indian economy is small but growing.

During marketing years (MYs) 2003/04-2007/08, Indian production volumes of many
commodities increased, some with annual double-digit growth rates. Many of the
increases were aided by favorable weather and prices, increased planted area, and rising
yields. Yet growth in the overall value of agricultural production slowed relative to past
performance’ and lagged behind the growth in population.® The 2.5 percent growth
recorded during fiscal years (FYs) 2002/03-2006/07 (the years covered by the
government’s Tenth Five-Year Plan) is not considered by the Indian government
sufficient to sustain food security objectives.® Consequently, the government is currently
looking for ways to improve performance in the sector, which suffers from fragmented
landholdings, an incentive program that distorts crop planting decisions, the overuse of
fertilizer and groundwater, inadequate postharvest treatment, and inefficient market
channels.*

1 U.N. Food and Agriculture, FAOSTAT, “Gross Production,” 2007.

2 Government of India, Ministry of Agriculture, Agricultural Statistics at a Glance, 2008. In contrast,
agriculture accounts for 1.2 percent of U.S. GDP. CIA, The World Factbook: India, updated June 1, 2009.

% Government of India, Ministry of Agriculture, National Policy for Farmers 2007, 1.

4 Agriculture and Agri-Food Canada, India Agricultural Policy Review, September 2008, 1.

% USIBC, written submission to the USITC, June 26, 2009, 2.

® The World Bank, “From Competition at Home to Competing Abroad,” June 28, 2005, 1; McKinsey
Global Institute, “The ‘Bird of Gold,”” May 2007, 87.

" National five-year average growth rates for agriculture were in the 3.5-3.7 percent range during the
1980s and 1990s, but slowed to 2.5 percent during fiscal years 1997/98-2001/02 and 2002/03-2006/07.
Government of India, Planning Commission, Eleventh Five Year Plan: 2007-12, vol. 3, 2008, 4.

8 In FY 2006/07, per capita output of some major crops, such as cereals, pulses, oilseeds, and some fruits
and vegetables, was below FY 1996/97 levels. Government of India, Planning Commission, Eleventh Five
Year Plan: 2007-12, vol. 3, 2008, 5.

® Ibid., 5.

10 |ndian agricultural market channels and postharvest treatment are discussed in chapter 7.
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The central government has created agricultural support policies intended to promote its
food security and economic goals. These programs intensified during the Green
Revolution, laying the foundation for the large increases in agricultural production that
followed. Today, India’s support for the farm sector can largely be subdivided into three
groups: input support programs, output price support programs, and farmer welfare funds.
Input support programs focus primarily on fertilizers, rates for irrigation water, electricity
rates, diesel prices, and seeds. Output price support programs consist of minimum
support prices (MSPs) for certain staple crops produced in India. Farmer welfare funds
refer to a suite of government payments that lower the cost of borrowing to farmers (via
below-market loan rates or debt write-offs) or boost wages for farm laborers. Each of the
three groups of Indian government support programs affects U.S. agricultural exports
differently. In the aggregate, however, India’s intervention policies in the farm sector, in
combination with trade measures, restrict U.S. agricultural exports.™

Production

General Production Patterns

India is a significant global producer of many agricultural products, mainly to feed its
own population. It is the largest or second-largest global producer of milk, pulses, sugar
cane, tea, wheat, rice, certain fruits (bananas and mangoes), certain vegetables (potatoes,
onions, garlic, and ginger), and peanuts. India is also a major producer of cotton and
castor (used for oil). Fresh fruits, vegetables, and livestock, including dairy, account for
the largest agricultural contributions to Indian GDP.*

Indian commodity production patterns reflect the Green Revolution’s focus on intensive
farming and high-yield seeds, almost exclusively for food grains, specifically rice, wheat,
corn (maize), and millet (a coarse grain).*® During the 1970s and 1980s, Indian
agricultural yields for food grains increased through a combination of the use of high-
yielding varieties, increases in irrigated areas, and the introduction of intensive double-
cropping. ™ Government irrigation projects included a system of dams to capture
monsoon rains and provide water for a second yearly crop of certain commodities.
Current irrigation patterns reflect those initiatives; nationally, percentage of area under
irrigation for sugar cane, wheat, and rapeseed/mustard are relatively high (72—
93 percent), in contrast to other commodities, such as soybeans, coarse grains, and pulses
(2-15 percent).”

1 Indian government policies related to incentives for the food processing sector and food safety are also
described in this chapter. Both sets of policies set up frameworks under which companies are permitted to
operate in India for investment and trade. In principle, they are policies that impact Indian and foreign
companies uniformly.

12 Horticulture and livestock each account for approximately one-quarter of agriculture’s contribution to
GDP. Mittal, “Can Horticulture Be a Success Story for India?” August 2007, 2; Indian National Dairy
Development Board, National Statistics, 2008.

13 Coarse grains include corn, barley, oats, sorghum, rye, millet, and mixed grains.

4 Double-cropping is the growing of two consecutive crops on the same land in the same season or
calendar year. Jha et al., “Indian Wheat and Rice Sector Policies and the Implications of Reform,” May 2007,
2.

%5 Irrigation rates are for MY 2005/06. Government of India, Ministry of Agriculture, Agricultural
Statistics at a Glance, 2008.
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For most crops, however, Indian agricultural productivity is significantly below world
averages, and production increases have slowed.'® With the exception of cotton, current
seed varieties used in India are not producing the rapid annual gains in crop yields that
existed 20-30 years ago. The overuse of fertilizer and low-cost electricity for pumping
groundwater has led to deteriorating soils and shrinking groundwater supplies.’” In
addition, large increases in government expenditures for input support programs and
migrant farm labor payments over the last five years have crowded out public investment
in agricultural research, extension services, irrigation, and other rural infrastructure
projects. Research suggests that India’s public expenditure patterns in agriculture have
not maximized long-term sustainable economic growth.™ In particular, long-term capital
underinvestment in irrigation infrastructure undermined agricultural yields in 2009, as
drought affected planted areas in Delhi, Haryana, Madhya Pradesh, Punjab, Rajasthan,
and Uttar Pradesh.*®

Recent Production Trends

During MYs 2003/04-2007/08, the volume of production of many major commodities
grew rapidly in India (table 4.1), despite the slowdown in overall growth of Indian
agriculture relative to previous periods. Most major commodities showed double-digit
increases for the period. The production volume of cotton nearly doubled during this
period, a result of favorable weather and the increased use of hybrid varieties and Bt
cotton. Poultry, soybean, and milk production grew extremely rapidly as well, boosted by
increased domestic demand.

Production of food grains is heavily influenced by government procurement prices. These
increased over the period, resulting in faster rates of growth after MY 2006/07, following
several poor harvests as a result of unfavorable weather. Although the planted area
remained relatively steady, wheat, rice, and coarse grains benefited from favorable
weather in MY 2007/08 and reportedly from greater distribution of improved seeds to
farmers that resulted in higher yields.?” The area planted with wheat increased slightly
after MY 2005/06, mostly at the expense of mustard/rapeseed, because of the lower
relative support price for rapeseed vis-a-vis wheat.”* Pulses (e.g., peas, beans, and lentils)
production has generally been stagnant since the 1970s. There have been few varietal
improvements for domestic pulse production, and only a small share of production is
under irrigation.? As a result, yields have not increased compared to other crops, and the
planted area has not expanded, eroding its profitability relative to other crops, such as
wheat and rice.?®

Major oilseed production increased by 18 percent between MY 2003/04 and
MY 2007/08, driven in large part by increases in soybeans. High domestic market prices
for soybeans and groundnuts (peanuts) toward the end of the period encouraged

16| andes, “Indian Agriculture and Policy in Transition,” 2008, 19.

17 Jha et al., “Indian Wheat and Rice Sector Policies and the Implications of Reform,” May 2007, 2.

18 persaud and Rosen, “India’s Consumer and Price Policies,” Food Security Assessment, February 2003,
34-35.

1% Balchand, “Agricultural Situation to Be Reviewed,” The Hindu, July 9, 2009.

2 Govindan, India: Grain and Feed, May 6, 2008, 3.

2! Govindan, India: Grain and Feed, January 10, 2007, 3.

22 Industry representative, interview with Commission staff, New Delhi, India, May 26, 2009.

2 price, Landes, and Govindan, India’s Pulse Sector, May 2003, 3.
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TABLE 4.1 India: Agricultural production by commodity, MYs 2003/04—2007/08 (million mt)

% increase

2007/08
over
Product 2003/04 2004/05 2005/06 2006/07 2007/08 2003/04
Grains
Rice 88.5 83.1 91.8 93.4 96.7 9.2
Wheat 72.2 68.6 69.4 75.8 78.6 8.9
Coarse grains 37.6 33.5 34.1 33.9 40.8 8.4
Pulses 14.9 13.1 13.4 14.2 14.8 -1.0
Major oilseeds 252 24.4 28.0 24.3 29.8 18.1
Groundnut 8.1 6.8 8.0 4.9 9.2 12.9
Rapeseed-mustard 6.3 7.6 8.1 7.4 5.8 -7.3
Soybean 7.8 6.9 8.3 8.9 11.0 40.3
Sugar cane 233.9 2371 281.2 355.5 348.2 48.9
Sugar 15.2 14.2 211 30.8 28.6 89.0
Tea 0.9 0.9 0.9 1.0 0.9 7.5
Coffee 0.3 0.3 0.3 0.3 0.3 -3.3
Cotton (million bales) 13.7 16.4 18.5 22.6 25.9 88.5
Fruit® ®) ®) 55.4 58.9 62.9 13.6
Vegetables® ®) ®) 111.4 116.0 122.3 9.8
Milk, all 88.1 92.6 97.1 100.9 104.8 19.0
Buffalo milk 48.0 50.2 52.1 55.2 57.0 18.7
Cow milk 35.0 37.3 39.8 41.0 421 20.5
Meat, bovine 21 23 24 24 2.5 16.0
Goat meat 0.4 0.5 0.5 0.5 0.5 324
Pig meat 0.5 0.5 0.5 0.5 0.5 1.4
Sheep meat 0.2 0.2 0.2 0.2 0.2 12.5
Poultry 1.7 1.9 2.0 2.2 25 50.9

Source: Government of India, Ministry of Agriculture; FAOSTAT; USDA, FAS, PSD database.

@Percentage change from 2005/06 to 2007/08.

®Not available.

production and increased plantings.?* Soybean planted area alone increased 35 percent
during this time. Rising feed demand, mainly for poultry production, in domestic and
international markets also kept soybean meal prices high.?®

India experienced its fifth record cotton crop in MY 2007/08 (and its sixth in
MY 2008/09) as a result of increased planting and higher yields from improved hybrid
varieties and Bt cotton,”® improved crop management practices, and favorable weather.?’
Cotton planted area increased by 24 percent over the period, reaching 9.43 million
hectares in MY 2007/08, although the crop competes for area with other crops (rice and
fodder crops in the north; coarse grains, pulses, and sugar cane in the central region; and
rice, tobacco, and chilies in the south) that also enjoyed strong prices and relative
profitability, particularly in MY 2008/09. ? Cotton yields have nearly doubled-
increasing 90 percent between 2002 and 2007 versus 10 percent or less for corn, rice, and

2 Indian government MSPs set for oilseeds are typically too low to influence market prices. Aradhey,
India: Oilseeds, April 16, 2009, 3.

% Aradhey, India: Oilseeds, May 19, 2008, 6.

% Bt cotton was introduced in India in 2002 and accounted for 85 percent of total cotton area in
MY 2008/09.

27 Singh, India: Cotton and Products, May 12, 2008, 1.

% bid., 4.



soybeans®®—but are still below the world average, leaving room for production gains
despite limited additional area for planting cotton.*

Milk production showed steady growth throughout the period. In response to increased
demand for milk and value-added dairy products because of several factors—rising
incomes, changing food habits and lifestyles, and urbanization—private sector milk
processing capacities continued to expand.* The expansion was aided by foreign direct
investment (FDI) in the sector and resulted in strong farmgate milk prices.? With regard
to meat, poultry is the fastest growing segment, expanding by over 50 percent between
MY 2003/04 and MY 2007/08. Consumer demand for processed poultry increased as
prices decreased, which can be attributed to the increasing presence of integrated
growing, processing, and distribution operations with higher production efficiencies.®
FDI also aided the growth of this sector.**

The Farm Sector

Although large-scale agricultural production exists in India, the agricultural sector
consists overwhelmingly of small (1-2 hectares) and marginal (less than 1 hectare)
landholding farmers who do not benefit from economies of scale. Of approximately
500 million workers in the country, 234 million were farmers in 2001: 19 percent of these
were considered small, and 62 percent were considered marginal in 2000-2001.% Small
farms produce 41 percent of India’s total grains, 49 percent of rice, 40 percent of wheat,
29 percent of coarse grains, 27 percent of pulses, and more than 50 percent of the fruits
and vegetables.*® The average size of farmer landholdings has decreased in recent
decades, as plots are customarily divided when inherited. In addition, land ownership
laws and government restraints on bank lending for land acquisition may reinforce the
pressures that keep holdings in agriculture small.*’

Many of the marginal holdings are merely for subsistence needs. But even for farmers
who sell surplus production on the open market, returns are generally low.® Poor Indian
farmers have little access to input or output markets, credit, or extension services, and
limited investment options.* They therefore make very little investment in improved
seeds, fertilizers, or pesticides, limiting advancements in productivity. In addition, in
2008, 57 percent of Indian crop production was nonirrigated, and because India receives
on average 80 percent of its total rainfall between June and September from the
soutm/vest monsoon, farmers on nonirrigated land face considerable weather-related
risk.

%% 1bid., 5.

% Industry sources expect area for cotton production to peak at 10 million hectares. Aradhey, India:
Cotton, May 21, 2008, 5.

3 Shunmugam, India: Dairy and Products, October 20, 2003, 3.

* Dhankhar, India: Dairy and Products, November 5, 2008, 3.

* Singh, India: Poultry and Products, September 14, 2006, 3.

3 See chapter 8 for a discussion of the Tyson-Godrej joint venture in poultry production.

% Government of India, Ministry of Agriculture, Agricultural Statistics at a Glance, 2008.

% Government of India, Agriculture Division Planning Commission, “Report of the Working Group on
Agriculture Marketing Infrastructure and Policy Required for Internal and External Trade for the Eleventh
Five Year Plan 2007-12,” January 2007, 20.

3 OECD, Agricultural Policies in Emerging Economies, 2009, 107-108; U.S. Dairy Export Council,
India: Dairy Industry, March 2006, 13.

* See chapter 7 for further discussion of farm-level marketing and its impact on grower returns.

iZ Government of India, Planning Commission, Eleventh Five Year Plan: 2007-12, vol. 3, 2008, 38.

Ibid., 46.
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India’s labor productivity in agriculture is very low—just 1.2 percent of the U.S. rate.*! In
part this is because of the extremely large number of Indians employed in the sector, as
well as small farm plots which do not lend themselves to mechanization. The number of
Indians employed in the agricultural labor force has also not adjusted to the decline of
agriculture’s share of Indian GDP.* In India, agriculture value added per worker grew
15 percent in real terms from 1990 to 2004, compared to 60 percent in China and more
than 100 percent in Brazil.*®

Small and marginal Indian farmers are often stuck in a cycle of poverty. The large
number of rural dwellers relative to available land and the fragmented nature of
landholdings make it difficult for large families to subsist on crop production alone.
Indian farmers face considerable weather- and market-related risks with few risk
management tools available to them. Savings are often inadequate, yet high transaction
costs, lack of collateral, and uncertain returns on many crops leave poor farmers without
access to institutional credit. For those that do secure access to rural credit schemes or
informal moneylenders, burdensome debt levels and interest rates often follow.** High
debt levels are among a number of factors that have led to large numbers of farmer
suicides in recent years.*

Food Processing Sector

The Indian processed food sector, valued at $70 billion, is small relative to India’s large,
wide-ranging raw material base. *® The level of processing of perishable products in India
is low compared to that of other countries. For example, 2 percent of total vegetable
production in India is processed, compared to 65 percent for the United States and
70 percent for Brazil.*" In part, India’s low rates, as shown in the following tabulation,
can be attributed to the prevalence of small-scale farming, the lack of grades and
standards for raw materials, and poor transport and cold storage infrastructure, resulting
in a small supply of processed foods to the Indian consumer.

India: Share of primary products processed, 2008 (%)

Product Share processed®
Fruits and vegetables 2
Poultry 6
Milk 35-37
Other meats 21
Grains 91

Source: Dhankhar, India: Food Processing Sector, July 2, 2008, 3.

#Processed products include both those that have had primary processing
(e.g., the milling of grains or the packaging of fruits and vegetables or liquid
milk) and those that have undergone further processing (i.e., value-added
processing). The processing of poultry and meat involves their preparation in
slaughterhouses.

! McKinsey Global Institute, “The ‘Bird of Gold,”” May 2007, 89.

42 Unlike the experiences of East Asian countries, the movement of labor from agricultural to other
sectors of the economy in India has been slow because of rigid labor laws in both the agricultural and
industrial sectors. EIU, “Indian Agriculture: Production and Demand,” June 18, 2007.

4 European Commission, “India’s Role in World Agriculture,” December 2007.

4 According to the Indian government, 26 percent of farm households are indebted, and approximately
half of those are in debt to private informal moneylenders. Government of India, Eleventh Five Year Plan:
2007-12, vol. 3, 2008, 33, 88.

45 OECD, Agricultural Policies in Emerging Economies, 2009, 104.

46 Dhankhar, India: Food Processing Sector, July 2, 2008, 3.

4" |BEF, Food Processing: Market and Opportunities, 4.
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Food processing in India involves mainly primary processing, such as packaging fruits
and vegetables and milling and crushing grains, oilseeds, and pulses, as well as the
preparation of simply prepared or dried foods such as pickles, spice mixtures, tea, and
some snack foods. Such primary processing accounts for approximately 60 percent of
Indian processed foods.*

Until the 1990s, food processing was governed by laws that relegated it to small-scale
industry with a prescribed maximum investment. Under these laws, large-scale or
vertically integrated operations were effectively prohibited. Although changes in the law
have opened up the sector to large and medium-sized domestic firms, as well as
multinationals, currently about 75 percent of Indian food processing output is generated
by small enterprises in the unorganized sector.* Most processing in the sector is done
manually, with limited use of controlled-atmosphere storage and irradiation facilities, and
low levels of processing technology.>

Indian Government Policies Affecting Farm-Level
Production

As stated above, India’s support for the farm sector can be largely subdivided into three
types: input support programs, output price support programs, and farmer welfare funds,
all designed to either boost farmers’ incomes directly or lower the cost of production.
Output price support programs and input support programs give domestic agricultural
production a competitive advantage over foreign production, while farmer welfare funds
boost overall demand for food through higher incomes. In principle, higher demand for
food will stimulate demand for both domestic and foreign goods in the absence of trade
barriers. Indian government policies regarding food processing and food safety set up
frameworks under which all companies in India operate and are intended to affect Indian
and foreign companies uniformly.* Table 4.2 summarizes the Indian policies described
in this chapter.

India’s legal approach to agricultural policies is important in discerning why government
funding of the farm sector often varies significantly from state to state and why Indian
agricultural policies tend to lack transparency. According to the Indian constitution, the
implementation of most agricultural policies falls within the legal domain of India’s
states and not the union (central) government.* The Ministry of Agriculture (Ministry) in
New Delhi formulates broad agricultural policies under five-year plans and allocates
funds for those purposes (box 4.1). The Ministry and other central government agencies
make key decisions about research and development, infrastructure, investment, credit,
and trade. For the most part, however, policies are implemented by the states, an
arrangement that gives the states some latitude to adjust policies to fit their economic and
social needs.”

8 Ibid., 3.

“9 The unorganized sector consists of small traditional outlets, primarily family owned and operated.
Dhankhar, India: Food Processing Sector, July 2, 2008, 3.

% |BEF, Food Processing: Market and Opportunities, 8.

51 Whether government policies actually affect foreign and domestic companies uniformly depends
largely on how they are implemented.

%2 Singh, Federalism, Nationalism and Development, 2008, 104.

8 OECD, Agricultural Policies in Emerging Economies, 2009, 99. For more information on India’s
constitutional structure related to agriculture, see appendix G.

4-7



TABLE 4.2 India: Summary of central government’s key funding and regulations for agricultural production

Policy

Policy description

Policy effect

Impact on U.S. exports

Minimum support prices
(MSPs)

Farmer input support
programs (fertilizers,
irrigation, electricity, diesel,
seeds)

Farmer debt forgiveness

Low-interest farmer loans

Rural employment
guarantee program

Incentives for food
processing

Food safety regulations

Guarantees minimum price.
Higher levels of support are
given to rice and wheat.

©)

Payments are made to farm
laborers, principally for work on
water, forestry, and land
development projects.

The government sets up agri-
food export zones, gives duty-
free treatment to capital goods
and raw materials, and offers
income tax rebates for certain
producers.

Food Safety and Standards Act
of 2006 combined and
expanded several of the central
government laws together into
one comprehensive law.

Distort production decisions by
farmers toward rice and wheat.

Encourage farmers to
overproduce, and prices drop.

Lowers production costs,
increases production, and
increases food demand by
farmer households.

Lower production costs,
increase production, and
increase food demand by farmer
households.

Increases labor costs, reduces
production, and increases food
demand by rural households.

Boost domestic food processing
sector, and encourage a wider
variety of food for consumers.

Establish and enforce science-
based food safety regulations.

Limit opportunities for
imports of rice and wheat
from all sources.

Imports are less
competitive relative to
domestic production.

Undetermined. Lowers cost
of Indian domestic
production relative to U.S.
production costs, but also
boosts food consumption
by farmers.

Undetermined. Lower cost
of Indian domestic
production relative to U.S.
production costs, but also
boost food consumption by
farmers.

Encourages exports to
India from all countries,
including the United States,
through higher food
demand and higher relative
costs of Indian production.

Increase demand for inputs
that all exporters to India,
including the United States,
can supply.

State implementation may
put additional requirements
on U.S. exporters (e.g.,
labeling), but U.S. exports
could benefit from uniform,
predictable enforcement.

Source: Compiled by Commission staff.

#See policy column for description.
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BOX 4.1 The Central Government’s Five Year Plan for Agriculture

India’s central and state government policies toward agriculture are based on long-standing objectives
promoting food self-sufficiency in grains, enabling food security, and increasing farmers’ incomes.? Every five
years the central government issues broad policy guidelines through the Planning Commission for every major
sector of the economy, including agriculture. The intent of these five-year plans is to set production and
economic growth targets and formulate action plans for meeting the goals. Under the Tenth Five Year Plan
(2002/03-2006/07), India set annual economic growth targets for agrlculture (both field crops and livestock) of
4 percent. Actual annual growth was only 2.3 percent over the period, although growth rose to nearly 5 percent
in the final two years (2005/06 and 2006/07).° Growth rates during the five-year plan varied across agrlcultural
subsectors, ranging from 1 percent annual growth for cereals to 3 percent or more for fruits and vegetables
The most recent Indian government planning document, the Eleventh Five Year Plan, spans FY 2007/08 to
FY 2011/12.

Economic growth in India’s farm sector lagged significantly behind that of other sectors of the economy in the
last reported fiscal year, reaching only 1.6 percent during 2008/09 (April 2008—March 2009).° This rate of annual
growth is far below India’s overall annual economic growth rate of about 6 percent for that year. " The reasons
given by the Indian central government for the agricultural sector’'s lower-than-expected growth rates include
(1) lower profits for farmers, caused by fluctuating world prices for agricultural commodities and efforts to keep
domestic prlces low for consumers;® (2) increased vulnerability to world food price volatility after trade
liberalization;” (3) slower development of agricultural technology than expected; (4) rapid and widespread
decline in the groundwater table, with particular adverse impact on small and marginal farmers; and (5) an
inefficient use of available technology and inputs.' Economists also note a lack of public and private investment
in agriculture, relative to the rest of India’s economy. For example, the annual percentage of gross domestic
product (GDP) invested in gross fixed capital formation for India as a whole was 27 percent during 2005/07 for
agriculture it was only 7 percent. Public investment in irrigation has been insufficient for more than 25 years

To meet India’s production goals and all of the other policy objectives, the Indian government plans to increase
public expenditures in agriculture from 3 percent of agricultural GDP to 4 percent, focusing on increasing per-
unit productivity of land and water resources through improved technology and increased crop ylelds
Government funds allocated to agriculture during the Eleventh Five Year Plan, as well as specific projects
targeting irrigation, pest management, animal and seeds research, technological dissemination, and credit
expansion, among others, are detailed in vol. 3 of the plan.

@ Landes “Indian Agriculture and Policy in Transition,” 2008, 20, 23.
Department of Agriculture and Cooperation, National Policy for Farmers 2007, 1.
CGovernment of India, Eleventh Five Year Plan: 2007-12, vol. 3, 2008, 4.
4 Ibid., 3.
Bhardwaj “India Aims for 4 Pct Growth; Analysts Cautious.”
"EIU, India: Country Report, July 2009, 7.
9 Government of India, Department of Agriculture and Cooperation, National Policy for Farmers 2007, 2.
" The Indian government appears to be referring to trade liberalization coinciding with India’s implementation
of WTO commitments after completion of the Uruguay Round in the 1990s.
" Government of India, Eleventh Five Year Plan: 2007-12, vol. 3, 2008, 4.
J Landes “Indian Agriculture and Policy in Transition,” 2008, 21-23.
¥ Balakrishnan et al. Agricultural Growth in India Since 1991, 23-27.
' Government of India, Eleventh Five Year Plan: 2007-12, vol. 3, 2008, 7-8.




Output Price Support Policies

The Agricultural Prices Commission (now known as the Commission for Agricultural
Costs and Prices) was created in 1965 by the central government to set MSPs for major
commodities. >* Today, direct domestic support for agricultural production continues
through MSPs for 25 products, including grains, pulses, oilseeds, and cotton. MSPs are
implemented by various central and state government agencies, often linked to changes in
production costs for farmers.> The Food Corporation of India (FCI) is the implementing
agency for wheat and rice procurement. In conjunction with state and union territory
(UT) procurement agencies, the FCI purchases all wheat and rice that is offered for sale
by Indian farmers (and meets prescribed specifications). By purchasing at the notified
MSP, the FCI ensures a stable market for these two crops.® The National Agricultural
Marketing Federation (NAFED) operates price supports for rapeseed, mustard, and
corn.>” The Cotton Corporation of India (CCI) and NAFED undertake price support
operations for cotton, and the Department of Agriculture and Cooperation within the
Ministry of Agriculture implements price support operations for pulses and oilseeds.*®

The Indian government steadily increased MSPs for most covered commodities over the
last five years; MSPs for staple crops such as rice, wheat, corn, and millet all increased
more than 60 percent over the period. Much of that increase occurred in the last two years
and was directly related to increasing fertilizer and energy costs.> For crops other than
rice and wheat, open-market prices are typically higher than the support price, and
therefore the impact of the MSP program on India’s agricultural production is somewhat
limited (box 4.2).%

For agricultural commodities not covered under the MSP scheme, the Department of
Agriculture and Cooperation implements the Marketing Intervention Scheme (MIS),
which operates only on request from state and UT governments and typically procures
products that are perishable, such as horticultural goods.** The MIS is designed to protect
growers from making distress sales in the event of a bumper crop that drives prices below
the cost of production. With a few exceptions, financial losses incurred under the MIS are
shared equally between the central and state governments and limited to 25 percent of the
total procurement cost. Profits are retained by the procuring agencies, typically NAFED
and state-designed agencies. Procurements made under the MIS are very small relative to
procurements under the MSP scheme, totaling $43.5 million during FY 2008/09.

5 panagariya, India: The Emerging Giant, 2008, 73.

% Jha et al., Indian Wheat and Rice Sector Policies, May 2007, 5.

% Government of India, Department of Food and Public Distribution, Annual Report 2008-09, 32.

" When crop prices are at or below the MSP in the marketplace, NAFED procures crops directly from
the farmers through its cooperative network, using mandis (see explanation of mandis in chapter 7).

%8 Government of India, Economic Survey 2008-09, 180.

% bid., 178.

8 Government official, e-mail message to the Commission, July 22, 2009.

¢ Government of India, Economic Survey 2008-09, 180.

%2 Ibid., 180-81.
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BOX 4.2 Does the Minimum Support Price Program Really Affect U.S. Exports?

To the extent that minimum support prices (MSPs) force India’s internal market prices above the corresponding
world price, they may encourage U.S. exports, particularly for goods that the United States produces in large
volumes for export markets. For those MSP crops that the United States might ship to India under a free trade
scenario—wheat, corn, and lentils—Indian market prices were as much as 60-120 percent above the MSPs for
corn and lentils for 2008 and the first half of 2009.? (Rice was not considered as a possible U.S. export because
India imports virtually no rice and remains a significant net exporter.) Therefore, MSPs for corn and lentils were
not affecting Indian domestic prices. This leaves only wheat.

Although market prices for wheat tracked the MSP for wheat during 2008 and the first half of 2009 and therefore
appear to have affected Indian domestic prices in an upward direction, prices of U.S. wheat exports to third-
country markets during this 18-month period were significantly higher than Indian domestic prices (by 30—
100 percent).b (Quality differences may account for most of the price difference; the United States typically
produces and exports high-quality wheat.) Therefore, it appears that the United States already sells wheat in
third-country markets at higher prices than those found in India. Consequently, Indian MSPs, by themselves, are
unlikely to encourage U.S. exports in a free-trade environment. However, higher levels of government support for
rice and wheat encourage their production at the expense of other commaodities, such as pulses.® This may
discourage imports of rice and wheat and encourage imports of other agricultural commodities from all sources.

@ Commission staff chose representative Indian market prices for wheat, lentils, and corn (maize) from large
producer states, in this case Uttar Pradesh, Madhya Pradesh, and Maharashtra, respectively. Government of
India, Ministry of Agriculture, Agmarknet database.

® Indian agricultural prices sometimes vary significantly between states: in 2008, the price of wheat in Punjab
and Madhya Pradesh differed by as much as 20 percent. At all price points, however, Indian prices were lower
than U.S. export prices. Government of India, Agmarknet database; Philip, “High Food Prices in India,” 2.

¢ Industry representatives, interviews by Commission staff, New Delhi, India, May 26, 2009, and Mumbai, India,
May 28, 2009.

Input Support Programs

India’s farmers benefit from input support on fertilizer, irrigation water, electricity,
diesel, and seeds. In each case, these programs lower the price of inputs to the farmer,
thereby encouraging their overuse. Farm support, particularly for fertilizers, was
introduced to promote the government’s goal of self-sufficiency in food grain
production.®® Farm support is also intended to boost farmers’ income by lowering the cost
of production. Government expenditures for these goods are costly, however, crowding
out public investment in agricultural research, extension services, irrigation infrastructure
projects, and other rural infrastructure. Research indicates that India’s public expenditure
patterns in agriculture have not maximized long-term, sustainable economic growth.*

Fertilizer Support Programs

Fertilizer support programs are traditionally the largest among the agricultural input
supports funded in the central government’s budget. The government controls the prices
at which fertilizers are sold to farmers, paying the difference between controlled prices
and market prices to fertilizer producers and importers; payments include an extra
amount to cover transportation costs. Estimated expenditures for FY 2008/09 total Rs.
758.5 billion ($16.5 billion); this estimate excludes “off-budget” special bonds issued by
the government to provide fertilizer companies with funds to meet their capital

83 Mittal, Tripathi, and Tripathi, “Reshaping Agriculture Trade Policy,” 2008, 83.
% persaud and Rosen, “India’s Consumer and Price Policies: Implications for Food Security,”
February 2003, 34-35.
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requirements.® India’s Planning Commission, the author of the five-year plans, notes that
“the present system of fertilizer subsidy is irrational and has become counterproductive,”
encouraging soil degradation and damaging agricultural productivity.®® It promotes the
overuse of primary nutrients such as nitrogen, phosphorus, and potassium, rather
than the use of secondary nutrients and micronutrients such as zinc, sulphur, and
gypsum, all required in small quantities to maintain soil fertility.®

Irrigation Water Support

Government support for irrigation water primarily targets canal irrigation, although some
of the money supports tank irrigation (man-made reservoirs) as well. Payments are made
by state governments and totaled approximately $3.2 billion in FY 2005/06 (the last year
for which data were available).®® According to Indian analysts, the program as designed
promotes the excessive use of groundwater, degrades soil quality, and depletes
government coffers of tax revenues that could be better used for capital projects to
upgrade irrigation infrastructure.®® By contrast, in the Indian government budget for
FY 2009/2010, capital projects for irrigation in drought areas under the Accelerated
Irrigation Benefit Programme will receive funding of Rs. $10 billion ($200 million).”

Electricity and Diesel Support Programs

Electricity support payments—the difference between the market costs of electricity
generation/distribution and the lower fixed rates paid by farmers—are given by state
governments directly to electricity providers. Because these payments are intended to
help support farmers’ use of irrigation pumps, farmers’ fixed rates are based on the
declared horsepower of the pumps; and because the fixed rates do not cover the full cost
of electricity, they lower the cost of production for farmers and encourage the overuse of
electricity and groundwater. India’s electricity support for farmers totaled $7.1 billion in
FY 2007/08 and is estimated by the OECD to be $7.6 billion for FY 2008/09.™

Diesel is used mostly by Indian farmers for running irrigation pumps and tractors. Each
year, certain states pay support on an ad hoc basis to cover some of the cost of diesel used
for agricultural purposes, and the payments are typically reflected in the price of diesel
charged to the purchaser. Nationwide cost estimates are unavailable, but anecdotal
evidence indicates that diesel support totals hundreds of millions of dollars annually.” In
the aftermath of the lower-than-normal rainfall experienced by many rice farmers during
the 2009 monsoon season and the need for significantly higher levels of irrigation, states
such as Bihar and Punjab appealed to the central government to bear most of the cost of
diesel used to provide additional irrigation to drought-stricken crops.” In response, on

8 Government official, interview by Commission staff, Mumbai, India, May 13, 2009.

% Government of India, Planning Commission, Eleventh Five Year Plan: 2007-12, vol. 3, 2008, 16.

57 Misra, “Centre Debates Remodeling Fertiliser Subsidy,” October 30, 2007.

% OECD, Agricultural Policies in Emerging Economies, 2009, 104. The payment is calculated by
totaling all operating costs incurred by government irrigation systems and subtracting payments by farmers.

8 Mittal, Tripathi, and Tripathi, “Reshaping Agriculture Trade Policy,” 2008, 83.

7 Hag, “Seeds of Hope and Change,” July 7, 2009.

™ OECD, Agricultural Policies in Emerging Economies, 2009, 104.

2 For example, the state of Bihar provided a diesel payment to farmers for the summer growing season
totaling Rs. 10 per liter in 2007 and Rs. 15 per liter in 2008. The budget expenditure in 2008 was estimated to
be Rs. 63.18 crore ($12.6 million). The Times of India, “Farmers to Get Diesel Subsidy of Rs. 15 a litre,”
September 20, 2008.

™ The chief minister of Punjab also requested a Rs. 2,000 ($40) per acre payment from New Delhi for
farmers facing additional planting costs in 2009 due to the reduced monsoon rains. Webindial23, “Bear Full
Diesel Subsidy for Farm Sector: Badal to PM,” July 25, 2009.
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August 3, 2009, New Delhi announced a Rs. 1,000 crore ($200 million) support payment
on diesel to offset 50 percent of the fuel costs required for additional crop irrigation
during the summer growing season, called the “kharif crop.””* Under the program, state
and UT governments of areas affected by drought during July 15-September 30, 2009,
were extended the full support payment and partially reimbursed by the central
government.”

Government Support to Farmers for Seeds

Free seeds for farmers, paid out of the government budget, have a long history in India.”
Today, seed purchases by farmers are still largely supported through state-run programs,
and these payments lower farm production costs. For example, in the states of Karnataka
and Uttar Pradesh, government tenders for bulk sunflower seed are announced,
companies bid to provide the seed, and the government buys it on consignment. The
farmer pays 50 percent of the market price, and the rest is paid to the companies by the
government. If the sunflower seed is not sold to farmers, it is returned to the seed
company.’”” An estimated 75 percent of sunflower seeds in India are sold in this way. In
Karnataka and Uttar Pradesh, 20 percent of corn seed is sold to farmers using the same
method, as is an estimated 10-15 percent of all corn seed nationwide. The states of Uttar
Pradesh, Chhattisgarh, and Bihar participate in a similar program for rice.”® For Bt cotton,
various states (e.g., Andhra Pradesh in 2006, Gujarat in 2008, and Maharashtra in 2009)
passed cotton acts to empower seed price controls. These laws forced seed companies to
lower cotton seed prices to farmers by fiat.”

Data on total seed support from Indian state governments are unavailable, but anecdotal
evidence shows that the payments are significant. In the state of Andhra Pradesh, a
support of Rs. 25 ($0.50) per kilogram was granted for maize (corn) seed in May 2009.%
The state of Karnataka covered 50 percent of farmer seed expenditures in 2008.%" The
state of Haryana announced a Rs. 120 million ($2.4 million) seed payment to farmers in
March 2008 for summer moong (mung bean) cultivation covering 20,000 hectares. At a
suppé)zrt rate of Rs. 30 ($0.60) per kilogram, the total payment was 70 percent of the seed
cost.

"4 The Hindu, “Govt. to Extend Rs. 1,000-Crore Diesel Subsidy to Paddy Growers,” July 31, 2009.

® Reimbursement would be up to 50 percent of their costs, not to exceed a payment of Rs. 7.50 per liter
of diesel, Rs. 500 per hectare and two hectares per farmer. Government of India, Press Information Bureau,
“Centre to Give Financial Assistance to States Introducing Diesel Subsidy to Farmers in Deficit Rainfall
Affected Areas,” August 3, 20009.

6 Government official, interview by Commission staff, New Delhi, India, May 4, 2009.

Z Industry representative, interview by Commission staff, Mumbai, India, May 12, 2009.

Ibid.

™ As discussed in chapter 9, seed companies note that the majority of Indian states now have price caps
in place, because when one state institutes a price cap, the resulting disparity in price puts pressure on other
state governments to conform. The challenge for these companies in the future is how to retain a portion of
the farm value of genetically modified seeds that justifies the investment costs. Industry representative,
interview by Commission staff, Mumbai, India, May 11, 2009.

8 The Hindu, “Subsidy Offered on Seed,” May 30, 2009.

8 Jayaramiah, “Karnataka Set to Ensure Free Flow of Fertilizers, Seeds,” May 6, 2009.

8 Express India, “Rs. 1.2 Crore Marked to Provide Seed Subsidy,” March 28, 2008.
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Farmer Welfare Programs

Low-Interest Loans for Farmers

Implemented through the National Bank for Agriculture and Rural Development and
starting in the 2006/07 crop year, India’s central government provides approximately
$400 million per year in interest rate support on farm loans under a program called the
“Short-Term Rural Co-operative Credit Structure.” Under the program, which lowers
farmers’ operating costs, farmers are eligible for short-term crop loans of up to Rs.
300,000 ($7,150) at a preferential annual interest rate of 7 percent, roughly 2 percent
below the market rate. These loans came to approximately Rs. 2.8 trillion ($70.1 billion)
during MY 2008/09.% In the Indian government budget for FY 2009/2010, farm loans
totaling Rs. 3.25 trillion ($65 billion) will be granted at a preferential annual interest rate
of 6 percent.*

Debt Write-Offs for Farmers

India’s 2008 central government budget wrote off loans for farmers totaling more than
Rs. 653 billion ($14.2 billion).% The relinquished loans represented 1.6 percent of India’s
GDP. % Of the total, $2.4 billion were one-time waivers of overdue loans. These
payments assisted an estimated 40 million farmers, more than 30 million of whom were
classified as small and marginal farmers. Some Indian analysts have commented that
such actions by the government create a moral hazard for 