
India's fiscal deficit set to balloon over gas price hike, rings 
farm or food subsidy alarm 

 

India's plan to double gas prices from April threatens to hit government efforts to cut its 
fiscal deficit, as higher production costs for the country's most widely used fertiliser force 
authorities to raise either farm or food subsidies. 

The unwanted side-effect highlights the difficulties the world's second-most populous 
nation faces introducing market-oriented reforms needed to kick-start the economy, while 
keeping spending in check.  

India last year approved a hefty rise in gas prices to around $8.40 per million British 
thermal units in a bid to boost returns for local producers, spur investment in the industry 
and ease acute power shortages. 

Gas accounts for nearly 80 per cent of the production cost of urea, a nitrogenous fertiliser 
that consumes more than half of the $11 billion India spends each year subsidising 
farmers for selling fertilisers at below the cost of production. 

Govt has approved a hefty rise in gas prices to around $8.40 per million British thermal 
units."The gas price hike will increase the annual urea production cost by 100 billion 
rupees," said Satish Chander, director-general, Fertiliser Association of India (FAI). 

Urea prices are set by the government, which has said any increase in the cost of 
production would be met through a higher subsidy for manufacturers. A less politically 
palatable alternative would be to allow manufacturers to pass on the costs through higher 
prices. 

India consumes about 30 million tonnes a year of urea, with local producers supplying 22 
million tonnes and the rest imported, FAI estimates. 

Fearing a backlash from the politically influential farm block, the government has already 
held urea prices well below those of alternative potash and phosphate-based fertilisers 
whose producers have been allowed to raise prices since 2010. 

The fertiliser subsidy bill has tripled in the past seven years. The government has 
allocated 679.7 billion rupees in 2014/15, but Chander says the figures stands well short 
of what's needed given the impact of the gas price hike. 

FOOD OR FERTILISER? 

In a bid to avoid a potential ratings downgrade, Asia's third-largest economy aims to cut 
its fiscal deficit to 4.1 percent of GDP in 2014/15 by lowering fuel and fertiliser 
subsidies. 



But even allowing the urea price to rise is unlikely to trim the government's subsidy 
burden, analysts say. 

Instead it will simply shift the onus from the Ministry of Chemicals and Fertilizers to the 
Ministry of Consumer Affairs, Food and Public Distribution. 

India buys food grains from farmers at a predetermined support price and distributes 
them widely at discounted prices in an effort to lower rates of malnutrition. 

"The government fixes support prices considering input costs. If the urea price goes up, 
then it has to raise the MSP (minimum support price) of food grains," said Harish 
Galipelli, vice-president research at Inditrade Derivatives and Commodities. 

"The rise in food grain prices will be reflected in the government's food subsidy. It has 
promised to provide subsidised food grains to the poor." 

Parliament last year backed a scheme to subsidise wheat and rice for two-thirds of India's 
1.2 billion people. 

Farmers are already protesting the recent price hikes in potash and phosphate-based 
fertilisers and are demanding a big rise in prices for food grains, sugar cane and cotton. 

This complicates the government's task of raising urea prices, which is also aimed at 
curbing excessive usage of the fertiliser that threatens soil fertility. 

"The price of every farm product should be raised in sync with rising input costs. You 
can't sell fertiliser at higher prices without raising the support price," said Raju Shetty, a 
farmers' leader from Maharashtra and a member of Parliament. 

The government last raised the urea price substantially in April 2010, but has since 
deferred any decision. 

"The new government has to take a call on urea prices," said a fertiliser ministry official, 
who declined to be named. 

India's election is due to start on April 7 and a new government will be formed only after 
mid-May. 

"The decision is unpopular. I don't think the new government can take that decision in its 
first few months. It may even defer the decision to 2015/16," the official said. 
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