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NORMALLY, I enjoy the rich, feisty and incisive circus that is the British
media. This weekend, though, I’ve just dumped all my newspapers in
the recycling bin. All this partisan political campaigning is more than

enough, already. Please stop treating us readers like morons, or tell us who to
vote for. And that is the message the British public has given to its ruling class
and media class, by refusing to sheepishly follow a century of tradition, and
put either Tweedledum or Tweedledee back in power at Westminster. The ir-
repressible Mayor of London, Boris Johnson, described the results as a ‘with-
ering rebuke to all politicians’. At times like these, I appreciate the much-ma-
ligned, dinosauric BBC. That TV tax I pay for ’em is worth every penny.

By the time you read this, chances are that Mr Clegg and Mr Cameron may
have hammered out a Lib-Con deal. Or not. Unlike the rather bemused Brits,
we’re all perfectly aware that these things can take days, even weeks. Any
amount of dire warnings that the sterling will curl up and die won’t help in
hobbling together strange companions in a three-legged race.

While I’m watching all the fun, one thing stands out — how, well, innocent
British politicians are. We’ve got people shaking grey heads and lamenting
how people have become disillusioned and disgusted by all politicians. We-
ren’t they already? Where I come from, most voters would keel over and die of
shock if we actually expected to believe our politicians’ promises. But appar-
ently, the Brits do, or did till now. More and more London cabbies — the only
people I trust for real news and views — tell me ‘they all sound the same now,
they’re all going to be equally bad, not like it used to be’. Ah, now I get why the
Brits were so shocked when they found their MPs’ diddling expense accounts
for petty toys like bird baths and plasma TVs.

Now that horse-trading has started, most discussions are raging around
things like morals, fair and unfair, democratic rights and reforms, national in-
terest and so on. Sure, the deep, devious, hard stuff is obviously going on be-
hind closed doors. I find it hard to believe that Britain’s intensely-canny poli-
ticians aren’t masters of realpolitik. But it’s funny how politicians have to at
least pretend in public that they’re acting in the national interest, and can’t
openly tell TV cameras they want paisa-valaministries.

Spare a thought for poor Mr Clegg. He’s got much less votes than he hoped
for. His party has its first shot at power. And still, he has to be seen to take ‘prin-
cipled’ decisions, stick by his manifesto, defer to his party ideology, and voters’
mandate. Whatever he does, he’s likely damned. Lib Dem core supporters will
hate him if he goes Tory, everyone else — including the markets — will hate
him if he doesn’t. He can’t get a clear majority even with Labour, and if he does
a deal with them, Tories will raise hell in the Commons and ensure another
election soon, which he doesn’t really have the money to fight. Imagine what
a Mayawati or Mamata would have done.

There’s also all this talk about reforming the voting system. I’ve never really
thought about it before, or questioned it. Or considered that it’s the system
that creates all those cobbled governments, when an electorate is equally di-
vided, or a true multi-party system emerges. Would it really be more repre-
sentative, if, say, Congress could have the number of MPs in Parliament that
reflects its total percentage share of votes? The theory is simple. The number of
seats in Parliament won does not necessarily reflect the absolute or compara-
tive shares of total votes, nationally or regionally. A seat-majority system
means voters have to vote ‘tactically’, to make their votes count. This skews
things in favour of big parties, because if you are a Lib Dem supporter in a Tory-
Labour seat, you vote Labour or Tory, to keep whoever you hate most out.
Winner takes all in first-past-the-post system, seconds and thirds don’t count.

The argument is that a system that allows ‘proportional representation’,
something like an Olympic medal tally, would be generally fairer overall, both
to voters and smaller parties. I have no idea how such an idea would pan out in
India. I don’t even want to think about the chaos if anyone suggested it. Be-
sides, the numbers in India are very, very different.

One fascinating sideshow is how lines of voters were turned away, because
it was ‘too crowded’ at various booths, or the turnout was too high. I don’t
have final figures at hand, but even at a high of 60%, that’s a total of 20-30 mil-
lion voters to deal with. Election arithmetic numbers, by our standards, are
minuscule. A ‘big’ win is 20,000 votes, no candidate ‘loses’ her deposit, MPs
can win with 90 or 100 votes. And they still grumble their votes don’t count.

And by the way, yes, I did too vote. I actually put my pencil cross on that bal-
lot paper — no, we don’t have electronic machines yet — and no, they didn’t
stain my finger. They don’t do that sort of thing. Now I’m wondering if other
Indian innovations will also find their way here. Like booth capturing.
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I NDIAN agriculture has come full circle from the
beginning of Green Revolution. Between 1960
and 2000, the introduction of high-yielding varie-

ties, widespread adoption of chemical inputs and a
clear policy focus on food self-sufficiency resulted in
quantum jump in productivity of most crops. But over
the last decade, old problems of stagnating productivi-
ty and food insecurity are beginning to resurface. Such
a situation does not augur well for the country’s food
security whose population is steadily increasing.

Issues such as infrastructure, market linkages, input
subsidies, etc, require policy and systemic interven-
tions and may have a longer time and investment hori-
zon. But improvements in cultivation practices and
adoption of latest technologies, which are dependent
on information availability, are immediately address-
able. While less than 40% farmers have access to infor-
mation about modern techniques and inputs, even
available information is often not readily comprehen-
sible or adoptable. This is where an effective last-mile
delivery system that bridges the knowledge gap will
play a critical role in transforming farm productivity.

Last-mile delivery implies delivering the latest and
improved location-specific farm technology to the
farmer for improving crop productivity. It imparts
knowledge about crop cultivation practices, products,
technologies and their efficient utilisation in a cost-ef-
fective manner.

While there are problems, integrated farm initia-
tives have shown that by firmly keeping the farmers’
requirements in focus, most of these problems can be
addressed and farm productivity enhanced. An eight-
pronged approach is suggested to realise this objective.
� Unifying agriculture by putting the crop and farmer in
focus:Agriculture has given rise to a number of indus-
tries such as fertilisers, seeds, pesticides, commodity
trading, processing, etc. Mostly, each of these industri-

es pursues its own agenda without consideration to the
unifying factors of the crop and the farmer. It is time that
the stakeholders put the crop back in focus.
� Training and certifying professional crop advisers:The
education imparted at agricultural universities is fairly
generic. There is a need for crop specialists who can pro-
vide extension services to the farmers in a more focused
manner, starting from selection of right seed varieties
through nutrition and pest management, post-harvest
management, etc. The American Society of Agronomy
(ASA) is working with Punjab Agriculture University,
International Rice Research Institute and others to
bring its Certified Crop Advisers programme to India.
Such efforts need to be rapidly scaled up.
� Increasing extension reach through input dealers:Man-
power deployed by the public and private sector is gross-

ly inadequate to reach 110 million farmers. Inclusion of
agri input dealers — estimated at over 1,00,000 and
who form the farmers’ primary point of contact — into
the extension system and equipping them with knowl-
edge would improve the reach. A mandatory certifica-
tion programme with periodic renewal may be advisa-
ble for all agri input dealers to ensure quality of delivery.
� Creation of a common knowledge pool:A common and
coherent knowledge pool has been conspicuous by its
absence due to lack of coordination between multiple
agencies involved in agriculture extension. It may be in
the best interest of all concerned to create an easily ac-
cessible common pool of knowledge.
� Leveraging ICT infrastructure for efficient knowledge
dissemination:Be it pushing reminders for application of
aspecific input or helping the farmer pull information

on specific output prices, ICT has the potential to impact
rural India, the same way it has redefined the urban ar-
eas. It provides a unique opportunity to deliver custom-
ised information, on an interactive basis and supple-
ment human effort.
� Organising farmers:In India, almost 80% farmers are
small and marginal, which makes commercialisation of
agriculture a difficult proposition. It would be discerni-
ble to organise them in groups by developing suitable
models. Such a move may also help in increasing farm
mechanisation and contract farming resulting in sub-
stantial improvement in farm productivity and produc-
tion, aided by need based transfer of farm technology.
� Establishing farmer-corporate partnerships:Indian cor-
porate sector has a long association with the farmers ei-
ther as an input supplier or an output buyer. This associ-
ation, if leveraged and structured into a formal farmer-
corporate partnership (FCP), could play a crucial role in
addressing these problems. The FCPs would focus on
educating the farmer about the latest agricultural prac-
tices, ensuring quality production and provide them
with assured market and better income.
� Getting local:There is an urgent need to adopt an im-
mensely concentrated and focused approach, rather
than a universal approach, to make the best of available
resources. It is often mentioned that every 100 km we
travel in India, we encounter a new country where food
habits, crops, culture and language change. In such a di-
verse environment, adopting or advocating a universal
recommendation is bound to encounter failure.

The need to focus on agriculture and rapidly increase
productivity stems from the requirement of ensuring
food security and an all-inclusive growth for the coun-
try. Putting all the above on the ground, though feasible,
is still a challenging task for the country.

To achieve the coveted objectives, a delivery system
has to ensure that the knowledge is latest, need-based,
location-specific and made available timely in a man-
ner that is simple and easily understandable by even the
poorly-educated farmer. No single agency would be
able to do full justice. Collaboration between multiple
stakeholders is probably the only way in which last-
mile delivery systems can be spruced up, leading to a
transformation in agriculture.

(The author is chairman and senior managing director
of DSCL, and president of the International Fertilizer

Industry Association)
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Last-mile farm transformation

Last-mile delivery implies
delivering location-specific
technology to the farmer.
It imparts knowledge about
cultivation practices,
products, technologies and
their efficient utilisation.
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SALAMI F SOMETHING cannot go on forever, it
will stop. Stein’s law is particularly appli-
cable to investors who for many months
have been wondering just how long the
strong cyclical momentum in the global

economy can continue in the face of all sorts of
structural problems, ranging from excessive sov-
ereign debt to China’s overinvestment boom.

Well, the panic over the state of government
finances in the Club Med countries and a prema-
ture outbreak of inflation in emerging markets
has finally ended the Great Reflation trade. The
focus is again turning to all the structural issues.

The reflation regime that led to a synchronous
surge in every asset class across the world start-
ing early 2009 began to show the first signs of
cracking late last year with the Chinese equity
market losing steam. Chinese stocks over the
past few years have behaved as the proverbial
canary in the coal mine regarding the country’s
growth prospects, and yet most analysts outside
of China surprisingly under-appreciate their sig-
nalling power.

The pretext of never-ending Chinese demand
sustained the rally in commodity prices and oth-
er so-called China plays — from currencies of
major commodity exporting nations to global in-
dustrial stocks — until March 2010. But the Chi-
nese market had already started to drift lower
several months ago in response to various poli-
cy-tightening measures aimed at controlling in-
flation and calming down rampant speculation
in the property market where home prices have
risen more than 30% nationwide over the past
year. Even now, while the Chinese equity mar-
ket is back at June 2009 levels, many China plays
are still 20-30% above last summer’s readings.

The disconnect between Chinese equities and
China plays was also apparent in the first half of
2008 when commodity prices carried on surging
despite the slump in Chinese stocks. The global
financial crisis later in that year abruptly closed
the gap and, this time around, the sovereign debt
troubles in southern Europe are bringing about a
return to rationality. It should be of no surprise
that tighter financial market conditions again
end the disparity as abundant liquidity inflates
China plays as much as the fundamental factor of
economic growth in China.

So what happens after the divergence ends?
The probability that China plays are now well
past their period of best relative performance is a
reasonable one. China’s capital spending spree
undoubtedly fuelled the commodity super-cycle
and defined the investment performance of vari-
ous asset classes over the past decade. Materials
and energy stocks were the best-performing sec-
tors across regions while markets that topped the
country league tables were the resources-rich
economies of Brazil and Russia among the
emerging markets and Australia and Canada in
the developed world.

China’s economic size magnified the demand
for commodities. No country in the history of ec-
onomic development ran an investment-to-
GDP ratio north of 40% for as long China did
over the last 10 years. Its capital spending is now
larger than that of US or Europe, and China ac-
counts for 25-50% of world demand for most in-
dustrial metals even though its share of the glob-
al economy is less than 10%. This equation is
way out of line and is set to correct in future.

China’s investment boom is indeed showing
signs of finally slowing down. After all, the coun-

try cannot build roads, rail networks and airports
at the frenetic pace of the past few years.

Moreover, following the global recession in
2008, Chinese authorities injected a massive in-
frastructure-oriented stimulus that led to even
greater excesses with availability of infrastruc-
ture in the country far above levels justified by its
per-capita income.

Excess liquidity in the system is now finding its
way into the property market, making the au-
thorities wary of a property market bubble. With
the more affluent population buying multiple
homes amid a speculative frenzy that is, in turn,
pushing prices sharply higher, the average Chi-
nese home-buyer is becoming increasingly re-
sentful, as affordability is a major issue.

The price-to-income ratio on a national basis
exceeds 10. Policymakers in China are well
aware of the systemic problems any housing
boom-bust cycle can cause after having seen the
movie play out in the developed world. To avoid
the problem from getting out of control, they are
likely to keep tightening the screws on the prop-
erty market until prices start to cool.

The last time they engaged in such action was
in early 2008; property transactions as well as
prices fell sharply before the authorities took
their foot off the brakes after the onset of the

global recession. The risk this time is that even
stronger tightening is required as speculators —
emboldened following the short-lived tighten-
ing of 2008 — refuse to back off easily.

Just as the demand outlook for commodity
prices is starting to deteriorate, the supply re-
sponse is getting more aggressive. Commodity
producers are in the process of adding significant
capacity with prices of most of their products
trading well above the marginal cost of produc-
tion — helped in no small measure by the large fi-
nancial fund flows and the low cost of stockpil-
ing. The potential problem is that once supply
momentum builds, it is hard to reverse as the
fixed costs for commodity production are high
and the variable costs are low.

Supply and demand dynamics at the start of
the last decade were very different. New invest-
ment was little as commodity prices had been in a
secular decline for 20 years and, back then, hard-
ly anyone anticipated the size of the investment
demand emanating from China. The unexpect-
edly large rise in demand led to a disproportion-
ate increase in commodity prices and in the prof-
itability of commodity-producing companies.

The mega trend of one decade rarely extends
into the subsequent one. From that perspective,
the recent selloff in China plays may just be the

start of a significant trend reversal as real estate
and infrastructure spending account for a large
share of China’s commodity consumption.

Apart from the China demand factor, huge
amounts of easy money have of late led to a pa-
per demand for commodities, with exchange-
traded funds for various commodities attracting
record capital inflows. Nevertheless, the reflati-
on trade has its limits: not all assets can continue
to rise simultaneously without the prices of some
undermining others. Beyond a certain threshold
point, commodity prices not only boost headline
inflation but also usually pass through to other
items over time in developing economies.

Of course, the proximate cause for the near-
term weakness is the Greek debt crisis. However,
the bigger issue for emerging markets is the cycli-
cal momentum is beginning to roll over as cen-
tral banks tighten policy due to inflationary pres-
sures. This does not bode well for risky assets.

It was only natural for some of the cyclical
gloss to come off following the very powerful
thrust of the past year. The problem though has
been further complicated with part of the liquid-
ity pumped into the system to revive credit
growth finding the wrong home, from commod-
ity funds to the property market in places such as
China. The debate now is whether China will

have a hard or a soft landing.
If China can slow its economy down to 7-8%

from the unwieldy double-digit pace it is cur-
rently running at by letting consumption growth
continue at a robust pace while reducing invest-
ment spending, its soft landing will result in a
structural decline in commodity prices and ease
inflationary pressures in countries such as India.
The Chinese market will also achieve a higher
valuation if it moves to a more sustainable
growth path after the usual initial hiccups relat-
ed to a somewhat slower growth profile. It’s
worth recalling that Japan’s growth slowed from
8% in the 1970s to 5% in the 1980s, yet the stock
market boomed.

China’s stock market will be the best leading
barometer on how the economy is faring in its at-
tempt to engineer a soft landing. The current
message from the market is that slower Chinese
growth will be more welcome than the pattern of
strong growth driven by overinvestment that
leads to higher inflation through commodity
prices. The model of commodity-intensive, hyp-
er growth cannot continue forever and if there is
any merit in Stein’s law, then it will stop.

(The author is head of emerging markets at
Morgan Stanley Investment Management)

With structural problems back in the global economy, China
needs a soft landing for emerging markets to catch a bid again

Cyclical gloss comes off
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MESSAGE FROM CHINA
The Chinese market has behaved as the proverbial canary in the coal mine in recent times regarding the
country’s growth prospects, and yet most analysts outside China surprisingly ignore its signalling power
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� China’s economicsize magnified the demand for commodities

� Its investmentboom is showing signs of slowing down

� Excess liquidityin the system is finding its way into property
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