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Abstract: India is predominantly an agricultural country and a large portion of its population
depends on agriculture which is mostly an unorganized sector where farming is done by small
time farmers having only a few acres of cultivable land. These small time farmers who pool in
their produce to meet the country’s food requirement as well as exports are dependent on monsoon
rains for their crop. From the fields of a small time farmer starts a vicious circle which never
ends but at its centre lies the monetary policy of the country. If the rains are good, a farmer
reaps a good harvest and has enough money in his hands to spend. Food is available in abundance
so the inflation drops and people are able to purchase more. With falling inflation, Reserve
Bank of India is comfortable at being liberal with its monetary policy and the monetary rates
are held low. But if the rains are deficient, the crop fails. The farmers who form the major part
of population are left with no money in their pockets and the population at large is short of food.
This causes the inflation to shoot up and the Reserve Bank of India comes out of its comfort
zone to tighten the monetary policy and suck out the liquidity from the market in its bid to
control inflation. Inflation has been a perpetual matter of concern for a developing country like
India. Monetary policy is focused at controlling money flow in the market to maintain price
stability and control inflation while the fiscal policy of a country relates to Government’s revenue
generation and public spending. Fiscal policy is a prerogative of the Government and is generally
liberal aimed at pleasing the vote bank by providing more money in the hands of people. On the
other hand, monetary policy, a prerogative of RBI is focused at reining in inflation. It is but sad
that even after six decades of independence, the monetary policy of our country is directly or
indirectly linked to the rains which fall on its soil. This paper is an Empirical study to quantify
the dependence of food grain production on the rains and consequently its relationship with
inflation and the monetary policy of the country.

Index Terms: Monetary policy, Inflation, Call money rates, Annual rains, Food grain production.

1. INTRODUCTION

Agriculture, with its allied sectors, is unquestionably the largest livelihood provider
in India, more so in the vast rural areas. It also contributes a significant figure to
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the Gross Domestic Product (GDP). As per the current figures of IMF, agriculture
contributes over 17% of India’s GDP. (imf.org n.d.) In a recently concluded seminar
at NABARD, the Finance Minister Mr Arun Jaitley said “If India is to grow and
get rid of poverty, the agriculture sector has to grow the fastest... agriculture is
critical to the economy.” (Arun 2014).

Despite the importance attached to agriculture, the fact remains that bulk of
the cultivable land in the country is in the hands of small farmers who find it
difficult to till the land by the passing days. The cost of seeds, fertilizer and
transportation of harvested crop makes it difficult for the farmers to make their
ends meet and they land up in debt in the hope of reaping a good harvest subject
to the mercy of rain Gods. Inflation is a constant fear looming large and RBI keeps
hoping for a good monsoon every year. If the rains are good, the crop yield is
better and there is money in the hands of the farmer. With abundance of food for
the population, the inflation eases and gives room to the Reserve Bank of India to
relax its monetary policy.

The condition of Indian farmers was not so good even during the British Rule
and has remained so even after six decades of Independence. To a large extent, this
may be attributed to industry oriented policy decisions and lack of infrastructure.
Munish Alagh in paper has written about the effects of agriculture on the macro
economics as well as the fiscal and monetary policy of the country. He believes that
in evaluating the impact of macroeconomic policy the mix of monetary and fiscal
policies has to be evaluated. Macroeconomic policy has an effect on the agricultural
economy through their impacts on interest rates and inflation. Changing interest
rates influence variable production costs, long-term capital investments, cash flow,
land values, and exchange rates, while inflation affects input prices, commodity
prices, real interest rates and land prices. (Alagh 2011).

2. OBJECTIVE

The objective of this paper is to quantify the dependence of food grain production
on the annual average rainfall in India and consequently, determine in terms of
quantifiable relationship the impact which it will have on inflation and ultimately
the reaction of the Reserve Bank in deciding the key rates of the monetary policy.
It may be noted that inflation does not solely depend on production of food grains
but many other factors including crude oil price and global economic conditions.
Nevertheless, in the Indian scenario, monsoons do remain an important deciding
factor.

3. METHODOLOGY

In order to establish a relationship between the Monsoons in India, their impact
on food grain production in the country, the inflation during the following
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year and the manner in which the Reserve Bank of India tweaks the
monetary policy to manage the inflation we have considered the following
statistical data:-

(a) All India Weighted Average Annual Rainfall in mm since 1950. (Source
Govt of India, open govt data) (www.data.gov.in 2016).

(b) Agricultural production – Total Food Grains in million tones since 1950.
(www.dbie.rbi.org n.d.)

(c) Historic Inflation in India since 1958. (www.inflation.eu n.d.)

(d) The Call money Rates promulgated by RBI. (www.rbi.org.in n.d.)

Having collated the data from various sources, we have established a correlation
amongst them to understand how they have been interrelated in the past.
Mathematically. (Kothari 2011)
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Thereafter, we conducted a Regression Analysis amongst the related variables
ie. the average rainfall and food grain production to establish an equation as to
how the food grain production will be dependent on the rainfall in the future.
(Kothari 2011).
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(Y)i = a + b(X)I + (error)i Where;-

(Y)i = value of average inflation for yeari

a = mean value of inflation (intercept coefficient)
b = average change in inflation when one unit change in crude oil price (slope

of crude oil price)
(X)i = value of crude oil price for yeari

4.1. The collated data is illustrated at Table 1
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Table 2

S No Variables Inference

1 Annual Rainfall v/s Annual Food grains Strong positive correlation
production

2 Annual Rainfall v/s Annual Inflation Small inverse correlation
3 Annual Rainfall v/s Annual Food grains Small correlation

production
4 Annual food grain production v/s Annual Small inverse correlation

Inflation

4. RESULTS

The results Correlation are illustrated at Tables 2 and 3 and the results of Regression
are illustrated from Tables 4 to 6 and Graphs 1 to 3.
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4.1. Inference from Correlation

The Correlation between the various variables confirms the following:

(a) There is a strong positive correlation between the average rainfall in a
year and the average quantum of food grain production during the
following year. If there are good rains, the crop is good and vice versa.

(b) There is a small inverse correlation between the quantum of food grain
production and the call money rate promulgated by the RBI. It implies
that when food grain production is low, the inflation tends to rise and in
order to control the inflation the RBI increases the call money rate thereby
sucking liquidity from the market. This makes sense.

(c) There is a small inverse correlation between the average annual rainfall
and the average call money rate implying that when the rains are deficient,
the food grain production in the following year is less which tends to
increase inflation and RBI has to tweak the monetary rates to control
inflation.

(d) There is a small inverse correlation between the average annual rainfall
and the average inflation again implying that deficient rains will raise
inflation.
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4.2. Inference from Regression, Food Grain v/s Inflation

a = 0.02512 (Intercept coefficient)

b = 0.00476 (coefficient of X)

Regression equation is thus given by;-

Y = 0.02512 + 0.00476 (X) where;-
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Y is inflation and X is the Food grain production.

Adjusted R square = 0.006 which measures the fit implying that 0.6% of inflation
is determined by production of food grains

Thus, the results indicate that in future a small amount of inflation will be
dependent on food grains.

4.3. Inference from Regression, Rainfall v/s Inflation
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a = 0.00376 (Intercept coefficient)
b = 0.005 (coefficient of X)
Regression equation is thus given by;-
Y = 0.00376 + 0.0005 (X) where;-
Y is inflation and X is the Annual rainfall.
Adjusted R square is -Ve implying inverse dependence
Thus, the results indicate that in future if rains are deficient there will be

rise in inflation though very small.

4.4. Inference from Regression, Rainfall v/s Food Grain
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a = 0.0229 (Intercept coefficient)

b = 0.9832 (coefficient of X)

Regression equation is thus given by;- Y = 0.0229 + 0.9832 (X) where;-

Y is food grain production and X is the Annual rainfall.

Adjusted R square is 0.52 and Multiple R is 0.72 implying high dependence of
food grains production on annual rains.

Thus, the results indicate that in future the production of food grains will
have about 72% dependence on Annual Rainfall.

5. CONCLUSION

No country would want to link their monetary policy decisions to natural
phenomenon in any way. However, the topography and a deficient irrigation
system in India make the farmers dependent on rains to a very large extent. Since
the production of food grains is directly linked to the quantum of rains and also
inversely linked to the inflation, the monetary policy decisions of the RBI also gets
influenced by the monsoons or the average annual rainfall.
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