S 1
Minimum Support Price - Calculation,
Issues and Challenges

Recently, farmers across India have been protesting against the Government in
order to increase the Minimum support price and the Government has recently
hiked the Minimum support price for six crops i.e. that of major pulses by 350-450
per quintal and that of paddy by 80 per quintal.

Let us know in depth about Minimum support price, how is it calculated, issues
with it and various solutions

What is Minimum Support Price?

Minimum support prices as a concept is a form of market intervention
undertaken by the Government of India wherein the Government buys the crop
produce directly from farmers when there is no demand from other buyers in the
market.

Rationale behind the Minimum Support Price

It acts like a buffer to protect the farmer in case the price of the commodity
produced by the farmer falls below the market price due to bumper crop which
causes a glut in the market, the Government agencies (usually the Food
Corporation of India) procures the grains from the farmers at the prices
announced by the Government.

There are two objectives of the Minimum Support Price system.

o To prevent distress sale by the farmer in case of a bumper crop and market
demand is low to recover the cost of production.

o To procure the grains for public distribution by fair price shops.

Usually, Minimum support prices are announced by the Government at the start
of the sowing season. The rates are announced by the Government which is
decided by the cabinet committee on economic affairs (CCEA) on the basis of
recommendations of Commission for Agricultural Costs and Prices (CACP). The
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recommendations are not binding and can be modified by the Cabinet
committee.

Crops covered under the Minimum Support Price System

« Seven cereal crops (Paddy, Wheat, Jowar, Bajra, Maize, Ragi, Barley)
« Five types of pulses ( Toor, Urad, Moong, Gram, and Lentils)

o Eight types of oilseeds (Mustard, Sunflower, Groundnut, Sesame, Soya
bean, Toria, Safflower & Niger seed)

o Other cash crops like Virginia tobacco, raw cotton, jute, and copra.

A total of twenty-four crops are currently covered (Sugarcane falls under the
purview of FRP- Fair and Remunerative Price Act)
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How is Minimum Support Price Calculated?

The commission for agricultural costs and prices (CACP) in formulating the
minimum support prices takes into account, a comprehensive view of the entire
structure of the economy along with the following factors

o Cost of production

o Changesininput prices

o Input-output price difference

o Trends in market prices over a period of time (3-6 months)
o Demand and supply of commodities

« Inter-crop price rates

o Effect on the industrial cost structure

o Effect on cost of living of the population

o Effect on general price level in the market

« International prices of the commodities

» Parity between prices paid and prices received by the farmers.

o Effect onissue prices for subsidy

The Commission makes use of both micro-level data and aggregate price levels at
district, state, and the country. The data used by the Commission also includes

o Cost of cultivation per hectare in various regions of the country.
o Cost of production per quintal in various regions

e Prices of various inputs

o Market prices of products

e Prices of commodities sold by the farmers

» Supply-related information like area, yield, imports, exports and domestic
availability with procurement corporations
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o Demand related information like total and per capita consumption
e Prices in the international market

o Prices of farm derivatives like sugar, jaggery, jute goods, oils and cotton
yarn

o Cost of processing of agricultural products

o Cost of marketing - storage, transportation, processing, marketing services
etc.

o Macroeconomic factors like general level of prices, consumer price indices
etc.

Various other Ministries and Departments also help the Commission to arrive at
the figure of Minimum Support Price. The estimates of Cost of Cultivation, the
most important input forming the recommendation of Minimum Support Price,
are made available to the Commission through a scheme called Comprehensive
Scheme for Studying the Cost of Cultivation of Principal Crops, operated by the
Directorate of Economics and Statistics, Department of Agriculture.

These figures are arrived at by taking into account real factors of production and
include all actual expenses in cash incurred by the farmer like rent paid for the
leased land, the value of family labor, the interest value of other capital assets
(excluding land), depreciation on farm machinery and other miscellaneous
expenses.
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Impact of Minimum Support Price System

Advantages of MSP

e The Minimum Support Price mechanism has been beneficial in transferring
incomes to rural areas and to counter farm level inflation.

o It can also counter the agricultural distress brought on by natural hazards in
the country. It gives farmers hope of earning more in the new sowing
season.

o In the last few years, India has become a net importer of pulses. Massive
hike in the MSP of these crops will encourage the farmers to grow
nutritional crops. It will help in changing the cropping pattern which was
long due.

e A higher Minimum support price regime will also help in achieving the
Government s target of doubling farmer s income by 2022.

o It also acts as an incentive for farmers to produce the crop which is in short
supply.
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Higher profits for the farmer will also help them to invest in necessary
infrastructure and equipment.

Today due to lack of sufficient penetration of agricultural insurance
schemes farming has become a risky profession exposed to weather and
price fluctuations. The minimum support price to some extent will protect
the farmer by guaranteeing a minimum floor price so that they can plan in
advance for the next season.

Disadvantages of MISP

Less than 6% of farmers sold their produce at the minimum support price.
According to a survey by National sample survey many small and marginal
farmers are unaware of the concept of minimum price and the benefits are
taken away by large farmers.

Yield per hectare is the lowest among economies with a large agriculture
sector. Hence agriculture productivity needs to improve, for that MSP alone
is not enough we need a wide range of interventions.

Even though recently the MSP for pulses has increased drastically there is
no visible correlation between higher MSP and area under pulses.

In order to meet the obligations under the National Food Security Act
(NFSA, 2013) mostly only paddy and wheat are procured regularly and in
bulk by the Government agencies. For all others the procurement is
irregular so there is no incentive or bankability for the farmer to produce
other crops.

As MSP is declared by the Union Government most of the States do not
have the funds to procure crops at rates announced by the center.Eg: In
Assam due to budgetary constraints procurement was not carried out for
the past two seasons.

Since the MSP are announced just before the sowing season many of them
would have already started the exercise by then so, in reality, the Minimum
Support Price has a limited ability to change or have a significant impact on
the cropping pattern.
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Way Forward

o There is a need to adopt a more scientific approach to agriculture and
allocate higher budget in research to boost productivity per hectare.

o The NITI Aayog has advocated for timely dissemination of information via
the Krishi Vigyan Kendras(KVK s) and also to announce MSP s well ahead of
the sowing season.

o The criteria for fixing prices for MSP must be current costs rather than a
historical basis.

o There needs to be a complete overhaul of procurement procedures and
more focus must be on local procurement especially at the panchayat level.
Use of modern warehousing infrastructure is needed like modern storage
facilities, weighing bridges etc. to extend shelf life and prevent rotting of
grains.

o The Shanta Kumar committee recommendations for the overhaul of FCI
must be implemented in Toto and also the suggestion of the National
Commission of farmers ( Dr.MS Swaminathan committee, 2007 ) to fix the
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MSP at cost of production + 50% so as to have a definitive roadmap for
fiscal expenditure and better remunerative output for farmers rather than
ad hoc methods.

o Farmers must be made to understand the benefits of crop diversification so
as to produce more pulses to ensure nutritional security and prevent
supply-side shocks.

NeoStencil — Live Online Classes - IAS/IES/GATE/SSC/PSC | +91 95990 75552 | info@neostencil.com



http://neostencil.com/

NS

Study from India’s Best IAS Teachers LIVE Online

NeoStencil is India's number 1 platform for LIVE online learning. We help you connect
with India's best teachers from the comfort of your home.

Some of our popular UPSC Civil Services Exam courses:

UPSC General Studies Foundation Courses offered at NeoStencil

1. Lukmaan IAS
2. Pavan Kumar IAS
3. Destination IAS

4. Toppers 25

UPSC Mains Optional Subjects courses

Pub Ad :S. Ansari, Pavan Kumar, Atul Lohiya (Hindi Medium)

Philosophy :Mitrapal

Geography :Prof. Majid Husain, Alok Ranjan (English and Hindi Medium), Md. Rizwan
Sociology :Praveen Kishore, Vikash RanjanVenkata Mohan, Mujtaba Husain
Anthro :Venkata Mohan

History :Alok Jha

PSIR : Kailash Mishra (English and Hindi Medium), RS. Sharma

Law : Dinesh Verma (Scope IAS)

General Studies Mains Test Series: Pavan Kumar IAS, Lukmaan IAS, AAI IAS

Pub Ad Test Series :Pavan Kumar

Sociology Test Series :Praveen Kishore, Venkata Mohan, Lukmaan IAS

Geography Test Series :Prof. Majid Husain, Alok Ranjan (English and Hindi) , Lukmaan IAS
Anthro Test Series :Venkata Mohan

Essay Test Series :Lukmaan IAS, Venkata Mohan

Current Affairs Online Courses for IAS Exam Preparation

1. Lukmaan IAS
2. Venkata Mohan
3. Mk Yadav

4. Alok Jha

We also Provide Online courses for IES | GATE | SSC | State PCS Exams. For more details visit
our All Courses Page — here

NeoStencil — Live Online Classes - IAS/IES/GATE/SSC/PSC | +91 95990 75552 | info@neostencil.com



http://neostencil.com/
https://neostencil.com/course/general-studies-foundation-course-test-series-lukmaan-ias-upsc-pre-cum-mains-exam/
https://neostencil.com/course/general-studies-full-course-pavan-kumar-ias-upsc-pre-cum-mains/
https://neostencil.com/course/general-studies-full-course-destination-ias-upsc-pre-cum-mains-exam/
https://neostencil.com/course/general-studies-full-course-toppers-25-upsc-pre-cum-mains/
https://neostencil.com/course/public-administration-optional-lukmaan-ias-upsc-mains-exam/
https://neostencil.com/course/public-administration-optional-pavan-kumar-ias-upsc-mains/
https://neostencil.com/course/public-administration-optional-hindi-medium-atul-lohiya-upsc-mains/
https://neostencil.com/course/philosophy-optional-test-series-mitras-ias-upsc-mains-exam/
https://neostencil.com/course/geography-optional-majid-husain-upsc-mains/
https://neostencil.com/course/geography-optional-alok-ranjan-upsc-mains-exam/
https://neostencil.com/course/geography-optional-hindi-medium-alok-ranjan-upsc-mains/
https://neostencil.com/course/geography-optional-md-rizwan-upsc-mains/
https://neostencil.com/course/sociology-optional-test-series-praveen-kishore-upsc-mains-exam/
https://neostencil.com/course/sociology-optional-vikash-ranjan-triumph-ias-upsc-mains/
https://neostencil.com/course/sociology-optional-vikash-ranjan-triumph-ias-upsc-mains/
https://neostencil.com/course/sociology-optional-test-series-lukmaan-ias-upsc-mains/
https://neostencil.com/course/ethics-essay-test-series-venkata-mohan-upsc-mains/
https://neostencil.com/course/history-optional-aai-ias-upsc-mains/
https://neostencil.com/course/political-science-optional-kailash-mishra-upsc-mains-exam/
https://neostencil.com/course/political-science-optional-hindi-medium-kailash-mishra-upsc-mains-exam/
https://neostencil.com/course/political-science-rs-sharma-upsc-mains/
https://neostencil.com/course/law-optional-dinesh-verma-upsc-mains/
https://neostencil.com/course/general-studies-test-series-pavan-kumar-ias-upsc-mains/
https://neostencil.com/course/general-studies-mains-test-series-lukmaan-ias-upsc-mains-exam/
https://neostencil.com/course/gs-test-series-aai-ias-upsc-mains/
https://neostencil.com/course/public-administration-test-series-pavan-kumar-ias-upsc-mains-exam/
https://neostencil.com/course/sociology-test-series-praveen-kishore-upsc-mains-exam/
https://neostencil.com/course/sociology-test-series-venkata-mohan-upsc-mains/
https://neostencil.com/course/sociology-test-series-lukmaan-ias-upsc-mains-exam/
https://neostencil.com/course/geography-test-series-majid-husain-upsc-mains/
https://neostencil.com/course/geography-test-series-alok-ranjan-upsc-mains/
https://neostencil.com/course/geography-test-series-hindi-medium-alok-ranjan-upsc-mains/
https://neostencil.com/course/geography-test-series-lukmaan-ias-upsc-mains/
https://neostencil.com/course/anthropology-test-series-venkata-mohan-upsc-mains/
https://neostencil.com/course/essay-test-series-lukmaan-ias-upsc-mains-exam/
https://neostencil.com/course/ethics-essay-test-series-venkata-mohan-upsc-mains/
https://neostencil.com/course/upsc-editorial-discussion-ed-classes-until-mains-lukmaan-ias/
https://neostencil.com/course/upsc-editorial-discussion-ed-classes-until-mains-lukmaan-ias/
https://neostencil.com/course/intensive-news-analysis-ina-1-2-mk-yadav-theiashub-upsc-mains/
https://neostencil.com/course/current-affairs-aai-ias-upsc-prelims/
https://neostencil.com/courses/

	What is Minimum Support Price?
	Rationale behind the Minimum Support Price
	Crops covered under the Minimum Support Price System

	How is Minimum Support Price Calculated?
	Impact of Minimum Support Price System
	Advantages of MSP
	Disadvantages of MSP

	Way Forward


