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S O L U T I O N  T O  R U R A L  W O E S :  
1.5 TIMES MSP /PRICE SUPPORT / INCOME  
SUPPORT~WHICH ONE IS BETTER? 
The rural sector is hit by declining prices. The Agri-GDP deflator 

has declined from 9.9% in FY13 to merely 1.1% in FY18. Such 

persistent decline in Agri-GDP deflator is indeed worrisome. Such 

a decline also coincides with the in principle inflation targeting 

regime introduced by RBI from FY14. 

We also believe that buoyant tractor sales are in no way  

indicative of the health of the rural sector. Now tractors are  

being used more  for transportation of building materials.  

There are 3 ways to alleviate such a distress, each of which has a 

benefit and a cost. Firstly, a price support programme with the 

increment of MSP increased by 1.5 times across 17 major Kharif 

and Rabi crops could impact CPI inflation by 71 bps (pulses alone 

by 42 basis points, but cereals minimal). The estimated MSP for 

Kharif crops is based on projected A2+FL cost for FY19.  

Secondly, for a price support scheme like Bhavantar Bhugtan 

Yojana  (we believe it has been somehow unfairly criticized by 

sector experts)  if applied at all India level, the total cost is 

around Rs 32,302 crores. However, if states share around 40%, 

the cost will come down.  

Thirdly, an income support scheme as introduced by Telangana 

State. Our estimate suggests, if this scheme is implemented at 

all India (29 States+ UT) level by providing Rs 4000 per acre per 

season, the financial burden could be around Rs 2.7 lakh crore 

(based on net sown area) and could rise to Rs 3 lakh crore if  

offered on cultivated land. Any item to dilute the cost by  

removing cereals could jeopardize the production patterns.  

Based on the analysis of all the three schemes (in which two of 

them are currently running in two states), we propose a hybrid of 

2 schemes  viz. 1.5x of MSP and Price Compensation Scheme. 

This will involve an optimal inflation /fiscal cost trade-off and  

win-win for farmers.  

For Cereals (Wheat, Paddy, Ragi, Maize, Bajra) which are largely 

procured by both Central and State Government, implement MSP 

of 1.5x cost of production. Crops like Groundnut, Sesamum,  

Nigerseed and Soyabean should also be covered under 1.5 times 

of MSP. The overall impact of inflation could be only around 

17 basis points  for such crops.  

For Pulses (Arhar, Moong, Urad, Masur and Gram) and  

Sunflower Seed, we propose Price Compensation Scheme (PCS) 

as the fiscal cost will be Rs 13,110  crore only/ 0.08% of 

GDP. 
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RURAL/AGRICULTURE DISTRESS IS A FACT 

 The recently released annual GDP data points to some interesting facts. The GDP deflator (an economic metric 

that accounts for inflation by converting output measured at current prices into constant prices GDP) which 

stood at 3.1% for FY18 was very low compared to the levels it was achieved in FY13 (7.9%) and FY14 (6.2%). 

Unfortunately, this decline in GDP deflator was primarily due to low Agri-GDP deflator, which was continuously 

declining from 9.9% in FY13 to merely 1.1% in FY18. This decline in Agri-GDP deflator is an indication of  

distress and low level of purchasing power in rural/agriculture area. Such a decline also coincides with the  

inflation targeting regime introduced by RBI from FY13.  

 Also, when we bifurcated the GVA growth into Agri-GVA growth and Non-Agri GVA growth we found out that 

the nominal non-agri GVA expanded from 11.5% in Q4 FY17 to 12.0% in Q4 FY18. During the same period,  

nominal Agri GVA however declined from 10.9% to 4.9%. This indicates that the growth in overall GVA is  

primarily due to growth in industry and services segment, not the agriculture segment. 

 Importantly, tractor sales, are generally considered as proxy for better price realisations for the farm sector. 

During FY18 tractor sales reached an all-time high sales of 7.11 lakh units, around 22% higher than the  

previous year. However, the relationship between tractor sales and farm realisations (Proxy: Agri Deflator) is 

weak as the commercial usage of tractors is increasing rapidly. Now tractors are being used more  for  

transportation of building materials like bricks, stone plates and locally mined sand as cost of transportation 

increases massively when commercial vehicles are used for the said purpose. Thus, buoyant tractor sales are 

in no way indicative of the health of the rural sector. Also, high level of NPAs in tractor loans indicate that due 

to rural/agriculture distress, farmers are unable to pay the instalments irrespective of the usage of tractors.  

Tra tor sales & Agri Delator % o  GDP Delator %  
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MEASURES TO ALLEVIATE RURAL/AGRICULTURE DISTRESS 

 Given that prices in agri sector are at significantly low levels, there are three ways/schemes in which we can 

alleviate this at least in the short term. First, is to provide a better price to all Rabi and Kharif crops by fixing 

MSP at 1.5 times over the cost of production. Second, to develop an institutional mechanism to compensate 

the price difference where market price is less than MSP like Bhavantar Bhugtan Yojana (BBY) as it was adopted 

in Madhya Pradesh, and Third, is to provide agriculture Investment Support in form of cash as is being  

currently done in Telangana. Here we will analyse pros and cons of all the three schemes / price support / in-

come support  and suggest what could be done as a quick fix solution to address the distress in the short term.  

1. MSP IS INCREASED BY 1.5 TIMES  

 In the Union Budget, Govt. has announced that for FY19, MSP for majority of Rabi crops have already been 

fixed at 1.5 times of the cost of production (which is based on A2+FL)  and  has now announced to implement 

this resolution as a principle for the rest of crops i.e.  Rabi crops that were earlier left out and all Kharif crops.  

 Theoretically believed, by increasing MSP, though it will provide better support price to farmers, has an  

inflationary impact on consumers.  Commodities like paddy and wheat which have combined weight of more 

than 7% in CPI, so any increase in support prices will have  impact on CPI inflation. 
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 With the Government due to announce MSP for Kharif crops 

in FY19,  we estimated the projected MSP for all Kharif 

crops, based on projected A2+FL cost for FY19 (taken as the 

maximum growth rate during FY17-FY18 for any crop) and 

then applying 1.5 times on it. The projected MSP (excluding 

bonus as is the norms) for FY19 shows, that the maximum 

increase in prices will be on Nigerseed (73%) followed by 

Ragi (58%) and Jowar (42%). 

 Our estimate suggests, the increment of MSP by 1.5 times in 

Kharif crops could impact CPI inflation by 67 bps and for 

Rabi crops for which MSP has already been announced for 

FY19, the inflationary impact will be 4 bps and hence the 

combined effect will be 71 bps. Two major crops wheat and 

rice, for which  majority of the procurement done by Govt., 

the increase in MSP will have less impact on inflation. 

 This estimate is based on A2+FL cost and not on C2 cost, 

and if the Government, fix at 1.5x on C2 cost, the inflation-

ary impact could be significantly large, and even breach the 

RBI CPI target by more than 200 bps. 
 

2. PRICE COMPENSATION SCHEME  

 The Madhya Pradesh Government had developed an  

institutional mechanism / Bhavantar Bhugtan Yojana, which 

was implemented in Madhya Pradesh since Oct’17. As it has 
already been implemented, it is better to evaluate the  

experience of MP. We believe Bhavantar scheme though 

have shortcomings has been somehow maligned by sector 

experts.  

 The most common critique of Bhavantar scheme is that it 

resulted in traders beating down Mandi prices: Post harvest, 

some of the crops under BBY witnessed a declining trend in 

prices. The common argument being the trader groups  

artificially depressed prices to be paid to farmers as in any 

way they were getting compensated by the difference  

between MSP and the sale price at Mandis.  

 For example, take the case of Moong. In case of Moong,  

where 8034 tonnes arrived to the market in between  

Oct-Dec’17 compared to 32,710 tonnes during corresponding 
period of last year. Despite this short supply, the prices 

which were supposed to be higher had declined by 11%, 

could be due to the deliberate efforts from traders/farmer 

groups to exploit the (price differential from MSP) advantage 

under BBY.  

 However, there is also a contrarian argument to the above, 

that is overproduction drove down prices. For example, the arrival of major Kharif crops to Mandis in MP for 

sale during Oct’17-Dec’17 and the corresponding period of previous year. In almost all the crops, the total  
arrival  figure has increased significantly, e.g. in Arhar, it increased by 716% from previous year and the price 

declined by 47%. Similar trends were also found in all the major Kharif crops except Moong.  

 Additionally, while analysing the price trend in other states, we also found that, the decline in prices was not 

only due to implementation of BBY and restricted to Madhya Pradesh, but similar trend was also seen across 

other States. e.g., in case of Gram, the prices not only declined in MP, but also declined in Maharashtra, Raja-

sthan, and UP. Hence it is difficult to establish any direct causation between the trader cartel and price decline. 
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 Even after appreciating the problems under Bhavantar Scheme, one 

of the major positives under BBY is it worked as a price support to 

farmers. For example, during the month of Nov’17 the total arrival of 
soybean increased by 150% in compared to last year, but the price 

declined by only 10%. 

Impact on Inflation 

 Under Price differential scheme/BBY, once the sales window gets 

closed, price had started to pick up (post Dec’17, price have jumped). 
Hence the inflation impact may be delayed. One of the possible  

reasons for this could also be the fact that traders may have hoarded 

the stock of crops sold to them by farmers and started releasing 

them when sales window closed.   

 This could also be avoided by either extending the sales window 

which is presently Oct-Dec for Kharif crops and better administrative 

regulation at district level could ease such market prices.   

Fiscal Burden 

 We carried out a simulation exercise with production data, procurement data & Mandi prices of various crops at 

for all states for FY18 and calculated what could be the cost if Bhavantar scheme was implemented at State  

level. The fiscal cost for this programme is large and hence needs to be judiciously thought through and may be 

done only for selected crops. The following options may be considered. 

 Our estimate shows, if this programme is only for Pulses and Sunflower, which is showing the maximum decline 

in prices and has no proper procurement mechanism, the total cost comes to around Rs 13,110 crores. We may 

avoid the price support programme for paddy and wheat as it directly under the procurement scheme. The total 

cost of paddy and wheat is Rs 3,836 crores.  

 The price compensation scheme for Soybean  and Groundnut is Rs 3,799 crores and Rs 4210 crores. The price 

compensation scheme for Jowar, Bajra and Maize is Rs 6848 crores. 

 The compensation scheme could thus be done for crops where there is a price distress. The total cost at all 

India level for all crops may be around Rs 32,302 crores. However, if states share around 40%, the cost 

will come down even more. 
 

3. AGRICULTURE INVESTMENT SUPPORT SCHEME  

 Telangana Government has already implemented this income support 

scheme (named: Rythu Bandhu Scheme) to support farmer’s investment 
for two crops a year. The Government is providing 58.33 lakh farmers, Rs 

4000 per acre per season to support farm investment, twice a year, for 

Rabi and Kharif seasons. Telangana Government has made an allocation of 

Rs 12,000 crores for the scheme in 2018-19 state budget.  

 Though this is a first direct farmer investment support scheme in India, 

wherein the cash is paid directly but the fiscal cost of this scheme is  

exorbitant compared to the MP’s BBY. Our estimate suggests, if this 
scheme is  implemented at all India (29 States+ UT) level by providing Rs 

4000 per acre per season, the financial burden could be around Rs 2.7 

lakh crore (for all states based on net sown area).  

 If the incentives is provided on Cultivated land (net sown area+ fallow 

land in current year), the cost could even touch Rs 3 lakh crore.  We  

believe Telangana Govt. budget allocation of Rs 12,000 crore is based on 

total cultivated land as it the amount is close to our estimate of  Rs 

11,421 crore. Hence the adoption of same scheme on India level will be a 

costly affair. 

 The other drawbacks of the scheme are that it ignores tenant farmers, and  

inequality in land holding and further, as the incentive is based on land ownership, so implementation of such 

scheme could raise the land price both of cultivated and uncultivated land. 
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A Comparison of the Three Schemes  

Area 
MSP increase by 1.5 

times 
Price Compensation Scheme (PCs) 

Agriculture Investment Sup-

port Scheme 

Crops  

covered 

Almost all crops (Rabi & 

Kharif) will be covered. 

It is advisable to start the scheme with selected 

crops where price distress is most and to minimise 

cost as MP also discontinued the scheme for 3 ma-

jor crops after initially adopted for 8 crops. 

This is based on crop season 

irrespective of the crop that is 

under cultivation. 

Inflation The impact on inflation is 

direct and we believe that 

there would be around  

impact of 71 bps on overall 

CPI if we implement it for 

all crops.  

As this scheme will implemented on selected crops, 

the initial impact of inflation would be minimal. 

 

It is less inflationary as these 

transfers may be used for  

d i f f e r e n t  p u r p o s e  l i k e  

consumption, for repayment of 

money-lender debt, or investing 

in the upcoming crops.  

Fiscal  

Burden 

Nil The fiscal cost for this programme needs to be  

judiciously thought through and may be done only 

for selected crops. Total cost at Rs 32,302 crores 

for all crops.  

Rs 3 lakh crore. 

Implemen-

tation 

The current framework will 

suffice. 

This is the most important part as proper mecha-

nism should be devised for proper implementation.  

Most easy to implement. 

A COMPARISION OF ALL THE THREE SCHEMES 

 Here we provide the comparison of all the schemes (along-with the Telangana’s recent scheme) on different 
parameters: 

OUR SUGGESTIONS: ADOPT A HYBRID SCHEME OF MSP AND PRICE SUPPORT 

Based on the analysis of all the three schemes (in which two of them are currently running in two states), we  

propose the following mechanism to alleviate agriculture distress: 

 We propose a hybrid of 2 schemes  viz. 1.5x of MSP and Price Compensation Scheme. We strip out those items 

from MSP, that are having maximum impact on inflation, notably pulses and sunflower (54 basis points). These 

items if provided PCS, will cost only Rs 13,110 crores. We believe a buoyant GST revenue could take care of 

this off balance sheet item, which is only 0.08% of GDP. 

 For Cereals (Wheat, Paddy, Ragi, Maize, Bajra) which are largely procured by both Central and State  

Government, we should continue to procured at MSP of 1.5x cost of production, as the impact on inflation and 

fiscal will be minimal. 

 For crops like Groundnut, Sesamum, Nigerseed and Soyabean  

should be covered under 1.5 times of MSP and as these crops are 

procured limitedly (even less than 10% of total production which 

varies from States to States). 

 For Pulses (Arhar, Moong, Urad, Masur and Gram) and Sunflower 

Seed, we propose Price Compensation Scheme (PCS) to be  

implemented, as adoption under this scheme will have very less 

impact on inflation and fiscal cost will be 13,110 crore. 

 Agriculture Investment Support Scheme, though very easy to  

implement and no leakages but has huge fiscal burden which should 

be avoided. 

 We reiterate that the long term solution of farmer distress would be 

improving supply chain, establishing agro processing zone and  

creating better agri-logistic platform.  

***** 

Summar  of H rid S heme  
Crops MSP 1.5  PCS* 

Wheat, Paddy, Barley, 
Maize, Sesa u ,   
Nigerseed, Grou d ut, 
Soya ea , Bajra, Ragi  

  

Arhar, Moo g, Urad, 
Masur, Gra , Su lower 
Seed 

  

Fis al I pa t 
 Rs  

rore 

I laio  I pa t  ps  

Note: This is o ly short-ter  soluio ; * PCS: Pri e  
Co pe saio  S he e  
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ABOUT US 

The Economic Research Department (ERD) in  

SBI Corporate Centre is the successor to the  

Economic and Statistical Research Department 

(E&SRD). The latter came into being in 1956, 

immediately after the State Bank of India was 

formed, with the objective of “tendering  

technical advice to the management on  

economic and financial problems in which the 

Bank has interest and which required expert 

analysis”.  

After the first reorganization of the Bank, when 

specialized departments like Management  

Science, Management Information Systems, 

Planning and Market Segment Departments 

took over the statistical work of E&SRD, the  

Department was renamed as ERD. 

However, with the ERD team  now taking on 

multidimensional functionalities in the area of 

risk management , corporate analytics, strategy 

and so on, who knows, the time may have 

come to rename it again! 
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The Ecowrap is not a priced publication of the 

Bank. The opinion expressed is of Research 

Team and not necessarily reflect those of the 

Bank or its subsidiaries. The contents can be 

reproduced with proper acknowledgement. The 

write-up on Economic & Financial Developments 

is based on information & data procured from 

various sources and no responsibility is  

accepted for the accuracy of facts and figures. 

The Bank or the Research Team assumes no 

liability if any person or entity relies on views, 

opinion or facts & figures finding in Ecowrap.  
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