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FARM LAWS AND ‘TAXATION’ OF FARMERS 
To show Indian agriculture as being net taxed to argue for the farm laws has poor conceptual validity 

 
 Over the past three decades, a major rationale offered in favour of liberalising Indian agriculture was 
that farmers were “net taxed”. In other words, incomes of farmers were kept artificially lower than what they 
should have been. It was argued that this “net taxation” existed because protectionist policies deprived 
farmers of higher international prices, and the administered price system deprived farmers of higher domestic 
market prices. If there were more liberal domestic markets and freer global trade, prices received by farmers 
would rise. 
 These arguments are raised again in the debates around the three farm laws. According to this view, 
farm laws are necessary to end the net taxation of agriculture. For this purpose, data on Producer Support 
Estimate (PSE) are used. A recent study found that PSE in Indian agriculture was -6% between 2014-15 and 
2016-17. In contrast, PSE was +18.2% in the Organisation for Economic Co-operation and Development (OECD) 
countries, +19.6% in the European Union countries and +9.5% in the U.S. The farm laws would weaken 
restrictive trade and marketing policies in India and “get the markets right”. This, in turn, would eliminate 
negative support and raise farmers’ prices. 
 In these debates, a common example cited is that of milk. There is no Minimum Support Price (MSP) in 
milk, and a substantial share of milk sales takes place through the private sector, including multinationals like 
Nestle and Hatsun. Yet, India’s milk sector is growing faster than the foodgrain sector. If the milk sector can 
grow without MSP and with private corporates, why cannot other agricultural commodities? This article 
attempts a closer look at these claims. 
PSE and its estimation 
 The PSE is estimated using a methodology advocated by the OECD. The OECD defines the PSE as “the 
annual monetary value of gross transfers from consumers and taxpayers to agricultural producers, measured 
at the farm gate level, arising from policies that support agriculture…” The PSE has two components. The first 
is market price support (MPS). MPS is that part of the gross transfers to producers arising from “a gap between 
domestic market prices and border prices of a specific agricultural commodity”. The second is budgetary 
transfers (BOT). BOT includes all budgetary expenditures on policies that support agricultural production. PSE 
is the sum of MPS and BOT, expressed also as a percentage of the value of agricultural production. 
 The PSE for Indian agriculture in 2019 was ₹-1,62,740 crore, or -5.5% of the value of production. 
Within the PSE, the MPS was negative while BOT was positive. The MPS was ₹-4,61,804 crore, or -15.5% of the 
value of production. The BOT was ₹+2,99,064 crore, or +10.1% of the value of production. 
 The MPS for a commodity is calculated as the product of its annual production and the difference 
between its international and domestic prices. The problem begins here: the international price is considered a 
benchmark with no reference to the actual possibilities of domestic producers obtaining that price. 
 Let us assume a commodity ‘A’ whose international price is higher than its domestic price. First, ‘A’ 
may be produced in large quantities but may also be essential for domestic food security. Hence, it may not be 
regularly exported. Yet, its MPS will be negative. Examples are rice and wheat in India. Second, most of the 
short-term changes in MPS may be illusory if they result from short-term fluctuations of international prices or 
relative exchange rates, or shocks to global demand or supply. Such fluctuations are more pronounced in 
agriculture because international agricultural markets are infamously imperfect, narrow and dominated by 
monopolistic multinational companies. 
 Third, if a country starts exporting ‘A’ to benefit from higher international prices, will the differential 
between international and domestic prices remain? In mainstream trade literature, a “small country 
assumption” is used where all countries are assumed to be price-takers and no single country is considered 
capable of triggering a major rise or fall in prices. But this is an unrealistic assumption. The international 
market for most agricultural commodities is small, while countries like India are large producers. Even if India 
exports a small additional share of the production of ‘A’, its impact on the international prices of ‘A’ will be 
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disproportionately inverse. Consequently, the differential between domestic and international prices would 
considerably narrow, if not simply disappear. 
 Due to such fluctuations in MPS, the PSE also fluctuates widely. The PSE for Indian agriculture was 
+1.9% in 2000. It fell to -14% in 2004, -20.4% in 2008 and -27.8% in 2013. Afterwards, it rose to -3.8% in 2015 
and -5.5% in 2019. These fluctuating PSEs mean nothing in terms of taxation or subsidisation of producers. 
They only mean that international prices were volatile. 
 In summary, the MPS is a wrong measure of taxation in agriculture because the international price is 
no “true price” to be accepted as a benchmark. Further, a negative MPS, by itself, implies neither a 
government that squeezes revenues out of farmers nor the absence of absolute profitability in agriculture. 
 
The case of milk trade 
 Proponents of farm laws use the OECD estimates of MPS and PSE to show the perils of restrictive 
markets. By the same logic then, if the increasing penetration of private companies and the absence of MSP in 
milk are positive features, we should expect positive and rising MPS and PSE for milk. However, milk had the 
highest negative MPS among India’s major agricultural commodities in 2019. The MPS for milk was ₹-2,17,527 
crore, which accounted for about 47% of the total MPS in agriculture. As a share of its value of production, the 
MPS for milk was -37.5%. Thus, if we go by the OECD estimates, milk was one of the most heavily “taxed” 
agricultural commodities in India. 
 Consider the period between 2015 and 2019. If the growth of private firms in milk trade was a positive 
change, the MPS for milk should have increased over this period. In 2015, the MPS for milk was positive at 
₹16,190 crore. But in 2016, the MPS turned negative at ₹-57,223 crore and by 2019 it fell further to ₹-2.17 lakh 
crore. In other words, “taxation” of milk producers intensified between 2015 and 2019. 
 In reality, the MPS for milk turned negative not because of any compression of domestic prices. In fact, 
the average domestic price for milk rose from ₹25,946/tonne in 2015 to ₹28,988/tonne in 2019. But the 
average international reference price for milk rose faster from ₹24,905/tonne to ₹39,884/tonne in 2019. This 
led to a rise in the price differential from ₹1,041/tonne in 2015 to ₹10,896/tonne in 2019. 
 To argue from the above that India’s milk producers were “taxed” is as meaningless as arguing that 
India’s farmers as a whole were “taxed” to the tune of ₹4,61,804 crore in a year. The reason is that the OECD 
methodology, either for milk or for other commodities, does not offer any realistic assessment of the extent of 
taxation or subsidisation. 
 
The lack of logic in debates 
 But these issues do not seem to bother the advocates of farm laws in India. In the debates, it is telling 
that these advocates (a) use the OECD estimates to highlight the overall negative MPS for agriculture as a 
problem; (b) but conveniently remain silent on the negative MPS for milk; and (c) yet, argue in the same breath 
that milk producers have benefited from the growth of private firms. The absence of logic in this line of 
argument is nothing but appalling. 
 In fact, what is missed in these debates is the elephant in the room: the BOT. The West’s PSEs in 
agriculture are positive and higher than India’s because they have higher BOT than in India. 
 

Meanings of Difficult Words: 
 taxation (noun) – the act of levying or imposing a 

tax by a government/the taxing authority. 

 conceptual (adjective) – theoretical, notional, 

speculative, suppositional. 

 decade (noun) – a period of ten years. 

 rationale (noun) – reason, reasoning/thinking, 

logic, grounds, basis. 

 conceptual validity (noun) – The degree to which 

the test of a particular research hypothesis 

promises to make a valuable addition to existing 

knowledge about the behaviour in question. 

 in favour of (phrase) – in support of, to the 

advantage of, approving of. 

 artificially (adverb) – falsely, unnaturally. 
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 liberalise (verb) – to make something 

(regulations/norms) less strict. 

 net taxation (noun) – Indian agriculture is being 

net-taxed, i.e. in other words, incomes of farmers 

were kept artificially lower than what they should 

have been. 

 protectionist (adjective) – relating to the use of 

tariff and non-tariff restrictions on imports to 

protect domestic producers from foreign 

competition. 

 deprive of (verb) – dispossess, strip of, deny, 

prevent from having. 

 administered (adjective) – regulated, controlled, 

supervised. 

 freer (comparative adjective of free) – casual, 

informal, unforced, natural. 

 Producer Support Estimate (PSE) (noun) – an 

indicator of the annual monetary value of gross 

transfers from consumers and taxpayers to 

support agricultural producers, measured at the 

farm gate level, arising from policy measures, 

regardless of their nature, objectives, or impacts 

on farm production or income. PSE is the sum of 

Market Price Support (MPS) and budgetary 

transfers (BOT), expressed also as a percentage of 

the value of agricultural production. 

 in contrast (to) (phrase) – in comparison (to), 

compared with. 

 Organisation for Economic Co-operation and 

Development (OECD) (noun) – Headquartered in 

Paris, France, the OECD was formed in 1961. It is 

an international organization where the 

governments of 36 member states with market 

economies work with each other, as well as with 

more than 70 non-member economies to promote 

economic growth, prosperity, and sustainable 

development. 

 restrictive (adjective) – restricting, constraining, 

regulatory. 

 get something right (phrase) – to do something 

correctly. 

 substantial (adjective) – considerable, significant, 

large. 

 Minimum Support Price (MSP) (noun) – it is a 

form of market intervention by the Government of 

India to give guaranteed price and assured market 

to the farmers and protect them from the price 

fluctuations and market imperfections. The 

guaranteed price and assured market are 

expected to encourage higher investment and in 

the adoption of modern farming practices. 

 foodgrain (noun) – a grain (rice, wheat, etc.) 

produced for human consumption. 

 advocate (verb) – champion, uphold, support, 

back. 

 gross (adjective) – total, whole, entire, complete. 

 farm gate (noun) – a place (i.e. farm) from where 

a cultivated product in agriculture can be 

purchased directly. 

 Market Price Support (MPS) (noun) – MPS is that 

part of the gross transfers to producers arising 

from “a gap between domestic market prices and 

border prices of a specific agricultural 

commodity”. 

 budgetary transfers (BOT) (noun) – BOT includes 

all budgetary expenditures on policies that 

support agricultural production 

 benchmark (noun) – standard, base/basis, point of 

reference. 

 food security (noun) – food security is a situation 

that exists when all people, at all times, have 

physical,  social, and economic access to sufficient, 

safe, and nutritious food that meets their dietary 

needs and food preferences for an active and 

healthy life. 

 illusory (adjective) – imaginary, unreal; 

misleading, misguided, untrue. 

 relative (adjective) – corresponding, comparable, 

correlative, parallel. 

 shock (noun) – disturbance causing volatility/ 

uncertainty in an economy. 

 pronounced (adjective) – noticeable, strong, 

striking, distinct, definite, prominent, notable. 

 infamously (adverb) – ill-famedly, disreputably, 

notoriously. 
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 narrow (adjective) – narrow-minded, intolerant, 

illiberal, short-sighted, myopic. 

 monopolistic (adjective) – relating to a business 

that has total control of supply/trade in a service. 

 differential (noun) – difference, gap, gulf, 

divergence. 

 mainstream (adjective) – accepted, established, 

recognized. 

 small country assumption (noun) – The small 

country assumption means that the country’s 

imports are a very small share of the world 

market—so small that even a complete 

elimination of imports would have an 

imperceptible effect on world demand for the 

product and thus would not affect the world price. 

 price-taker (noun) – In economics, it refers to a 

market participant that is not able to dictate the 

prices in a market. Therefore, a price taker must 

accept the prevailing market price. A price taker 

lacks enough market power to influence the prices 

of goods or services. 

 trigger (verb) – cause, produce, bring about, 

prompt. 

 assumption (noun) – supposition, speculation, 

hypothesis, postulation. 

 disproportionately (adverb) – inordinately, 

immoderately, excessively. 

 inverse (adjective) – opposite, converse, contrary. 

 considerably (adverb) – greatly, significantly, 

substantially. 

 subsidization (noun) – capitalization, financing, 

funding. 

 subsidy (noun) – also called subvention; a financial 

contribution granted to help an industry or 

business, mostly given by a government, in order 

to keep the price of service/goods at a low level. 

 volatile (adjective) – unpredictable, turbulent, 

uncertain, inconstant. 

 in summary (phrase) – briefly, in short, to come to 

the point. 

 imply (verb) – say indirectly, suggest, indicate. 

 squeeze (verb) – obtain, extort, extract, wrest, 

milk. 

 absolute (adjective) – total, complete, full; 

definite. 

 profitability (noun) – the ability of a company to 

use its resources to generate revenues in excess of 

its expenses. 

 proponent (noun) – advocate, supporter, 

upholder/promoter. 

 perils (noun) – dangers, difficulties, risks. 

 penetration (noun) – entry, inflow, spread. 

 account for (phrasal verb) – constitute, comprise, 

form, represent. 

 go by (phrasal verb) – comply with, observe, 

conform to, follow. 

 compression (noun) – reduction, contraction. 

 lead to (verb) – result in, cause, bring on, call 

forth, give rise to. 

 as a whole (phrase) – as a group. 

 to the tune of (phrase) – amounting to. 

 lack of (noun) – absence, deficiency, scarcity, 

dearth. 

 telling (adjective) – striking, revealing; significant, 

important. 

 highlight (verb) – underline, underscore, 

emphasize, call attention to. 

 conveniently (adverb) – suitably, favourably, 

advantageously. 

 in the same breath (phrase) – in the same 

statement. 

 appalling (adjective) – shocking, horrible, horrific, 

terrible, awful. 

 the elephant in the room (phrase) – it is mostly 

used to refer to a serious problem — one which 

people are aware of, but choose to ignore. They 

think that if they do not talk about it, the problem 

will somehow disappear. 

 


