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MODEL ANSWER

Q. Discuss the significance of the Minimum Support Price (MSP) system in India. Highlight the
advantages and challenges associated with it.

The Minimum Support Price (MSP) is a critical mechanism designed to safeguard farmers against
price volatility and market fluctuations. Recommended by the Commission for Agricultural Costs and
Prices (CACP) and approved by the Cabinet Committee on Economic Affairs (CCEA), MSP aims to
ensure remunerative prices for farmers while promoting crop diversification and food security.

Significance and advantages of MSP

Economic Stability for Farmers
e MSP provides a safety net against falling market prices, ensuring farmers receive fair
compensation for their produce. Further, it plays a crucial role in alleviating rural poverty and
reducing farm distress, particularly in drought-prone and disaster-hit areas.
Food Security and Public Distribution
e MSP ensures an adequate supply of food grains for the Public Distribution System (PDS). It
stabilizes food prices, benefiting consumers and contributing to national food security
objectives.
Encourages Agricultural Investment
e By guaranteeing minimum returns, MSP incentivizes farmers to adopt improved agricultural
practices and invest in inputs like seeds, fertilizers, and irrigation. Additionally, a well-
implemented MSP mechanism can enhance productivity and sustainability.
Addresses Market Failures

e MSP protects farmers from exploitation by middlemen and ensures their bargaining power in
a largely fragmented agricultural market.
Promotes Crop Diversification
e MSP policies for diverse crops aim to encourage farmers to shift from staples like rice and
wheat to more sustainable and nutritious crops, such as pulses and oilseeds.

Challenges in the MSP System

Limited Coverage
e While MSP is declared for 23 crops, procurement is heavily skewed towards wheat and rice,
leaving farmers of other crops marginalized. For instance, according to the Shanta Kumar
Committee report (2015) as of 2021, only 6% of the total number of farmers benefit from
MSP.
Environmental Concerns
e Overemphasis on water-intensive crops like rice has led to groundwater depletion and soil
degradation in states like Punjab and Haryana.
Burden on Government Finances
e Procuring and maintaining buffer stocks under MSP places a heavy fiscal burden on the
government, limiting resources for other developmental activities.
Inefficiencies in Procurement
e Middlemen and inadequate procurement infrastructure hinder farmers from fully realizing
MSP benefits. Smaller farmers often remain excluded from the system.

The need of the hour is to enhance the MSP system by setting MSP 50% above the C2 cost, as
suggested by the Swaminathan Commission, and implementing the Assured Price to Farmers (APF)
system, which combines MSP with profit margins. The Ashok Dalwai Committee stresses the need
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for tenancy reforms and market-led agrarian policies. States should amend APMC Acts to support
farmer organizations and improve procurement efficiency.

Further, expanding the use of technology, like Karnataka’s electronic mandis, can boost market access
and price transparency. Additionally, revising MSP to include all production costs, such as family
labor and land rent, will ensure fair returns for farmers and promote agricultural sustainability.
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