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Chapter IV 

Factors Influencing Trade and the Relationship between Domestic and 
World Prices in Agriculture 

4.1 Introduction 

Trade in many agricultural commodities in India has depended largely on residuals. 

Exports were allowed if surplus existed and imports were resorted to when shortages 

were acute. Thus, trade has been used as one of the tools to regulate the domestic prices 

for agricultural commodities for reasons like food security and protection to domestic 

producers or industries. 

We have seen earlier that liberalisation policies had limited impact on trade in 

agricultural commodities. Nevertheless, the contribution of agriculture to the total trade 

of India and its importance to the export earnings of the economy has increased since the 

nineties. Similarly, trade being one of the tools to regulate the domestic prices of 

agricultural commodities, the impact of changes in the quantity of trade in agricultural 

commodities is immediately and directly seen on the domestic and world prices (if the 

volume of trade is large enough to influence the world markets) of those commodities. As 

trade policies are diversified across commodities, the relationship of trade with the 

factors determining them would also be varied. An attempt is made here to examine the 

changes in trade pattern in agricultural commodities, its causes and its linkages to the 

domestic and world prices of agricultural commodities in India. 

The changes in trade pattern in agriculture is examined through changes in the 

commodity composition of exports and imports in the decade of nineties as against the 

eighties and growth rates in major traded agricultural commodities in India for those 

periods. The causes for changes in the trade pattern is observed through the elasticities of 

exports and imports of agricultural commodities with respect to three important variables 

linked to trade, i.e., domestic production, the relativc price (domestic price in relation to 
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world price) and world imports representing the world demand in the case of exports and 

domestic production and relative price in the case of imports. 

It is also seen earlier that world pnces of agricultural commodities are more 

fluctuating than domestic prices in India and hence with the opening up of trade the 

volatility of world prices would be transmitted to domestic prices (Nayyar and Sen, 

1994). We examine whether this hypothesis holds good to most of the traded agricultural 

commodities in India. As mentioned above, since trade policies towards agricultural 

commodities in India are diversified, we test another hypothesis, whether the control of 

trade in India has led to larger fluctuations in trade and therefore, less fluctuation in 

prices as seen against the commodities that are freely traded. Here, we classify the 

selected agricultural commodities in India into two groups. One set of commodities is the 

food or the basic items like rice, wheat, sugar and edible oils. The other set of 

commodities are commercial crops like cashew, coffee, tea, spices, rubber, tobacco and 

jute the trade of which is relatively free. We then try to analyse the role of price policy as 

against the role of external trade in reducing the volatility in domestic prices. 

4.2 Changing Trade Pattern in Agriculture in India 

Changes In lnt: traue paiiem in agricuimre are seen through the changes in the 

commodity composition in exports and imports and the changes in the growth rates of 

some of the major traded agricultural commodities in India. Tables 4.1 and 4.2 present 

the commodity composition of agricultural exports and imports taking the average figures 

for the decades of eighties and the nineties. Rice, oilcakes, tea, cashewnuts, coffee, 

cotton, tobacco, groundnuts are some of the major exported commodities from India. 

There are a few processed horticultural items, which have entered the export basket of 

India in the nineties though they do not rank in the top list of commodities but have 

contributed to the increase in the foreign exchange earnings from agricultural exports. 

Rice has emerged as the highest export eamer in the nineties in the place of tea. 

SImilarly, edible oilcakes have better ranking in the nineties. 
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Table 4.1 Composition of Agricultural Exports of India 

Commodity Exports (in %to Rank Exports (in % to Rank 
000 US$) Total 000 US$) Total 
Average Agri Average Agri 
1980-89 Trade 1990-99 Trade 

Total Agricultural Exports 17298324.6 31819696.0 
of India 

, ~illed paddy rice 220019.8 1.27 2 779365.6 2.45 1 
I Cake of soyabeans 102725.0 0.59 8 528041.1 1.66 2 

Tea 501060.2 2.90 1 394975.3 1.24 3 
Cashe\\TIuts shelled 199260.2 1.15 4 342416.8 1.08 4 
Coffee green 182513.4 1.06 5 269092.1 0.85 5 
Cotton lint 117862.2 0.68 7 160262.5 0.50 6 
Oil of castorbeans 58300.0 0.34 11 122428.0 0.38 7 
Tobacco leaves 132550.3 0.77 6 120136.9 0.38 8 
Buffalo meat 40810.5 0.24 12 110383.4 0.35 9 
Pepper 87092.7 0.50 9 89893.4 0.28 10 
Cake of rapeseed 17618.8 0.10 21 79411.8 0.25 11 
Sugar refined 32231.1 0.19 15 59102.9 0.19 12 
Beef and ,eal 726.3 0.00 96 58992.5 0.19 13 
Coffee extracts 12554.9 0.07 26 53784.1 0.17 14 
Onions dry 40530.3 0.23 14 53237.5 0.17 15 
Groundnuts shelled 23024.7 0.13 17 52363.8 0.16 16 
Cake of groundnuts 40563.3 0.23 13 49709.5 0.16 17 
Sesame seed 16609.5 0.10 22 47495.9 0.15 18 
Wheat 11367.2 0.07 31 38269.4 0.12 19 
Pimento allspice 10262.0 0.06 33 37132.6 0.12 20 
Flour of wheat 268.6 000 126 31433.9 0.10 21 

. Spices n e s 22876.0 0.13 18 29412.1 0.09 22 
; Cake of rice bran 31685.3 0.18 16 25917.6 0.08 23 

Sugar centnfugal 3468.7 0.02 55 25212.3 0.08 24 
, ~olasses 5354.7 0.03 43 22137.9 0.07 25 
I ~1ijtton and 1an1b 17831.9 A'A ~A 10'ln,ol C A A£ " V.IV LV J OJ7~ • .J V.VV LV 

Pulses nes 696.3 0.00 99 18288.8 0.06 27 

Walnuts 6049.7 003 42 17910.4 0.06 28 

Anise Badian fennel 9750.8 0.06 34 16938.8 0.05 29 

Tobacco products n e s 12744.8 0.07 25 15899.3 0.05 30 

~angoes 14342.8 0.08 24 14302.5 0.04 31 

~lango Pulp 11048.2 0.06 32 14086.8 0.04 32 

Computed from FAa trade StatIstIcs, www.fao.org 

In the case of imports, edible oils, wheat, cotton, breakfast cereals, rubber, jute are 

some of the major imported items both in the eighties and in the nineties. Cashewnut 

import which was insigni ficant in the eighties was an important import item in the 

nineties. Similarly, the importance of cotton as an import item has increased. Rice, which 

was an Important import item in the eighties was imported in insignificant amount in the 

nineties. Thus, we see from the commodity composition of exports and imports that there 
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has been no major change in the ranking of the commodities in the import and export 

baskets and trade in agriculture continued to follow the traditional pattern than in 

exceptional cases. 

T bl 42 C a e . f ompoSltlOD 0 Agricultural Imports of India 
Commodity Imports (in % to Rank Imports (in %to Rank 

000 US$) Total 000 US$) Total 
Average Agri Average Agri 
1980·89 Trade 1990 99 Trade 

Total agricultural Imports 1522432.90 2158111.88 
of India 
Oil of palm 244976.50 16.09 1 513344.63 23.79 1 
Sugar refined 82392.70 5.41 4 131543.75 6.10 2 
Cashew nuts shelled 2.00 0.00 116 114326.88 5.30 3 
\\'heat 181933.70 11.95 3 110803.75 5.13 4 
Cottonlmt 10145.50 0.67 20 83436.25 3.87 5 
Pulses nes 18001.90 U8 14 80206.13 3.72 6 
Oil of sunflower seed 3164.60 0.21 31 76219.63 3.53 7 
Chickpeas 24460.60 1.61 12 69722.25 3.23 8 
Cashew nuts 36262.80 238 10 64260.75 2.98 9 
all of soyabeans 189842.20 12.47 2 60044.13 2.78 10 
Peas dry 31168.90 2.05 11 49175.25 2.28 11 
Almonds 11973.60 0.79 19 48334.88 2.24 12 
all of rapeseed 80655.20 5.30 5 31858.75 1.48 13 
Dates 17779.00 1.17 16 31201.00 1.45 14 
BeanslBroad beans dry 59539.00 3.91 6 25505.50 1.18 15 
Breakfast cereals 9320.80 0.61 21 21277.38 0.99 16 
Compound feed 451.00 0.03 64 20140.50 0.93 17 
R:..:bbe:- r:.1t""':':-::l1 dry 39441.90 2.59 0 10(),)"C{\ A 00 '0 

0 , 07JV,JV V.OO '0 

Lentil 5 14641.40 0.96 17 17641.13 0.82 19 
Jute 7079.40 0.47 24 14516.25 0.67 20 
Food prep. 2776.80 0.18 33 12643.38 0.59 21 
Almonds shelled 475.70 0.03 63 9266.88 0.43 22 

, Oil of cotton seed 1096.20 0.D7 46 7982.00 0.37 23 
Sugar centrifugal Raw 2779.50 0.18 32 7802.43 0.36 24 

, Natural rubber 5465.70 0.36 27 7657.25 0.35 25 
i Raisins 6103.70 0.40 25 7332.88 0.34 26 

Milled paddy rice 43829.60 2.88 7 6461.38 0.30 27 
PistachiOS 755.80 0.05 51 6438.00 0.30 28 

Oil of vegetable origin 7329.30 0.48 23 5502.00 0.25 29 

Flax fiber raw 8302.50 0.55 22 4372.00 0.2(1 30 
Baverages 2156.20 0.14 37 4089.00 0.19 31 
Pepper 1179.40 0.08 44 4008.50 0.19 32 
Computed rrom FAO trade StatistIcs. WW\y.ra~J.org 
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Tables 4.3 and 4.4 present the compound growth rates of the relevant export and 

import items obtained through the semi log model. 

Table 4.3 Compound Growth Rates in Exports of Major Traded Agricultural 
Commodities in India 

Commodities/year 1980-90 1990-99 

Rice 8.84 56.32 

Wheat 45.74 -62.96 

CofTee 2.50 8.78 

Tea -1.24 -0.60 

Sugar -37.62 -12.55 

Cashew 4.48 5.32 

Groundnuts -2.67 36.70 

Cake of groundnuts -6.78 -21.80 

Cake of rapeseed 33.90 -8.18 

Sesame seed 24.92 5.45 

Cake of sesame -4.60 -59.15 

Cake of soya bean 29.21 10.03 

Cake of sunflower 21.24 -50.21 

Tobacco -5.49 6.04 

Cotton lint -6.57 -20.69 

Jute -8.06 2.65 

Onions 4.53 -0.99 

Potato -10.25 26.49 

Apple 307 4.21 

Banana 22.93 35.63 

Rubber -12.03 63.57 

Pepper 5.18 4.53 

Ginger 0.63 3.99 

Compuled from F AO Trade Statistics, \ ... \\1\\ .fal),org 
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Table 4.4 Compound Growth Rates in Imports of Major Traded Agricultural 
Commodities in India 

Commodities/year 1980 90 

RIce 36.50 

I Wheat -24.84 

I Sugar 1.72 

Linseed 0.42 

Linseed oil 18.99 

Rapeseed/mustard oil -33.25 

Oil of soyabean -25.81 

Cotton lint 35.52 

Jute -1.80 

Rubber 25.51 

Ginger -20.51 

Tobacco 13.74 

Computed from FAO Trade StatistICS, \\'\\w.fao org 

Commodities with high or 
moderate export growth in the 
nineties 

RIce, Groundnuts, Tobacco, Cake of 
Soyabean, Potato, Banana, Ginger, 
Cashew and Pepper 

Commodities with high or 
moderate import growth in the 
nineties 

Wheat, Sugar, EdIble OIls, Jute, 
GInger, Tobacco 

1990-99 

-28.02 

119.45 

200.D3 

-19.39 

-18.72 

55.58 

89.15 

65.81 

22.10 

-4.72 

15.51 

43.56 

Commodities with declining 
growth in exports in nineties 

Onions, Tea, Wheat, Cake of 
Groundnuts, Cake of rapeseed, Cake 
of sesame, Cotton 

Commodities with declining 
import growth in nineties 

Rice, Rubber and Linseed oil 

It is seen that traditional items of exports like tea, pepper, cashew along with 

onions, wheat and cotton have shown moderate or low growth in the nineties as against 

the eighties. Commodities like rice, groundnuts, tobacco, potato, banana and edible 
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oilcakes showed high growth in the nineties. Similarly, imports of wheat, sugar, edible 

oils, jute, ginger and tobacco showed high growth rates (in some of the cases growth rates 

show very high figures largely due to the fluctuations in the data) and Imports of rice. 

rubber and linseed oil showed a declining growth. But it is seen that the commodities 

which showed better performance in the nineties were of lower values and those like tea. 

pepper and cashew of higher values have showed poor performance among the exported 

items which would not be favorable in the long run. if the trend continues. It is also seen 

earlier that India has been able to achieve only marginal increase in the share of 

exportables, whose relative unit value is increasing or has remained constant during the 

post reform period. India has significantly increased the share of items whose relative 

unit value is less than unity and that too is declining in the post reforms period. Similarly, 

in the case of imports, India has stopped importing a large number of primary 

commoditics while moving in the direction of value added and processed agricultural 

products (Datta, et. al,. 2001). 

Though the contributing commodities for larger export earnings in the nineties are 

only a few, i.e., rice, groundnuts and oilcakes, there are changes in growth rates of 

exports and imports of most of the traded agricultural items in India. Given the 

diversified nature of agricultural commodities and diversified policies towards them, we 

examme the factors influencing trade in different agricultural commodities traded hv - - , 

India. 

4.3 Factors Influencing Agricultural Trade in India 

To examine the factors responsible for the changes in the trade performance of 

agricultural commodities we specify the export and import functions for two decades by 

choosing some of the important variables effecting exports and imports in agriculture. 

We come across somc studies on examining the determinants of agricultural exports and 

imports in India, (Kumar and Mittal, 1995, Mehta Rajesh, 2000) using the double log 

model. We take the variables domestic production. the relative price, (the ratio of 

domestic price to the world price) and the world imports for the period from 1980-89 and 
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1990- 99. We do not consider the policy variable since the policy changes in most of the 

agricultural commodities are introduced in the late nineties and hence there is no 

sufficient time series for the period after the introduction of the new policy. We also do 

not consider the tariff rates as we see in the earlier chapter that tariffs were ineffective 

instruments of trade policy in agriculture. We test for the trend in variables through the 

ADF unit root test and make the series stationary wherever the series is not stationary. 

log £'1 = loga + ~, log P'I + ~2 10gRP'1 + ~J 10gW/il +u it 

Where, 

and 

Where, 

E" Export of commodity i from India 

P,t Production of commodity i in India 

RP i , = Ratio of domestic price to world price adjusted to transportation and other 

margms 

WI" = World imports of commodity i 

log/'I = loga +~, 10g?'1 +~, 10gRPit +uu 

I,t = Import of commodity i to India 

P" = Production of commodity i in India 

RP" = Ratio of Domestic Price to World Price for Commodity i adjusted for 

transportation and other margins. 

It is expected in the export function that production and world imports have 

positive relation with exports and RP is expected to have a negative relation, similarly, in 

the import function production is expected to have a negative relationship and RP is 

expected to have a positive relationship. 

• 
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Table 4.5: Results of the Export Function (for the years 1980-90 and 1990-99) 

Commodity Time Production RP World Imp R2 
Period 

Rice 1980-90 10.82 -9.66** -14.34 0.27 
1990-99 25.39 * -0.007 -1.76*** 0.96 

Wheat 1980-90 0.78 I -8.12 -18.57 0.69 
1990-99 -24.78** -8.52 -2.56 0.47 

Coffee 1980-90 0.56* 10.14** -0.31 0.84 
1990-99 0.41 ** I -0.32 1.31 0.85 

Tea 1980-90 1.34 I -0.02 -1.11 I 0.19 
1990-99 3.18 I -0.87 0.75 I 0.37 

Sugar 1980-90 1.44 -1.77 -11.6 I 0.51 
1990-99 2.37 I -10.59 0.64 10.06 

Cashew 1980-90 0.23 10.03 0.54** I 0.81 
1990-99 1.07 -0.86 -0.13 I 0.73 

Apple I 1980-90 2.38 -0.48 -9.25 I 0.48 
I 1990-99 -2.99 0.89** 4.27 I 0.43 

Banana I 1980-90 3.39 1.88* -4.73 10.84 
I 1990-99 5.93* 0.40 -1.38 10.80 

Potato I 1980-90 -2.57 -1.45* -0.21 10.68 
I 1990-99 3.22 -0.96 0.82 I 0.61 

Onion 1980-90 0.48 -0.03 1.47** 10.47 
I 1990-99 0.07 -0.59 0.11 10.29 

Pepper 1980-90 0.77· -0.25 0.55 I 0.88 
I 1990-99 0.56 -0.50 -0.59 I 0.10 

Ginger 1980-90 -0.39 0.04 0.07 0.09 
1990-99 -4.18 -1.21 4.50 0.75 

Jute 1980-90 1.48 -0.59 2.09 0.51 
1990-99 2.14** -0.91 3.24** 0.77 

Rubber I 1980-90 -3.55 2.73 8.38 0.56 
1990-99 12.63· -3.96** -1.73 0.92 

Cotton 1980-90 -3.78 -0.02 -0.52 0.34 
1990-99 -4.45 -3.44*** -6.14 0.53 

Tobacco 1980-90 1.47*' 0.12 9.88*' 0.53 
I 1990-99 -0.06 -0.18 1.60 0.42 
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Groundnuts I 1980-90 10.92 I -0.92 I -0.73 I 0.42 
I 1990-99 I -1.67 I -3.57 I 5.28 10.60 

Groundnut L 1980-90 I -0.05 I 1.26* I -0.43 I 0.86 
Cake I 1990-99 I 6.34* I 2.59** I -2.04 I 0.93 

Rapeseed Cake I 1980-90 I 2.46 I -1. 96 10.24 10.76 
I 1990-99 I -2.04 I -2.90* I -0.53 10.86 

Cake of Sesame I 1980-90 I -0.03 I -1.16 10.27 I 0.21 
I 1990-99 I -1.44 I -2.91 12.70 I 0.42 

Note*- sIgnIficant at 1 % level, **- sIgnIficant at 5% level, ***= sIgnIficant at 10% level. 

Table 4.6: Regression Results ofthe Import function (for the years 1980-90 
and 1990-99) 

Commodity Time Production RP R' 

Rice 1980-90 10.76 -0.88 0.46 
1990·99 -55.62*** -2.14 0.68 

Wheat 1980-90 -4.07 I 2.88 0.13 
1990-99 17.14*** 7.55 0.29 

Sugar 1980-90 -7.17 10.49 0.35 
I 1990-99 -17.76 7.13 0.44 

Jute I 1980-90 10.77 2.27 0.33 
1990-99 1-0.86 0.96*** 0.62 

Rubber ' OQA ("Hi i ~ , 9" 1 r 1 n" 
J.-'vv-/v ... , 1.U 1 v.:>:> 

1990-99 -2.96* 1.51** -0.52 

Cotton 1980-90 I 31.04* 20.79** 0.76 
1990-99 I 13.26** 4.74** 0.58 

Ginger 1980-90 I -3.06 0.92 0.25 
1990-99 I 8.34** -0.33 0.34 

Rapeseed oil 1980-90 I -2.71 1.81 0.35 
1990-99 I -1.22 -1.90 0.08 

Linseed 1980-90 I -0.95 0.13 0.13 
1990-99 I -1.33 -0.18 0.44 

Linseed oil 1980-90 0.42 1.00 0.36 
1990-99 2.25 1.78 0.44 

Sesame seed 1980-90 -0.01 0.14 0.91 
1990-99 0.12 0.06 0.74 

. - 0 Note: *= sIgnIfIcant at I % level, **- sIgnIficant at 5 Yo level, *** sIgnIficant at 10% level. 
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It is expected that commodities like rice, wheat, sugar, edible oils, onions, potato 

would be largely driven by domestic supply conditions and would be insensitive to the 

relative price and world imports. Whereas, for other set of commodities trade of which is 

relatively free we expect the exportslimports to be sensitive to the prices and the world 

import variables. The results of export and import functions for the two decades are 

shown in Tables 4.5 and 4.6. However, we do not get significant results in all the cases. 

The results show us that production has emerged significant in the case of rice, 

wheat, coffee, banana, pepper, jute, rubber, and tobacco and groundnut cake. However, in 

the case of wheat though it has emerged significant it is not with an expected sign. There 

are no significant results in the case of wheat, sugar, onion and potato with respect to 

domestic production. Also a strict comparison of elasticities across the periods becomes 

difficult since in very few cases there are significant results in both time periods. 

Relative price on the other hand has emerged significant in the case of rice, 

coffee, apple, banana, potato, rubber, cotton, groundnut cake and rapeseed cake in the 

export functions and jute, rubber and co:ton in the case of import functions. Here too in 

the case of coffee, apple and banana they are not with the expected signs. Even freely 

traded items like coffee, tea, pepper, tobacco and groundnuts do not show significant 

resulb lor relalive prices. Similarly, world imports-are significaut only-ill the case of jute, 

tobacco, cashew and onion and not in those cases where we had expected like in coffee, 

tea, rubber, cotton, tobacco and groundnuts. 

Since we are able to draw limited inference from this analysis, we try to make a 

disaggregated analysis in observing the behaviour of trade through the growth rates and a 

comparison of growth in trade with growth rates of some of the important variables that 

are linked to trade in agriculture. 
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Through the analysis of growth rates we see the linkages between agricultural 

exports and imports (taken in quantity terms) and its related variables like domestic 

production, domestic price in constant terms, rest of the world exports and world imports 

of respected commodities (also seen in quantitites). This is presented in Appendix Table 

A4.1. Here too the relationship among trade and other related variables can be separated 

on the basis of the nature of the commodities. Of the commodities, which showed a high 

growth in exports, rice, banana and potato showed a high growth in production too. 

Though the production of rice for the period of nineties as a whole did not show a high 

growth rate, the export surge in 1995 was largely due to the favourable production and 

stock conditions in the late eighties and the early nineties (Chand 20m). Imports during 

the same period had drastically declined. Fortunately external demand during the time 

was favourable with the world import growth showing a high growth of 8.34 percent. 

Inspite of the increase in production, freeing of exports allowed for a slower growth in 

the domestic availability. This allowed for domestic prices to grow at a higher rate in the 

nIneties, the growth of which was negative in the eighties. 

The situation in wheat has been different. There has been decline in the growth of 

production of wheat in the nineties as compared to that of the eighties. Export showed a 

negative growth in this period. Imports showed a high growth of above eighty percent 

(Growth rates here show high figures due to sharp tluctuations in the data). Wheat being 

the most prominent food crop domestic availability of these items is made to be stable 

and therefore, the domestic prices are not allowed to grow at a faster rate. Studies done 

earlier also showed that export of wheat were of a very transitory nature and their 

disposal as exports necessitated huge imports presumably to stabilise domestic prices to 

meet domestic requirements. The trend in exports and imports of wheat reveals that one 

or two years of good harvest resulted in a piling up of the wheat stock, which led the 

country to pursue large exports. This was followed by large imports (Chand, 2001). Sugar 

is both an importable and exportable item in the set of traded agricultural commodities. 

Sugar showed a slower growth in the nineties with the falling exports and high imports. 

l\everthless, slow growth in production in sugar was accompanied by an increase in 

demand. Domestic price of sugar is however, controlled by allowing for larger imports. 
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Imports of edible oils are considered a burden to the foreign exchange of the 

economy. After huge imports in the mid eighties to meet the deficit demand situations 

India took several measures to attain self-sufficiency through an import substitution 

strategy in edible oils. These measures included the launching of a technology mission on 

oilseeds in the mid 1980s and market intervention operations in the late 1980s to ensure 

attractive prices to producers. This boosted India's edible oil production to some extent 

since the late eighties. But this was short lived and India had to resort to huge imports 

following low production growth since the mid nineties. This growing import dependence 

and stagnation in domestic oilseed production is often attributed to trade liberalisation in 

response to WTO obligations and the adverse impact on producers. But in a liberalised 

economic environment domestic production of edible oilseeds and oil started to fall due 

to the steep decline in prices (Chand. .. ,}; 200 I). It is also believed that the policy of 

import liberalisation would adversely impact the oilseed sector and Indian producers. It is 

claimed that world prices of rapeseed-mustard are low because US and Europe provide 

large direct and indirect subsidies to the producers due to which world prices are not an 

appropriate yardstick for comparison with Indian prices. Though some input subsidies are 

gIven to producers in IndIa, input subsidies given for oilseeds are very small. Oilseed 

production in India receives less than one fourth of the input subsidy for rice (Chand, 

i 999). 

For other commercial crops like groundnuts, tobacco, cashew and pepper it is 

seen through the growth rate analYSIS that domestic production was stagnant or had a low 

growth. However, the exports of these commodities were favourable. This led to highcr 

growth in the domestic prices in most of the cases. Similarly, for commodities with low 

export growth like onions, tea, wheat, oilcakes and cotton there were clear fall in 

production growth. It can also be seen that for those essential items like wheat, the import 

growth was very high not allowing for the domestic prices to grow at a faster rate when 

compared to those commodities that are more freely traded. Thus, it is seen that exports 

and imports of many agricultural commodities are domestic supply driven rather than the 

III 



external factors. Trade IS used as a tool to control the domestic prices of agricultural 

commodities in India. 

-'A Stabili~' in and the Relationship between the Domestic and World Prices of 
Agricultural Commodities 

One of the immediate impacts of liberalisation is the changes in domestic and 

world prices. generally transmission of world prices to domestic prices. (or vice versa if 

the home country is large enough to influence the world markets) moving towards the 

integration of the two. The studies conducted earlier on the behaviour of domestic and 

world prices and on the relationship between the two shows that the world prices of 

agricultural commodities are highly fluctuating in nature and hence with the opening up 

of Indian agncultural trade the volatility of world prices would be transmitted to domestic 

prices (Nayyar and Sen 199-'). They make a comparison between the domestic and world 

price indices classifying the commodities as importables and exportables and showed that 

the world market in agricultural commodities is less stable than the Indian domestic 

market. Secondly. it was seen that domestic price of both importables and exportables 

have increased faster than border prices, with liberalisation. A comparison of domestic 

and world prices were also made for some of the major traded agricultural commodities 

and was found that the world prices of most of the commodities are more fluctuating than 

the domestic prices. Another study states that the recent experience with raw cotton, 

edible oils, pulses and wheat shows that the freeing of trade or an increased linkage with 

the world market has increased plice instability in the domestic market (Acharya, 2001). 

Such an analysis. however, needs a careful empirical investigation. The 

comparison betwecn domestic and world prices would be meaningful only when the 

prices are adjusted for the quality of the products, exchange rate, inflation and the time 

series nature of prices. We examine here whether this hypothesis holds good to major 

traded agricultural commodities in India, i.e. are the world prices more volatile than thc 

domestic prices so that if there is complete elimination of restrictions on the movements 

of commodities, the volatility is transmitted. Since the domestic prices are largely 
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controlled through the price policy in India, it is assumed that volatility in domestic 

prices is controlled especially in the nineties after restructuring of the price policy. 

We see in the first section of this chapter that trade has been insensitive to the 

movements in the domestic and border prices seen relatively. But we also see later 

through the comparison of growth rates that domestic prices are influenced by the 

quantity of trade and hence are subject to fluctuations with the changes in the quantity of 

trade. We try to examine whether the prices of commodities that are largely traded are 

subject to more fluctuations than of those that are controlled. Secondly, we also examine 

whether the changes in the quantity of trade show the changes in the relation between 

domestic and world prices. 

Before making any compansons of the prices, the prices are adjusted for the 

quality of the products, exchange rate, inflation and for their time series nature. The 

world prices are converted from dollar to rupee terms with the real exchange rates 

obtained from RBI yearbooks. The domestic and world price series are deflated using the 

\Vholesale Price Indices with 1990 base obtained from International Financial Statistics 

published by the IMF. To take care of the time series nature of the data we obtain the 

residuals of the series through the following equation: 

Where, 

Dp'=-a+~ t+u, 

WP, =u, + p,t +v, 

DP, = Domestic price of the chosen commodity 

WP, = World price of the chosen commodity 

t = time period 
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The residuals Ut and Vt are obtained through the difference in the actual and 

estimated DPs and WPs. The stability/instability in the domestic and world prices are 

obtained through the coefficient of variations in the absolute values of Ut and Vt. The 

transmission of world price to domestic price is examined through 

U, =Yo +YjV,+Zi 

Where, Ut is the error term of the domestic prices and Vt is the error term of world prices. 

Table 4.7: Coefficient or Variation in Adjusted Domestic and World Prices (in %) 

Commodities Prices 1980-90 1990-99 
Rice DP 78 43 

WP 74 24 

Wheat DP 61 87 
WP 31 31 

. Coffee DP 55 19 
WP 66 53 

Tea DP 57 104 
WP 38 35 

Sugar DP 41 15 
WP 72 29 

Apple DP 35 13 
WP 64 67 

Banana DP 61 91 
WP 50 43 

Potato DP 94 190 
WP 37 31 

Onton DP 131 191 
WP 31 25 

Pepper DP 93 96 
WP 47 63 

Jute DP 210 75 
WP 559 33 

Rubber DP 112 499 
WP 70 043 
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Cotton DP 460 302 
WP 59 38 

Tobacco DP 15 28 
WP 13 26 

Groundnuts DP 424 40 
WP 30 16 

Cake of groundnuts DP 22 I I 
WP 53 37 

Cake of rapeseed DP 69 49 
WP 148 59 

Oilofrapeseed DP 94 91 
WP 48 34 

Linseed DP 649 239 
WP 1072 64 

011 of Linseed DP 881 236 
WP 30 29 

Sesame seed DP 63 34 
WP 27 31 

; Cake of ,esame seed DP 49 259 
WP 26 37 

Soy-abean DP i04 5<} 

WP 32 26 

. Cake of Soya bean DP 54 68 

WP 43 36 

Oil of Soyabean DP 69 53 
WP 32 29 

The coefficients of variation (CV) in adjusted domestic and world pnces of 

agricultural commodities for the two decades show that domestic prices are more 

unstable than world prices for most of the commodities chosen other than :or coffee, 

sugar, apple, potato, rapeseed and rice for both the decades (Table 4.7). Thus, the 

argument that world prices are more unstable than domestic prices for commodities 

traded by India or that which have the potential for trade do not hold good in most of the 
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cases. But a careful observation reveals that other than in the case of rice and sugar the 

commodities that are having higher coefficient of variation in world prices than the 

domestic prices are those commodities like coffee, potato, and oilcakes which would not 

be a matter of great concern for food security of India, even if the volatility is transmitted. 

The shocks of fluctuations can be absorbed in such cases. In the case of rice since India is 

having a large share in the world market, it is seen earlier that India is a price maker 

rather than price taker (Parikh, et, al 1995). 

Table 4.8: Coefficient of Variation in Trade and Adjusted Domestic Prices for the 
Period 1980 99 (in %) - 0 

Commodity CV in Trade CV in DP 
Rice 211 63 
Vv'heat 153 74 
Coffee 45 66 
Tea 13 82 
Sugar 118 41 
Cashew 32 80 
Apple 84 39 
Banana 152 107 
Potato 112 61 
Omon 53 131 
Pepper 31 103 
Ginger 124 64 
Jute 102 162 
Rubber 92 375 

Cotton 104 724 
Tobacco 27 161 
Groundnuts 95 196 
Cake of Groundnuts 66 60 
Cake of Rapeseed 128 138 
Oil of Rapeseed 113 152 
Linseed 85 924 
Ot! of Linseed 95 581 
Sesarneseed 43 63 
Cake of Scsameseed 96 49 
Cake of Soya bean 102 75 
Oil of Soyabean 145 88 

ndo Note: CoefficIents of i'anatlOn III Trade are of exports for largely exported lIems a if 
imports for imported ones. 
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Also examining the stability in trade across the commodities, Table 4.8 shows 

that CV s in trade of those commodities that are largely controlled for food security 

reasons like rice, wheat, sugar, edible oils, are higher than of those commodities which 

are relatively free like coffee, tea, banana, Jute, etc. The exception is seen prominently in 

the case of onions. Similarly, the CVs in adjusted domestic prices of those corrunodities 

are lesser than of other commodities. Making comparisons of CVs between eighties and 

nineties, it is seen that variations in both domestic and world prices have been reduced 

notably in the nineties. As one of the objectives of the revised price policy in the nineties 

is to ensure stable prices to agricultural commodities one can attribute the reduction in 

price instability to the price policy. We probe into this issue with little more detail. 

4.5 Effectiveness of the Price Policy vIs External Trade in Reducing Domestic Price 
Volatility 

One of the objectives of the agricultural price policy in India is to ensure better 

and stable prices to farmers across the regions and commodities. If one view that is 

largely prevailing in India is that the price policy would be effective in the control of 

prices in the domestic market, the other view holds that such a system in India is 

ineffective. Rather liberalising trade in agricultural commodities would be more effective 

iii reducing pri.;;.:: Dudualions Uha and Srinivasan, 2003). On the basis of the analysis of 

prices for two decades, the price policy and the trend in external trade, we try to examine 

which of the two policies are more efficient in achieving the desired objective. 

On examining the coefficients of variation (CV) in adjusted domestic and world 

prices between eighties and nineties it is seen that variations in both domestic and world 

prices have been reduced notably in the nineties other than in tea and tobacco. Since the 

price policies were effectively introduced since the nineties and also that there has been 

increase in the quantity of trade in some of the commodities, it is difficult to examine as 

to which of the two has been more effective in leading to such an outcome. 
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The role of price policy till the end of seventies had been to subserve the national 

objective of making food available to consumers at reasonable prices. While until the mid 

sixties, the instruments of price policy comprised of regulating the activities of private 

trade, imports and distribution of cereals at below market prices, after the mid sixties, the 

price policy was assigned a positive role for augmenting the availability of food by 

increasing domestic production. Agricultural Price Commission (APC) was set up in 

1965, to advise the government on a regular basis for evolving a balanced and integrated 

price structure. The policy framework was modified in 1980 when the balance between 

the demand and supply of foodgrains was in sight. The emphasis of the policy, as 

reflected in the revised terms of reference of APC, which was later, renamed the 

Commission for Agricultural Costs and Prices (CACP) shifted from maximising 

production to developing a production pattern consistent with the overall needs of the 

economy. Maintaining stability in prices leading to stability in incomes was one among 

the targets set. The policy was reviewed in 1986 when a long term perspective for the 

agricultural price policy was presented to the parliament. Thus, it was emphasised that 

the policy should seck to build into the system the major factors which in the long run 

influences the prices of agricultural commodities making the farm scctor more vibrant, 

productive and cost effective. The policy was again subjcct to rigorous review for an 

effective functioning after a program of economic reforms was launched in 1991 

(Acharya, 200i). 

The instruments of the policy included the assurance of minimum support prices 

for certain commodities, selective market intervention for some other commodities, 

purchases of some commodities by public or co-operative agencies at market prices 

dUling the peak am val period, open market sales by public agencies at fixed prices, 

buffer stocking of rice and whcat, prucurement lcvy on rice mills and sugar facturies and 

the distributiun uf subsidiscd foodt,'Tains and sugar in limited quantities under the PDS. 

24 commodities are covered under the Minimum Support Program. These include paddy, 

wheat, jowar, bajra, maize, ragi, barley, t,'Tam, tur, mung, urad, groundnut and other 

edible oilseeds, copra, cotton, jute, virginia flue cured (VFC) tubacco and sugarcane 

which together account for 82 percent of gross cropped arca and 72 percent of the total 
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value of crop output in the country. Other commodities like omon, potato, gmger, 

chillies, pepper, castor seeds and some fruits are included under the Market Intervention 

Scheme (MIS) (Acharya, 2001). However, of these programs, the Minimum Support 

Program through procurement, especially for rice, wheat and a few other cereals has been 

more regular and reasonably covered across the regions. But on reviewing the 

effectiveness of price policy in case of some of the important agricultural commodities it 

is seen that procurement or minimum support price has not been effective in two most 

important items rice and wheat to which the MSP is widely covered. 

Since 1991-92, in the case of wheat, the government has been announcing only 

the Minimum Support Prices. By implication since then all the purchases made by public 

agencies have been in the nature of price support operations. It is gencrally believed that 

though the quantum of procurement and support purchases have been generally 

increasing, the share of direct government intervention in the total marketed surplus of 

rice and wheat has not increased. Out of the incremental marketed surplus of rice and 

whcat, the share of the private sector has been considerably more than that of public 

agencies (Acharya, 200 I). 

Thus, attributing the reduction in price instability in the nineties to price policy 

would not be meaningful. On examining the impact of trade on price volatility, it is seen 

that there has been an increase in the quantity of trade in those commodities of whieh the 

CV of domestic priccs have declined in the 90s like rice, sugar, jutc, cotton, groundnuts, 

edible oils and oilcakes. Though it is examined that the CV in trade of those commodities 

that are largely controlled for food security reasons like rice, wheat, sugar, edible oils, 

have larger CV than those which are relatively free like coffee, tea, banana, Jute, etc and 

CV in domestic prices of those commoditics are lesser than of other commodities. It is 

thus seen that opening of extcrnal trade is more effective in reducing price volatility than 

the price policies. 

In addition Table 4.9 shows that an increasc in the quantity of trade has led to 

larger transmission of prices. World prices are significant in lice, tea, banana, onion, 
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pepper, cotton and tobacco, which have larger share in the world market (Table A4.2) 

and have larger export growth in the nineties with the exception of cotton. There is 

significant relationship between the domestic and world prices in the nineties in the case 

of rice, tea, cashew, banana, pepper, rubber and cake of sesameseed. 

Table 4.9: Relationship between Domestic and World Prices of Major Traded 
. C Agricultural ommodities 

Commodities 1980-90 ,. 1991-99 ? 

WP R$ WP RI 
, RIce .334 .112 .685** .470 

Wheat -.594** .353 -.299 .089 
Coffee .313 .098 -.318 .101 
Tea .570" .325 .913' .834 
Sugar -.338 .150 -.556 .309 
Cashew .954' .824 .986' .892 

~ Apple .724' .524 -,303 .092 
i Banana -.127 .016 .839* .703 
I Potato .276 .076 -,125 .016 
, Onion .677" .458 .521*** .27l 

Pepper .959* .920 .985* .969 
Jute -.561'" .315 -.117 .014 
Rubber -.460 .212 .805* .648 
Cotton -.163 .027 .592*** .350 
Tobacco .272 .002 -.624 .389 
Groundnuts .240 .058 -.349 .121 
Cake of groundnuts .634** .402 .417 .174 
Cake of rapeseed .347 .120 .161 .026 
Oii of rapeseed .085 .007 . i 70 .029 

Linseed .939 .002 -.560 .256 
Oil of Linseed .771' .595 -.272 .074 
Sesameseed .421'" .595 -.185 .034 
Cake of Sesame seed .030 .001 -.709* , .503 
Soya bean -.001 .000 .316 .100 
Cake of Soya bean .598'* .347 .382 .146 
OIl of Soya bean .731' .535 -.806 .649 
NOle: '~Slgmficanl at 1 % level, •• ~ slgmficant at 5% level, "'- slgmficant at 10% level 

4,6 Conclusions 

On examining the changes in trade pattern of agricultural commodities, it was 

seen that there has been no major change in the ranking of the commodities in the import 

and export baskets and trade in agriculture in the nineties continues to follow the 
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traditional pattern than in exceptional cases. But on examining the growth rate in exports 

and imports in the two periods we see the changes in the growth in trade of commodities 

in the nineties as against the eighties. On trying to examine the causes for those changes 

through the analysis of determinants of trade in agriculture with the export and import 

functions we do not get the expected results in many cases. On comparing the growth 

rates of those variables independently we see that high export growth in commodities like 

rice, potato and banana were accompanied by good growth in production. It is also seen 

that the domestic prices of those basic items are not allowed to grow at a faster rate. 

Whereas. for commercial crops like groundnuts, tobacco, cashew and pepper the 

domestic prices have grown at a faster rate. It is also seen through the comparison of 

growth rates that an increase in exports is accompanied by a decline in import growth and 

vice versa. Therefore, one can see that agricultural trade in India was largely supply 

driven. However, of certain set of exportable commodities like rice, tea, sugar, cashew, 

onion and rubber one can also see a threat to the export markets since the rest of the 

world exports are growing at a faster rate. 

The analysis of volatility in domestic and world prices through the coefficient of 

variation in domestic and world prices adjusted for exchange rates, inflation and time 

series nature of the prices shows that domestic prices of most of the agricultural 

......................... ,..... --1: .. : __ 
,-,UlIHIIUUIUC;::' are mort fluctuating than ihe worid prices. However, the instabIlity in 

nineties has reduced as compared to the eighties in case of many agricultural 

commodities. As the price policy of the nineties has not been effective in the nineties as 

seen through the earlier studies and that the quantity of trade in those commodities has 

increased especially with the commodities where the coefficient of variation in domestic 

prices have declined, one can see that external trade is more useful in reducing price 

instability in the domestic agricultural markets in India. 
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Appendix 

Table A4.1: Compound Growth Rates in Trade and other Related Variables of 
Selected Agricultural Commodities 

Rice 

Year 1980-90 1990-99 
Production 3.71 2.97 
Exports 8.84 56.32 

, Imports 36.50 -28.02 
I \\' orld Imports 0.34 8.34 

Rest of the world Exports 1.47 7.30 
Domestic Price -0.84 4.37 

Wheat 

Year 1980-90 1990-99 
Production 4.24 3.67 
Exports 45.74 -62.96 
Imports -24.84 85.67 
World Imports -2.05 0.47 
Rest of the World Exports 0.66 0.50 
Domest]c Price -0.06 1.91 

Coffee 

Year 1980-90 1990-99 
Production 1.35 6.76 
Exports 2.50 8.78 
World Imports 2.33 0.49 
Rest of the World Exports 2.48 -0.58 
Domest]c Price 12.94 -2.42 

Tea 

Year 1980-90 1990-99 

Production 2.30 2.04 

Exports -1.29 -0.60 

World Imports 3.29 0.89 

Rest of the World Exports 3.74 2.31 

Domestic Price 3.77 3.44 

Sugar 

Year 1980-90 1990-99 

Production 7.14 3.70 

Exports -3762 -12.55 

Imports 1.72 200.03 

World Imports 2.56 3.07 

Rest of the World Exports 2.25 5.17 

Domestic Price -3.68 0.12 
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Cashew 

Year 1980-90 1990-99 
ProductIOn 4.87 4.22 
EXDorts 4.49 5.32 
World Imports 4.60 16.11 
Rest of the World Exports 0.40 9.88 
Domestic Pnce 1.96 3.42 

Apple 

Year 1980-90 1990-99 
ProductIOn 3.59 2.33 
EXDorts 307 4.21 
World ImDorts 0.54 4.15 
Rest of the World Exports 1.24 2.59 
Domestlc Pnce 409 0.19 

Banana 

Year 1980-90 1990-99 
Productlon 5.07 7.52 
EXDorts 22.94 35.63 
World Imports 7.59 4.52 
Rest of the World Exports 2.64 5.07 
Domestlc Price 1.93 10.52 

Potato 

Year 1980-90 1990-99 
ProductIOn 5.58 4.88 
Exports -10.25 26.49 
World Imports 4.46 0.49 
Rest of the World Exports 406 0.14 
Domestlc Pnce ·]03 1.12 

Onion 

Year 1980·90 1990·99 
Productlon 2.41 3.85 
Exports 4.53 ·0.99 
World Imports 3.34 5. I 5 
Rest of the World Exports 2.73 6. I 8 
DomestIC Pnce 1.97 1.75 

Pepper 

Year 1980·90 1990·99 
ProductIOn 6.55 3.21 
Exports 4.67 4.53 
World Imports 10.24 18.67 
Rest of the World Exports 1.97 0.92 

DomestIC Pnce 8.47 18.19 
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Ginger 

Year 1980-90 1990-99 
ProductIOn 6.81 5.76 
Exports 0.63 3.99 
Imports -20.51 15.51 
World Imports 6.88 7.55 
Rest of the World Exports -20.51 15.51 
Domestic Price 1.13 3.43 

Jute 

Year 1980-90 1990-99 
Production 1.33 2.32 
Exports -8.06 2.65 
Imports -1.81 22.10 
World Imports -3.62 -0.76 
Rest of the World Exports -155 1.73 
Domestic Pnce 2.39 -2.54 

Rubber 

Year 1980-90 1990-99 
Production 7.12 7.84 
Exports -12.04 63.57 
Imports 25.52 -4.72 
World Imports 3.14 2.85 
Rest of the World Exports 2.68 3.57 
Domestlc Price -1.94 2.97 

Cotton 

Year 1980-90 1990-99 
Production 2.78 2.35 
Exports -6.58 -20.69 
Imports 34.67 65.81 
World Imports 1.85 0.97 
Domestic Price -1.60 3.57 

Tobacco 

Year 1980-90 1990-99 

Production -0.33 2.21 

Exports -5.50 6.04 

World Imports -0.03 3.69 

! Rest of the World Exports 0.54 2.87 

. Domestic Price -1.15 2.96 
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Groundnuts 

Year 1980-90 1990-99 
Production 3.54 -1.20 

I Exports -2.67 36.70 
World Imports 3.55 1.12 
Rest of the World Exports 3.72 -0.44 

i Domestic Price 7.08 -1.71 

Groundnut Cake 

Year 1980-90 1990-99 
Production 3.72 -2.81 
Exports -6.78 -21.80 
World Imports 1.79 -7.75 
Rest of the World Exports -1.05 -7.49 
Domestic Price -0.60 0.57 

Rapeseed Cake 

Year 1980-90 1990-99 
Production 8.92 2.12 
Exports 33.90 -8.18 
World Imports 14.99 6.39 
Rest of the World Exports 16.27 4.89 
Domestic Price -2.23 0.60 

Rapeseed oil 

Year 1980-90 1990-99 
Production 10.23 1.68 
Imports -25.48 55.59 
Domestic Price 0.52 -2.72 

Linseed 

, Year 1980-90 1990-99 
Production -0.73 -2.21 
Imports 0.43 -19.39 
Domestic Price 0.12 -1.50 

Linseed oil 

Year 1980-90 1990-99 

Production -0.90 -2.22 
Imports 19.00 -18.73 
Domestic Price 0.58 -3.18 

Sesame seed 

Year 1980-90 1990-99 

Production 4.3 I -4.44 

Imports 7.11 2.91 

Domestic Price -3.35 -1.81 
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Cake of Sesame 

Year 1980-90 1990-99 
Production 4.60 -5.06 
Exports -4.61 -59.15 
World [mports 15. 11 -18.88 
Rest of the World Exports 12.45 -15.06 
Domestic Price 0.21 2.26 
World Price 6.65 14.16 

Table A4.2: India's Share in World Imports and Exports of Agricultural 
Commodities (in %) 

1980 1990 1999 
Commodities I E I E I 
Rice 0.02 3.93 0.62 7.88 0.01 
Wheat 0.58 0.19 0.07 0.11 1.\3 
Coffee 0.00 2.12 000 1.80 0.00 
Tea 0.00 28.72 0.00 21.41 0.21 
Sugar 1.47 0.97 0.10 0.01 3.03 
Cashe,,"uts 0.00 46.90 0.00 59.17 1.26 
Apple 0.00 0.13 0.00 0.05 0.05 
Banana 0.00 0.00 0.00 0.00 0.00 
Potato 0.01 0.23 0.00 0.03 0.00 
Oman 0.00 6.71 0.00 7.93 0.00 
Pepper 0.13 18.42 0.52 15.50 1.10 
Ginger 1.04 35.78 1.21 11.52 2.77 
Groundnuts 0.00 0.00 0.00 1.61 0.00 
Groundnut cake 0.00 40.85 0.00 12.59 0.00 
Rapeseed cake 0.0\ 0.59 0.00 11.76 0.00 
Rapeseed oil 18.86 0.00 0.16 0.00 9.76 
Co,..,. ....... " ~,.1~_ " "" 

,., ('"., A AA 1.94 0.00 .......... ~ .......... \,..Ul'l,· .... V.VV J.J . .J,," v.vv 

Sunflower oil 0.00 0.00 0.00 0.00 9.18 

Sovabean oil 20.33 0.00 1.15 0.00 6.83 

Palm 011 16.84 0.00 5.50 0.00 18.76 

Linseed oil 0.07 0.00 0.58 0.03 0.24 

Jute 0.94 1.27 7.97 4.61 36.83 

Rubber 0.02 0.00 1.06 0.00 0.28 

Cotton 0.00 2.09 0.00 5.38 3.96 

Tobacco 000 2.12 0.00 0.81 0.00 
Source. Compuled from FAO slallstlcs. ",,,,,,.(ao.org 
Note: I ~ share of India in world Imports, E ~ share of India in world Exports 
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11.14 
0.00 
2.69 
14.57 
0.02 
60.26 
0.08 
0.06 
0.23 
4.87 
14.39 
6.08 
7.50 
0.70 
2.05 
0.03 
0.00 
0.00 
0.00 
0.00 
0.01 
2.00 
0.0\ 
0.19 
1.06 



Chapter V 

Changing Scenario in Agricultural Trade and its Implications for 
Macro Economic Variables in India 

5.1 Introduction 

India has very little share in the world trade of agricultural commodities as a whole. 

Looking at the latest figures, the share of India's agricultural exports and imports in world 

trade is just 1.2 percent and 0.7 percent respectively (FAO, 2002). But the contribution of 

agriculture to total trade of India and its importance to the export earnings of the 

economy has increased since the nineties. From a net importer in the early sixties, India 

has emerged as a surplus trader in agriculture in later periods. Since, agriculture is an 

important sector in the Indian economy, which provides employment to a large section of 

population, the changes in policies towards trade in this sector can have a large bearing 

on its own and other sectors of the economy. The studies on analysing such linkages 

among the economic variables in India by Subramaniam (1993), Parikh, et, al (1995), 

Stonn (1997) show that the outward orientation of the economy including agricultural 

sector would lead to higher growth of the economy. However, the views on outward 

orientation leading towards growth are varied. 

The debate originating III the mid 1980s in response to the adoption of New 

Economic Policy focussed on foreign trade policy and industrialisation (Stonn, 1997). 

Ahluwalia (1985, 1991), Bhagwati (1988), Dhar (1989) and Joshi and Little (1987), 

claimed that the more restrictive policies followed in relation to the private sector were 

largely responsible for the demand deficiency and the stagnation in manufacturing since 

mid 1960s. These authors attributed the marked acceleration in economic growth, 

particularly industrial growth during the 19805 to the new policy pointing in particular to 

the move towards greater outward orientation. 

On the superiority of the export-promotion strategy over inward-looking 

strategies, Ballasa (1990) is of the view that inward oriented strategy of development is 
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likely to permit rapid economic expansion initially. However, it will eventually run into 

difficulties as the limitation of domestic markets leads to shifts into new activities that do 

not suit the country's resource endowment, where economies of scale are not exploited. 

Another problem that is pointed with continued inward orientation is the emergence of 

foreign-exchange bottleneck, and the inability of the economic structure to respond 

adequately to changes in the pattern of domestic and international demand. This may lead 

to widening current-account deficit and financing difficulties in the subsequent stages of 

industrialisation (Jalan, 2001) 

Other group of economists including Raj (1986), Chakravarty (1987), and Bhaduri 

(1993) took a less favourable view of the new economic policy. Arguing that the 

constraint on industrial growth is basically on the demand side, these authors held that the 

new policy was designed to exploit the already highly skewed distribution of incomes. 

This would generate more demand for consumer goods among the higher income groups, 

and at the same time would lead to larger deficit on the BoPs current account, making the 

economy as a whole much more vulnerable to the risks involved in world trade. Instead, 

they urged the adoption of an alternative, agriculture-led industrialisation strategy, which 

is based on internal rather than external demand. It is argued that this can be done by 

large-scale program of public investment in irrigation and other agriculture-related 

in[raslruc[ure. 

Another view holds the importance of 'initial conditions' in determining the pace 

of growth (Kindleberger, 1980) claiming that liberal trade policy alone is not sufficient in 

promoting growth, but it is important in influencing the eventual outcome. These 

conditions include differing resource endowments, the opportunities in international 

trade, the stock of technical knowledge, the prevailing economic and social links and so 

on. 

To substantiate with some of the empirical evidences, it is shown that 

liberalisation in the agricultural sector alone is not sufficient to achieve a higher growth, 

rather opening the non-agricultural sector would lead to higher growth in the sector and 
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the economy. This is seen through an applied general equilibrium model (Parikh, et, al 

1995). One of the striking results seen is that Non-agricultural Trade liberalisation (NTL) 

has more growth inducing effect than Agricultural Trade Liberalisation (ATL). The 

agricultural GDP increase due to ATL is only about 0.9 percent in the year 2000 while it 

is 4.3 percent due to NTL. 

Keeping the above arguments in background, an attempt IS made to link the 

behaviour of trade in agricultural and non-agricultural sectors with certain macro 

economic variables such as GDP in agriculture and in the economy, the level of prices, 

the terms of trade for agriculture and the trade balance in the light of changing policies in 

trade towards agriculture and non-agricultural sectors in India. We probe into this issue, 

by first examining the trends in agricultural exports and imports through simple growth 

rate analysis and then by relating them to the growth in the above mentioned macro 

economic variables in the economy. The importance of agriculture to the trade balance of 

the economy is examined through the contribution of surplus generated in agriculture to 

the non-agricultural import bills of the economy. We then examine the relationship 

between trade and growth in agriculture and of the economy through the linkages it has 

with other variables. 

The trends in India's total, agricultural and non-agricultural exports and imports are 

shown in constant prices in figures 5.1 to 5.3. It is seen that trade scenario in India both in 

the agricultural and non-agricultural sectors have been changing since the nineties. 

However, some notable changes in movements in merchandise exports and imports were 

observed since eighties itself, much before the introduction of economic reforms of 1991. 

It is observed that liberalisation in capital goods made imports to grow at a faster rate in 

1980s than the exports (Table 5.1). The burden of imports was much higher to the 

economy since it needed sufficient time for exports to be reaped through export 

promotional measures as recommended by the export promotional councils in the 

eighties. 
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Fig 5.1: Trends in Merchandise Exports and Imports of India 
(at Constant Prices 1981-82= 1 00) 

Merchandise Exports and Imports of India (at 

70000 
Constant Prices) 
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Note: ME= merchandise exports, MI= Merchandise Imports. Series are deflated using the WPI, 
1981- 82=100 

Source: RBI (2003) Handbook o/Statistics o/the Indian Economy 

Table 5.1: Simple Growth Rates in Agricultural Trade, Non-Agricultural Trade and 
Merchandise Trade of India 

Year AE AI ME MI NAE NAI 
1981-82 8.33 74.74 11.96 4.37 13.19 2.16 
1982-83 -5.77 -11.65 7.51 0.13 11.84 0.75 
1983-84 1.46 51.23 3.22 3.01 3.69 0.74 
1984-85 10.84 -33.76 12.89 1.65 13.43 4.14 
1985-86 -1.61 14.62 -11.15 9.88 -13.65 9.66 
1986-87 4.77 -19.25 8.01 -3.40 8.97 -2.65 
1987-88 10.28 9.67 16.32 2.29 18.05 2.00 
1988-89 -1.88 38.66 20.13 18.13 26.04 17.27 
1989-90 26.34 -2.75 27.30 16.51 27.50 17.46 
1990-91 14.93 -21.06 6.66 10.83 4.94 12.13 
1991-92 15.33 7.78 1904 -2.55 19.88 -2.84 
1992-93 4.53 76.79 10.76 20.34 12.12 18.53 
1993-94 28.28 -25.32 19.90 6.46 18.19 7.96 
1994-95 -5.18 130.13 6.92 11.02 9.59 7.10 
1995-96 42.38 -7.87 19.47 26.63 15.08 2906 
1996-97 1260 5.56 5.04 6.47 3.25 6.51 
1997-98 -3.58 26.72 - 4.45 5.87 6.52 4.82 
1998-99 -2.16 57.38 1.95 9.78 2.90 6.89 

1999-00 -9.57 6.29 9.71 16.47 13.98 17.37 
Note. AE=Agncultural Exports, AI=AgnculturaIImports, ME- MerchandIse Exports, MI= Merchandise 

Imports. NAE=Non-agricultural Exports, NAI=Non-agricultural Imports 
Source: Computed from the data obtmned from Ministry 0/ Agriculture (2003). Agricultural Statistics at a 
Glance. RBI (2003). and Handbook a/Statistics o/the Indian Economy. 

It is seen from Table 5.1 that the boost to exports came only in 1989-90 when 

India's merchandise exports grew by 26 percent seen in constant terms than the previous 
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year, which was highest in the decade. But this growth in exports seen in 1987 to 1990 

was not a sustained growth. The decade of 1991 began with the economic crisis. Export 

growth declined, foreign exchange reserves fell to a low of I billion $, industrial growth 

collapsed to a negative of 1.3 percent, inflation was soaring above 16 percent in August 

1991, high fiscal deficits, economic growth was plunging to less than 1 percent in 1991-

92. This led to stabilisation measures with wide ranging reforms in foreign trade and 

other macroeconomic policies like that of fiscal policy, industrial policy, the exchange 

rate, foreign investment, the tax system, capital markets, and the public sector. However, 

the rewards to these reforms were quite swift. Overall economic growth revived to 5.3 

percent in 1992-93 and accelerated thereafter. Industrial revival took a little longer but 

growth accelerated to 9.3 percent by 1993-94. Foreign investment rose rapidly from a 

negligible base to over $4 billion by 1993-94, foreign currency reserves recovered then 

onwards (Acharya, 200 I). The later part of nineties again saw the exports to be stagnant. 

Fig 5.2: Trends in Agricultural Exports and Imports of India 
(at Constant Prices 1981·82= 1 00) 

r----------------------
Agrlcu Itural Exports and Imports of India (at Constant I 

Prices) 

on 
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! 8000 +------------:::=---===-;i~"!:!:::~ e 6000 
(,) 
on 
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Note. Ai:> Agricultural Exports, AI - Agriclliturallmpnrts. Series are deflated using the 
WPI, 1981·82=100 

SOl/ree· RBI (2003) Handbook of Statistics of tlte I"dian F:COIWInY 
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Fig 5.3: Trends in Non-Agricultural Exports and Imports ofIndia 
(at Constant prices, 1981-82= 100) 
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Note. NAE= Non Agricultural Exports. NAI= Non Agricultural Imports. Series are deflated using the WPI. 
1981-82=100 

Source. RBI (2003) Handbook 0/ Statistics 0/ the Indian Economy 

The trends in agricultural exports and imports too showed a similar picture. There 

has been notable performance of exports in agricultural commodities in 1987-88 and 

1989-90 though the major shift came in 1994, which is largely contributed by the exports 

of rice in the same year. But the main contrasting feature of agricultural trade as against 

the non-agricultural trade is that an increase in export growth is accompanied by sharp 

decline in import growth, which is not the o;ase in the non-agricultural trade sector. This 

has helped to the foreign exchange earnings of the economy since the surplus in the 

agricultural sector contributes to the non-agricultural imports. 

5.3 Agricultural Trade and Trade Balance of India 

The growing non-agricultural exports at a consistent rate than the agricultural 

exports make the contribution from agriculture seen as percentage of agricultural exports 

to total exports insignificant. The share of agricultural exports to that of total exports of 

India has reduced from 31 percent in 1980-81 to 17 percent in 1999-00. However, Table 

5.2 shows that the contribution from agricultural exports to the net non-agricultural 

import hills has increased since the nineties. This was as high as 56.8 percent in 1991-92, 

68.3 percent in 1993-94 and 40 percent in 1995-96. The surplus generated in agricultural 
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trade would help in enhancing non-agricultural imports which would promote growth in 

all sectors of the economy. 

Table 5.2: Contribution of Net Agricultural Exports to Non-Agricultural 
Imports of India 

Year Contribution of Agricultural 
Trade surplus to Non-

Agricultural Import bills (in %) 

1981-82 14.7 
1982-83 13.7 
1983-84 12.1 
1984-85 5.4 
1985-86 8.0 
1986-87 15.7 
1987-88 11.3 
1988-89 3.7 
1989-90 25.6 
1990-91 25.0 
1991-92 56.8 
1992-93 30.2 
1993-94 68.3 
1994-95 41.9 
1995-96 39.2 
1996-97 40.3 
1997 -98 15.7 
1998-99 20.8 

Source: Computed from the data obtained from RBI (2003) Handbook of Statistics of the Indian 
Economy 

The trade balance of India, which is the difference in the total export and import 

bills, has always been negative ranging from -\ percent to -4.5 percent of the GDP since 

the eighties (Table 5.3). Though the net agricultural exports have contributed notably to 

the non-agricultural import bills from the late eighties, the impact of agricultural trade on 

the trade balance of the country is seen minutely. Even when the agricultural export 

growth has been very high in the period from 1993-94 to \997-98, the trade balance of 

the country still continued to be negative largely due to the non-agricultural import bills. 

Nonetheless, the importance of agricultural exports to that of the economy is to be seen in 

terms of the linkages it creates with other sectors, which leads towards higher growth in 

the economy. 
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Table 5.3: Trade Balance of India 

Year Trade balance of Trade balance as % 
India (in Rs crores) ofGDP 

1980-81 -5838.44 -4.49 
1981-82 -5801.65 -3.82 
1982-83 -5489.38 -3.24 
1983-84 -6060.75 -3.05 
1984-85 -5390.52 -2.42 
1985-86 -8763.1 -3.51 
1986-87 -7643.81 -2.75 
1987-88 -6570.08 -2.08 
1988-89 -8003.72 -2.11 
1989-90 -7669.93 -1.75 
1990-91 -10635.2 -2.08 
1991-92 -3809.03 -0.65 
1992-93 -9686.27 -1.44 
1993-94 -3349.62 -0.43 
1994-95 -7296.55 -0.80 
1995-96 -16324.8 -1.52 
1996-97 -20102.6 -1.62 
1997-98 -24075.7 -1.73 
1998-99 -38578.7 -2.41 

1999-00 -55675.1 -3.16 
SOl/ree Computed from the data obtamedfrom RBI, Handbook of Statistics a/the Indian Economy (2003). 

5.4 Agricultural Trade and Gross Domestic Product 

In this section an attempt is made to examine the relationship between trade and 

Gross Domestic Product in agriculture and the causation between the two. It is observed 

from Table 5.1 that trade in both agricultural and non-agricultural sectors showed high 

growth in the nineties. On examining the growth in GDP presented in Table 5.4, it is seen 

that the high growth in exports was preceded by a higher growth in the economy in the 

prevIous years. 
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Table 5.4: Simple Growth Rates in Agricultural GOP, Non agricultural GOP and 
GOP of India, and Share of Agriculture in GOP of India 

Year Growth Growth in Growth % share of 
inGDPA GDPNA in GDPI agriculture 

in GDPI 
1981-82 5.61 6.17 5.97 3564 
1982-83 -0.52 5.04 3.06 34,40 
1983-84 10.29 6.32 7.68 35.23 
1984-85 1,44 5.87 4.31 34.26 
1985-86 0.69 6,42 4.45 33.03 
1986-87 -0.61 6.77 4.33 31,46 
1987-88 -1.39 6.22 3.83 29.88 
1988-89 16.81 7.78 10.47 31.59 
1989-90 0.74 9,46 6.70 29.83 
1990-91 4.43 6.05 5.57 29.50 
1991-92 -1.85 2.62 1.30 28.59 
1992-93 6.22 4.68 5.12 28.88 
1993-94 4.10 6.64 5.90 28.39 
1994-95 5.08 8.12 7.25 27.82 
1995-96 -1.13 10.61 7.34 25.62 
1996-97 10.10 7.06 7.84 26.16 
1997-98 -2.82 7,49 4.79 24.26 

1998-99 6.87 6.39 6.51 24.34 

1999-00 -0.11 8.05 6.07 22.92 
Note: GDPA- Gross Domestic Product from Agnculture, GDPNA = Gross Domestic 

Product from Non-agricultural Sectors, GDP/= Gross Domestic Product of India 

In the agricultural sector in 1989-90, export growth was high with 21 percent 

increase than the previous year. This was mainly due to the oilseed revolution when India 

attained a comfortahle position_jn_Jh~production of edible oils, whkh was also opened up 

for exports. Agriculture GDP in 1989-90 had increased by 25 percent. The import bills on 

agriculture went down during the same period since edible oils constituted a large share 

in the total ab'11Culture imports of India. The later break came in 1995 with a sharp 

increase in rice trade, which was preceded by very high growth in rice production in the 

previous year. Similarly, high growth in merchandise exports in the years 1984-85 

(12.89%),1989-90 (27.3%),1993-94 (19.9%) and in 1995-96 (19.47%) was preceded by 

high growth in GDP in the previous years. Thus, one side causation from GDP to exports 

is clearly established looking even at the simple growth rates. 

Similarly for agriculture, the policy front was favourable for such an outcome. 

With the new economic reforms in 1991, though there were no major policy changes 
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relating directly to agriculture during this period there were some incentives through 

policies started in 1992 when Export Oriented Unit (EOU) status was given to exporting 

units in agriculture. This was applicable to horticulture and floriculture products. The 

exports of these commodities performed well and the total agricultural exports shot up by 

28 percent in 1993 -94. 

At the same time, it is claimed that the reforms created favourable conditions to 

agriculture through trade policy reforms and devaluation of the rupee (Mishra and Rao, 

2003). This has helped in reducing protection to manufacturing, eliminating thereby anti­

agricultural bias and improving the terms of trade to agriculture. The economy wide 

reforms seem to have helped the agricultural sector because of increasing business 

transactions between the agricultural sector and rest of the economy over the years. 

Rupee was devalued by 24 percent in July 1991 as part of the initial phase of the 

stabilisation program. The rupee was further depreciated by 13 percent in 1998-99 over 

1997 -98. However, depreciation in the year 1998-99 has not helped the agricultural 

exports since it showed a negative growth in the late nineties. As increase in exports with 

devaluation is demand-pull in nature. But here it is seen through the earlier experience 

that supply factors have played a greater role in enhancing agricultural exports than the 

demand and hence attributing the increase in exports in the nineties to devaluation has 

lesser significance than to that of growth in the agncultural production in the economy. 

Table 5.5: Result of the Causality Test for Agricultural Exports and Agricultural 
GDP of India 

Granger Causality Test 
Lag: 1 

Null Hypothesis: 

GDPA does not Cause AE 
AE does not Cause GDPA 

• Significant at 5% level, •• significant at 10% level 

Obs F-Statistic 

19 3.56* 
3.14** 

On examining whcther GOP in Agriculture is also influenced by agricultural 

exports, wc find a similar picture in the growth analysis. A higher growth in GOP is 

accompanied by higher growth in exports in agricultural sector. This is also substantiated 

by the results of Granger Causality Test using one lag. As shown in Table 5.5 we reject 

the null hypothesis that Gross Domestic Product in Agriculture (GDPA) does not cause 
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Agricultural Exports (AE) and AE does not cause GDP A accepting a two-way causation 

between GDP and Exports in agriculture. 

In fact, the variables influencing GDP in agriculture in India are many. Therefore, 

the role of exports in the growth of the economy needs to be examined carefully. Since 

the exports influence the GDP in agriculture through the price mechanism and the 

Influence of non-price factors seems to have larger influence on agricultural GDP, it is 

essential to examine the importance of these variables in analysing the relationship 

between trade and growth. A Simple comparison of Growth rates in Table 5.6 shows high 

growth in GDP has been accompanied by the high growth in prices, capital formation and 

fertiliser consumption during the same period. Growth in capital formation in agriculture 

was favourable from the period 1990-91 to the period 1995-96. This also holds true for 

fertilizer and electricity consumption. Likewise, in the later nineties in 1997-98 and 1999-

00 the growth in capital formation was negative, the period that also showed bad 

performance of agricultural exports and the GDP in agriculture. 

Table 5,6: Simple Growtb Rates of GDP, Prices, Capital Formation, Fertiliser and 
EI t"t cr' I d' ec rlcuy onsumpllOnm n la 

. -
Year GOPA AE PIA CFA FC EC 
1981-82 561 8.33 lU2 -108 9.94 2.25 --
1982-83 -0 52 -5.77 7.00 3.20 5.34 9.61 .. _ .. 
~}-84 10.29 1.46 1028 1.35 20.69 234 

1984-85 1.44 10.84 6.78 1.51 6.49 14.95 ___ 
1985-86 0.69 -1.61 000 -5.46 3.20 11.74 
1986-87 -0.61 4.77 8.73 -3.00 2.01 25.71 .. ~, 

1987-88 -1.39 10.28 1168 4.27 1.61 19.77 -
1988-89 16.81 -1.88 4.58 3.27 25.67 1023 
1989-90 0.74 26.34 2.50 ·906 4.78 13.31 

.. 

1990-91 4.43 14.93 12.80 22.29 8.45 14.22 
. --

1991-92 -185 15.33 1784 ·8.84 1.44 16.36 
1992-93 6.22 4.53 7.80 7.86 .4.50 8.14 --
1993·94 4.10 28.28 681 -5.53 1.74 11.69 
1994-95 508 -5.18 12.75 10.07 9.68 12.16 

_.' 
1995-96 -ID 42.38 7.42 539 2.30 8.10 

1996·97 10.10 12.60 7.89 360 3.11 -1.99 
--

1997-98 -2.82 ·358 366 -0.17 13.13 8.61 
"-1998·99 687 -2.16 8.82 -4.50 3.76 6.48 --

1999-00 -0.11 -9.57 270 14.62 - -
-NOIe: GDPA ~ Gron Doml.'<t/c Product III AKrlCII/tllrl.', AE- Agricultural Exports, CFA = Capital 

Formation in AKricullure. PIA = Price Index ill Awiculrure, FC ~ Fertiliser COlIslimptioll, EC = 

Electricit)' COII.Hlmption, 
Source, Ministry tlf AKriculture, (100.?), AWicultura/ Statis/i", <II a Ghura "lid RBI (200.1) Halldbook of 

Stati.tic., of Illdiall Ectlllomy 
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There are a few studies substantiating this argument. It was seen that when the 

period of eighties was characterised by a very significant acceleration in agricultural 

output to 3.19 percent per annum compared with only 2.19 percent during the earlier 

period, the consolidation of green revolution and its spread to all parts of India was 

primarily responsible for this acceleration. But growth has experienced a notable 

deceleration from 3.19 percent per annum to 1.96 percent during the post-reform period 

of the nineties due to the fall in capital formation and investment in agriculture (Bhalla, 

2002). Similarly, Desai and Namboodri (2000) examine the impact of price and non­

price factors on the output of agriculture in the pre and post reform period and the 

implications of reforms to government expenditure in agriculture. The study shows that 

the barter terms of trade in post reform period have become more favourable for 

agriculture but there is no improvement in the growth or the non-price factors in 

agriculture. The reasons attributed for the low performance of the non-price factors is the 

uncertain policy environment for the non-price factors by the government. Examining the 

supply response of agricultural commodities it is seen that among the non-price factors in 

the case of foodgrains, electricity use is the most important followed by rainfall, technical 

change and lastly the institutional factor of farmers' speed of adjustment. But in the case 

of non-food grains it is this institutional factor which is most important followed by total 

capital stock in agriculture, electricity consumption, rainfall and lastly tcchnical change. 

Also on examining the importance of ab'11Culture in the growth of the economy, it 

IS seen that though the share of agriculture in the total GDP of India is declining, the 

importance of agnculturc in contributing to growth has not diminished. The share of 

agriculture 111 India's GDP has declined from 35 percent in 1980-01 to 22 percent in 

1999-00 which is shown in figure 5.4. But it is also seen from figures 5.5 and 5.6 that the 

movements 111 growth of agricultural GDP and growth of GDP in India are showing the 

same patterns than the growth of GOP in non agricultural sectors and the b'fowth of the 

GDP in India. The growth of GDP in India in the late nineties has declined though there 

has been an increase in growth in the GOP of non-agricultural sectors due to the negative 

growth 111 the agricultural sector. This can be largely attributed to the demand pull effects 

of agncultural sector 111 enhancing growth in the economy. 
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Fig 5.4: Sbare of Agriculture in GOP of India 
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Fig 5.5: Growtb Rates in Agricultural GDP (GOPA) and GOP ofIndia (GOPI) 
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Fig 5.6: Growth Kates in GUP in Non-Agricultural Sectors (GDPNA) and GOP of 
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5.5 Agricultural Trade, Terms of Trade and Inflation 

It is seen earlier that the impact of monetary, exchange rate and agricultural prices 

on the growth is captured through the terms of trade. It is claimed that if the growth in the 

1980s is triggered by the technology and potential created mostly by public investment, 

the growth of the nineties is contributed by the macro policies captured by favourable 

terms of trade to agriculture and private investment in Indian agriculture (Mishra and 

Rao, 2004). As mentioned before, this is expected for the reason that lower relative prices 

of manufacturing encourage the agricultural sector for higher purchases from the 

manufacturing seclor. 

Table 5.7: Index Numbers of Wholesale Prices of Agricultural Commodities 
Relative to Manufactured Products (Base 1981-82 = 100) 

Year Price Index Price Index of Agricultural 
Of agricultural Manufactured Price Index as % 

Products Products of manufacturing 

I 1982-83 10.7.30. 10.3.50. \03.70. 
I 1983-84 121.40. 10.9.80. \\0..60. 
lJ98-l-85 129.20. 117.50. 1 \0.0.0. 

1985-86 129.10. 124.40 103.78 
1986-87 142.Ro. 129.20. 110.53 

,,-- --
1987·78 161.80. 138.50. 116.82 _. -_. 

i 1988-89 170..90. 151.60. 112.73 

! 1989-90. 
.. _-

174.40. 16860. 103.44 
- - --- .,.,'" ..... '" i03.48 ; 1 (\('\f"l n1 1 ("In .,,(\ 

J77V~7J £ ';10.':>V lOL..OU 
.-

, 1991-92 236.80. 20.3.40. 116.42 

1992·9_, 255.50. 225.60. 113.25 - .. _-
1993-94 271.40. 243.20. 111.60._ ._-
1994-95 30.4.78 282.36 10.7.94 - -
1995-96 33o..R4 30.6.19 10.8.0.5 - -

331.72 ---loin 1996-97 337.62 
-

341.21 101.81 1997 -98 347,39 . -- -- -- ._---
1998·99 362.59 382.31 94.84 

-
1999-0.0. 372.36 386.93 96.23 , --

38159 399.33 95.56 . 20.0.0.-0.1 -- ---
Source.' (;0>"1. of !rullC/. EconomIc Survey. 2001 
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Table 5.8: Index of Terms of Trade between Agricultural and Non-agricultural 
Sectors from 1981-82 to 2001-02 (Base: Triennium Ending 1990-91=100) 

Year Index of Index of Prices Paid (WP) for Combined Index of 
Prices Index Terms of 
Received Trade 
(IPR) (ITT) 

Fma1 Intermedia- Capital 
Consumpt- te Formation 
lOn Consumpti 

on 
1 2 3 4 5 6 7 
Weigbts 73.54 21.63 4.83 100 
1981-82 54.9 54A 88.5 56.9 61.9 88.7 
1982-83 60.3 58.8 91.1 62.6 66.0 91.4 
1983-84 64.2 64.2 91.0 67A 70.1 91.6 
1984-85 68.0 66.6 92.3 72.5 72.4 93.9 
1985-86 70A 69.5 94.3 76A 75.2 93.6 
1986-87 76.7 74.8 98.7 78.8 80.2 95.7 
1987-88 86.0 84.6 102.3 82.5 88.3 97A 
1988-89 90.3 90A 96.9 90.9 91.8 98.3 
1989-90 97.5 97.6 99.2 100.6 98.1 99A 
1990-91 i 112.3 112.1 104.0 108.5 110.2 101.9 
1991-92 : 130.8 124.9 119.4 127.2 123.8 105.6 

- .-
1992-93 138.7 131.5 139.5 137.5 133.5 103.9 

! 1993-94 151A 143.9 \52.9 147.3 146.1 103.6 
. 1994-95 171.1 159.0 166.1 158.4 160.5 106.6 .. __ .. . - .. _. __ .-
. 1995-96 182.9 173A 174.2 176.1 173.7 105.3 - . __ . ._- -

1996-97 190.6 185.6 181.) 188.8 184.8 101.1 
..... . _ . 

1997-98 205.9 \95.7 192.0 196.7 194.9 105.6 
r·----

: 1998-99 220.8 , 213.8 197.1 206.8 209.9 105.2 
-
1999-00 219.8 , 217.\ 203.9 212.6 2[4.0 102.7 

.-

2000-01 225.0 .220.5 211.9 227.0 2[ 8.9 102.8 
. . _ . 

2001-02(P} 229A . 2h6 216.2 240.4 l2~4.3 \02.3 
(P) ProvISional 
Source. Minislry 0/ Agrlcultllre, (;'wt a/india (2003). Agricultural Sfalisfics af a Glance 

Tables 5.7 and 5.8 show the movements in the relative price indices in agriculture 

and manufacturing and the Tcnns of Trade indices cstimated for the agricultural sector by 

the Commission for Agricultural Costs and Prices (CACP). Tht: CACP works out the 

index of the tetlllS of trade for the agricultural sector on a regular basis with the base 

period TE 1971·72 The index of terms of trade is worked out as the ratio of index of 

prices received by the ab'licultura[ sector for the commodities sold to the non-agricultural 
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sector, to the index of the pnces paid by the agricultural sector for commodities 

purchased from the non-agricultural sector. 

Figure 5.7; Trends in Agricultural Exports and Terms of Trade in 
Agriculture 

Q-owth in Agricultural Exports and Terms of Trade 
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Note: AE = Agricultural Exports. ToT = Terms of Trade for Agriculture. 
Source: Ministry of Agriculture, Govt. of india (2003) Agricultural Statistics at a 

Glance 

It is expected that with the liberalisation in agricultural trade, agricultural 

commodities would receive better prices, which would shift the terms of trade for 

agriculture. It is seen from the tables 5.7 and 5.8 that there has been an increase in the 

tcrms of trade in agriculture in the early nineties. A Simple comparison of the movements 

in the price indices of agricultural and manuiacnll1nQ' commodities 11lsQ ~hnws !ha! the 
~ ~ .... -

prices of agricultural commodities are moving at a faster rate compared to that of 

manufacturing from the nineties though there is a dccline again in the late nineties (Table 

5.7). Rut it is also seen that the favourable terms of trade to agriculture was not a 

sustained onc. TcnTIS of trade in agriculture showed a dcclining trend from 1995-96 

though this period experienced good !,'Towth in the agricultural exports. Therefore, 

attributing an increase in tenns of trade to agricultural exports would not be very 

meaningful. Figure 5.7 also shows that there is no correlation in the movements ill the 

growth in agricultural exports and tenns of trade for the ab'1icultural sector. 

It is, at the same time seen that the slow growth of manufacturing pnccs IS 

accompanied hy increase in growth in the prices in agricultural sector. As relative prices 
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for manufacturing decreased, gross terms of trade became favourable for agricultural 

sector. This is for the reason that the lower relative prices of manufacturing encourages 

the agricultural sector for higher purchases from the manufacturing sector. This 

favourable terms of trade to agriculture playa positive role in influencing the aggregate 

crop output over the period (Mishra and Rao, 2003). 

If such a situation of increasing terms of trade to agriculture is favourable to 

agriculture, it is also to be noted that the increase in the prices of agricultural 

commodities has been highly inflationary in nature. In the years 1991-92, 1994-95 and 

1995-96 when the index of prices of agricultural commodities was very high, the rate of 

inflation was at double digit at 13.5 percent and 12.5 percent in the initial two years and 

8.7 percent in the later year. Again in the year 1998 when there was an unexpected flare 

up in food prices, especially onions and potatoes, it led to an increase in the inflation rate. 

By November 1998 the CPI (IW) had risen by an unprecedented 20 percent (from a year 

ago) and the food component of the index was 25 percent higher. The political discomfort 

from this sudden spike in vegetable prices was very considerable and disturbed various 

administrative efforts to counter the unexpected supply shortfalls in commodities in 

which the govemment did not normally command any capacity to manage supply 

(Acharya, 2001). 

5.6 Conclusions 

Since agriculture is an important sector of the Indian economy, the changes in 

trade scenario in agriculture would have larger implications on growth and other macro 

economic variables of the economy. However, the impact of trade in agriculture on its 

growth is not generally direct. The importance of external trade lies with the linkages it 

has with other sectors of the economy like the terms of trade. level of prices, trade 

balance, etc which act as a mechanism to enhance growth in the economy. Examining the 

impact of agricultural trade on the trade balance of the economy we see that though the 

impact of agricultural export on the total trade balance is minimal, it is essential to note 

the surplus foreign exchange eamings it generates to the non-agricultural imports. We see 

143 



that this contribution has increased smce the nineties. On trying to examine the 

relationship between exports and growth in GOP in agriculture we see that there is a t"o 

way causation between the two seen through the trends in simple growth rates also 

through the results of the Granger Causality Test. The causality from growth to exports 1 s 

clearly established even by looking at the simple growth rates in those variables. An 

increase in export growth is preceded by a favourable growth in GDP in agriculture. But 

establishing the causality from exports to growth seems to be difficult since the variables 

affecting the growth in agriculture are many. Considering other factors like the capital 

formation, fertiliser consumption along with the movement in prices, we see that the 

growth in these variables too moved in the same direction along with exports and GDP in 

agriculture. The period of early nineties and mid nineties were favourable for all as 

against the late nineties, which showed a declining growth in prices, capital formation, 

exports and the GOP. Hence, separating the impact caused by trade through prices from 

other non-price factors seems to be difficult. Similarly, the terms of trade has shifted in 

favour of agriculture in the nineties which seems to playa greater role in inducing the 

growth in the sector and in the economy as evident from earlier studies. However, 

attributing this situation for ah'licultural exports may not be appropriate since the tenns of 

trade was largely influenced by the declining prices in manufacturing. 
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Chapter VI 

Overview and Conclusions 
6.1 Introduction 

Policies pertaining to trade in agriculture in India and elsewhere in the world have 

been moving from a regulatory interventionist to a more liberal and open economic 

framework. Due to typical characteristics associated with agriculture and food security 

reasons, the governments have intervened largely in the agricultural markets. The 

interventions are in the form of direct support to production, consumption or distribution 

of agricultural commodities or through indirect measures like control of external trade 

through the tariff and non-tariff barriers. A formal attempt towards liberalising 

agriculture in a multilateral setup was made with the Agreement on Agriculture (AoA) in 

the WTO in the mid nineties. Clauses which covered the types of distortions under the 

Agreement were many, the Market Access, Domestic Support and Export Subsidies 

being the most pertinent ones. 

Following the signing orthe AoA in the WTO, India with many other countries of 

the world faces the challenge of removing restrictions on trade through tariff and non­

tariff barriers. Apart from this there are internal compulsions for revisiting the 

formulated need to he compatible to the regulations ofWTO. The changes in the policies 

introduced would have large implications for the at,'licullural sector in India and for the 

economy, in general. 

Through the rcview of policies and relevant literaturc, the broad objective of the. 

study was set to examine the changes in ah'Ticultural trade policy and its implications for 

agricultural sector and othcr related macro economic variables in India. The detailcd 

objectives included examining the nature and extent of libcralisation in agricultural 

commodities in India; examining the restrictivenss of trade policy t1uough the nominal 

protection coefficients for ah'Ticultural commodities and their relationship with the major 

instrumellts of trade policy; analy~ing the implications of levying a low unifonn tariff for 

agricultural commodities as recommended by the Working Group on Tariffs (2001); 
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observing the changes in trade pattern in agriculture and causes for such changes and its 

impact on domestic prices; to examine the trend in domestic and world prices, 

fluctuations in them and the relationship between the two; and to examine the 

implications of changes in agricultural trade for some of the macro economic variables in 

India. 

6.2 Trade Policy and Liberalisation of Agricu [tural Trade 

From the review of trade policies, we saw that a serious move towards export 

promotion and import liberalisation in India began in the eighties with incorporation of 

recommendations of the three official committees, the Alexander Committee (1978) 

Dagli Committee (1979), and the Tandon Committee (1980). However, with the New 

Economic Refornls in 1991 many steps were introduced to promote exports. More 

important among these were budgetary concessions covering import licenses, input 

prices, freight credit for working capital, direct cash assistance to exporters and the duty 

drawbacks which exempted the exporting units from the payment of the indirect taxes. In 

addition, there were other indirect measures like the exemption from MRTP licensing or 

the industrial licensing to export units. Among other policy measures, devaluation of 

rupee, reduction in cash margins of imports, introduction of EXIM Scrips, Export 

Promotion Capitai Goods Scheme (EPCG), Spcciai import Llccnse Scheme, relaxahon in 

export control marked important stcps. 

Examming liberalisation in agricultural trade per se, it was seen that thc 

liberahsation measures were not directly applicable to ab'licultural sector till very 

recently. In the earlier phase of liberalisation i.c., granting of Open General License 

status to cOlllmodities, agricultural commodities had hardly appeared in the list. Though 

the policy of extension of Exim Scrips to agriculture in 1991 was introduced, it included 

only tr<lditional agricultural export items. For agriculture speci fically, some notable 

liberalisation attempts werc made from mid nineties. The policies towards agricultural 

sector spcci fically, were targeted only since Exim Policy 2001 like through creation of 

Agricultural Export Zones, Schemes like Duty Exemption Scheme and Export Promotion 
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Capital Goods Scheme, lowering of import duties on capital goods to be used in 

agriculture, increasing the credit availability for agricultural exports, relaxation of export 

quotas, and the abolition of :v1inimum Export Prices (MEPs). 

Since the removal of Quantitative Restrictions (QRs) was a significant step in 

liberalisation in agriculture trade, the issue was dealt separately in detail for all major 

traded agricultural commodities in India. It was seen that, earlier in the nineties, there 

were a few cases of liberalistion through the removal of QRs, which were largely 

considered to be a part of internal refonTIs program. Exports of rice, edible oils, oilseeds, 

and imports of jute, pulses, cotton, rubber are some of the examples to mention. The later 

part of removal of QRs on agricultural imports in the years 1999-2001 was framed to 

meet the reqUIrements of WTO covering large number of commodities. With the removal 

of QRs on a major bulk of agricultural items since 1999, India enters into a new regime 

of agricultural trade policy wherein the impacts are more unpredictable with the policy 

changes unlike in the earlier phases. The review of export policy on the other hand, 

shows us that export policies on many agricultural commodities are adhoc in nature as 

compared to import policies. Fixations of quotas are subject to large periodic tluctuations 

especially for basic items like rice, wheat, coarse cereals, sugar, etc. 

Exanlimng the changes In the tanll rates over the years, it was sccn that the 

average tariff in agriculture has drastically declined over the years. The bindings on tariff 

lines were also revised on many commodities as a future safeguard against import risk. 

However, the tariffreduction was accomplished to meet the internal requiremcnts than as 

an obligation under the WTO. Hut on reviewing the tariff policy in India and criteria of 

fixing the tariff rates in agriculture, we notice that tariffs were highly ineffective 

instruments of trade policy. With the removal of quantitative restrictions, as tariff is the 

only viable instrument of trade policy, the need for revising the tariff rates in a scientific 

manner was felt. An autonomous Tariff Commission under the Department of Industrial 

Policy and Promotion in the Ministry of Industry (at present part of the Ministry of 

Commcrec and Industry) was created in 1997 and subsequently refonned. Later the 

Working Group on the Customs Tariffs (2001) was appointed to revise the structure of 
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customs tariff. The report recommends that the tariffs are to be fixed on the basis of 

effecti ve protection rather than the nominal protection. It considers the role of exchange 

rate and non-tradable services in determining the overall protection. It also recommends 

for a uniform rate of duty of as low as 20 percent on all commodities and the deletion of 

all exemptions so that it solves the administrative difficulties and the problem of negative 

protection. 

Reviewing the compatibility of India's trade policy to the requirements under 

certain important clauses of AoA under WTO, we see that India has largely met the 

requirements under the Market Access. Domestic Support and Export Subsidy clauses. In 

the case of tariffs, though India has not committed itself for tariff reduction programme, 

the tariff rates on agriculture are substantially reduced as part of the internal reform 

programme. Since, the tariff negotiations under the WTO are incomplete, and tariff being 

the most transparent of the trade policies, India would have the pressure from the trading 

partners to reduce the :Y1FN and bound tariffs in the near future. Domestic Support in 

India, seen through the Aggregate Measurement of Support taking the 1986-88 base 

period, was below the 10 percent de minimus level. Therefore, India has no total A.\1S 

reduction commitment under the Agreement but is required to make regular annual 

notifications to the WTO on its domestic AMS, and on its direct export subsidies. 

Policy scenario in the trading partners of India would play an equally important 

role as much as that of policies III India for its export perfomlancc. Obstructions to 

India's exports from the trading partners are seen in the form of tariff barriers, domestic 

subsidies, export subsidies and other technical barriers to trade. We see that the 

developed countries adopt certain strategies like tali ff escalation and tari ff peaks which 

are often concentrated in products that are of export interesllo developing countries. Also 

thc trends in Producer Subsidy Equivalents (PSEs) in these countries show that a 

rcduction in the price support accounted for the measurement of AMS is substituted with 

the Increase indirect payments, payment on area, income, thus providing direct income 

support to cope with the structural adjustment programmc. Similarly, in the case of 

export subSIdies, the products benefiting form the subsidics in the EU which is the largest 
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provider of subsidy, followed by US and Brazil are mainly dairy products, live animals, 

fruits and vegetables and sugar which are potential export items for India. This is a matter 

of larger concern since export subsidies have an immediate impact on export 

competiti veness than other measures of support for developing countries like India. 

Therefore, they are to be negotiated for complete eliminations, specifically in those 

countries. In addition, many Indian exports are facing blockade through the Sanitary and 

Phytosanitary measures. 

6.3 Nominal Protection and Tariff Rates in Agriculture 

Policies distorting agricultural trade being largely diversified in nature, measuring 

the extent of distortions to trade in agriculture is much debated. The review on the 

measures of protection shows us that Kominal and Effective Protection Coefficients, 

Producer and Consumer Subsidy Equivalents and Aggregate Measurement of Support are 

used to capture the extent of protection in commodities and sectors. We noted from the 

review of literature that some studies have already measured protection coefficients for 

select agricultural commodities upto the period of early nineties. But as larger policy 

changes in agriculture have taken place since the mid nineties the study was extended to 

the later time periods covering large number of commodities. 

Examining the I"PCs for the latest period, it is seen that the coefficients were less 

than one for large number of items indicating the existence of export barriers. This 

included commodities like banana, potato, groundnuts, onion, tobacco, cotton and a few 

oilcakes. The review of policies also shows us that these set of commodities were 

restricted through quota licensing, the amount of quota varying from time to time. 

However for some commodities like banana, there is a barrier through infrastructure, , 

which is not provisioned by governments in some countries as against others. Similarly, 

those importables which were restricted for imports showed NPCs more than one like for 

edible oils, apple, tea, coffee, sugar, rubber and ginger. Yet for certain other commodities 

like rice. wheat. cashewnut, pepper, jute and cake of groundnuts the NPCs are more than 

one under exportable hypothesis and less than onc under importable hypothesis and hence 
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would neither be considered an exportable or importable. On the basis of the protection 

coefficients, which also show the price competitiveness of the agricultural commodities, 

one can predict as to what would be the likely scenario in exports and imports with the 

removal of trade barriers. From the review of policies and the infonnation on the market 

situations, we anticipate that there would not be a drastic change in the export scenario 

though some changes in imports is expected. Imports of edible oils, rubber and sugar is 

likely to increase with the opening up of trade in those commodities. coffee and tea 

markets in India would not be affected to a large extent due to the reason that India 

produces the best quality of these products, which cannot be largely substituted. But in 

the case of exports, as mentioned earlier, for some commodities like the horticultural 

items, the barrier lies with infrastructure. For some other commodities like sesame and 

rapeseedimustard, the export market exists in the form of processed products like edible 

oils in which India does not possess the price competitiveness. Rather India is also a large 

importer of edible oils. Commodity like onion and potato being essential items is subject 

to adhoc export policies looking into the supply and demand situations. This also holds 

good with other commodities like common varieties of rice in which India's NPC is near 

to unity. Thc cxport policy of these commoditics is likcly to hc subject to similar state 

evcn in the future, since they arc not forced for change under the WTO. 

\Ve then try to examine whether changes in the trade policies have led to changes 

In thc protection coefficients of those agricultural commodities. The liberalisation 

policies, which can have an impact on trade, can be direct like the rcmoval of quantitative 

restrictions or indirect like devaluation or other monetary and fiscal policies. But we see 

that there exists no relationship between the changes in the NPCs and changes in the 

trade policies. [n the process we also see that trade policies were ineffective to the extent 

to bring ahout price integration between the domestic and world prices other than in the 

case of rice. 

Examining the role of protection to agriculture through tariff rates we try to 

examine the relationship between the rates of protection seen through the price 

differences and the tariff rates as given in the tariff schedules. It was seen that thcre 
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exists no relationship between the two for most of the commodities. The exception to 

this was edible oils, where we observed the correlation coefficient significant for this 

group of commodities. This was due to the fact that the imports of these commodities 

are under the parastatal agencies and trade within the quota allotted to them was 

controlled through the tari ff rates. But largely it was seen that tari ff rates were highly 

ineffective instruments of trade policy in agriculture. Now with the removal of 

quantitative restrictions, tariffs occupy an important place as an instrument of trade 

policy. The need for revising the tariffs in a scientific manner was therefore felt. The 

Working Group on Customs Tariff (200 I) was thus appointed to restructure the Customs 

Tariff Policy in India. 

On discussing the desirable structure of tariffs for Indian economy by the 

Working Group on Tariffs (2001) there were two options, i.e., single uniform tariff or a 

tired tari ff structure. It was felt that having a single uniform tariff was a better measure 

than going for a three tired structure. The classification of commodities into producer or 

consumer goods and further into intermediate and capital goods had its own difficulties 

due to the definitional problems. The strict application of such definitions was thought to 

be problematic. The I 15 sector Input Output Table for the Indian economy shows that it 

is not possible to define a set of sectors (A) whose output is used in the production of 

other sectors IB) but which do not use the output of B. Each of liS goods and servIces 

dIrectly or indirectly enters into the production of every other good or service. It is 

therefore, Impossible to break up the set of intermediate goods into two or more tires in 

any rational manner. The 10 tab Ie also shows that at this level of disagb'Tegation all 98 

goods are used as intermediate inputs out of which 60 are consumer goods. But as a 

practical matter, it is possible to select only a few important consumer goods for the 

purpose of having a distinct tariff. In addition. the differential tariff can give rise to 

anomalies where the tariff on the producers input is higher than on his output. It is 

impossible to devise a system in which every single producer has an input tariff rate 

lower than the output tari ff Therefore, it was recommended that the optimal best tariff 

structure is a uni form imporl duty on all imports. This would also mean that the effective 

protection for all producers is equal to single uniform tariff Such a system eliminates 
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the possibility of negative protection as well as high rates of protection. In addition such 

a system is neutral, promotes efficiency and competitiveness and eliminates all 

administrative hassles and legal disputes about classification. 

On comparing a 20 percent effective tariff with the desired tariff rate measured 

through effective rates of protection on agricultural commodities it was seen that 

protection to most of the commodities other than edible oils would not be affected since 

the effective tariff rates were either negative or less than 20 percent. Other than the 

general advantages of imposing a uniform tariff, like avoiding of smuggling, better tariff 

administration and lesser lobbying of large and influential industries, there are special 

advantages that would be gained by agriculture sector in developing countries and India 

in particular. Agriculture in the developing countries is biased with high protection to 

the manufacturing sector leading to the adverse terms of trade. Such a bias would now 

be offset and terms of trade shifted in favour of agriculture. 

6.4 Factors InOuencing Trade in Agriculture in India 

We see from our analysis that liberalisation policies had limited impact on trade 

In agricultural commodities. Nevertheless, the contribution of agriculture to the total 

trade of India and its importance to the export earnings of the economy have increased 

since the nineties. It was therefore, essential to examine the causes for such changes in 

trade pattern in agricultural commodities in India. Since trade policies are diversified 

across commodities, the relationship of trade with the factors determining them would be 

varied. Similarly, trade being one of the tools to regulate the domestic prices of 

agricultural commodities, the changes in trade pattern would have influenced the 

domestic and world prices (if the volume of trade is large enough to influence the world 

markets) with changes in the quantity of trade. Therefore, an attempt was made to 

examine the changes in trade pattern in agricultural commodities, its causes and its 

linkages to the domestic and world prices of agricultural commodities in India. 
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We first try to examine the causes for those changes through the analysis of 

detenninants of trade in agriculture with the export and import functions where export is 

the function of domestic production, relative prices (ratio of domestic price to world 

price) and the world imports and import is a function of domestic production and world 

imports. But we do not get significant results in most of the cases. On comparing the 

growth rates of those variables independently we see clearly that trade in most of the 

commodities are domestic supply driven. Whereas, for commercial crops like 

groundnuts, tobacco, cashew and pepper the domestic prices have grown at a faster rate 

with a moderate or high growth in exports when not accompanied by high production 

growth. It is also seen through the comparison of growth rates that an increase in exports 

is accompanied by a decline in import grov,,1h and vice versa. Therefore, one can see that 

agricultural trade in India was largely domestic supply driven. 

6.5 Domestic and World Prices: Stability and Interdependence 

The studies conducted earlier on the behaviour of domestic and world prices and 

on the relationship between the two show that the world prices of ab'Ticultural 

commodities are highly fluctuating in nature and henec with the opening up of Indian 

agricultural trade the volatility of world prices would be transmitted to domestic prices 

(1';ilyyar iind Sell j 994). it is ~lso siaieu mal the recent experience \vith raw cotton, edibie 

oils, pulses and wheat show that the freeing of trade or an inercased linkage with the 

world market has increased price instability in the domestic market (Acharya, 200 l). 

However, the comparison betwccn domestic and world prices would be meaningful only 

when the prices are adjusted for thc quality of the products, exchange rate, inflation and 

the time series nature of prices. We examine here whether this hypothesis holds good to 

major traded agricultural commodities in India, i.e. are the world prices more volatile 

than the domestic prices so that, if therc is complete elimination of restrictions on the 

movements of commodities, the volatility is transmitted. Since the domestic prices are 

largely controlled through the price policy in India, it is assumed that volatility in 

domestic prices is controlled especially in the nineties after the restructuring of the price 

policy. 
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The coefficients of variation III domestic and world pnces of agricultural 

commodities adjusted for trend for the two decades show that domestic prices are more 

unstable than world prices for most of the commodities chosen other than for coffee, 

sugar, apple, potato, rapeseed and rice seen for both the decades. Thus, the argument that 

world prices are more unstable than domestic prices for commodities traded by India or 

that which have the potential for trade do not hold good in most of the cases. But a 

careful observation reveals that other than in the case of rice and sugar the commodities 

that are having higher coefficient of variation in world prices are those commodities like 

coffee, potato, and oilcakes, which would not be a matter of great concern for food 

security even if the volatility is transmitted. The shocks of fluctuations can be absorbed in 

such cases. Even in the case of rice, India's share in the world market is large enough to 

influence the world market prices rather than being influenced. A comparison of the 

coefficient of variation in the adjusted domestic prices in the eighties and the nineties 

shows that instability in nineties has reduced as compared to the eighties in ease of many 

agricultural commodities. As the price policy of the nineties has not been effective in the 

nineties as seen through the earlier studies and that the quantity of trade in those 

commodities has increased especially with the commodities where the coefficient of 

variation in domestic prices have declined, one can see that external trade is more useful 

in reducing price instability in the domestic agricultural markets in Lidia. 

6.6 Relationship between Agricultural Trade and some Macroeconomic Variables in 
India 

Since agriculture is an important sector of the Indian economy, in terms of the 

population dependent on it, the changes in trade scenario in agriculture would have larger 

implications on growth in output and other macro economic variables of the economy. 

However, the impact of trade in agriculture on its growth is not generally direct. The 

importance of external trade lies with the linkages it has with other sectors of the 

economy like the terms of trade, level of prices, trade balance, etc which act as a 

mechanism to enhance growth in the economy. On examining the impact of agricultural 

trade on the trade balance of the economy, we see that though the impact of agncuitural 
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export on the total trade balance is minutely felt, it is essential to note the surp Ius foreign 

exchange earnings it generates to the non-agricultural imports. On trying to examine the 

relationship between agricultural exports and growth in GOP in agriculture it is seen that 

there is a two way causation between the two seen through the trends in simple growth 

rates and also through the results of the Granger Causality Test. The causality from 

growth to exports is clearly established even by looking at the simple growth rates in 

those variables. An increase in export growth is preceded by a favourable growth in GOP 

in agriculture. But establishing the causality from exports to growth seems to be difficult 

since the variables affecting the growth in agriculture are many. Considering other factors 

like the capital formation, fertiliser consumption along with the movement in prices, we 

see that the grov.'th in these variables too moved in the same direction along with exports 

and GOP in agriculture. The period of early nineties and mid nineties were favourable for 

all as against the late nineties, which showed a declining growth in prices, capital 

formation, exports and the GOP. Hence, separating the impact caused by trade through 

prices from other non-price factors seems to be difficult. Similarly, the terms of trade has 

shifted in favour of agriculture in the nineties which seems to playa greater role in 

inducing the t,'Towth in the sector and in the economy as evident from earlier studies. 

However, attributing this situation for agricultural exports may not be appropriate since 

the terms of trade was largely influenced by the declining prices in manufacturing. 

6.7 Overview and Policy Implications 

1. Though tradc libcralisation assumed a special signifiance in the context of economic 

n:forrns in the late eighties and early nineties in India, they were not directly made 

applicable to the at,'Ticultural sector due to its unique characteristics. We come across 

some instances of policy changes through the removal of quantitative restrictions on a 

few items of agJicultural exports and imports since the mid nineties. But these were 

introduced to meet the internal requirements of domestic supply and demand 

situations. Now with the removal of QRs on imports of large set of agricultural 

commodities since the late nineties. India enters into a new regime of a!,'licultural 

trade policy. But the export policy of some of the agricultural commodities which arc 

basic and essential continue to be ad hoc in nature largely for food security reasons. 
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With widespread import liberalisation measures, promotion of exports in other 

agricultural commodities in which India has price competitiveness is now inevitable. 

2. With the Agreement on Agriculture (AoA) under the WTO, trade policies are to be 

governed by the rules under the AoA. On examining the compatibility of trade 

policies in agriculture to the AoA it is seen that India has largely met the 

requirements of AoA under the Market Access, Domestic Support and Export 

Subsidy clauses. In addition, the reduction in average tariff rate in agriculture was the 

outcome of internal reforms, as India has not committed for the tariffication program 

in the WTO. 

3. The trade policies towards agriculture in trading partners of India would play an 

equally important role in the export performance of agricultural commodities form 

India. It is seen that the policies in the developed countries are being restructured 

more strategically to retain the support towards agriculture. It is however, a 

budgetary constraint for India and other developing countries to adopt a similar 

strategy as in those countries. It is therefore, wise for developing countries including 

India to oppose the support measures that are retained in a strategic manner. Since 

much of the support in the developed countries is retained through the exemption 

categories iike the Green and Biue Hoxes, it is essentlal to revIse the limits in 

subsidies under these categories. As the export subsidies are directly applicable to the 

export performance of developing countries they arc to be bargained for complete 

eliminations. There is a need for clear harmonisation of standards regarding thc 

Sanitary and Plry10Sanitary measures and other technical barriers to trade in 

3!,'licuitural commodities. It would also be in the interest of India to join hands with 

other developing countries to form more unions and trading agreements to have a 

better bargain in international forums. 

4. Analysis of nominal protection for major traded commodities shows that Nominal 

Protection Coefficients (NPC) indicated the export and import barriers to trade 

largely through the quantitative restrictions. A review of trade policies on those 
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commodities shows that though quantitative restrictions acted as a mam barrier 

towards trade in agriculture for certain set of commodities the barrier to export is seen 

through infrastructural bottlenecks which acts as an indirect barrier to trade in 

agricultural commodities. From the information on the policies and the market 

situations we anticipate that there would not be a drastic change in the export scenario 

though some changes in imports is expected. Imports of edible oils, rubber and sugar 

is likely to increase with the opening up of trade in those commodities. 

5. On trying to examine the relationship between changes in trade policies and that of 

NPCs, it is seen that there exists no relationship between the two. Protection 

coefficient as an indicator of trade policy cannot be used in a dynamic sense. There 

also exists no relationship between the rate of protection and tariff rates in agriCUlture. 

The significance of tariff as a tool to regulate trade has now increased with the QRs 

on agricultural commodities. Tariffs now turn out to be the only viable instrument to 

regulate trade under the WTO. Therefore, there is a need to revise the tariffs in a 

scientific manner. 

6. The Working Group on Tariffs (2001) recommends for a low uniform tariff on all 

commodities, which avoids the problem of classification, anomalies and 

administrative difficuities. Un making a companson or elfective rates seen through 

the price differences with the 20% uniform tariff, it is seen that protection to 

agriculture would not be worse off with the introduction of such a policy. Only a tew 

commodities like edible oils, milk products and sugar would be affected. But 

agriculture sector, in gt:neral would gain. [t is seen that agricultural sector is biased 

with high protection to manufacturing, leading to adverse terms of trade towards the 

agriculture sector. An introduction of low uniform tariff on thc other hand would 

reduce the tari ff rates on manufacturing. This would lead to favourable terms of trade 

to agriculture due to reduced price of inputs from the manufacturing sector. 

7. On examining the factors influencing trade in agricultural commodities, it is seen thaI 

Iraut: in agriculture is largely domestic supply driven especially for many 
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commodities like rice, wheat, sugar, edible oils, which are the basic food items. Trade 

is used as an instrument to regulate the domestic prices in those commodities. 

Therefore, the domestic prices of these commodities have grown at a slower rate than 

other commercial crops, the trade of which is relatively free. It is also seen that the 

Iiberalisation policies through the removal of QRs were not effective, since it had no 

impact on the domestic and world prices leading towards integration. Similarly, 

indirect measures like devaluation, fiscal and other monetary policies too had limited 

impact on increasing the export earnings of the economy. 

8. The earlier stated argument that world prices are more fluctuating than domestic 

priccs, and therefore. with the opening up of trade the volatility in the world prices 

would be transmitted to domestic prices does not hold good. Examining the 

coefficient of variation in the domestic and world prices adjusted for exchange rate, 

inflation and the trend shows that the domestic prices are more fluctuating than world 

prices. Hence there is no fear of volatility being transmitted to the domestic prices in 

opening up of trade. It is also seen that the coefficient of variation in prices of many 

commodities have declined in the nineties as against the eighties. This is largely seen 

for commodities, which have shown an increase in the quantity of trade in the 

nineties. As it is seen that price policy has not been effectively implemented and that 

there has been an increase in trade voiume of those commodities whieh showed a 

decline in the coefficient of variation in domestic priees in the nineties one can see 

that external trade is more useful in reducing price instability in thc domestic 

agricultural markets in India. 

9. Since agriculture is an important sector of the Indian economy, the changes in trade 

scenario in a!,'Iiculture have larger implications on growth and other macro economic 

variablcs of the cconomy. Though the importance of agricultural trade in contributing 

to the trade balance of the economy is not largely felt, the increasing importance of 

the agricultural surplus to non-ah'licultural imports would have an indirect impact on 

the scclor. On trying to examine the relationship between a!,'Iicultural exports and 

h'TOwth in agriculture in India we see a two-way causation between these two 



variables using the Granger Causality Test .. The causality from growth to exports is 

clearly established even by looking at the simple growth rates in those variables. An 

increase in export growth is preceded by a favourable growth in GOP in agriculture. 

But establishing the causality from exports to growth seems to be difficult since the 

variables affecting the growth in agriculture are many. The role of non-price factors 

like investment, capital formation, etc in agriculture too seems to have occupied an 

importance place in determining the growth in the sector. 
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