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Executive Summary 

 
India is a founder member of the World Trade Organization (WTO) and is thus 

committed in moving in the direction of liberalization of trade in agricultural commodities. 
Quantitative restrictions on imports are being phased out and exports are also being liberalized. 
Both agricultural exports as well as imports are now permitted through private trade, except for 
a few commodities. There is lot of anxiety, interest and apprehension about the impact that trade 
liberalization may have on producers, consumers and the economy. The present study is an 
attempt to analyze the impact of trade liberalization on selected commodities and locations and 
it reviews production, marketing and trade-related policy concerning these commodities. It also 
discusses the strategy and prospects of trade liberalization to meet WTO obligations. 

The study focuses on four crops, namely paddy (rice), maize, chickpea and rapeseed-
mustard. Of these, rice is the most important for food security of the country as it constitutes 
44% of total foodgrain consumption. Rice is also the most important crop for farmers. It 
occupies 23% of the gross sown area of India, which is the highest among all the crops grown 
in the country. Traditionally, India used to export only Basmati rice but since 1991/92 non-
Basmati rice has emerged as a significant export crop. 

Maize is one of the important coarse cereals grown in India and it occupies an important 
share in the food basket of poor people. Rapeseed-mustard is the second most important oilseed 
crop grown in India. It is grown on about 6.66 million hectares, which constitutes one-fourth of 
the total area under all oilseeds grown in India. Rapeseed-mustard is mainly used for edible oil. 
There is a chronic shortage of edible oils in the country, which is met through large imports. 
According to some studies India does not have comparative advantage in producing edible 
oilseeds including rapeseed. Therefore, liberalization of trade is expected to encourage imports 
and decrease domestic prices of rapeseed-mustard. This crop represents the case where trade 
liberalization is going to have a negative effect on domestic production. Chickpea is the most 
popular among all pulses in India. It comprises about 30% of the area under all pulses in the 
country. There is a chronic shortage of pulses in the country, which is met through large 
imports. 

The effects of trade liberalization on the four commodities were studied at the national 
level as well as at the farm level. The effect at the national level was studied by estimating the 
impact on wholesale and farm level prices and by estimating consumer surplus, producer 
surplus and net social welfare. To study the farm level effects of trade liberalization, partial 
budgets for each of the selected commodities were prepared using survey data for the chosen 
locations. The effect has been measured on crop income by substituting existing domestic prices 
with international reference prices for comparable quality produce. 

Until 1991 export as well as import of the selected commodities has been subjected to 
various kinds of regulations and restrictions. There has been no restriction on export of Basmati 
rice, but common rice was subject to canalization, minimum export price and export quota until 
1991. Restrictions on export of common rice were somewhat relaxed during 1992 following 
initiation of economic reform programmes in June 1991. A major boost to rice export occurred 
during 1995/96 when under a major policy change the government of India decided to release 2 
million tons of rice for export. Due to a comfortable situation on the food front, quantitative 
ceilings on exports have now been abolished. There is no duty on import of rice. 

There has been no special policy for import-export of maize, nor is this crop considered 
very important from the trade point of view. Like other cereals, maize export and import have 
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been subject to several restrictions, except for feed grade maize for poultry or animals. There is 
no duty on import of maize. 

Due to a growing imbalance between demand and supply of edible oilseeds in the post 
green revolution period, India had to import a massive amount of edible oil, which constituted 
30% of the total supply by the mid 1980s. Prior to 1994 the oilseed sector was protected 
through QRs on imports and exports and imports were canalised through state agencies. 
Domestic prices of oilseeds were maintained at more than double the world prices. In 1995 
rapeseed-mustard oil was put under OGL at an import tariff of 30%. The tariff has been further 
reduced in stages to the present level of 15%. Trade policy on rapeseed/mustard and edible oils 
has been caught between two opposing viewpoints. According to one viewpoint India would 
benefit by liberalizing import of rapeseed-mustard oil and other edible oils as their domestic 
prices have been higher than world reference prices for several years. According to the second 
viewpoint the policy of import liberalization would have an adverse impact on the oilseed sector 
and Indian producers. It is asserted that world prices of rapeseed/mustard are low because U.S. 
and Europe provide large direct and indirect subsidies to the producers, so world prices are not 
an appropriate yardstick for comparison with Indian prices.  

Despite a highly favourable resource cost ratio and high domestic profitability, chickpea 
area and production did not show any perceptible growth during the last 20 years. While 
chickpea export is restricted, its import is free and is regulated mainly through tariffs which are 
also quite low at present. 

As such, there is no discernible impact of liberalization of the rice trade and rise in its 
export during the last six years on acreage allocated to rice and its output. One reason for this 
could be that the benefit of rice export has not percolated down to producers in terms of higher 
prices and income. 

The impact of trade liberalization on the selected commodities has been analysed for two 
situations: first, if trade were liberalized in the past, how would it have affected domestic prices 
during the last six years; and second, by comparing a base scenario represented by the triennium 
ending 1996/97 with a free trade scenario as it existed in this period and projected multi-lateral 
free trade scenario with full compliance with the Uruguay Round agreement.  

A comparison between domestic and international prices of selected commodities during 
the recent four years shows that international prices of rice of comparable grade have been more 
than one-third higher than the domestic price. There is no clear difference between international 
and domestic prices of maize. In some years the domestic price is lower and in other years it is 
higher than the international price. The position of rapeseed-mustard oil is the opposite of rice. 
Per ton prices of rapeseed-mustard in the country ranged between $839.3 and $962.3 during 
1994 to 1997 while international prices varied between $557 and $617. In the case of chickpea 
there is tremendous inter and intra year instability in domestic prices, so it is difficult to say 
whether international prices are consistently lower/higher than the domestic prices. 

A comparison of international and domestic prices sometimes does not indicate trade 
possibilities since freight, insurance and related charges can make a significant difference to 
price. Accordingly, prices were compared using the CIF price for importable commodities and 
the FOB price for exportable commodities.  

Comparison of domestic wholesale prices with CIF world prices for importables and 
FOB world prices for exportables relevant to India reveals that liberalization of agricultural 
trade would lead to an increase in export of rice and maize. On the other hand, trade 
liberalization would lead to large-scale import of rapeseed-mustard oil. Thus, one can expect 
that domestic prices of rice and maize would go up and that of rapeseed mustard oil would go 
down because of trade liberalization. This may have further adverse effects on rapeseed-
mustard area, output and its producers, whereas rice and maize area, output and producers may 
be affected favourably. In the case of chickpea, it appears that trade liberalization would not 
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have significant impact on domestic prices and production. Import would continue to fill the 
gap between domestic demand and supply without seriously affecting domestic production. 

Year-wise comparison indicates considerable volatility in the international price of rice, 
whereas the domestic price has maintained a steady trend. Unlike rice, the domestic price of 
maize shows oscillations in price. The volatility in FOB export price was found to be much 
larger than in the domestic price. The CIF price of rapeseed-mustard oil imported by India 
showed violent fluctuations. In fact this fluctuation is not in the international price. The actual 
CIF price of rapeseed-mustard oil imported by India was found to be quite high compared to the 
imputed CIF price derived by adding freight charges to the international price. The reason for 
this seems to be that India is not a stable importer of rapeseed-mustard oil and the quantity 
imported varies considerably depending upon the domestic supply situation. The country does 
not have a stable trading source or partner for the import and there is not sufficient planning of 
imports. As a result when a shortfall in domestic market is felt the country resorts to panic 
buying for fear of a violent rise in domestic prices. With proper and advance planning, the 
country can have access to cheaper imports compared to what it has been paying. 

India is big importer of pulses including chickpea. However, domestic prices of chickpea 
in the wholesale market of the biggest producing state were lower than the CIF price at port in 
three out of the six years. When internal cost is added to the landed cost, then the import price 
turns out to be higher than the domestic price only in one out of six years. It may appear 
ironical that import of chickpea took place when domestic prices were lower than the CIF 
import price. One explanation for this seems to be that there is considerable intra year and inter 
market variation in chickpea prices in the country and imports are undertaken to keep a check 
or to take advantage of peak prices in the lean months in some of the markets.  

In the ex ante analysis we have estimated the impact of trade liberalization on prices in 
the baseline scenario which is taken as an average of the triennium ending 1996/97. The impact 
is studied in two ways: 

• assuming unilateral free trade by the country in which there is no restriction on imports 
and exports: this would imply that domestic prices would be equated to corresponding 
CIF or FOB prices during TE 1996/97, adjusted for internal marketing and transport 
cost. This has been termed the baseline scenario with liberalization.  

• the other scenario refers to year 2000 and assumes multilateral trade liberalization with 
full Uruguay agreement impact, in which subsidies, etc. are removed as envisaged in 
the Uruguay round. This would entail an increase in international prices by 7% in the 
case of rice and 4% in the case of maize and rapeseed-mustard oil. 

 
For rice, the reference price in the base scenario arrived at by adding internal costs to 

domestic price works out to be Rs. 8,548 per ton while the FOB price was Rs. 8,653. 
Corresponding to this FOB price the domestic price works out to be Rs. 7,684. This shows that 
if trade were liberalized the domestic rice price would go up by 1.39% and the farm level price 
of paddy would rise by 1.45% in the base scenario. The impact is quite strong in the free trade 
scenario with full Uruguay impact, which envisages a 7% rise in international prices and thus 
makes exports more attractive. Under free trade this would result in a 9.38% increase in the rice 
price and a 9.81% rise in the farm level price of paddy in India. 

The impact of freeing export on maize prices is very strong. In the base scenario trade 
liberalization involves about a 21% increase in domestic wholesale and farm level prices. 
Multilateral free trade with full Uruguay impact would raise the base level wholesale price by 
more than 25%. 

Free import of rapeseed-mustard oil in the base scenario would have rendered this edible 
oil cheaper by 18%. Similarly, prices received by farmers for rapeseed-mustard seed would go 
down by about 16%. In the second scenario, in which the international price increases by 4%, 
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the domestic price of edible oil falls by 14.75% and the farm level price of seed declines by 
13%. 

Changes in consumer surplus and producer surplus were estimated from changes in 
prices due to liberalization and resulting changes in demand and supply. Liberalization of rice 
export in the baseline scenario would have a very small impact on the producer price and hence 
on supply. This would result in an increase in producer’s surplus by Rs. 7,237 million. The 
impact on consumer surplus is Rs. 7,545 million, which shows there would be a decline in net 
social gain due to liberalization in the base scenario. Under multilateral free trade the difference 
in producer’s gain and loss in consumer surplus would increase further. These calculations 
demonstrate that free trade in rice would lead to a small net social loss to the country. In the 
case of maize, liberalization of trade is found to be highly beneficial to the country. The gain to 
producers is almost double the loss to consumers due to the price rise. 

In the case of rapeseed-mustard, when the domestic price of its oil is equated to the 
relevant import price and the required change is incorporated in the seed price, the net social 
welfare improves by Rs. 563 million. In the second scenario international prices increase by 4% 
and the difference between CIF and domestic prices is narrowed down. The net social gain still 
remains positive, but is less than in the base scenario. 

It was observed that results based on a single year price can lead to misleading 
conclusions because of considerable year to year variation in domestic as well as international 
prices. Also, the impact of trade liberalization would not be uniform across commodities. 

The study shows that implementation of WTO would have a mixed impact on net social 
welfare of India. The country would be a net winner in some commodities and it would be a net 
loser in some other commodities.  

The impact of different levels of trade liberalization and removal of subsidies on farm 
level income was studied by preparing partial budgets based on primary data taken from 
representative locations. Gross returns from paddy production increased from Rs. 19,006 per 
hectare in the base scenario to Rs. 19,282 under free trade prices of the base scenario and 
further to Rs. 20,870 in the free trade scenario with full Uruguay impact. However, when 
subsidies are removed along with free trade then the gross return without liberalization is higher 
than the gross return under free trade. A similar pattern holds for the net income. Reduction in 
income due to removal of input subsidies in rice production would not be compensated for by 
the access to international prices under free trade. 

Trade liberalization in the base scenario increased net returns from maize cultivation by 
Rs. 1,007, while the increase due to free trade with full WTO impact is Rs. 1,279. The domestic 
subsidy for maize is Rs. 729, which is lower than the gain from trade liberalization.  

In the case of rapeseed-mustard, liberalization of oil imports would reduce the net return 
to farmers by 25% of the existing net returns. Along with this, if subsidies are removed, the net 
return declines by about 35%. As multi lateral trade liberalization takes place leading to a rise in 
international prices, the adverse impact on net returns would be reduced.  

For selected crops, free trade is estimated to have sharp positive impact on net returns 
from production of exportables such as maize and rice, whereas it is going to have a small 
negative impact on net returns from the importables such as rapeseed-mustard. In rice where the 
input subsidy is high, free trade would not be sufficient to counter the adverse impact on 
income due to withdrawal of subsidies. It can be concluded from the above analysis that trade 
liberalization is a mixed bag and its impact would vary from commodity to commodity. 

The study shows that implementation of WTO would have a mixed impact on net social 
welfare of India. The country would be a net winner in some commodities and it would be a net 
loser in some other commodities. For selected crops, free trade is estimated to have a sharp 
positive impact on net return from production of exportables such as maize and rice, whereas it 
is going to have a small negative impact on net returns from the importables such as rapeseed-
mustard. In rice where the level of input subsidy is high, free trade would not be sufficient to 
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counter the adverse impact on income due to withdrawal of subsidies. Trade liberalization is a 
mixed bag and its impact would vary from commodity to commodity. There is considerable 
scope for increasing benefits due to trade liberalisation by reducing domestic marketing costs 
and by tapping proper markets for imports. 

In our opinion, signals from the ratio of domestic to global prices should not be stretched 
too far. There should not be major policy shifts for important crops like foodgrains and oilseeds 
based on global price signals. Agriculture should be subjected to world competition, but 
domestic policy support must continue. The policy of attaining self-sufficiency in oilseeds 
should also emphasize improvement in resource use efficiency through technological 
improvements.  

The challenges due to import liberalization cannot be met through trade policy changes 
alone, nor can trade policy in itself help in taking advantage of export in a liberalized world. 
Both of these would depend on the growth rate in domestic output and production efficiency 
built in to cost of production. If domestic output does not grow to keep pace with domestic 
demand then domestic prices would go up, which would be attractive for imports and 
unfavourable for exports. Similarly, if the cost of production in the domestic market were 
sufficiently higher than in competing countries, this would attract imports and discourage 
exports. The best strategy to face the challenge of import liberalization and to take advantage of 
export potential would be to ensure that (i) growth in aggregate domestic supply is higher than 
2.75%, which is estimated to be the growth rate in domestic demand, and (ii) there is 
continuous improvement in efficiency of production to keep the cost of production low. 

Along with trade policy reforms, attention needs to be given to domestic market reforms 
to improve competitiveness of the country’s agriculture and to improve long term growth 
prospects.  

There are formal as well as informal restrictions on inter state movement of agricultural 
produce, stocking and trading. The consequences of this are slow movement of produce from 
surplus to deficit markets, low market integration, depressed prices in producing areas and high 
prices for consuming areas. There are several government regulations such as the Essential 
Commodities Act (1956), stock limit, credit control, etc. which were meant to deal with scarcity 
situations and to curb the activity of hoarders. These regulations need to be modified to 
encourage increased participation of the private sector in agricultural trade and commerce. The 
idea is not to allow a free ride to the private sector, but to allow more room for market 
manoeuvring. Under the provision of levy, millers are required to sell part of the rice and sugar 
they mill to the government at a price derived from the procurement price. The levy on rice is as 
high as 75% in agriculturally progressive northern states. Millers often complain that after 
contributing as much as 75% of their rice at a price which is often below open market price, 
they are left with little produce to run their business and thus are at a disadvantage compared to 
their counterparts in other countries. Removal of the levy on the export quantity would provide 
a level playing field to India’s rice exporters. 

The agricultural trade of India has been significantly affected by the financial crisis that 
hit Southeast Asian economies in 1997. India’s agricultural exports to the four crisis ridden 
countries had been growing rapidly until 1997. During 1997/98 after the crisis hit these 
economies, India’s agricultural exports plummeted by 22% compared to the previous year. This 
decline is a result of both very high devaluation of the currencies of the crisis-hit countries and 
worsening of their economic conditions. 

Like agricultural exports, there has been a marked decline in total exports from India to 
all the four Southeast Asian countries, whereas imports from these countries increased 
significantly due to exchange rate developments. Exports to the four countries during the period 
April-December 1998 declined by almost half over the corresponding period in 1997. There has 
been a slowdown in exports to other countries also, which can be partly attributed to an indirect 
effect on India’s export due to the effect of the crisis on the rest of the world. Depreciation of 



 

 xx

Southeast Asian currencies has adversely affected India’s exports and balance of payments. Due 
to this depreciation, competition for export from India has increased, which has implications for 
exports and the economy. 
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