Available online at

ISSN (E): 2583 - 1933

http://currentagriculturetrends.vitalbiotech.org/

Current

b
N

&
¢/
A
A/
~
RX

r SO erd
geeets
e
K&
e

S Trends:

e-Newsletter

Agriculture

Curr. Agri.Tren.:e- Newsletter, (2025) 4(4), 4-6

Article ID: 377

Economic Impacts of Agricultural Subsidies

Rishabh Singh', Aman
Paswan?, Himanshu Singh®,
Prabhakar Yadav*

'Ph.D. Research Scholar
Agricultural Extension, Sardar
Vallabhbhai Patel University of

Agriculture and Technology
Modipuram Meerut
234 M.Sc. Agriculture Extension,
D.D.U. Gorakhpur University

Open Access

Article History
Received: 02.04.2025
Revised: 06.04.2025
Accepted: 11.04.2025

This article is published under the
terms of the Creative Commons
Attribution License 4.0.

INTRODUCTION

Farmland subsidies have always been a fundamental element
of farmland policy around the world. These government
assistance programs, awarded to farmers and agribusinesses,
tend to stabilize farm prices, keep farmers in a stable income
status, and enforce food security. Their economic implications
are, nonetheless, intricate and diverse. Although subsidies can
subsidize rural livelihoods and improve food production, they
can also distort markets, affect global trade, and impose a
heavy burden on government budgets. This article discusses
the economic effects of agricultural subsidies at national and
international levels.

1. Objectives and Types of Agricultural Subsidies

1.1 Main Objectives

The main objectives of agricultural subsidies are:

Stabilizing farm incomes

Promoting production of key crops

Reducing food insecurity

Defending domestic agriculture from foreign competition
Fostering rural development

1.2 Subsidy Types

Subsidies in agriculture can be classified broadly as:

» Input subsidies: Given for fertilizers, seeds, water, and
electricity.

Price support: Government guarantees a minimum
support price (MSP) for certain crops.

Export subsidies: Incentive for exporting agricultural
produce through monetary incentives.

Insurance subsidies: Crop insurance premiums are borne
or paid fully by the government.

Direct cash transfers: Direct income support given to
farmers without any conditions.
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2. Positive Economic Impacts

Subsidies in agriculture, if targeted appropriately
and implemented in an efficient manner, can
generate significant economic advantages that
support national development and ensure food
security.

2.1 Increased Agricultural Production
Subsidies lower the cost burden of essential
inputs such as seeds, fertilizers, irrigation, and
electricity, making it more feasible for farmers to
take up better practices and technologies. Such
improved access frequently results in higher crop
yields and overall agricultural production.
Greater productivity not only serves domestic
food requirements but also enhances national
food security and decreases dependence on food
imports, saving foreign exchange.

2.2 Stabilization of Farmer Incomes
Agriculture is risky by nature because of
variability in weather, pest infestations, and
fluctuating market prices. Subsidies serve as a
cushion effect, allowing farmers to be protected
from financial adversity even during periods of
poor seasons. It protects rural people from
poverty and enhances the purchasing capacity of
farm families that may result in multiplier effects

in the rural economy through enhanced
consumption and further investment in
agriculture.

2.3 Job Creation

Agricultural production stimulated by subsidies
can drive employment creation both directly and
indirectly. Directly, additional labor is needed on
farms, particularly during the peak season.
Indirectly, industries like agro-processing,
marketing, transport, and input supply feel the
demand surge, creating a variety of rural
employment opportunities.

2.4 Rural Development

By encouraging rural infrastructure investment—
such as irrigation, roads, storage facilities, and
electricity-subsidies  enable  overall  rural
development. These upgrades improve access to
markets, minimize post-harvest losses, and
promote sustainable farming, resulting in lasting
rural economic improvement.

3. Adverse Economic Effects

Subsidies for agriculture, although intended to
enhance farm productivity and rural incomes, can
also generate a number of negative economic
impacts if not implemented with caution.

3.1 Market Distortion

Subsidies tend to create market distortions by
encouraging farmers to grow specific crops

regardless of real market demand. This leads to
overproduction, which creates excess stocks that
can artificially depress market prices. Such price
suppression not only hurts the profitability of
domestic farmers but also hurts producers in non-
subsidized or less-subsidized areas, both
nationally and internationally. It interferes with
the natural equilibrium of supply and demand,
leading to inefficiencies in resource allocation.
3.2 Burden on Government Exchequer

Rolling out mass subsidy schemes involves
tremendous financial expenditures, putting
gigantic strains on government budgets,
especially in developing economies. Subsidy
funds, instead of being deployed in other critical
areas like health, education, and infrastructure,
might subtract resources from these sectors. In
the long run, the budgetary burden can result in
budget deficits and lower the government's
ability to invest in sustained agricultural growth
or social welfare schemes.

3.3 Environmental Degradation

Subsidies provided on inputs such as fertilizers,
pesticides, and irrigation water tend to encourage
their overutilization. Their overuse has a number
of environmental consequences including soil
erosion, groundwater depletion, chemical runoff,
and pesticide resistance. These biotic imbalances
are responsible for long-term deteriorations in
agriculture's sustainability as well as availability
of natural resources.

3.4 Inequality Among Farmers

Agricultural ~ subsidies  favor  large-scale
commercial farmers over small or marginal ones.
More land, better access to information and
infrastructure, and greater wealth usually favor
wealthier farmers in securing a disproportionate
amount of subsidies, thus widening the income
gap among farmers and enhancing social and
economic inequalities.

4. Global Trade Implications

Subsidized farming in industrialized nations can
cause dumping of cheap produce in international
markets, pricing out farmers in developing
countries. Institutions such as the World Trade
Organization (WTQO) have complained about the
unfair trade due to agricultural subsidies. The
U.S. and EU have been accused of offering
enormous subsidies distorting world markets,
whereas the Global South countries do not have
the financial ability to level up the subsidies,
creating an imbalanced level playing field in
global agricultural trade.
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5. Reforms and Alternatives

Agricultural subsidies have been made more

sustainable and fair by proposing and

implementing different reforms:

» Targeted subsidies: Allowing subsidies for
marginal and small farmers on a
landholding and income basis.

» Decoupled payments: Offering subsidies
which are decoupled from levels of
production to reduce market distortion.

» Smart subsidies: Applying technology (such
as direct benefit transfers and Aadhaar
systems in India) to be efficient and
transparent.

» Fund diversion into research and extension:
Diverting subsidy money towards research,
extension services, and infrastructure may
help agriculture in the long term.

6. Case Study: India’s Agricultural Subsidies
A huge chunk of the agricultural budget goes
into input subsidies like fertilizers, electricity,
and irrigation by India. Minimum support price
(MSP) system is a kind of price subsidy as well.
Though increased food production with these
subsidies and food grain self-sufficiency of India
may be a major achievement, increased
groundwater extraction, imbalanced cropping
pattern (i.e., its excessive cultivation of paddy
crop in Punjab, etc.), and fiscal strain have been
the unfortunate consequences.

Current reforms, such as the PM-Kisan scheme
(cash transfers to farmers), seek to minimize
distortions while benefiting farmer incomes more
fairly.

CONCLUSION
Subsidies to agriculture are critically important
to food security, livelihoods of farmers, and rural
economy stimulation. But they need to be well

conceived and reviewed periodically to prevent
market distortion, fiscal stress, and
environmental degradation. A balanced strategy
involving targeted support, transparency, and
investment in long-term agricultural
development is necessary to ensure the economic
sustainability of subsidies. As the global
agricultural environment changes, countries need
to align their subsidy policies with wider
objectives of sustainability, equity, and
competitiveness.

REFERENCES

Ahmed, F. (2024). Economic Analysis of
Agricultural ~ Subsidies:  Effects on
Farmers and Markets. Frontiers in
Agriculture, 1(2), 444-480.

Koo, W. W., & Kennedy, P. L. (2006). The
impact of agricultural subsidies on global
welfare. American Journal of

Agricultural Economics, 88(5), 1219-
1226.

Schmitz, A., Schmitz, T. G., & Rossi, F. (2006).
Agricultural  subsidies in developed
countries: Impact on global
welfare. Review of Agricultural

Economics, 28(3), 416-425.
Spittler, J., Ross, R., & Block, W. (2011). The

economic  impact of  agricultural
subsidies in the United States. The
Journal of Social, Political, and

Economic Studies, 36(3), 301.

Sumner, D. A. (2008). Agricultural subsidy
programs. The Concise Encyclopedia of
Economics, 4.

Wang, S. W., Manjur, B., Kim, J. G., & Lee, W.
K. (2019). Assessing socio-economic
impacts of agricultural subsidies: A case
study from
Bhutan. Sustainability, 11(12), 3266.

Copyright © April., 2025; Current Agriculture Trends 6



