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UPSC Syllabus Topic : GS GS paper 3- Indian economy- Employment & changes in 

industrial policy and their effects on industrial growth. 

Tracking the Shifts: Analyzing the Changing Terms of Trade in Indian Agriculture 

Terms of Trade (ToT): 

Definition: Terms of Trade (ToT) is the ratio of the prices at which a country sells its exports to the 

prices at which it buys its imports. It is a measure of the relationship between a country's export and 

import prices, expressed as a ratio of import prices to export prices. 

 

Significance of ToT: 

1. Economic Indicator: 

 Reflects a country's economic strength. 

 Better ToT implies earning more from exports than spending on imports, contributing 

to a stronger economy. 

2. Living Standards: 

 For individuals, especially in sectors like agriculture, favorable ToT can lead to higher 

income from produce, improving living standards. 

 Unfavorable ToT may result in reduced income and lower living standards. 

3. Income Distribution: 

 In the agricultural context, ToT affects income distribution. 

 Better prices for agricultural products can contribute to a more equitable distribution 

of income, benefiting rural communities. 

 

Impact on Farmers and Farm Workers: 

1. Overall Trend: 

 Improvement in ToT for the farm sector, with more noticeable gains for agricultural 

laborers than for farmers. 

 Stagnation or decline in ToT for both groups in recent years. 

 

Social and Economic Implications of ToT: 

1. Impact on Marginalized Communities: 

 Rise in ToT benefited agricultural laborers, particularly from historically marginalized 

communities such as Dalit, Adivasi, and Most Backward Classes. 

2. Economic Growth and Labor Opportunities: 

 Growth in the wider economy created non-agricultural job opportunities, impacting 

labor availability in agriculture. 

 Initiatives like the Mahatma Gandhi National Rural Employment Guarantee Act and 

public distribution systems contributed to improved labor wages and ToT. 

3. Challenges for Farmers: 

 Farmers face financial pressure due to rising labor and input costs. 

 Despite government support through subsidies and Minimum Support Price (MSP), 

ToT for farmers has not shown significant improvement, leading to demands for 

government job reservations and educational benefits from agrarian communities. 

 

Understanding and managing ToT is crucial for assessing economic health, promoting equitable 

income distribution, and addressing challenges faced by different segments of the population, 

particularly in the agricultural sector. 
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Navigating Agricultural Policy: Striving for Consistency to Avoid Mixed Signals on 

Farm Reforms 

Concerns Regarding Government Inconsistency in Agriculture Policy: 

1. Create Uncertainty: 

 Rapid policy changes, such as the ban and subsequent lifting of the ban on sugarcane 

for ethanol production, create uncertainty in the agricultural sector. 

2. Impact on Farmers and Industry: 

 Sugar and distillery businesses face potential losses due to sudden policy shifts, 

affecting investments in cane-derived ethanol aligned with India's biofuel goals. 

3. Market Disruption: 

 Inconsistent policies interfere with natural market forces, potentially leading to 

unforeseen economic consequences. 

4. Political Influence on Decisions: 

 Policies driven by political considerations, especially with national elections 

approaching, may prioritize short-term gains over sustainable agricultural practices. 

5. Contradiction with Reform Goals: 

 Inconsistencies may contradict the government's earlier attempts to liberalize the farm 

sector, as seen in the 2020 farm laws aimed at reducing state control. 

 

Recommendations for Addressing Concerns: 

1. Stakeholder Consultation: 

 Engage with farmers and industry players before implementing policies to avoid 

unforeseen negative consequences. 

2. Market Freedom Emphasis: 

 Shift towards a market-driven agriculture system, allowing farms to respond to real 

demand and supply, reducing heavy state control. 

3. Balanced Approach to Inflation: 

 While controlling inflation is crucial, avoid abrupt policy shifts that disrupt the 

market, such as sudden export bans and changes in import duties. 

4. Parliamentary Discussion and Transparency: 

 Encourage open discussions in Parliament on agricultural reforms to ensure informed 

decision-making and consensus building. 

 

Addressing these concerns requires a balanced and transparent approach, with a focus on long-term 

sustainability and collaboration with key stakeholders in the agricultural sector. 
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