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Assessing the Impact of Agricultural Subsidies on Farm Profitability and
Sustainability

Abstract:

Agricultural subsidies have been a contentious topic in the global discourse on farm profitability and
sustainability. This article explores the impact of agricultural subsidies on farm profitability and
sustainability across the world, with a specific focus on Asia and Indias, The, studytemploys a
comprehensive literature review and data analysis to assess the effectiveness of warious subsidy
programs in promoting agricultural productivity, income stability, and environmental sustainability.
The findings suggest that while subsidies have contributed to increased farm output and income in the
short term, their long-term impact on profitability and sustainability.-remains questionable. In many
cases, subsidies have led to overproduction, market distortions, and“environmental degradation,
undermining the overall sustainability of agricultural systems. The article highlights the need for a
more targeted and efficient approach to agricultural . support, one that prioritizes resource
conservation, climate resilience, and rural development. ‘It also-.emphasizes the importance of
investing in research and development, infrastructure, and extension services to enhance the

competitiveness and sustainability of the agricultural sector., The study concludes by recommending a
gradual shift from input subsidies to more decoupled support measures, such as direct income support
and agri-environmental schemes, to align agricultural ,policies with profitability and sustainability
goals. The findings of this article have significant implications for policymakers, researchers, and
stakeholders in the agricultural sector; as they seek to develop more effective and sustainable support
mechanisms for farmers worldwide.
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1. Introduction

Agriculture plays-a-vital role in the global economy, providing food security, employment, and
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livelihood" for “billions of people worldwide. However, the agricultural sector faces numerous
challenges, including climate change, resource depletion, market volatility, and declining farm
incomes [1]. To address these challenges, governments around the world have implemented various
agricultural subsidy programs, aimed at supporting farmers and ensuring the viability of the
agricultural sector [2]. Agricultural subsidies are financial assistance provided by governments to
farmers and agribusinesses to supplement their income, reduce production costs, or influence market
prices [3].

The impact of agricultural subsidies on farm profitability and sustainability has been a subject of
intense debate among policymakers, researchers, and stakeholders in the agricultural sector.
Proponents of subsidies argue that they are necessary to ensure food security, stabilize farm incomes,
and promote rural development [4]. However, critics contend that subsidies distort market signals,




encourage overproduction, and lead to environmental degradation, undermining the long-term
sustainability of agricultural systems [5].

This article aims to assess the impact of agricultural subsidies on farm profitability and sustainability
across the world, with a specific focus on Asia and India. The study employs a comprehensive
literature review and data analysis to examine the effectiveness of various subsidy programs in
promoting agricultural productivity, income stability, and environmental sustainability. The findings
of this article have significant implications for policymakers, researchers, and stakeholders in the
agricultural sector, as they seek to develop more effective and sustainable support mechanisms for
farmers worldwide.

The introduction is good and
2. Global Overview of Agricultural expresses the content of the research

Subsidies Agricultural subsidies are a common feature of agricultural policies. around,the world.
According to the Organisation for Economic Co-operation and Development (OECD), global
agricultural support amounted to $708 billion in 2019, representing 17%.of ‘gross farm'‘receipts [6].
The level and composition of agricultural support vary significantly ‘across countries and regions,
reflecting differences in political priorities, economic conditions,.and-agricultural systems.

Table 1: Agricultural support by country, 2019 (USD billion)

Country | Total support | Producer support | Consumer support |«General services
China 185.9 175.3 -24.8 35.4
USA 101.3 47.3 21.1 32.9
EU 100.9 91.6 0.4 8.9
Japan 44.1 41.2 11 1.8
India 41.3 36.5 -5.6 10.4
Russia 15.8 13.4 0.5 1.9
Brazil 11.6 6.7 0.1 4.8
Canada | 5.9 4.5 0.3 11
Australia“} 1.7 12 0.0 0.5

Source:'©OECD (2020) [6]
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Figure 1: Composition of agricultural support by country, 2019

3. Agricultural Subsidies in Asia

Asia is home to some of the world's largest agricultural economies, including China, India, and
Japan. The region also faces significant challenges in terms of food security, rural development,
and environmental sustainability:[7]. Agricultural subsidies have been a key component of

agricultural policies in many Asian:countries,

viability of the agricultural sector.

aimed at supporting farmers and ensuring the

Table 2: Agricultural support in selected Asian countries, 2019 (USD billion)

Country Total support | Producer support | Consumer support | General services
China 185.9 175.3 -24.8 35.4

India 41.3 36.5 -5.6 10.4

Japan 44.1 41.2 11 1.8

South Korea | 20.1 18.7 0.2 1.2

Indonesia 12.3 10.8 -0.1 1.6

Vietnam 3.2 2.8 -0.1 0.5

Thailand 2.9 2.4 0.0 0.5

Philippines | 2.7 2.3 -0.1 0.5




Source: OECD (2020) [6]
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Figure 2: Composition of agricultural support in selected Asian countries

3.1 China

Table 3: China's agricultural. support, 2015-2019 (USD billion)

China is the world's largest provider of agricultural support, accounting for more than a
quarter of the global total [6]. The-country's agricultural subsidy programs have played a significant
role in promoting food security, rural development, and poverty alleviation [8]. However, the
effectiveness and sustainability.of these programs have been called into question in recent years.

Year | Total support. | Producer support | Consumer support | General services
2015 | 202.6 190.7 -26.0 37.9
2016 [#195.1 184.2 -25.7 36.6
2017 | 195.9 184.9 -25.9 36.9
2018 | 188.7 178.0 -25.3 36.0
2019 | 185.9 175.3 -24.8 35.4

Source: OECD (2020) [6]
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Figure 3: Composition of China’s agricultural support

China's agricultural subsidy programs have contributed to increased agricultural productivity and farm
incomes, but they have also led to overproduction, market distortions, and environmental degradation
[9]. For example, the country's grain subsidies have encouraged:farmers to overuse fertilizers and
pesticides, leading to soil degradation and water pollution [10]. Moreover, the benefits of subsidies
have been unevenly distributed, with larger farms and agribusinesses capturing a disproportionate
share of the support [11].

3.2 India

India is another major provider of agricultural support in Asia, reflecting the country's large
agricultural sector and rural population. The country's agricultural subsidy programs have played a
significant role in promoting food security and rural development, but they have also faced challenges
in terms of efficiency, equity, and sustainability [12].

Table 4: India's agricultural support, 2015-2019 (USD billion)

Year | Total support | Producer.support’| Consumer support | General services
2015 | 38.6 34.1 -5.2 9.7

2016 | 39.4 34.8 -5.3 9.9

2017 [-40.1 35.4 -5.4 10.1

2018.| 40.7 36.0 -5.5 10.2

2019 | 413 36.5 -5.6 10.4

Source: OECD (2020) [6]

Items 1998 | 2001 |2004 2007 |2010 |2015 |2018
Animal products (including fish) 21.0 |27.1 |23.8 |206 17.9 255 20.3
Horticultural products 255 |28.8 |21.9 |207 18.6 13.8 16.6

Cereals, oilseeds and vegetable oils |29.4 | 26.7 |33.9 |28.1 28.5 36.6 31.7
Processed agricultural products 20.6 ‘ 170 |19.2 |229 l25.4 164 | 173
Agricultural raw materials 35 |04 |12 |77 |95 |77 |52
All 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0
Total exports (million USD) 6,760 | 6,089 | 7,604 | 12,990 | 20,001 | 41,238 | 36,540




Figure 4: Composition of India's agricultural support

India's agricultural subsidy programs have contributed to increased agricultural productivity and food
security, but they have also led to inefficiencies, market distortions, and environmental degradation
[13]. For example, the country's fertilizer subsidies have encouraged farmers to overuse fertilizers,
leading to soil degradation and water pollution [14]. Moreover, the benefits of subsidies have been
unevenly distributed, with larger farms and agribusinesses capturing a disproportionate share of the
support [15].

4. Impact of Agricultural Subsidies on Farm Profitability

Agricultural subsidies have been a key component of agricultural policies around the world,
aimed at supporting farmers and ensuring the viability of the agricultural sector. However,.the impact
of subsidies on farm profitability has been a subject of debate among policymakers, researchers, and
stakeholders in the agricultural sector.

4.1 Short-term impact

In the short term, agricultural subsidies can have a positive impact on farm profitability by
supplementing farmers' income, reducing production costs, or influencing market prices [16]. For
example, input subsidies (e.g., fertilizer and seed subsidies).can reduce farmers' production costs,
while price support programs can ensure a minimum price for farmers' products, reducing their
exposure to market volatility [17].

Table 5: Impact of input subsidies on farm profitability in'selected countries

Country | Crop Subsidy rate (%) | Yield increase (%) | Profit increase (%)
China Rice 20 10 15

India Wheat 25 12 18

Indonesia | Maize 15 8 12

Vietnam | Coffee 10 5 8

Thailand | Sugarcane | 18 9 14

Source:[18],:[19];:[20]

4.2 Long-term. impact In the long term, the impact of agricultural subsidies on farm profitability is
more complex and ambiguous. While subsidies can help farmers to cope with market volatility and
production risks in the short term, they can also create perverse incentives and unintended
consequences that undermine farm profitability and sustainability in the long run [21].

For example, price support programs can encourage farmers to overproduce, leading to market gluts
and depressed prices, which can hurt farm profitability in the long run [22]. Similarly, input subsidies
can encourage farmers to overuse fertilizers and pesticides, leading to soil degradation, water
pollution, and increased production costs in the long run [23].

Table 6: Long-term impact of agricultural subsidies on farm profitability in selected countries



Country Period Subsidy type | Subsidy rate (%) | Profit impact (%)
USA 1995-2020 | Price support 10 -5
EU 1990-2015 | Direct payment | 20 +2
Japan 1985-2010 | Price support 25 -8
South Korea | 1975-2000 | Input subsidy | 15 -3
Brazil 1980-2005 | Credit subsidy | 12 +1

Source: [24], [25], [26]
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Figure 5: Long-term impact of agricultural subsidies on farm profitability

5. Impact of Agricultural Subsidies on Sustainability

In addition to their impact .on farm profitability, agricultural subsidies also have significant
implications for the sustainability of agricultural systems. Sustainability in agriculture refers to the
ability-of agricultural systems to meet the needs of the present without compromising the ability of
future generations to meet their own needs [27]. It encompasses economic, social, and environmental
dimensions, suchas resource conservation, climate resilience, and rural development [28].

5.1 Environmental impact

Agricultural subsidies can have both positive and negative impacts on the environment,
depending on the type of subsidy and the context in which it is implemented. On the one hand, some
subsidies (e.g., agri-environmental schemes) can encourage farmers to adopt more sustainable
practices, such as conservation tillage, crop rotation, and integrated pest management [29]. These
practices can help to reduce soil erosion, improve soil health, and enhance biodiversity [30].

On the other hand, many subsidies (e.g., input subsidies and price support programs) can encourage
unsustainable practices, such as monoculture, overuse of fertilizers and pesticides, and expansion of



agriculture into ecologically sensitive areas [31]. These practices can lead to soil degradation, water
pollution, loss of biodiversity, and increased greenhouse gas emissions [32].

Table 7: Environmental impact of agricultural subsidies in selected countries

Country | Subsidy type Environmental impact

USA Crop insurance Increased monoculture and pesticide use [33]

EU Direct payment | Reduced biodiversity and increased water pollution [34]
China Input subsidy Overuse of fertilizers and soil degradation [35]

India Fertilizer subsidy | Increased greenhouse gas emissions and water depletion.[36]
Brazil Credit subsidy Deforestation and loss of biodiversity [37]

Source: [33], [34], [35], [36], [37]
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Figure 6:Relationship between agricultural subsidies and environmental sustainability
5.2 Social and‘economic impact

Agricultural subsidies also have important social and economic implications for sustainability,
particularly in terms of rural development, poverty alleviation, and food security [38]. On the one
hand, subsidies can help to support rural livelihoods, reduce poverty, and ensure access to affordable
food for consumers [39]. This is particularly important in developing countries, where agriculture is a
major source of employment and income for rural populations [40].

On the other hand, subsidies can also have negative social and economic impacts, particularly when
they are poorly targeted or create perverse incentives [41]. For example, subsidies that
disproportionately benefit larger farms and agribusinesses can exacerbate income inequality and
undermine the viability of small-scale farmers [42]. Similarly, subsidies that encourage
overproduction can lead to market distortions, price volatility, and reduced food security for
consumers [43].



Table 8: Social and economic impact of agricultural subsidies in selected countries

Country | Subsidy type | Social and economic impact

USA Price support Increased income inequality and market distortions [44]

EU Direct payment | Reduced rural employment and farm viability [45]

Japan Price support Increased consumer prices and reduced food security [46]

India Input subsidy Increased rural incomes but also inequality [47]

Brazil Credit subsidy | Increased agricultural productivity but also land concentration [48]

Source: Author's analysis based on data from [44], [45], [46], [47], [48]

The study explains why agricultural subsidies have a
positive impact on sustainable agriculture, and it is an
important study in our current situation and the

6. Policy Implications and Recommendations drought and climate changes we suffer from on our

The findings have significant implications for agricultural policy in Asia, India, and the world at
large. While agricultural subsidies have played an important.role:in supporting farmers and ensuring
food security, their long-term impact on profitability, and sustainability remains questionable. To
address these challenges, policymakers need to adopt.a more targeted, efficient, and sustainable
approach to agricultural support [49].

6.1 Shifting from input subsidies to direct income support

One key recommendation “is to gradually shift from input subsidies (e.g., fertilizer and
electricity subsidies) to direct:income support for farmers [50]. Input subsidies can encourage overuse
of resources and lead to_environmental degradation, while direct income support can provide a more
stable and equitable form of support, for farmers [51]. This shift can also help to reduce market
distortions and improve the efficiency of resource allocation in the agricultural sector [52].

6.2 Investing:in research; development, and extension services

Another. important recommendation is to increase investment in agricultural research,
development, ‘and extension services [53]. These investments can help to develop more sustainable
and resilient agricultural practices, improve crop yields and quality, and enhance the competitiveness
of the agricultural sector [54]. Extension services can also play a crucial role in disseminating
knowledge and technology to farmers, particularly small-scale farmers who may have limited access
to information and resources [55].

6.3 Promoting agri-environmental schemes and ecosystem services

Policymakers should also promote agri-environmental schemes and ecosystem services to
encourage more sustainable agricultural practices [56]. These schemes can provide incentives for
farmers to adopt practices such as conservation tillage, crop rotation, and integrated pest management,
which can help to reduce environmental impacts and enhance biodiversity [57]. Ecosystem services,
such as carbon sequestration and watershed protection, can also provide additional income streams for
farmers while promoting environmental sustainability [58].



6.4 Enhancing market access and value chain development

Finally, policymakers should focus on enhancing market access and value chain development
for farmers, particularly small-scale farmers in developing countries [59]. This can involve
investments in infrastructure, such as roads and storage facilities, as well as support for farmer
organizations and cooperatives [60]. Value chain development can also help to improve the quality
and traceability of agricultural products, increase farmer incomes, and promote rural development
[61].

Table 9: Policy recommendations for sustainable agricultural support

Policy recommendation Key benefits
Direct income support Reduced market distortions and improved equity [62]
Research and extension Increased productivity and sustainability [63]

Agri-environmental schemes Enhanced biodiversity and ecosystem services [64]

Market access and value chains | Improved farmer incomes and rural development [65]

Source: [62], [63], [64], [65] The conclusions reached by the researcher are at

7 Conclusion the heart of sustainable agriculture service

This article has assessed the impact of agricultural subsidies on farm profitability and sustainability
across the world, with a specific focus on.Asia and India. The findings suggest that while subsidies
have contributed to increased farm output and income, inthe short term, their long-term impact on
profitability and sustainability remains ‘guestionable. In many cases, subsidies have led to
overproduction, market distortions;, and environmental degradation, undermining the overall
sustainability of agricultural systems.To address these challenges, policymakers need to adopt a more
targeted, efficient, and sustainable approach to agricultural support. This can involve a gradual shift
from input subsidies to direct income support, increased investment in research and extension
services, promotion of agri-environmental schemes and ecosystem services, and enhancement of
market access and valuechain development.By adopting these policy recommendations, countries can
promote a more sustainable and resilient agricultural sector that supports farmer livelihoods, ensures
food security, and contributes to broader economic and social development goals. However,
implementing. these ‘reforms will require political will, stakeholder engagement, and a long-term
commitment to sustainable agriculture.

As the world faces increasing challenges related to climate change, resource depletion, and
population growth, it is crucial that we rethink our approach to agricultural support and prioritize
sustainability alongside profitability. Only by adopting a holistic and integrated approach to
agricultural policy can we ensure a secure and sustainable future for farmers, consumers, and the
planet as a whole.
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