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Hike in MSP is in line with Union Budget 2018-19 announcement  

The Cabinet Committee on Economic Affairs (CCEA) approved the minimum 
support price (MSP) of the Kharif season 2018-19 for 14 kharif crops. The 
move, which was the highest ever single-year raise, came close on the heels of 
general elections 2019. MSP increases were in line with the Union Budget 2018
-19 announcement of giving farmers a price of 1.5 times of cost. The increase 
was based on A2+FL formula, which takes into account actual cost (cost 
incurred on seeds, fertilizers, fuel, irrigation) plus the imputed value of family 
labour in the production of a crop. However, the C2 costs of imputed rent and 
interest on owned land and capital have not been taken into consideration. As 
a result, farmer associations across the country are unhappy with the cost 
calculations as they expected C2 costs to be taken into consideration which 
makes the cost of production much higher.  
 
MSP for paddy (common grade) has been increased by INR200 to INR1750 a 
quintal, while that of Grade A variety by INR180 a quintal to INR1770. The MSP 
for cotton (medium staple) has been increased to INR5150 from INR4020 and 
that of cotton (long staple) to INR5450 from INR4320 a quintal. 
 
 

Key Highlights: 
 
 MSP increases were in line with the Union Budget 2018-19 announcement 

of giving farmers a price of 1.5 times of cost.  
 
 Wholesale inflation (WPI) is likely to rise by 35 bps and retail inflation (CPI) 

by 60 bps. 
 
 Government estimates of additional fiscal burden of INR150 billion will 

have minimal impact on fiscal deficit. 
 
 Probability of interest rate hike in August policy meeting increase. 
 
 

WPI inflation is likely to rise by 35 bps and CPI inflation by 70 bps over a 12 
month period (October-March FY2018-19 till the end of April-September, 
FY2019-20) due to this current MSP hike.  Given that the impact of MSP hikes 
play out in the second half of the current fiscal year, the average impact on 
FY2018-19 CPI inflation is likely to be around 30 bps. During the last few years’ 
average MSP increase was 4.7%, leading to marginal impact on headline 
inflation.  
 
However, the impact on inflation could be lower if agricultural production is 
bumper on account of forecasted favorable monsoon.  

 

5th July 2018 

MSP Hike & Sectoral Impact 

The increase was based on A2+FL 
formula, which takes into account 
actual cost plus the imputed value 
of family labour in the production 
of a crop. However, the C2 costs 
of imputed rent and interest on 
owned land and capital have not 
been taken into consideration.  

Both CPI & WPI Inflation print is likely to show acceleration  
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 MSP Hike & Sectoral Impact 

Minimal impact on fiscal deficit 

The Government estimations are showing that the MSP hike will have 
additional fiscal burden of around INR150 billion.  This would come to around 
0.1% of GDP, which would imply a marginal fiscal impact.  
 

MPC members has already highlighted the risk to inflation due to MSP hike at 
their last policy meeting. Apart from MSP increases, the current depreciation 
of Indian rupee is likely to put some pressure on inflation. Moreover, 
probability of rise in rural wages with increase in MSP may increase core 
inflation print going forward. So all these factors have raised the probability of 
the RBI raising rates in August.  
 

The Government’s decision to hike MSP for various crops will lead to an 
improvement in demand condition of the economy. Higher MSP is going to  
increase the purchasing capacity of farmers. This would result into increase in 
demand for fertilizers and other agro-inputs. Other than that a record kharif 
production and higher MSP will definitely improve rural consumption. 
Companies with higher rural exposure (Auto and FMCG) will benefit the most 
from it. 

Higher probability of rate hike in August meeting 

Sectoral Impact 

Source: Ministry of Agriculture, Stewart & Mackertich Research 

MSP TABLE (INR/QUINTAL) 

    MSP & BONUS MSP Change MSP Change Ret. Over Cost 

Commodity Variety 2016-17 2017-18 Absolute % 2018-19 Absolute % % 

Paddy 
Common 1470 1550 80 5.44 1750 200 12.90 50.09 

Grade A 1510 1590 80 5.30 1770 180 11.32 51.80 

Jowar 
Hybrid 1625 1700 75 4.62 2430 730 42.94 50.09 

Maldani 1650 1725 75 4.55 2450 725 42.03 51.33 

Bajra   1330 1425 95 7.14 1950 525 36.84 96.97 

Ragi   1725 1900 175 10.14 2897 997 52.47 50.01 

Maize   1365 1425 60 4.40 1700 275 19.30 50.31 

Arhar (Tur)   5050 5450 400 7.92 5675 225 4.13 65.36 

Moong   5225 5575 350 6.70 6975 1400 25.11 50.00 

Urad   5000 5400 400 8.00 5600 200 3.70 62.89 

Groundnut   4220 4450 230 5.45 4890 440 9.89 50.00 

Sunflower Seed   3950 4100 150 3.80 5388 1288 31.42 50.01 

Soyabean   2775 3050 275 9.91 3399 349 11.44 50.01 

Cotton 
Medium Staple 3860 4020 160 4.15 5150 1130 28.11 50.01 

Large Staple 4160 4320 160 3.85 5450 1130 26.16 58.75 
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In-House View 

Views Impact Companies likely to be impacted 

Recovery in loans  Positive  Bandhan Bank, M&M Finance, Gruh Finance 

Increase in rural income to boost consumption Positive HUL, Colgate-Palmolive, Dabur India 

Rise in demand for farming equipments & two-wheelers Positive M&M, Escorts, Hero Motocorp 

Demand for fertilizers & agri-inputs to go up Positive  Sharda Cropchem, Rallis India, Nath Bio   

Increase in individual house building Positive All cement companies 

MSP Hike & Sectoral Impact 

Source: Stewart & Mackertich Research 
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Disclaimer 

Any document, including this report, which is prepared by the research team of Stewart & Mackertich Wealth Management Ltd. (SMIFS) is circulated for 
the purpose of information only to the intended recipient and should not be replicated or quoted or    circulated to any person/corporate or legal entities in 
any form. This document/ documents/ reports/ opinion should not be interpreted as an Investment/ taxation/ legal advice. While the information 
contained in the report has been procured in good faith, from sources considered/ believed to be reliable, all/ part of the statement/ statements/ opinion/ 
opinions/ view/ views in the report may not be considered to be complete or accurate. Therefore, it should only be relied upon at the recipients own risk.  
 
Research Analysts/ Economists/ Advisors/ Investment Strategists or any other spokes persons of the company (SMIFS) are often sought after for 
expressing their views on print/ electronic/ web media. The views expressed are purely based on their assumption/ understanding on fundamental 
approach/ technical and historic facts on the subject. The views expressed should not be construed as an offer to buy/ sell or hold equity/ commodity/ 
currencies or their derivatives. The views/ opinions expressed is for information purpose only, and may change due to underlying factors, related or 
unrelated or other market conditions and may or may not be updated.  
 
Stewart & Mackertich Wealth Management Ltd, its subsidiaries, or any of its directors, employees, agents, and representatives shall not be liable for any 
damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the 
use of the information/ research reports/ opinions expressed.  
 
Disclosure: Clients/ associates of SMIFS Group may be holding positions in equities or their derivatives on which the research report is made or opinion 
is formed or views are expressed in print or electronic media. We ensure all compliance is adhered to with this report/ reports/ opinion or views expressed. 
 
Analyst ownership of the stock – NIL  
Analyst’s dependent relatives’ ownership in the stock – NIL  
 
Analyst Certification: The matter related to the report has been taken from sources believed reliable and the views expressed about the subject or i ssues 
in this report accurately reflect the personal views of the analyst/ analysts. Stewart & Mackertich Wealth Management Ltd. does not compensate partly or 
in full, directly or indirectly, related to specific recommendations or views expressed by the research analysts/ market strategists/ Portfolio Managers.  
 
REGISTRATION as required under SEBI (Research Analyst) Regulation 2014 has been granted by Securities & Exchange Board of India (SEBI), registration 
number being INH300001474.  
 
Stewart & Mackertich Wealth Management Ltd. 
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Tel.: +91 33 6634 5408 /, Fax: 91 33 22893401 
 
Website: www.smifs.com 
 
For queries related to compliance of the report, please contact:  
- Sudipto Datta, Compliance Officer  
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Email Id.: compliance@smifs.com / sudipta@smifs.com 
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