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CHAPTER 4 

 

UNDERMINING MARKETS WHEN:GOVERNMENT 
INTERVENTION HURTS MORE THAN IT HELPS 





GOVERNMENT INTERVENTION 

 

• Government intervention, though well 
intended, often ends up undermining the 
ability of the markets to support wealth 
creation and leads to outcomes opposite to 
those intended. 





INDICES OF ECONOMIC FREEDOM 

• In the global indices of economic freedom, India ranks in the 
bottom half.  

• The Index of Economic Freedom, which is brought out by the 
Heritage Foundation, and the Global Economic Freedom 
Index, which is brought out by the Fraser Institute, measure 
economic freedom as the freedom of choice enjoyed by 
individuals in acquiring and using economic goods and 
resources. 

• In the Index of Economic Freedom,  India was categorized as 
‘mostly unfree’ with a score of  55.2 in 2019 ranking the 
Indian economy 129th among 186 countries, i.e., in the 
bottom 30 per cent of countries. 



 Essential Commodities Act, 1955  

•

•

•

•

•

•



• The major commodity groups included in the Act are  
• (i) Petroleum and its products, including petrol, diesel, kerosene, 

Naphtha, solvents etc  
• (ii) Food stuff, including edible oil and seeds, vanaspati, pulses, 

sugarcane and its products like, khandsari and sugar, rice paddy  
• (iii) Raw Jute and jute textiles  
• (iv) Drugs- prices of essential drugs are still controlled by the DPCO  
• (v) Fertilisers- the Fertiliser Control Order prescribes restrictions on    

transfer and stock of fertilizers apart from prices  
• (vi) Onion and Potato  
• (vii) Seeds of food crops, fruits and vegetables, cattle fodder, Jute 

seeds and Cotton seeds 



MARKET DISTORTIONS FROM  
STOCK LIMITS UNDER ECA 



MARKET DISTORTION 

• Frequent and unpredictable imposition of blanket 
stock limits on commodities under ECA distorts: 
 

•  The incentives for the creation of storage 
infrastructure by the private sector. 
 

•  Movement up the agricultural value chain. 
 

•  Development of national market for agricultural 
commodities. 



THE DRUG PRICE CONTROL 

• The Drugs Prices Control Order (DPCO) is an order 
issued under Sec. 3 of Essential Commodities Act (ECA), 
1955 that seeks to regulate the prices of 
pharmaceutical drugs.  

• The DPCO, among other things, specifies the list of 
drugs that come under the price ceiling and the 
formula for calculating the ceiling price. 

•   The National List of Essential Medicines (NLEM) lists 
the pharmaceutical drugs that fall under price control. 

•  The DPCO, 2013 for instance, contains 680 scheduled 
drug formulations spread across 27 therapeutic groups 
whose prices are regulated.  



GOVERNMENT INTERVENTION IN 
GRAIN MARKETS 

•  In the grain markets in India, Government has 
sought to achieve food security while ensuring 
remunerative prices to producers and 
safeguarding the interest of consumers by making 
supplies available at affordable prices.  

• In trying to achieve this, the state controls input 
prices such as those of fertilizer, water, and 
electricity, sets output prices, undertakes storage 
and procurement through an administrative 
machinery, and distributes cereals across the 
country through the PDS 



FOOD CORPORATION OF INDIA 

•  The Food Corporation of India (FCI) was set up in 1965 
under the Food Corporations Act, 1964 with the primary 
duty to purchase, store, move/transport, distribute and sell 
foodgrains and other foodstuffs.  

• The main objectives of FCI are (a) procurement of 
foodgrains from farmers at Minimum Support Prices (MSP) 
announced by the Government; (b) distribution of 
foodgrains to consumers through PDS, particularly the 
vulnerable sections of society at affordable prices; and (c) 
maintenance of buffer stock of foodgrains for food security 
and price stability.   

• Thus, it is mandated to serve the interests of producers and 
consumers alike. 



Government intervention  
in Grain markets- 

IMPACT 
 

• Policies in the food-grain markets led to: 

 

•  Emergence of Government as the largest procurer and 
hoarder of rice and wheat. 

 

•  Crowding out of private trade. 

 

• Burgeoning food subsidy burden 

 

•  Inefficiencies in the markets, affecting the long run growth of 
agricultural sector. 



DEBT WAIVERS  

•  Government intervention in credit markets, in 
the form of full or partial, conditional or 
unconditional, debt relief has become 
increasingly common at the state level in India.  

• The phenomenon of granting debt waivers to 
farmers just before or after an election, which 
was to fulfill the promise made in the election 
manifesto, had died down in the early nineties. 

•  However, this phenomenon has become 
widespread after the large-scale farm debt waiver 
announced by the union government in 2008. 



Analysis of debt waivers given by 
States/Centre 

• • Full waiver beneficiaries consume less, save 
less, invest less and are less productive after 
the waiver, compared to the partial 
beneficiaries. 

 

• • Debt waivers disrupt the credit culture. 

 

• • They reduce formal credit flow to the very 
same farmers, thereby defeating the purpose. 





SUGGESTIONS 
 

• Government must systematically examine areas of needless 
intervention and undermining of markets; but it does not 
argue that there should be no Government intervention. 
 

•  Instead it suggests that the interventions that were apt in a 
different economic setting may have lost their relevance in 
a transformed economy. 
 

•  Eliminating such instances will enable competitive markets 
spurring investments and economic growth. 
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