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Introduction:

This paper attempts to study the benefits and drawbacks of government subsidies in
India.1) According to Kishore Jethanandanini, “Subsidies are akin to steroids as prescriptions.
Lazy doctors like to administer to their ignorant patients a dose of steroids to remedy the
proximate cause of illness. Steroids provide quick relief but don’t promise an enduring cure.” 2)
“Subsidy is an amount of money that the government or another organization pays to help to
reduce the cost of & product or service.”(Macmillan English Dictionary for Advanced Learners,
2009 edition) Btk
Objectives: = .

Subsidies, by me.ms of creating a wedge between consumer prices and producer costs, lead
to changes in demand/ supply decisions. Subsidics are often aim :

2 : former Fmance Mlnlster of India, put the discussion paper
entitled Gavemmant Subsu:hes in India’ in his budget speech for 1996-97. The estimation of
subsidies was based on a standard classification into three categories i) Public goods: national
defence ,police, general administration since these services are available to all. ii) merit goods:
infectious diseases, environmental protection and minimum level of education (primary
education) for all, roads and bridges, lood control and research pertaining to agriculture space,
atomic energy, etc. i) non-merit goods: These subsidies are beneficial for the individual
consumers, Here are the ways of benefits to the individual consumer: a) Cash Subsidies-
providing food or fertilizers at prices lower than those at which the govt. procures the
commodities. b) Interest or Credit Subsidies- relate to loans given at the rate lower than
market rates e.g. provided to small scale industries or priority sector loans to individuals to buy
taxi, an auto-rickshaw or to set small enterprise. ¢) Tax Subsidies — can be in the form of tax
excmption of medical expenses, postponing collection ol tax arrears d) In- Kind Subsidies —
provision of free medical services though govt. dispensarics, provision of equipment to
physically handicapped persons. €) Procurement Subsidies —a good example is the purchase of
foodgrains at an assured price which is higher than the prevailing market price. . £) Regulatory
Subsidies — fixation of prices of goods produced by the public sector at less than the cdt with a
view to providing inputs to industry or helping certain other categories . Examples are making
steel, coal, or other minerals available to industry, providing electricity to Carmers at a rate lower
than the cost.

The Indian government has, since independence, subsidised many industries and - =

products, from fuel to food. However, the argument aiainst subsidies in India does not consides =
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that just agricultural ang lisheries subsidies from over 40% of the EU budget (see Agricultural
subsiy) although ip Europe less than 10% of the people compared 1 India will pe affected. This
is also true of United States and most other Western countries,

In India subsidies pow account for 3 significant part of government's expenditures
although, like that of an iceber only their tip may be visible. Thege tmplicit subsidies not only
cause g considerable draft on the alre dy strained fiscal resources, hyt May also fail on the anvil
of equity and efficiency as hag already been poingeq out above,

In the contexy of their economic effects, subsidies have beep Subjected to ap intense
debate in Indig jp recent years. Issues [ike the distortionary e fects of agricultural subsidiey on
the Cropping pattern; ti-l'e‘i::"ii;ipacz. On inter-regiona| disparities in development, the sub-optimal
use of scarce inputs like water and power induced by subsidies, and whether subsidies lead to
Systemic inefficiencies: have been €Xxamined at length. Inadequate targeting of subsidies hag
especially been picked up for discussion.

Social Security subsidies

The following table shows financial sjze of the social security subsidies in Indja funded
by the Uniop government of India, The table does not cover other programs operated by varjoys
State governments, see public welfare in_India. The social security benefits / subsidies offered by
various state sovernments are estimated to pe above Rs. 600 billion (US$ 10 billion). Thuys total

‘anster to ap individug| would augment pjs income and would be distributed
over the entire range of hijs Expenditures, A subsidy however refers to a specific good, the
relative price of which has been lowered because of (he subsidy with 4 view 1o changing (he
consumption/ allocation decisions in favour of the subsidised £0ods. Evep when Subsidy s %
hundred percent, i.e, the good is supplied free of cost, it should he distinguished from an income.
transfler (of an equivalent amount) which peed not be spent exclusively on the subsidised good.

Transfers may be preferred (o subsidies on (he ground they ) any given expenditure of
State funds wijy increage welfare more if it is given ug an mcmnc-rr';m\r‘cr rather thap Via
Subsidising the price of some commaodities, and ji) Wansier puyments ean be betrer Litrgeted |
Effects of subsidies:
Economic elfects of subsidies can he broady grouped ingo:

A
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L. Allocative effects: these relate to the sectoral allocation of resources. Subsidies help draw
more resourees towards the subsidised sector.

2. Redistributive effects: these generally depend upon the elasticities of demands of 1he
relevant groups for the subsidised good as well as the elasticity of supply ol the same

- good and the modé of administering the su bsidy.

3. Fiscal éffects: subsidies have obvious fiscal effects since a large part of subsidics
emanate from the budget. They directly increase fiscal deficits. Subsidies may also
indirectly affect the budget adversely by drawing resources away from tax-yielding
sectors towards sectors that may have a low tax-revenue potential.

4. Trade effects: a regulated price, which is substantially lower than the market clearing
price, may reduce domestic supply and lead to an increase in imports. On the other hand,
subsidies to domestic producers may enable them to offer internationally competitive
prices, reducing imports or raising exports.

Subsidy issues in India:

In the context of their economic effects, subsidies have been subjected to an intense debate in
India in recent years. Some of the major issues that have emerged in the literature are indicated
below: E s i
»  Whether the magnitude and incidence of subsidies, explicit and implicit, have spun out of

control; their burden on government finances being unbearable, and their cost being felt

in terms of a deeline of real public investment in agriculture

» Whether agricultural subsidies distort the cropping pattern and lead to inter-regional
disparities in development

e Whether general subsidies on scarce inputs like water and power have distorted their
optimal allocation

¢ Whether subsidies basically cover only inefficiencies in the provision of governmental
services s

»  Whether subsidies like (food subsidies) have a predominant urban bias

*  Whether subsidies are mistargeted

« Whether subsidies have a deleterious effect on general economic growth of sectors not
covered by the subsidies

»  Whether agricultural subsidies are biased against small and marginal farmers

* How should government services be priced or recovery rates determined?

= What is the impact of subsidies on the quality of environment and ecology
Methodology for estimation of subsidies in India:

The estimates of budgetary subsidies are computed as the excess of the costs of providing a
service over the recoveries from that service. The costs have been taken as the sum of:

I revenue expenditure on the concerned service

2. annual depreciation on cumulative capital expenditure for the creation of physical assets
in the service;

3. Interest-cost (computed at the average rate of interest actually paid by the respective
governments) of cumulative capital expenditure, equity investments in public enterprises,
and loans given for the service concerned including those to the public enterprises. The
recoveries are the current receipts from a service, which are usuall y in the form &f user
charges, fees, interest receipts and dividends.

Central government subsidies:
Trends in the subsidies given by Central Government ( Year 1994-95).
« The bulk of the Central Gowt's subsidies arise on the provision of economic services,

{ which account for 88% of the total subsidies (10% on merit services and 78 an pon-

merit).
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nd eConomic Servicey

are very Jow, (
are more thyy f

around 10%),
IVe times thoge On merit £00ds, which
uly large ang ill-directeq Subsidy regime,
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ol by cfcmemary education anq scientific rege wrch
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* Subsidies o elementary education form about half of the total subsidies on general
education. However, this is not true for all individual States: the share of clementary
education is-lowest in the high income States and the highest in the low income States
(Goa, Punjab and West Bengal actuall y give higher subsidies to secondary education than
primary education).A negative correlation between the level of per capita income and the
share of subsidies to clementary education is thus discernible, Most subsidies to higher
education accrue predominantly to the better-off sections of society as they have an
overwhelming advantage in competing out prospective candidates from the poorer
sections in getting admission to courses that are characterised by scarcity of seats.

 For subsidies of health, the greater emphasis on curative health care expenditure often
reflects a bias towards the better-off people whereas preventive health care expenditure
with much larger externalities would clearly be of greater help to the economically
weaker sections of the society.

Suggestions:

* Reducing the overall scale of subsidies

* Making subsidies.as transparent as possible

» Using subsidies for well defined economic objectives

« Focusing subsidies to final goods and services with 4 view to maximising their impact on
the target population at minimum cost

» Instituting systems for periodic review of subsidies

* Setting clear limits on duration of any new subsidy schemes
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