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WHAT HAS BEEN SOWN HAS NOT BEEN HARVESTED: THE CURIOUS CASE OF FARM SUBSIDIES IN INDIA
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ABSTRACT

Subsidies play a vital role in the economy of a country as they ensure equitable utilization of the resources for the people. Subsidies are a part of a comprehensive
plan towards the essential goal: feeding more people. At the same time subsidies are not without consequences as they have reported to have led to the
deterioration of resources which otherwise would not have been so had the farmers made to use the resources without subsidies. This paper tries to bring out the
importance to agricultural subsidies by the world nations and India in particular over the years. Apart from showing whether subsidies have resulted in the
deterioration or over exploitation of resources, the paper also lists out the cross border effects of subsidies. It also shows that the subsidies have led the
governments to compromise on the need of public investments. The paper recommends that there is an urgent need to put into effect an expenditure switch from
subsidies to investment to lift Indian agriculture from its current stagnation. The most alarming aspect of the surging subsidies is not the size, but the manner and
purpose of spending on them. Subsidies provided in India suffer from both inclusion error (wrong kind of people benefiting) and exclusion error (deserving people
left out of subsidies). It recommends that three Ts are important to make subsidies efficient: transparent, targeted and temporary. It also recommends that
subsidies need to be differential for rain-fed and perennially-irrigated farms. The amount of subsidy must also be inversely propositional to increase in the size of
land holding.

KEYWORDS

Farm subsidies, farmers.

INTRODUCTION
ubsidies play a vital role in the economy of a country. A country has various resources which are to be gainfully deployed for the benefit of the
population of the whole country’. Subsidies are provided to ensure equitable utilization of the resources for the people. The benefits given by
government to the members of the farming community directly or indirectly usually in the form of a cash payment or tax reduction or price support are
commonly construed as agricultural subsidy or farm subsidy.
There are two kinds of farm subsidies: investment subsidies and input subsidies. Investment subsidies are necessary for increasing the nation’s capacity to
improve production and a farm’s capacity of increasing productivity. It can be possible through measures like installing drip irrigation, making water storage
tanks and buying farm implements. Nearly 60 per cent of Indian farms are rain-fed and more than 75 per cent farmers are small and marginal’. Under these
conditions input subsidies for fertilizers and power would certainly be of help.
At the same time subsidies are not without consequences. It has been felt many times before and has been studied in the recent times that subsidies are not
only serving the purpose for which they have been intended but also leading to the deterioration of resources which otherwise would not have been so had the
farmers made to use the resources without subsidies.

QUANTUM OF AGRICULTURAL SUBSIDIES IN INDIA AND THE WORLD
After the Great depression in the 1930s subsidies were introduced in the developed countries only as a ‘temporary palliative’z. But the trend of subsidies
continues to run still today (table 1). A comparison of India with other developed countries as in table.1 shows that it is not far behind in awarding farm
subsidies. The Common Agricultural Policy (CAP) cost almost $ 102 billion last year for EU, around 50 per cent of the whole EU budget. The total spending for
2014-20 is to increase further, to over $550 billion®. The world nations irrespective of development status continue to give importance to agricultural subsidies
over the years.
TABLE 1: AGRICULTURAL SUBSIDIES IN INDIA AND ABROAD OVER THE YEARS

Sl. No. | Country/ Group | 2010- Subsidy bill (S billions)

1 India 30.0
2 USA 35.0
3 China 147.0
4 Japan 45.0
5 OECD countries 227.0
6 European Union | 101.4
7 Russia 16.0
8 Brazil 7.0

Source: http://www.economist.com/node/21530130
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STATUS OF SUBSIDY IN INDIA

TABLE 2: AGRICULTURAL SUBSIDIES IN INDIA OVER THE QUINQUENNIUMS (RS. CRORES)

Year Fertilizer | Electricity | Irrigation | Others | Total

1990-91 | 4562 2400 5872 1235 14069
1995-96 | 6735 1977 7931 1034 17677
2000-01 | 13800 6449 13681 854 34784
2005-06 | 18299 14674 10987 1337 45297
2010-11 | 54976 7500 13826 1894 78916

Source: Central Statistical Organization, New Delhi
As table 1 show, agricultural subsidies have been on a rising trend over the years, but it is not the agricultural sector alone that is getting subsidized (table 3). In
fact agriculture is getting largely subsidized only for the farm inputs (table 2) which is required for the improvement of agricultural prospects of yield and income
which in turn transgressing all sectors, cascade their impacts in the overall development of the nation.

TABLE 3: TYPE OF SUBSIDIES IN INDIA AND THEIR ALLOCATED PERCENTAGES IN 2010’

SI.No. | Type of subsidies In percentage share
Economic Subsidies
1 Agriculture and Co-operation | 16.4
2 Irrigation and flood control 10.8
3 Power and energy 7.6
4 Industry 11.5
5 Transport 7.3
6 Communication and others 2.4
Social Subsidies
7 Education 22.0
8 Health 9.0
9 Water supply and sanitation 5.0
10 Rural housing and others 8.0

Table 2 shows that input subsidies have the lion’s share from 88 percent in the beginning of 1990s to 98 per cent in the recent years. This comes at the cost of
investment subsidies for the development of drip irrigation or any water harvesting methods or encouraging better marketing aspects or developing storage
units or for farmers’ education. This stands at a stark contrast to the developed countries where direct payments have averaged around $5 billion every year
since 2005; crop insurance subsidies have crossed $35 billion since 1995°. Subsidies, from straight subsidies to grants, “market support mechanisms”, “export
enhancement programs” or specific tax regime for farmers show that in the US and Europe, farmers survive because they get direct income support and not

because what they earn from the farm gate prices.9

IMPACT OF SUBSIDIES ON RESOURCES

The Economic Outlook for 2012-13 points out that, subsidies are progressively losing their relevance and are becoming an unbearable fiscal burden. Farm
subsidy itself forms 1 % of the total GDP but the role of subsidies in contribution to productivity enhancement is fast disappearing. This could be seen especially
in the case of fertilizer subsidy.

It has become a pan India phenomenon of fertilizers being indiscriminately used than the recommended dosage levels™ leading to escalations not only in the
cultivation costs but also in the subsidy bill. Degradation of land"' and deterioration of water resources have been reported as a result of non-judicious fertilizer
applications along with decreasing productivity levels of land." Subsidies on canal water have led to disproportionate usage leading to water scarcity in general
and water deficit stress for crops.™ As agriculture accounts for over 25 per cent of electricity consumption, power subsidies to the farmers have reported™ to be
resulting in inefficiencies in power utilization and huge transmission losses. It can be ascertained" that this overutilization has in turn led to soil degradation, soil
nutrient imbalance, environmental degradation, and groundwater depletion. The effectiveness of inputs has decreased over the years with the depletion set in
water and land.

CROSS-BORDER EFFECTS OF SUBSIDIES

Impacts of subsidies have become an international phenomenon in the era of globalization as steep input subsidies make the final produce cheap, regardless of
efficiency in farming and productivity. For example, Thailand has now emerged as the biggest exporter of rice, but it produces only 2.8 tonnes per hectare (as
compared to India’s 3 tonnes per ha), thereby productivity is not the only criterion for profitable exports. At the same time USA which produces 7 tonnes of rice
per hectare continues to indulge in subsidies as while the output of American rice is worth $ 1.2 billion, there is a $ 1.4 billion subsidy. Consider cotton. The
United States spends some $2.5 billion a year and the European Union about $700 million in subsidies to cotton farmers. The historically low cotton prices are
wreaking havoc for domestic producers in poor countries to such an extent that cotton subsidies in Mississippi drive cotton farmers in West Africa out of
business’. In cotton alone, the 20,000 cotton farmers in America receive an annual subsidy packet of Rs 45.40 lakh crore. Both the EU and the United States
maintain programs to directly subsidize exports of farm products. The EU spends about $3.3 billion per year doing this. That gives EU goods an artificial
advantage in international markets and works against the interests of producers in poor countries. As a result 70 percent of both world exports and imports are
exchanged among developed countries. Developing countries do only have a smaller share of world agricultural trade.

SUBSIDIES AND PUBLIC GOOD INVESTMENTS: AT CROSS-ROADS

The subsidies for agriculture add up to almost 2% of GDP"" in India and the value added in agriculture is now a shade less than 14% of GDP, subsidy accounts for
some 14% of the value of agricultural output. This huge subsidy bill comes at the expense of investment. Public investment in agriculture has been low and
dwindling for a long time (World Development Report, 2008). Rural people are forced to taste the back-burner when it comes to development which further
leads to yawning gaps in terms of income and standard of living between the rural people and their urban counterparts. Thus it could be seen that agricultural
subsidies compromise the need of government spending on improving rural infrastructure which further results in flawed economy. According to Dr Ashok
Gulati, the returns were only 53 paise for every rupee spent on subsidizing fertilizers* He claimed, that returns in the farm-related sector were highest on roads -
- Rs 3.17 for every rupee spent. This was presumably because produce could be more speedily dispatched to markets and did not perish.

FARMERS AT THE RECEIVING END

The biggest problem in agricultural subsidy is that it has failed to distinguish between the needy and non-needy. Even in the US, Though subsides have tripled
between 1995 and 2009, the richest 10 per cent of the farm families pocketed 74 per cent of the entire subsidy."” In India only 30 per cent goes to small,
medium and marginal farmers. On an average, the wealthiest 10 per cent farmers of the world received a total payment of $4,45,127 in the past 15 years. Small
farmers received an average of $8,862 per recipient in the same period."
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Moreover, subsidies distort trade by increasing net exports of input intensive commodities while decreasing net exports of commodities which require relatively
fewer inputs. This is the main reason for increased fertilizer prices over the years." If this is the soft part of keeping the farmer unconnected from the market for
his produce, the hard, infrastructure part comprises missing rural roads and rural power. Without a good, motorable road network, no organized procurement of
farm produce can take place. Yet farm subsidies in rich countries depress market prices for farm products and induce poor countries in Africa and elsewhere to
import food that local farmers could otherwise produce more efficiently. Farmers in poor countries are rightly concerned about the effects of the subsidies.
Moreover, Indian governments still continue subsidies by a production-driven system but not by a market-driven approach. The subsidies are available for
current production and not addition for productive capacity. As a result farmers face the brunt when it comes to selling. Plus, it has to be taken into account that
food subsidy was 31,328 in 2007-08 and 60,573 in 2011-12. Supplying food grains at low prices mainly to urban residents meant low prices to farmers.

CONCLUSION

Subsidies must be a part of a comprehensive plan towards the essential goal: feeding more people. But there is widespread evidence that the more affluent
farmers are able to garner a disproportionately large part of the subsidies. Hence the subsidy incidence is inequitable. At the same time, the stagnation of
agriculture has led to a spillover in the area of unemployment. Indian agricultural subsidies, though at historic high levels, are low when compared to European
or US levels. However, there is an urgent need to put into effect an expenditure switch from subsidies to investment to lift Indian agriculture from its current
stagnation. The most alarming aspect of the surging subsidies is not the size, but the manner and purpose of spending on them. Subsidies provided in India
suffer from both inclusion error (wrong kind of people benefiting) and exclusion error (deserving people left out of subsidies). Efficient subsidies must be
transparent, targeted and-in many cases-temporary. These three Ts are missing from most subsidies in India.

Subsidies could be delivered through “debit input cards” that the farmer can use to buy whatever input he chooses. The cost of the input, whether it is power,
seeds or fertilizers, should be refunded by the government to the seller. Farmers will become proficient managers as they exercise their choices judiciously to
optimize inputs. Power subsidy cannot be reviewed in isolation. Controls, barriers and commodity export restrictions are a form of taxes on farmers. Thus
subsidies could function as a vehicle for increasing income of the producers but instead they have proved to be an inefficient and inequitable instrument.

The true problem with subsidies is to have a cost-effective system. Subsidies must help produce what is needed. Therefore there is a need for “smart subsidies”.
Subsidies need to be differential for rain-fed and perennially-irrigated farms. The amount of subsidy must also be inversely propositional to increase in the size
of land holding. This will ensure that the least common denominator, that is, marginal and small farmers, is satisfied. Thus subsidies when inappropriate retard
the farmers, when misappropriate kill the farmers and when disproportionate kill farmers, farming and farming system as a whole.

REFERENCES
1.  Gulati, Ashok and Sudha Narayanan (2003): The Subsidy Syndrome in Indian Agriculture, New Delhi: Oxford University Press

2. Shenggen Fan, Ashok Gulati, Sukhadeo Thorat, “Investment, Subsidies, and Pro-Poor Growth in Rural India”, IFPRI Discussion Paper 00716, September 2007

3. Indian Fertilizer Scenario, 2010, Department of Fertilizers, Ministry of Chemicals and Fertilizers, Government of India

4, Mullen, K., Orden, D. and A. Gulati (2005), “Agricultural Policies in India: Producer Support Estimates 1985-2002", MTID Discussion Paper No. 82, IFPRI,
Washington D.C

5.  www.theviewspaper.net/category/business/ accessed on October 12,2012

6.  http://sanhati.com/excerpted/4504/ accessed on October 12,2012

7.  http://www.dnaindia.com/mumbai/report_us-s-killer-subsidies-and-india-s-suicide-farms_1383606 accessed on october16,2012

8.  http://www.ers.usda.gov/topics/international-markets-trade/countries—regions/India accessed on October 22,2012

9.  http://www.deccanherald.com/content/102662/failure-subsidy-regime.html accessed on october 22, 2012

10. http://articles.economictimes.indiatimes.com/2012-08-06/news/33065670_1_public-expenditure-farm-investment-indian-agriculture accessed on october
24,2012

11. http://www.thehindubusinessline.in/bline/2006/01/04/stories/2006010401921100.htm accessed on october 26,2012

12.  http://www.livemint.com/2012/03/17010147/Subsidy-bill-reduction-target.html accessed on october 26,2012

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/

71




VoLuME No. 3(2013), I ssue No. 02 (FEBRUARY) I SSN 2231-4245

REQUEST FOR FEEDBACK

Dear Readers

At the very outset, International Journal of Research in Commerce, Economics and Management (IJRCM)

acknowledges & appreciates your efforts in showing interest in our present issue under your kind perusal.

| would like to request you to supply your critical comments and suggestions about the material published
in this issue as well as on the journal as a whole, on our E-mail info@ijrcm.org.in for further improvements

in the interest of research.

If you have any queries please feel free to contact us on our E-mail infoijrcm@gmail.com.

| am sure that your feedback and deliberations would make future issues better — a result of our joint

effort.

Looking forward an appropriate consideration.

With sincere regards

Thanking you profoundly

Academically yours

Sd/-

Co-ordinator

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/

72




VoLuME No. 3(2013), I ssue No. 02 (FEBRUARY) I SSN 2231-4245

ABOUT THE JOURNAL

In this age of Commerce, Economics, Computer, |.T. & Management and cut throat
competition, a group of intellectuals felt the need to have some platform, where young
and budding managers and academicians could express their views and discuss the
problems among their peers. This journal was conceived with this noble intention in view.
This journal has been introduced to give an opportunity for expressing refined and
innovative ideas in this field. It is our humble endeavour to provide a springboard to the
upcoming specialists and give a chance to know about the latest in the sphere of research
and knowledge. We have taken a small step and we hope that with the active co-
operation of like-minded scholars, we shall be able to serve the society with our humble

efforts.

INTERNATIONAL JOURNAL OF RESEARCH IN
COMPUTER APPLICATION & MANRGEMENT

3

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT I

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




