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Editorial
It gives me immense pleasure to present the 6th edition of Aarthika Charche - FPI Journal of Economics
& Governance.
Reconstitution of the editorial board and our effort to reach a wider circle of academicians, policy
makers and institutions have yielded positive result that gets reflected in the quality of articles received.
We also received appreciation for the last issue from many quarters.
This issue contains four insightful and highly analytical articles on topics pertaining to Karnataka.
The issues are quite contemporary and relevant for policy intervention. These topics are fiscal transfer
to local bodies, agriculture price policy and procurement programme and costing of groundwater for
irrigation. These articles raise pertinent questions to be addressed by appropriate governance initiative.
The article on price volatility of onion is a comparative study of Karnataka and Maharashtra and findings
are similar. Two articles deal with complex issues of national level: Healthcare and Older Persons. These
articles critically and incisively analyse the subjects and make recommendations for pro-active policy.
I personally acknowledge the scholars who have contributed to this volume. I am thankful to
Sri I. S. N. Prasad, Additional Chief Secretary (Finance Department), Government of Karnataka
and Chairperson, Governing Council of Fiscal Policy Institute for his whole hearted support and
guidance for all our initiatives and endeavours.
Sujit Kumar Chowdhury
Director, FPI

Grateful thanks are to all the distinguished authors for their contributions as well as to (a) all
reviewers of manuscripts; (b) meticulous copy-editor (Ms Archana B. Kamalanabhan), (c) members of
Editorial Advisory Board, and (d) members of Editorial Team at FPI for their excellent and constructive
suggestions for improvement of quality and standards of publications in our Journal.
M.R. Narayana
Editor-in-Chief
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Fiscal Transfers to Local Bodies in Karnataka:
Trends and Policy Issues
K. Gayithri 1
Abstract
Local governments in Karnataka are highly dependent on state government’s financial support. Due to excessive dependence,
the performance of local bodies becomes vulnerable to any adverse changes in the resource transfer. The vulnerability
is greater when the grant giving agencies themselves are under fiscal stress. This paper observes that devolution to local
bodies is highly vulnerable to State’s overall fiscal position and create uncertainty in the fund flow. This phenomenon is more
predominant for the PRIs and to plan/development funding for the urban local bodies. There has been a sharp decline in
plan funding from the state’s plan outlay from both the state and Central Government sources reiterating the fact that the nondevelopment component continues to be on the rise. The nature of support provided by the Centre and states are substituting
for one another, which once again raises the issue of predictability of assured funding to undertake developmental activities.

1. Introduction
Local governments in India in general and
Karnataka in particular have depicted a largescale dependence on state governments’ financial
support in discharging their functions and
provision of services. The importance of fiscal
autonomy in the decentralisation process is amply
highlighted in the literature. “A critical factor in
improving fiscal autonomy of rural local bodies
is to enhance their own revenues. Improving
own revenues is important also to strengthen the
link between revenue and expenditure decisions
of the rural local bodies at the margin, which is
extremely important to promote both efficiency
and accountability in the provision of services.
At present, the rural local bodies at district
and block levels do not have worthwhile own
revenue sources” (Rao et.al., 2011). The excessive
dependence of the local bodies on transfers leads
to a situation wherein the decentralization process
tends to get vitiated and the performance of local
bodies becomes vulnerable to any adverse changes
in the resource transfer. In addition, the acclaimed
advantages of decentralization in toning up the
1

service delivery by reflecting the local needs get
nullified in the event the transfers are from the
higher levels of government with strings attached
to it. Though the above issues have been addressed
by the existing studies, a more important issue as
to how vulnerable the local bodies become when
the grant giving institutions themselves undergo
fiscal stress has not been adequately addressed.
The extent and nature of transfers tend to largely
depend on fiscal capacity of a state government
supporting the local bodies, which invariably
happen after providing adequate resources for the
state’s own commitments. Or, the resource transfers
to the local bodies are largely determined by the
fiscal space available with the state government.
However, expanding the fiscal space is possible
either by augmenting the revenue resources or
achieving allocative efficiency in expenditure, or
a combination of both.
Fiscal performance of Karnataka state has
been observed to be sound from the trends in broad
fiscal indicators such as fiscal and revenue deficits,
development and non-development expenditure
and own tax resource generation, especially since
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the enactment of Fiscal Responsibility Act by
the Government of Karnataka (GoK) in 2002.
However, it is important to note in the context of
state’s furtherance of its development efforts, the
state already has a huge committed expenditures,
such as, salaries, pensions, interest payments,
subsidies, administrative expenditure and
devolution to PRIs and ULBs. These expenditures
have increased from 89 percent of uncommitted
revenue receipts to 95 percent in 2012-13 with
some decrease subsequently to 82 percent (GoK,
2015-16). This indicates that the state government’s
capacity to fund any new programmes at the state
level or extend support to the local bodies is small.
Karnataka state has pioneered several reform
initiatives and the state’s decentralisation efforts
are also well recognised among Indian states.
The state has largely honoured the requirement
of appointing the State Finance Commissions.
To date, four State Finance Commissions have
given their recommendations. This paper focuses
on the trends in actual transfers vis-à-vis the
recommendations of the first three Finance
Commissions as the recommendations of the
Fourth Finance Commission have recently been
submitted. State’s fiscal condition also tends
to influence the transfers to local governments,
uncertainties in revenue flows and revenue
shortfalls that result in higher levels of deficit
with a potential threat to transfers to the lower
levels of government. This is consistent with
the observation of the World Bank (2004).For
instance, the non-plan transfers may tend to get
sticky due to its committed nature, but the plan
funding may get adversely affected.
In the above background, this paper aims to
analyse the trends in resources of the rural and
urban local bodies in Karnataka with special
reference to fiscal support from the state and the
Union government and examine their behaviour
vis a vis the state’s fiscal health. Unpredictability
of funding can be a potential threat to fiscal

autonomy of the local bodies and thwarts success
of fiscal decentralisation process. An important
cause for concern for the functioning of the
local bodies in India has been that despite the
Constitutional status being accorded with the
framing of the 73rd and 74th amendments to the
Constitution, the fiscal dependency on the Centre
and state governments has been high, vitiating the
very purpose of fiscal decentralisation.
This paper is based on secondary sources of
data. Data relating to state’s own resources and
expenditure are collected from the state budget
documents. Databases of Rural Development
and Panchayat Raj and Urban Development
departments and Budget Link documents are used
to collect details on the state support to the local
bodies. In the data collection process, limitations
on data availability and data discrepancies between
different sources are observed. Hence, data gaps
are evident for few years in the present paper.
Rest of the paper is structured as follows.
Section 2 analyses the broad trends in resource
and expenditure of the local bodies in Karnataka
comprising of Rural Local Bodies or Panchayat
Raj Institutions (PRIs) and Urban Local Bodies
(ULBs). Section 3 presents a discussion of
transfers to local bodies with reference to long
term trends and State Finance Commission
recommendations vis-a-vis the actual allocation
of funds. Transfers effected to the local bodies in
the context of state’s fiscal position are analysed
in section 4. Issues concerning district sector plan
outlay and the plan support by Centre and state
are discussed in section 5. Section 6 concludes the
paper with implications.
2. Trends in resources and expenditure of the
local bodies
Resource base of the PRIs consist of own
revenue and assigned revenue. Assigned revenues
comprises State Finance Commission (SFC)
grants, Central Finance Commission (CFC)
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grants, and the state and central government grants
for maintenance and development. Distribution
of PRI resources by major sources in Table-1
reveals that the share of PRI resources from the
state grants has been higher and increasing. For
instance, the share has increased from 77 percent
in 2005-06 to 92 percent in 2015-16. A sharp
increase is observed in 2015-16 is on account of

the restructuring of Centrally Sponsored Schemes
(CSS) and resultant reduction in transfers under
the CSS schemes. The own resource mobilization
by the PRIs has had an absolute increase from
Rs. 111.96 crore in 2005-06 to Rs 228.84 crore in
2014-15, although its share in the total resources
has not only been low, but also declined from 1.14
percent to 0.89 percent.

Table: 1: Resources of Panchayat Raj Institutions in Karnataka: 2005-06 to 2015-16
				
(Rs. Crores)
Resources by
2005-06 2006-07 2007-08
sources

2008-09

Own
Revenue

111.96
(1.14)

138.64
(1.28)

133.64
(1.06)

144.74
(1.07)

NA

312.08
(1.80)

269.09
(1.29)

CFC
transfers
(12th and
13th Finance
Commission)

177.6
(1.81)

177.6
(1.64)

177.6
(1.41)

177.6
(1.31)

177.6
(1.14)

769.58
(4.43)

Grants from
State Govt
and assigned
revenue

7580.47 7962.34 9488.13
(77.39) (73.57) (75.43)

Central
Government
grants for
CSS/State
Schemes

1815.33 2372.98
(18.53) (21.93)

Other
Receipts

109.74
(1.12)

171.24
(1.58)

Total
resources

9795.1
(100)

10822.5 12579.34 13531.57 15603.78 17379.77 20917.72 25665.03 25816.43
(100)
(100)
(100)
(100)
(100)
(100)
(100)
(100)

2009-10 2011-12 2012-13 2013-14

2014-15

2015-16

176.93
(0.69)

228.84
(0.89)

NA

1036.49
(4.96)

1350.87
(5.26)

977.85
(3.79)

NA

9841.85
(72.73)

10380.7 13340.83 16622.14
(66.53)
(76.76)
(79.46)

1966
9.19
(76.64)

21004.52 21385.43
(81.36)
(92.55)

2680.4
(21.31)

3285.09
(24.28)

5032.2
(32.25)

2764.62
(15.91)

2837
(13.56)

4243.92
(16.54)

3426.05
(13.27)

1573.58
(6.81)

99.57
(0.79)

82.29
(0.61)

13.28
(0.09)

192.66
(1.11)

153
(0.73)

224.12
(0.87)

179.2
(0.69)

146.94
(0.64)
23105.95
(100)

Source: Economic Survey of Karnataka (2015-16 and 2016-17), Planning, Programme Monitoring and
Statistics Department, Government of Karnataka, Bengaluru.
Note: Figures in parentheses are percent to annual total resource. NA refers to not available.
Resources of the ULBs by sources is
presented in Table 2 from 2013-14 to 2016-17.
Tax devolution has the largest and increased share
from 50.88 percent in 2013-14 to 60.31 percent in
2016-17 and grants for state and centre schemes

have remarkably declined from 36.7 percent
to 22.83 percent. Owing to the absolute decline
under this component from Rs 2380 crore in 201314 to Rs 1366 crore, the aggregate resources to the
ULBs by all sources have declined from Rs 6486
crore to Rs 5980 crore.
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Table 2: Resources of Urban Local Bodies in Karnataka : 2013-14 to 2016-17
(Rs. Crores)
Resources by source

2013-14

2014-15

2015-16

2016-17

Tax Devolution

3300
(50.88)

3346
(49.39)

3588
(55.76)

3607
(60.31)

Grants from Finance commission

806
(12.42)

985
(14.54)

562
(8.73)

1008
(16.86)

Grants for State and centre Schemes

2380
(36.70)

2443
(36.06)

2285
(35.50)

1366
(22.83)

6486
(100)

6773
(100)

6435
(100)

5980
(100)

Total

Source: Department of Urban Development, GoK
Note: Figures in parentheses indicate percentage share in total resources
In addition to the Finance Commission
recommended transfers to the ULBs, support
is provided by the state government to the
parastatals, such as Karnataka Urban Water Supply
and Drainage Board (KUWS&DB), Bangalore
Water Supply and Sewerage Board (BWSSB),
and Karnataka Urban Infrastructure Development
and Finance Corporation (KUIDFC). In the

absence of published data of state support to these
institutions, descriptions are limited to 201112 based on data compiled for the Fourth State
Finance Commission.Table 3 shows that Finance
Commission grants constitute 30 percent share in
the total plan support for urban development, and
42 percent of that to the parastatals.

Table 3: Plan Allocation to Karnataka’s Urban Development Department : 2011-12
Allocation by Source

Plan

A

Total KUWS&DB Allocation

244

19

8

0

271

% to
total Plan
Allocation
5.68

B

Total BWSSB Allocation

1150

0

0

0

1150

24.10

C

Total KUIDFC

474

7

3

100

584

12.24

Total I

Total (A+B+C)

1868

26

11

100

2005

42.02

Total II

Total State Govt. Finance grants 1448

0

0

0

1448

30.35

Total III

Total 13th FCG

100

0

0

0

100

2.10

Total IV

Total Others*

1118

100

0

0

1218

25.53

Total V

Total Plan Allocation to UDD 4534
(I+II+III+IV)

126

11

100

4771

100

SCP TSP SDP

Total
Plan

Source: Department of Urban Development, Government of Karnataka
Notes: SCP:State Component Plan, TSP: Total State Plan, SDP: Special Development Program, FCG:
Finance Commission’s Grants, UDD: Urban Development Department
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On the expenditure side, there has been a
considerable increase in PRI expenditure from Rs
3454 crore in 2004-05 to Rs 14280 crore in 2016-17
amounting to 3.13 times increase. Its distribution
by salary and non-salary component reveals that

the share of salary component in the total PRI
allocation is over 70 percent throughout (Table 4).
Consequently, the non-salary component as varied
from about 23 percent in 2004-05 to 28 percent in
2010-11 and to 29 percent in 2016-17.

Table 4: Composition of PRI expenditure by salary and non-salary expenditures in Karnataka:
2004-05 to 2016-17
				
(Rs. Crore)
Expenditure
components

2004-05

2007-08

2010-11

2013-14

2015-16

2016-17

Salary

2661
(77.04)

4362
(72.81)

5983
(72.13)

8989
(75.99)

9919
(73.37)

10161
(72.16)

Non-salary

793
(22.96)

1629
(27.19)

2312
(27.87)

2840
(24.01)

3601
(26.63)

4119
(28.84)

Total
expenditure

3454
(100)

5991
(100)

8295
(100)

11829
(100)

13520
(100)

14280
(100)

Source: GoK, Link Documents to Budget: Various Years
Note: Figures in parentheses are share (%) to total expenditure
3. Transfers to local bodies
The resource base of the local bodies
comprises of State Finance Commission (SFC)
grants, Central Finance Commission (CFC) grants,
and state government and central government
grants for maintenance and development purpose.
Trends in transfers to local bodies from the state
government from 1997-98 through 2016-17 is
analysed below.

from Rs 3320.81 crore in 1997-98 to Rs 35538.62
crore in 2016-17 (Table 5). Of the total resources
transferred, the share of ULBs has doubled from
8.28 percent to 16.83 percent and that of rural
local bodies declined from 91.72 percent to 83.17
percent. On an average, PRIs account for about 85
percent share in the total. However, transfers to
ULBs have increased by 21 times, and for PRIs
by 8.7 times.

Transfers to local bodies in Karnataka from
the state government have increased by 9.7 times
Table 5: Trends in transfers to Local Bodies in Karnataka : 1997-98 to 2016-17
Local Bodies
ULBs
PRIs
Total transfers

1997-98
274.81
(8.28)
3046
(91.72)
3320.81
(100)

2000-01
531.43
(10.71)
4432.2
(89.29)
4963.63
(100)

2004-05
798
(14.02)
4893.41
(85.98)
5691.41
(100)

2007-08
1926
(17.59)
9024.13
(82.41)
10950.13
(100)

2010-11
2978
(18.11)
13464.97
(81.89)
16442.97
(100)

2013-14
5020.44
(19.66)
20510.18
(80.34)
25530.62
(100)

2016-17
5980.31
(16.83)
29558.31
(83.17)
35538.62
(100)

Source: Medium Term Fiscal Plan, Link Document and other policy documents of Finance Department
of GoK- Various years.
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Figure 1 shows annual growth rate of transfers to the local bodies. Apparently, growth rate of transfers
to ULBs have been higher than that of PRIs, although the former has revealed considerable fluctuation
over time and at times has even been negative indicating higher unpredictability.

Growth Rate (%)

Figure 1: Annual Growth Rate of Transfers to Local Bodies in Karnataka: 1998-99 to 2016-17

Source: Medium Term Fiscal Plan, Link Document and other policy document of Finance Department
of GoK- Various years.
Further, total transfers to the local bodies show a sizeable increase after adjusting to the population.
For instance, per capita transfers to local bodies in Figure 2 shows a fivefold increase in per capita
transfers to the local bodies in Karnataka.
Figure 2: Per capita transfers to the local bodies in Karnataka: 1997-98 to 2016-17

Source: Author’s calculation based on the source mentioned in Table 5
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3.1. State Finance Commissions’ recommendations
vis-à-vis Actual allocation of funds
As per the Karnataka Panchayat Raj Act,
1993 the state government must constitute a State
Finance Commission once in five years to make
recommendations on the sharing of proceeds of
taxes between the state government and the local
bodies, and grants to be given from the state’s
Consolidated Fund. Karnataka has appointed four
SFCs till date with the first SFC award covering
the period 1997-98 to 2001-02; second SFC award
covering 2006-07 to 2010-11 and third SFC award
covering 2010-11 to 2015-16. The Fourth SFC
constituted on 21 December 2015 has recently
submitted its report and its award period is 201819 to 2022-23. The present paper has limited its
discussion to the first three finance Commissions.
It is important to examine the trends in share
of transfers in the Non- Loan Net Own Revenue
Resources (NLNORR).This comprises the state’s
own revenue inclusive of both tax and non-tax
sources after netting out the cost of collection
charges. The third State Finance Commission
had recommended that NLNORR be used as the
divisible pool as opposed to the first and second
State finance commission that had recommended
Non-Loan Gross Own Revenue Receipts
(NLGORR). The divisible pool should consist
of net proceeds of taxes, tolls, duties, fees levied
and collected by the state government. In order to
make the long-run comparison, the overall trends
in the transfers to the local bodies have been traced
as a percent to NLNORR.
Details of the SFC recommendations visà-vis the actual devolution by each of the SFC
periods are presented in Table 6. There has
been a considerable deviation between the SFC
recommendations and the actual assignment to the
local bodies. The ULBs have had an underfunding
or lesser resource availability as opposed to the
recommended level.The PRIs have had larger
absolute allocations during most of the years
except for two years during the Second SFC period.
An important aspect to be remembered is that, as

11

discussed earlier, urban development is supported
by the state government by way of funds provided
to various parastatals whereas PRIs’ support is
limited to the SFC funds.
4. Transfers vis-à-vis state’s fiscal position
Figure 3 gives the share of allocation to the
local bodies in the state’s aggregate expenditure
(revenue and capital accounts) from 1999-00 to
2016-17. An overall decline in allocation is evident
since 1997-98. The variations in the share show
that the allocations are largely reflecting the overall
state’s fiscal situation. The share declined from
1997-98 to 2004-05, subsequent to which there
has been a marginal increase until 2008-09. The
decline in 2009-10 has continued for the rest of the
reference period. Karnataka’s fiscal situation was
precarious until 2003-04, substantially improved
with the framing of Fiscal Responsibility Act in
2002-03 resulting in a significant improvement
in the resource position. The global recession
that occurred in 2008-09 adversely affected the
state’s resource position due to the tax concessions
and stimulus measures in the form of enhanced
spending.
It is important to note that despite an absolute
overall increase in the transfers provided over
time, they are often adversely affected by the
state’s overall fiscal position. The state’s fiscal
adversities reflected in the shared resources with
the local bodies especially, a decline during 199798 until 2004-05 and once again from 2009-10.
In short, the long-run trends reveal a clear
decline as depicted from 1997-98 till 2004-05
after which it increased until 2008-09 followed by
a decline that continued till the end of the reference
period. However, this decline is higher for PRIs
than ULBs as the share of ULBs continued to
increase. The share of the budget allocation to
the local bodies in state’s total expenditure well
above 25 percent in late nineties had dropped to 20
percent in 2004-05, the increase in the subsequent
period has never reached the level prevailing in
late nineties.
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Table 6: SFC recommended transfers vis-a vis actual transfers in Karnataka: 1997-98 to 2015-16

Year

Actual Transfers to Local
Bodies (Rs. in crore)

Allocation
Recommended by SFC
(crore)

Difference between actual
and SFCallocation
(Rs. in crore)

ULBs

ULBs

ULBs

PRIs

Total

PRIs

Total

PRIs

Total

First State Finance Commission
1997-98

275

3046

3321

415

2349

2763

-140

697

558

1998-99

332

3520

3853

454

2574

3029

-122

946

824

1999-00

416

4232

4648

505

2863

3368

-89

1369

1280

2000-01

531

4432

4964

578

3275

3853

-47

1157

1111

2001-02

564

4507

5071

591

3350

3941

-27

1157

1130

Second State Finance Commission
2006-07

1639

7712

9351

2192

8768

10960

-553

-1056

-1609

2007-08

1926

9024

10950

2348

9390

11738

-422

-366

-788

2008-09

2374

10802

13176

2464

9857

12322

-90

945

854

2009-10

2474

11374

13848

2713

10852

13565

-239

522

283

2010-11

2978

13465

16443

3347

13386

16733

-369

79

-290

Third State Finance Commission
2011-12

4344

15375

19719

4992

11483

16475

-648

3892

3244

2012-13

4018

18531

22550

5690

13087

18777

-1672

5444

3773

2013-14

5020

20510

25531

6478

14898

21376

-1458

5612

4155

2014-15

6011

24988

30999

7089

16305

23395

-1078

8683

7604

2015-16

6549

26576

33125

8069

18559

26628

-1520

8017

6497

Source: GoK, Finance Department
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Figure 3: Allocation to Local Bodies in Karnataka: Share in Total Expenditure

Source: Author’s calculation based on the source mentioned in Table 5
The allocation to local bodies as a percent of Gross State Domestic Product (GSDP) has been lower
than 5 percent and reveals similar pattern with the overall share declining from 4.89 percent in 1998-99
to 4.5 percent in 2015-16 dropping further to 3.18 percent in 2016-17 (Figure 4).
Figure 4: Share of Allocation to Local Bodies in GSDP of Karnataka: 1999-00 to 2016-17

Source: Author’s calculation based on the source in Table 5
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4.1. Transfers in relation to NLNORR
Table 7 – Transfers to local bodies in Karnataka, 1997-98 to 2015-16
Transfers to Local Bodies (Rs. in Crore)

NLNORR
Ratio of Transfers to NLNORR
(Rs. in Crore)
ULBs
PRIs
Total

Year

ULBs

PRIs

Total

1997-98

274.81

3046.00

3320.81

7441.63

3.69

40.93

44.62

1998-99

332.37

3520.40

3852.77

8135.93

4.09

43.27

47.35

1999-00

415.66

4232.06

4647.72

8988.37

4.62

47.08

51.71

2000-01

531.43

4432.20

4963.63

10386.94

5.12

42.67

47.79

2001-02

563.81

4506.95

5070.76

10594.62

5.32

42.54

47.86

2003-04

629.00

4733.72

5362.72

15528.50

4.05

30.48

34.53

2004-05

798.00

4893.41

5691.41

20143.69

3.96

24.29

28.25

2005-06

1158.96

6466.12

7625.08

22110.04

5.24

29.25

34.49

2006-07

1639.06

7712.14

9351.20

27030.89

6.06

28.53

34.59

2007-08

1926.00

9024.13

10950.13

28895.33

6.67

31.23

37.90

2008-09

2374.09

10802.03

13176.12

30360.26

7.82

35.58

43.40

2009-10

2474.01

11374.19

13848.20

33420.50

7.40

34.03

41.44

2010-11

2978.00

13464.97

16442.97

41286.49

7.21

32.61

39.83

2011-12

4343.96

15374.86

19718.82

49924.68

8.70

30.80

39.50

2012-13

4018.42

18531.21

22549.63

56898.90

7.06

32.57

39.63

2013-14

5020.44

20510.18

25530.62

64775.78

7.75

31.66

39.41

2014-15

6011.46

24987.86

30999.32

70892.61

8.48

35.25

43.73

2015-16

6548.92

26575.81

33124.73

80690.68

8.12

32.94

41.05

Source: State’s Own Tax, Non Tax Revenue and Transfers to local bodies GoK, Accounts at a Glance 1960-2015,
Data on Total Fiscal Services from both Annual Financial Statements (GoK) and Finance Accounts (CAG, GoI).

Trends in share of transfers in the NonLoan Net Own Revenue Resources (NLNORR)
comprise of state’s own revenue inclusive of both
tax and non-tax sources after netting out the cost
of collection charges. In order to make the longrun comparison, the overall trends in the transfers
to the local bodies have been traced as a percent
to NLNORR2. These trends in Table 7 show that
the share of total transfers to the NLNORR has
2

declined from 44.62 percent in 1997-98 to 40.28
percent in 2016-17. In addition, considerable
fluctuations have been observed. The share was
highest in 1999-00 at 51.71 percent and lowest
in 2004-05 at 28.25 percent. On an average, the
total transfers account for 40.93 percent share
in NLNORR; while the average share of urban
local bodies is 6.16, rural local bodies account for
34.71 percent. The fiscal stress experienced by the

Share of allocations to ULBs, PRIs and total to respective base used differs by the various SFCs i.e. NLNGORR in case of first two SFCs
and NLNORR in case of third SFC.
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Government of Karnataka in late nineties and early
years of the last decade had resulted in a declining
share to the local bodies in the NLNORR and the
improved state’s fiscal health had resulted in a
considerable increase in its share from 2005-06 till
2008-09. There has been a decline after that owing
to the set back to the state’s resource position
caused by the global melt down. PRIs seem to be
more vulnerable to the fiscal stress of the state as
the fluctuations are more in the case of PRIs and
the ULBs continue to have a steady increase albeit
a much smaller share as compared to the PRIs.
Yet another important observation from the trends
is that the transfers effected to the local bodies
do not seem to be in total compliance with the
recommendations of State finance commissions
constituted from time to time. For instance,
transfers observed during 2011-12 to 2015-16,
the period applicable for Third State Finance
Commission, have exceeded the recommended
level of 33 percent. Similar trends prevailed for
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the earlier periods too. These trends by and large
account for adhocism in the transfers effected to
the local bodies albeit enhanced allocations over
time and is an important matter of policy concern
from the point of view of assured and predictable
support received by the local bodies in the
discharge of their development function.
4.2. Allocation to PRIs by levels
Resources allocated to the three tiers of rural
local bodies i.e. Zilla Panchayat (ZP), Taluk
Panchayat (TP) and Gram Panchayat (GP) are
presented in Figure 5. The largest share goes to the
TPs followed by the ZPs and GPs. While the share
of ZPs and TPs has declined during the reference
period, share of GPs has increased significantly
from 4.84 percent in 2003-04 to 16.06 percent
in 2016-17. However, ZPs and TPs together
constituted over 80 percent of total allocation
throughout the period.

Figure 5: Share of Zilla Panchayats, Taluk Panchayats, and Gram Panchayats in Total Allocation
to PRIs in Karnataka: 2003-04 to 2016-17

Source: Government of Karnataka, Link Documents: various years
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5. District sector plan outlay
Devolution of plan funds to the rural local
bodies as a percentage of the state’s total plan outlay
has reduced by more than half from 34.85 percent
in 1991-92 to 15.43 percent in 2015-16 (Figure 6).
This decline has occurred both in the state plan
outlay and the allocations under central schemes.
While that of state’s plan outlay has declined from
18.43 to 14.68 percent, that of centrally sponsored
schemes has declined much more significantly from
16.42 percent to 1.2 percent. The paradigm shift
that has taken place in the design of the Centrally
Sponsored Schemes (CSS) wherein the Central
Government has completely delinked support to

certain CSS has changed the funding pattern and
resulted in a sharp decline in central funding. The
state plan has supplemented the significant central
plan support since 2014-15. Two key issues that
concern the rural local bodies development are:
first, a significant decline in the support to the
development spending, which is a serious concern
as the dependence of the local bodies on higher
levels of government is high due to very small
size of their own resources. Second, the plan
funding support is not steady and is subjected to
considerable variations depending on the state’s
fiscal position. This leads to unpredictability of
funding support and thus hampers developmental
activities in a significant manner.

Figure 6: Share of State and Centre in the plan allocation to PRIs in Karnataka: 2001-02 to 2016-17

Source: Economic Survey, GoK (2015-16)
6. Plan and non-plan allocation
The plan and non-plan break up of the
resources allocated to the PRIs (Table 8) reveals

that plan has had a larger increase and thus has an
increased share in the total.
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Table 8: Plan and non- plan allocation to PRIs
Allocation

2004-05

2007-08

2010-11

2013-14

2015-16

2016-17

Plan

1425
(29.13)

3571
(37.10)

4870
(36.17)

8730
(38.72)

11328
(42.62)

12513
(42.33)

Non-Plan

3468
(70.87)

6054
(62.90)

8595
(63.83)

13817
(61.28)

15248
(57.38)

17046
(57.67)

Total
allocation

4893
(100)

9625
(100)

13465
(100)

22547
(100)

26576
(100)

29558
(100)

Source: Link Documents, Budget Volumes (various years),GoK
Note: Figures in parenthesis are percent to total allocation
However, the PRI plan outlay share in the state’s plan outlay (Figure 7) has declined from about
25 percent in 1993-94 to less than 15 percent. The recent decline is largely on account of the changing
funding support for the central plan schemes.
Figure 7: Share of PRIs Plan Outlay to the Total State Plan Outlay in Karnataka: 1993-94 to 2016-17

Source: Link Documents, Budget Volumes (various years), GoK
7. Conclusion
Devolution to local bodies is observed to be
highly vulnerable to State’s overall fiscal position
creating uncertainty in the flow of funds. This
phenomenon is more predominant for the PRIs
as the share of ULBs is seen to be increasing
albeit in small percentages. This is more with
reference to plan/development funding than the
non-plan funding which largely is towards salary.

Uncertainty/unpredictability of fund support
hampers the developmental activities of the local
bodies.
Data availability is important in the conduct
of professional studies and for policy purposes.
Unfortunately, data regarding the finances of
the local bodies is poor and marked by data
discrepancies between different sources and these
need to be rectified on a priority basis.
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There has been a sharp decline in plan funding
from the state’s plan outlay from both the state
and centre sources reiterating the fact that, while
development funding is receiving a setback, the
salary component continues to be on the rise. The
support provided by the Centre and states are not
complementing each other but are substituting for
one another, which once again raises the issue of
predictability of assured funding.

Government of Karnataka (2016). Economic
Survey of Karnataka (2015-16), Planning,
Programme Monitoringand Statistics Department,
Bengaluru.
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A Comprehensive Agricultural Price Policy and
Procurement Programme for Karnataka
T.N. Prakash Kammaradi 1
Abstract
Agriculture sector has been witnessing crises and farmers’ suicides in the recent decades in several parts of India. Unremunerative prices for farm commodities resulting in unpredictable income are the prime causes behind the woes that
farmers face today. Though the Minimum Support Price (MSP) declared in the current year (2018-19) is said to be fulfillment
of the demand, in reality, 50 per cent margin so ensured happens to be over paid out and family labor cost rather than the
comprehensive cost. It is not merely adequacy of MSP but turning it into a genuine ‘benchmark’ to ensure that no transaction
takes place at a price below that MSP is crucial. An analysis on recent transactions in different markets reveals that the MSP
ensured has been about 34 percent for all the crops in Karnataka. In order to ensure remunerative and predictable prices to
farm commodities, however, a competitive market structure coupled with effective ‘intervention’ by the government and a legal
recourse is called for.

1. Introduction
High growth in agriculture has enabled India
to achieve self-sufficiency in food production
long ago. However, agriculture sector has been
witnessing crises and farmers’ suicides in the
recent decades. Un-remunerative prices for
farm commodities resulting in unpredictable
income are the prime causes behind the woes
that farmers face in the country today. The
contradiction between growth of agriculture on
one hand and sloth in farmers’ income on the
other, is worrisome. To resolve this contradiction,
scrupulous prescriptions along with conventional
measures are called for. In order to ensure
remunerative and predictable prices to agriculture
products, a competitive market structure coupled
with effective ‘intervention’ by the government
inter alia procurement, crop planning, initiating
group action and so on along with effective
dissemination of market intelligence are essential.
In addition to these, to put down an effective check
on the over play of market intermediaries and to
ensure adequate procurement commitment by the
government, a legal recourse is called for. This
1

article is an attempt to delve upon these issues by
taking the case of Karnataka, a progressive state
in Southern India, and to suggest select policy
prescriptions.
2. Administered Pricing and its Adequacy
In order to ensure effective intervention,
government of India follows an Administered
Pricing Mechanism that includes inter alia price
support, procurement, buffer stocking and public
distribution of farm commodities. The Union
Government, as per the recommendation of
Commission for Agricultural Costs and Prices
(CACP), declares Minimum Support Prices (MSP)
every year for 25 crops that account for almost
80 percent gross cropped area in the country.
There is an element of legal compulsion in the
case of sugarcane as it was Statutory Minimum
Price (SMP) earlier and re-named as Fair and
Remunerative Price in recent years.
The
Union
Government
undertakes
procurement of major chunk of wheat and rice
through the Food Corporation of India and
maintains adequate buffer stocks and distributes

Chairman, Karnataka Agriculture Price Commission, Government of Karnataka.
Address for Correspondence: Karnataka Agriculture Price Commission, Department of Agriculture, Sheshadri Road, Bengaluru-560001.
e-Mail: agripricecommission@gmail.com All opinions in this article are of the author and usual disclaimer applies.
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under “Public Distribution System” to protect
the interests of poor and vulnerable sections
of population. To stabilize prices of farm
commodities, especially during glut, state
governments are also allowed to intervene in the
market as and when price of other crops crashes.
Underlying principle behind the Minimum
Support Price mechanism is to stabilize the
market when prices drastically decline with the
supposition that efficient ‘price discovery’ would
occur subsequently in the market.
Farmers on the other hand, feel an apparent
inadequacy in MSP as it falls short to ensure a
decent profit margin over cost of production in
different crops. This is corroborated through a series
of studies undertaken by Karnataka Agricultural
Prices Commission (KAPC) in Karnataka. As per
the recent assessment, for most of the crops during
2017-18, the MSPs declared were lower than
actual cost¸incurred towards fertilizer, labor, seeds
along with imputed value of family labor together
called Cost A1 + FL in CACP parlance. These

assessment results are given in Table 1. As against
the cost of Rs. 2349 incurred by the farmers to
produce one quintal ragi, the MSP declared was
just Rs.1900 /qntl. Hence, the deficiency in MSP
against actual ‘paid out’ costs, amounts to around
19 percent in the case of ragi, 35 percent in white
Jowar and as high as 55 percent in Bajra.
Figure 1 shows that, on an average, the
inadequacy in MSP is about nine percent in
cereals, seven percent in oilseeds and four percent
in all crops put together. On the other hand, when
comprehensive cost (called Cost C2) which takes
in to account “opportunity costs” such as rental
value of own land as well as interest on owned
assets etc is considered, the inadequacy in MSP is
appalling. The difference between comprehensive
cost and MSP ranges from 18 percent in oilseeds
to as high as 35 percent in cereals. This also
highlights the futility of declaring MSP applicable
to whole nation on the premise of “one nation one
MSP” irrespective of differences in irrigation,
agronomic endowments and holding sizes
prevailing in different states.

Figure 1: Adequency of MSP and cost of production for Agricultural crops in Karnataka during
2017-18

Source: Karnataka Agricultural Price Commission (2017)
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-33
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Profit / Loss when
Minimum Difference in
compared to
Support MSP (%) when Market
compared to
Market price (%)
Price
Price
2017-18
(Rs./
Total Selling
Selling
Total
Total
Cost
Cost
Cost
(Rs./
Quintal)
Cost
above
with
in
Cost
A1+FL (C2) MSP (%) APMC (%) Quintal) A1+FL (C2)
A1+FL Cost
(C2)
Cost of
Production
(Rs./Quintal)

Cereals
Paddy(Irr)
27.97
1234 1841
Paddy(Rainfed)
18.06
1343 1898
2 Ragi
7.58
2349 3390
3 Hybrid Jowar
7.32
2283 2980
White Jowar
4.5
2651 3725
4 Maize
20.16
1078 1504
5 Bajra
5.17
3195 3898
Total/Average
II Pulses
6 Tur
4.92
5493 7117
7 Green gram
3.98
4379 5786
8 Black gram
3.28
5482 6894
9 Bengal gram
4.13
4609 5775
Total/ Average
III Oil seeds
10 Groundnut
5.11
4297 5729
11 Soyabean
5.70
3541 4522
12 Sunflower
3.92
4619 5991
Average
IV Commercial crops
13 Cotton( Long staple)
8.21
4098 5454
Average
Grand Average
Source: Karnataka Agricultural Price Commission (2017)

I
1

Sl
No

Average
Yield
(Quintal/
Acre)

Table-1: Cost of Production and Price analysis of Major crops of Karnataka: 2017-18
Aarthika Charche - Vol 3 No.2, 2018
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In view of the above, farmers are vociferously
demanding implementation of MS Swaminathan
Committee recommendation that specified a profit
margin of 50 percent while declaring MSP. Though
the MSP declared in the current year (2018-19) is
said to be fulfillment of the demand, in reality
50 percent margin so ensured happens to be over
Cost A1 + Fl rather than the comprehensive Cost
C2. This angered the farmers as the inadequacy
in MSP continues to persist for most of the crops.
3. Ensuring the MSP
The crucial issue is not merely adequacy of
MSP but turning it into a genuine ‘benchmark’ to
ensure that no transaction takes place at a price

below that MSP. This aspect is overlooked by
farmers’ organizations as well as government. The
market transactions that took place in different
regulated markets Agricultural Produce Market
Committees or APMCs in recent year in Karnataka
must be a pointer in this regard.
Analysis by KAPC on transaction in different
market reveals that the MSP ensured was hardly
12 percent in the case of oilseeds, 17 percent in
pulses and 48 percent in cereals during 2017-18
in Karnataka. Put together, it is 34 percent for all
the crops in Karnataka (Figure 2). This implies
that remaining quantities were sold at prices lower
than the stipulated MSP.

Figure 2: Market Transaction in Karnataka during 2017-18

Source: Karnataka Agricultural Price Commission (2017)
The situation is equally dismal in different
parts of India. It was officially reported that market
transaction of paddy, a prime beneficiary under
government procurement program, took place at
prices below MSP in 19 states during 2017-18.
Similar transactions were noticed in the case of
wheat, another important crop under government
procurement program in 9 states, hybrid maize in
7 states and ragi in 3 states.

It is also important to look at what portion of
farmers’ produce arrives and is being transacted
at APMCs. Owing to poverty, tiny marketable
surplus, and inability to store due to pre-harvest
contract with traders, the entire produced quantity
does not arrive in regulated markets that are
situated at the taluk level. For instance, a meager
14 percent of total production of cotton enters the
APMCs and this was 20 percent and 33 percent
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respectively in oilseeds and pulses during 2017-18
in Karnataka. The proportion of total production
that transacted in the formal regulated marked was
abysmally low in the case of Jowar, (2 percent)
and ragi (5 percent).
Hence, despite the elaborate State’s
interventions facilitated through the mechanism
of Administered Pricing, farmers are not able to
realize just and remunerative prices for their crop
output. Therefore, agriculture has turned into an
un-remunerative occupation. This explains the
recent cases of agitation that involve the farmers
who are unable to cope with the misery.
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nor the government intervention could ensure a
decent profit margin to farmers. However, though
a strong government intervention at the time
of price crash can halt the distress of farmers,
execution of procurement obligation by the
governments is far from satisfactory. This needs
an urgent policy attention.
Table 2 shows that, over last five years (201314 to 2017-18), Government of Karnataka had
procured about 257 Lakh quintals of various
agriculture and horticulture commodities worth
of Rs. 7635 crores from about nine Lakh farmers.
Average payment through these procurements
works out Rs. 85,608 per farmer.

4. Un-remunerative Agriculture
As per the study by KAPC with reference
to MSP, barring paddy, maize, green gram,
groundnut and cotton, Karnataka farmers couldn’t
realize prices in majority of crops that could give
a little profit margin over the paid out cost (A1
+ FL) during 2017-18. On an average, production
of pulses and commercial crops could fetch a net
return of around five percent and the average loss
for all crops that were covered under MSP ambit
put together was to the extent of four percent. If
the comprehensive cost (Cost C2) on other hand is
taken in to account, none of the crops could fetch
a profit margin to the farmers. Farmers have
incurred a net loss to the extent of 63 percent in
Bajra, 54 percent in Jowar, 33 percent in Soya
bean, and average being 28 percent in all 13 crops
put together (Table 1).
In short, the results pertaining to the economics
of crop husbandry in a state like Karnataka clearly
demonstrate that agriculture as an economic
enterprise is a loss making one and neither market

Cereals, pulses, oil seeds and copra were
procured under Central Government’s MSP
scheme, whereas tomato and onion were procured
in Floor Price Scheme of the State government.
Two coarse grains, ragi and jowar were procured
for distribution under the State Government’s
most popular Annabhagya scheme. Of the total
quantity procured, 59 percent consists of cereals,
35 percent forms pulses, oilseeds, ball copra,
tomato and onion accounts for another six percent
(Figure 3).
Though a record 34 Lakh quintals of red gram
was procured during the reference year, nearly
13 Lakh quintals or 43 percent of the marketable
surplus was disposed off by the farmers due to
urgent need for money and distress (Table 3).
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Table 2: Procurement of Agricultural and Horticultural Commodities in Karnataka : 2013-14 to
2017-18.
Sl.
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15

Crops

Quantity
(in Lakh Qtls)
Paddy
43.48
Paddy (Summer)
0.35
Ragi
33.97
Maize
71.60
White Jowar
1.40
Tur
71.31
Green gram
2.36
Bengal gram
14.63
Black gram
1.32
Groundnut
2.06
Sunflower
0.36
Copra (ball)
3.13
Coconut
0.12
Tomato
2.10
Onion
8.38
Total
256.57
Procurement value per person
Source: Karnataka Agricultural Price Commission (2017)

Total value
(Rs. in crores)
658.85
4.72
699.82
937.21
30.70
4095.72
131.16
625.44
71.19
87.73
13.38
205.27
2.05
6.31
65.43
7634.98

Number of
Benificiares
64681
859
90342
67171
3873
439577
23042
110919
19317
13601
1704
34736
724
6283
15025
891854
Rs. 85608

Figure 3: Procurement of Agricultural and Horticultural commodities during last 5 years (2013-14
to 2017-18) in Karnataka

Source: Karnataka Agricultural Price Commission (2017)
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Table 3: Timeliness of Procurement of Agricuultural Crops in Karnataka: 2017-18
(in Lakh Qtls)

Sl.
No.

Crops

Arrivals before
procurement
Total
Total Procurement
Production
% to
% to
arrivals
procurement In
date
total
Lakh total
Qtls arrivals production

1

Tur

81.00

29.16

15.12.2017 to
28.03.2018

33.58

12.56

43.00

16

2

Green gram

11.80

9.89

11.09.2017 to
24.11.2017

2.19

3.77

38.40

32

3

Blackgram

3.50

2.88

23.09.2017 to
03.12.2017

1.32

1.15

40.00

33

4

Ground nut

48.40

13.23

07.12.2017 to
02.02.2018

1.17

4.66

35.00

10

5

Bengal gram

65.00

15.97

25.01.2018 to
22.04.2018

13.22

7.60

48.00

12

209.70

71.13

51.49

29.74

42.00

14

Total

Source: Karnataka Agricultural Price Commission (2017)
However, an analysis of procurement pattern
reveals that by the time government undertook
procurement operation, farmers had already
disposed off nearly 42 percent of the marketable
surplus or 14 percent of the total production of
5 major commodities (in Table 3 and Figure 4)
during 2017-18 at distress prices.
It is needless to mention how traders might
take advantage by reselling the same produce to
government once procurement operation begins.
Hence, it is not merely adequacy of MSP and its
effective enforcement, but issues like timeliness
of intervention that would have a significant
bearing on the success of the program which must
be addressed properly.

It is important to note that government is the
largest consumer of farm produces as the quantity
utilized for various programs related to National
Food Security Act 2013 and social welfare
purposes etc. is more than what is procured under
MSP program. For instance, a state like Karnataka
utilizes almost 400 Lakh tons of farmers produces
that includes cereals, pulses, vegetables like
onion, potato and tomato for various programs.
These include, in addition to PDS operation,
programs such as mid-day meals for school
children, Anganavadi kids, food preparation in
government hostels for SC and ST students, jails
and so on. Hence, there are plenty of opportunities
to expand procurement of farmers’ output by the
governments.
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Figure 4: Arrivals of Agricultural commodities before procurement in Karnataka during 2017-18

Arrivals
Before
Procurement

Proportion of
production
arrived
before
Procurement

Source: Karnataka Agricultural Price Commission (2017)
On the contrary, international agreements
pertaining to trade, economic liberalization
and globalization, favor a market-led economic
growth rather than government sponsored one. As
India is a signatory for several such agreements,
time has come to make a thorough overhaul
of such accords and further widen the market
‘intervention’ policies and programs to protect the
interest of peasantry in India.
5. Select policy prescriptions
As a consequence of a large number of small
and uneconomical holdings that are scattered
across the country side, farmers face a peculiar
market situation (structure) in which they could
wield least pressure while discovering the prices
of commodities they produce.
The Union Government’s overriding
consideration of curtailing food inflation in
order to achieve faster economic growth visà-vis providing remunerative prices for farm
produces coupled with adherence to stringent

norms of Agreement on Agriculture (AOA) under
WTO puts obstacles for effective operation of
administered pricing mechanism in agriculture.
These are causes for real concern which need to be
addressed to ensure Just and Remunerative Prices
to farmers.
The KAPC placed a range of options inter
alia enlarging direct procurement by procuring
its entire requirements for different programmes
directly from farmers at MSP, strengthening group
marketing to enhance collective bargaining power
of farmers, price deficiency payment wherever
procurement is not feasible, crop plan as well
as production policy and a robust system of
price forecasting and supply projection for farm
commodities.
To supplement the above measures, the KAPC
has been advocating legal approach to marketing
and pricing of farm produces so that farmers get a
guaranteed remunerative price for their produces
under a fair and competitive marketing setup.
To accomplish this, suitable amendments to two
existing Acts; Essential Commodities Act – 1955,
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at the national level and Agricultural Produce
Marketing (APMC) Act at the state level need to
be envisaged. In addition, an Act must be passed
to undertake mandatory procurement of farm
produces at MSP, directly from farmers in line with
Fiscal Responsibility and Budget Management
Act, 2002 so that each state is compelled to procure
certain quantity of agricultural commodities to
meet the requirements of food security obligations
and other public welfare programs.
The legal approach so envisaged may appear
to be “market distortion” if assessed solely through
economic parameters. However, the issues
pertaining to just and remunerative prices for farm
commodities have direct bearing on income and
livelihood security of majority of population in
a country like India that needs to be addressed
beyond the boundaries of economic doctrine
and developmental theories. Emerging economic
paradigm such as Institutional Economics rather
than conventional Neo-classical Economics must
provide needed theoretical impetus for such an
endeavor.
In this backdrop, KAPC has undertaken studies
involving premier institutions, such as, National
Law School of India University, initiated series
of discussion and dialogues with all stake holders
and planning to come out with a clear cut road
map on how to evolve statutory status and legal
binding for pricing, marketing and procurement of
farmers’ produces in a state like Karnataka.
Surplus management of farm produces is
another onerous task in this regard, efficacy of
which has direct bearing on the stability on farm
gate prices. Though a range of conventional postharvest measures including storage, processing to
creation of value chain are on government’s hand,
seldom they are effectively put into operations.
Nonetheless, an effectual crop plan, preferably
at zonal or district levels as a ‘backward measure
and market intelligence system including efficient
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price forecasting and supply projection would go a
long way in successful management of agricultural
surplus in a country like India.
It is pertinent to note that there is a
constitutional obligation for each state to come
out with Comprehensive District Agriculture Plan
(C-DAP) and Comprehensive State Agriculture
Plan (S-DAP), every year. This crop plan exercise
needs to be thoroughly streamlined, by looking into
soil, water, weather and other natural endowments
of the region as well as price, demand, marketing
and other economic prospects in a participatory
way involving all stake holders. In this regard
district administration must play a pro-active role.
Along with suitable crop plans both at the
district as well as state levels, elaborate Farm
Commodities production plan by considering
state’s requirement, marketing and trade
opportunities and the overall supply and demand
scenario at the national level is the need of the
hour.
Policy makers can judiciously employ
incentive system as well as regulatory mechanisms
at its command to implement both crop plans as
well as production targets best suited for the states.
The responsibility to accomplish these two goals
should be entrusted to the Planning Boards which
have a statutory position in each State.
6. Conclusion
More than 200 farmers’ organizations and
landless workers’ unions from different parts of
country have organized a massive rally at New
Delhi on 29-30 November 2018 demanding a
special parliament session on agrarian distress
and to come out with clear cut solutions for the
woes faced by farmers of India. In this backdrop, a
private member Bill entitled “The Farmer’s Right
to Guaranteed Remunerative MSP for Agricultural
Commodities Bill – 2018” has already been placed
before Parliament.
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Looking in to the current political scenario and
results of recently held elections for few states, it
is certain that agrarian issues would dominate the
forthcoming parliamentary election during 2019.
In this backdrop, it is worth considering such
unconventional solutions and prescriptions for the
problem of un-remunerative farming in India.
In addition, Government of India has recently
initiated an umbrella of three schemes called
Pradhan Mantri Annadata Aay Sanrakshan
Abhiyan” (PM – AASHA) to ensure MSP to
farmers. This comprises three schemes; modified
Prices Support Scheme (PSS), new Price
Deficiency Payment Scheme (PDPS) and pilot of
Private Procurement and Stockist Scheme (PPSS).
Earlier, a novel scheme that empowered
the state governments on matters related to
procurement called “Market Assurance Scheme
(MAS) was placed before state governments
for opinion. Such initiatives have a potential to
effectively address the problem of remunerative
prices for farm commodities.
Price Deficiency Payment Scheme envisages
Direct Benefit Transfer (DBT). Under this scheme,
the difference between MSP and market price is
expected to be passed to the farmers. The scheme
is also compatible with the WTO agreement as
such transfers are not considered as “trade –
distortionary” and hence, deemed to be desirable.
In addition, PPSS in which private traders
are given enough incentives to procure farm
commodities at MSP is a novel one. This can
effectively be brought in line with the legal
approach to guarantee Minimum Support Prices
to farmers.
Governments also have ample scope, as
facilitated under National Food Security Act 2013
and other programmess to augment and strengthen
direct procurement of farm commodities and
accomplish both food security objective as

well as welfare of farmers by ensuring just and
remunerative prices for their produces.
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Internalization of Externalities and Costing
Groundwater for Irrigation: Evidence from a
Micro Study in Karnataka
M.G.Chandrakanth 1 and Kiran Kumar R Patil 2
Abstract
About 70 percent of irrigation water and 85 percent of drinking water of India is dependent on groundwater. The focus
of groundwater development has always been on ‘demand side’, i.e. enhanced pumping, and relegating ‘supply side’ of
groundwater recharge. This study demonstrates that reciprocal negative externality due to cumulative interference of wells
may add at least 15 to 30 percent of the cost of cultivation of crops, which is currently borne by farmers. Farmers are thus
net subsidizing groundwater crops, while policy makers claim provision of free electricity for pumping - a small component
of cost of cultivation. It is crucial for the Commission for Agricultural Costs and Prices to upgrade the cost of cultivation
methodology by incorporating negative externality. Provision of low cost water measuring device educates farmers towards
sustainable use of cultivating high value - low water crops.

1. Introduction
In Karnataka, there are around 25 lakh
irrigation wells with more than 70 percent of them
being Borewells. The figures are debatable as
they differ with source and there are no records
of borewells. For instance, Karnataka Power
Transmission Corporation Limited (KPTCL) has
a record of irrigation pumpsets electrified but no
information on failure of wells or failed wells.
Perhaps, farmers do not report their well failure
because obtaining electricity connection for wells
is an onerous task.
In groundwater use, the draft (how much
water is pumped out) and recharge (how much
water is sent back to aquifer) are estimates, and
vary by methodology used. The probability of well
success is usually measured using the Negative
Binomial Distribution. The estimated negative
binomial probability of success of borewell at 0.3,
implies a high rate of initial and premature failure
of borewells. Around three lakh dug wells / open
wells in the state have already dried up.
1

Currently, more than 85 percent of water
is utilized by agriculture by way of irrigation
in India. Water use for irrigation is referred to
as ‘consumptive use’, which implies that once
water is applied to crops, it cannot be recovered.
In contrast, water use for domestic/ industrial
purposes is referred to as ‘non-consumptive use’,
where water is recoverable, such as sewage water
and waste water. About 70 percent of irrigation
is met by groundwater and 30 percent is met by
surface water from rivers, dams, canals, tanks.
Hard rock areas of India constitute 65 percent of
India’s geographical area where recharge is less
than 5 to 10 percent of rainfall. Hard rock areas
constitute India’s highest demand for groundwater
resource.
At present, water policies are heavily focused
on the demand side of groundwater (extraction)
intervention rather than supply side of (recharge)
intervention. If development implies ‘welfare’, in
the case of ‘groundwater development’ it means
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‘groundwater extraction’. Thus, the demand side
is getting all the focus rather than the supply side.
Users of groundwater are myopic as they do not
appreciate that groundwater in hard rock areas is
largely a function of recharge.
Due to groundwater illiteracy among all
users including farmers who are the largest users
of the resource, farmers treat expenses relating
to groundwater as an implicit cost. One of the
major reasons for this is that groundwater wells
used to serve at least for more than 15 to 20 years
earlier. The life and age of groundwater wells is
falling drastically due to over extraction as well
as negative externalities as a result of cumulative
interference among irrigation wells.
However, farmers pumping groundwater are
unaware of how their investment in irrigation
wells and water should be accounted to the cost of
cultivation of crops, so that they recover the cost
from the returns. In addition, research literature
concerning with the economics of irrigation,
seldom considers water as an input or resource in
production process. While frequency of irrigation
and labor for irrigation is taken as irrigation cost,
groundwater is considered as a free or costless
input. This idea was also triggered by the fact that,
since 1982, electricity used to pump groundwater
has been virtually supplied free of cost.
Historically, the groundwater usage has
undergone many distinct periods. During 1950
– 1965, which can be referred to as pre-green
revolution period, the surface water through tanks
and canals were the major sources of irrigation.
The Green Revolution period (1965-1980), had
schemes, such as, million wells scheme and
thousand wells scheme, which had promoted
rapid exploitation of groundwater. Thus, Green
Revolution can also be referred to as Groundwater
Over exploitation revolution. The shallow dug
wells, attached with manual lifts - Yetha, Kapile,
Picota and Persian wheel (bucket machine) - for
extracting water supported subsistence irrigation.

During 1980 – 1990, dug-cum-borewells were
in operation using an average of 5 HP centrifugal
pumps lifting water, and wells were drilled deeper
– to cultivate exploitative crop pattern like paddy
and vegetables. In this period, well failure began
surfacing. The period 1990 – 2000 witnessed
shallow borewells with submersible pumpsets
of 5 to 10 HP capacity supporting paddy, maize,
sugarcane, vegetables. The rate of well failure
further increased and groundwater was still
applied through flow irrigation as economic
scarcity of groundwater was not perceptible. Since
2000, use of deep borewells with submersible
pumpsets using more than 10 HP capacities,
but usually hidden as around or below 10 HP
(because pumps above 10 HP attract payment of
electricity charges), were witnessed. However, the
groundwater pumped slowly began to be applied
through micro irrigation. The rate of well failure
was around 70 percent in many parts of dry agro
climatic zones. The initial failure and premature
failure of borewells began to surface due to
unsustainable extraction of water for irrigation.
This article focuses on costing groundwater
for irrigation in Karnataka State by emphasizing
both supply and demand side factors. Supplyside is demonstrated by farmers ability to reap
economic and hydrogeological benefits of on-farm
groundwater recharge while sharing their well
water with their siblings. In addition, groundwater
recharge technologies and benefits of sharing well
water, and comparisons with parallel demand side
technological efforts of using drip irrigation are
analysed. The farmers who have neither adopted
drip irrigation nor the supply side aspects are
considered the ‘control’ group data.
2. Theoretical background
According to Baumol and Oates (1988),
conditions for the presence of externality are
characterized by this following: Action of one
agent should result in an unintended side effect
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on another agent through production/consumption
function of another agent and result in inefficiency
and welfare loss which are not regulated by price
mechanism or other institutions. The reciprocal
externality propounded by Dasgupta (1982)
indicates that one irrigation well drilling deeper
or extracting higher volume of groundwater will
influence the yield of other wells, but it is very
difficult to locate or pin point well/s responsible
for the influence.
In this study, both the above concepts are
used in the empirical definition of externality.
First, using the Baumol and Oates (1988) concept
of externality, drilling of borewell/s by a farmer
has unintended side effect of increasing the
depth of drilling by neighboring farmer/s. This
action of drilling affects the production function
of the neighboring farmer, by raising the costs
of irrigation. Due to this negative externality,
extraction of groundwater increases and results
in inefficiency and welfare loss. The phenomenon
has no place for offering compensation to farmer/s
suffering due to increasing cost of irrigation due to
a well failure. In addition, there are no institutions
regulating drilling irrigation wells and even if
they exist, their governance is weak. This is also
a case for negative reciprocal externality since
it is extremely difficult to locate the farmer/s
responsible for increasing the cost of extraction
of groundwater as all farmers are cumulatively
involved in extraction by drilling, and are
cumulatively responsible for increasing the cost of
irrigation. As the largest pumper of groundwater
in the world with the largest number of irrigation
wells (exceeding 25 million), India may first need
to estimate the negative externality convincing the
stakeholders and face tough reaction with farmers’
facing not so favorable balance of trade. Thus a
pigovian tax is a theoretical notion for India.
The above concept of externality corroborates
for hard rock areas of India fraught with
cumulative interference of irrigation wells due
to cone of depression created by every additional
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well. Further, there has been no effort on the part
of either Agriculture department / Horticulture
Department / Minor Irrigation / Department
of Mines and Geology including the Central
Groundwater Board, towards creating awareness
among farmers, borewell dig owners and other
stake holders regarding the nature of groundwater
recharge, extraction and flow, since in their
semantics, groundwater development means only
groundwater extraction and discounts recharge.
Studies have indicated that the probability of
initial, premature failure of irrigation wells is
increasing and currently farmers in many areas,
drill at least three wells to obtain a functioning
well, as the probability of well failure has reached
0.7. Over-extraction of groundwater has resulted
in increasing probability of initial /premature
failure/s of irrigation well/s, along with reduced
yield of water and reduced area irrigated on other
farmers’ field.
Following is an explanation of this situation.
Farmers by violating isolation distance between
wells, impose externality on neighbouring farmer/s.
Now, the cost of extraction of groundwater
is equal to Marginal cost of extraction (MC)
+ Opportunity cost incurred by neighbouring
farmer/s due to over extraction by the farmer. Or,
a farmer imposes a social cost on neighboring
farmer/s forcing neighbour to drill deeper, or use
higher capacity pump or forced to drill additional
well. Figure 1 shows the measurement of this
externality by Marginal Externality Cost given
by the difference between Marginal Social Cost
(MSC) and Marginal Private Cost (MPC). As a
farmer is not bearing this MEC, he is extracting
yo, which is determined by the point where his
Marginal Private Benefit (MPB) equals MPC.
However, farmer should have extracted only y*
which is the socially optimal value where MPB =
MSC. Thus, farmers (and the society) ignore this
negative externality which is a social cost. This
results in inefficiency given by over extraction
((yo - y*)>0) and welfare loss (triangle abc).
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Figure 1: Negative externality leading to overextraction of groundwater

Source: Chandrakanth, 2015
Notes: MSC = Marginal social cost due to over extraction of groundwater, MPC = Marginal private
cost of extracting groundwater, MPB = Marginal private benefit from groundwater irrigation, MEC =
Marginal externality cost = MSC – MPC
The extent of internalization of externality
depends upon each farmer. Farmers who adopt
micro irrigation technologies, for instance,
are internalizing demand side of groundwater.
Farmers who have undertaken on farm
groundwater recharge are internalizing the supply
side of groundwater. Similarly, farmers who adopt
low water, high value crops are internalizing the
demand side of groundwater. And so are farmers
who are sharing their well water with relatives /
siblings and others who are involved in water
markets.
3. Empirical
approaches
groundwater for irrigation

to

costing

During the green revolution period, the dug
wells and dug cum borewells were the dominant
sources of water extraction structures. As the wells
were sparse and were using the traditional lifts
such as yetha, kapile, picota, Persian wheel, and
as the farmers were also cultivating crops which
were not so water intensive, the productive life of
irrigation wells was around 25 to 50 years. As the
traditional lifts were manual/driven by bullocks

and as the wells served for a fairly long period
of time, the depreciation on wells was the fixed
cost of groundwater irrigation. In class rooms of
Agricultural Universities, the (variable) cost of
irrigation was taught as the labor cost involved in
irrigation. Irrigation was also measured in terms
of frequency per week or per month, the volume
was not given due consideration, as the frequency
does not depend upon the area irrigated. Thus, as
groundwater did not show symptoms of resource
scarcity, the cost was modest and subsumed
in depreciation. However, by the end of green
revolution and in post green revolution, due to (a)
violation of isolation distance between irrigation
wells (prescribed as 650 feet between open wells
or dug wells and 850 feet between borewells), (b)
change in cropping pattern towards water intensive
crops such as paddy, sugarcane, vegetables, fruits
and other horticulture crops, (c) arrival of fast rigs,
and (d) advent of shallow and deep borewells, on
the one hand the life of irrigation wells began
reducing drastically from 25 years to below 10
years. In addition, the yield of the well (volume
of groundwater pumped per hour) reduced. Over
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time, due to secular overdraft of groundwater and
the cone of depression and cumulative interference
among irrigation wells, the probability of well
success as well as the life of irrigation wells
declined.
Since 2000, life of irrigation wells has fallen
drastically to less than five years, forcing farmers
to drill additional well/s. Thus, depreciation which
was representing the fixed cost of irrigation earlier
when the well life was at least above ten years,
becomes a smaller component of the total cost of
irrigation. Consequantly, variable cost component
of irrigation represented by drilling additional
well/s due to initial failure or premature failure of
wells, becomes a dominant part of the total cost.
Empirically, this situation calls for analysis on
increasing variable cost of groundwater irrigation
due to (a) falling life of irrigation wells and (b)
increasing initial and premature well failure. As
the life of irrigation well falls, the variable cost
of drilling and casing of irrigation wells need to
be amortized over the short life at a discount rate.
Methodology by the Commission for
Agricultural Costs and Prices (CACP) considers
depreciation on (functioning) irrigation well and
irrigation pump (IP) for non-specified number
of years. If probability of a borewell failure is
high, investment on irrigation borewells may
not be considered as a fixed cost, as the farmers
are forced to invest on additional well/s till they
strike groundwater. This involves frequent if not
recurrent investment on drilling and casing.
The CACP methodology has poor basis for
computation of depreciation because it considers
only investment on functioning / working wells
and ignores huge investments made on failed
wells by farmers, and if schedule does not have
3
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any information sought from farmers regarding
well failure and the associated investments. Thus,
the methodology is devoid of incorporating the
rise in cost of groundwater due to increasing well
failure. The cost of groundwater is considered only
as a depreciation on borewell with no mention of
number of years of well life. In reality, the water
volume pumped fluctuates due to interactive effects
of wells influenced by the cone of depression
which, in turn, influences the probability of well
failure. That part of investment on wells (such as
drilling, casing) needs to be treated as a variable
cost and the part of the investment on irrigation
pumpset, pump house, pipes and accessories
needs to be treated as fixed cost. The challenge
is to find the years of well life for calculation of
variable cost. However, CACP bases the MSP
(Minimum Support Price) of crops, using the cost
of cultivation data collected from farmers, grossly
discounts the cost of groundwater as the cost of
well failure is not incorporated. Consequently, the
cost of cultivation of groundwater irrigated crops
is underestimated by the CACP3.
4. Need for a new approach to costing
groundwater resource
Groundwater resource is extracted / pumped
by the farmers, and electricity to pump the water
is free. Nevertheless, farmers incur more than 70
percent of cost of groundwater themselves and are
net subsidizing consumers instead of receiving
subsidies. With 65 percent of geographical area
of India being hard rock area with poor recharge
(of 5-10 percent of rainfall), where groundwater
irrigation dominates, it is crucial to properly
account for cost of groundwater resource.
Reciprocal negative externality is the key
for above costing and needs knowledge on

This underestimation is indicated long before. For instance, way back in 1994, Professor MV Nadkarni, indicated that the cost of irrigation
water from irrigation wells should include both the investment made on functioning wells and on failed wells, due to the presence of externality.
By ignoring the cost or investment made on failed wells, he argued that the cost of irrigation would grossly underestimated. http://www.toenre.
com/ford-website/index1.htm
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different types of wells and costs considered. In
particular, four types of borewells are discernible:
(1) Borewells with initial failure (or borewell/s
which do/did not yield any groundwater at the
time of drilling and thereafter); (2) Borewells
with subsistence life (or borewell/s which yielded
groundwater for the number of years equivalent
to the Pay Back Period (PBP)4; (3) Wells with
premature failure (borewell/s which served below
subsistence life or the PBP); and (4) Wells with
economic life/age (borewell/s which function or
yield groundwater beyond the PBP).
4.1 Measurement of Reciprocal Externality
and costing groundwater resource
The existence of externality in hard rock
areas, is indicated by the presence of well failure.
If a farmer does not have any failed well, s/he
has not suffered externality. Or, if a farmer has
failed well/s, then this failure is due to negative
externality caused by cumulative interference
effects of irrigation wells. This externality per well
is estimated by [(Amortized investment on drilling
and casing of bore- wells over the subsistence/
economic life of well/s) ÷ [number of wells which
served PBP + number of wells serving economic
life)] minus [(Amortized investment on drilling
and casing of bore-wells over the subsistence/
economic life of well/s)] ÷ [Number of all types of
wells on the farm].
If A denotes (Amortized investment on drilling
and casing of borewells of initially failed wells and
wells which served for PBP) divided by all wells
on the farm; and B denotes (Amortized investment
on drilling and casing of borewells of initially
failed wells and wells which served for PBP) by
the number of functioning borewells on the farm,
then Externality per borewell = (B-A). If B = A, no
externality exists, and all wells are functioning on
4

the farm. If B >A, negative externality exists. The
externality on each groundwater irrigation farm
is assumed as equal to the amortized investment
per functioning well minus amortized investment
per well. The basis of the hypothesis is that all
wells in hard rock areas succumb to cumulative
interference among irrigation wells.
Methodology of costing groundwater by fixed
and variable costs, calculation of groundwater
use, annual cost of irrigation by (a) amortized
cost of borewell with specification of life and age
of borewells and discount rate, (b) compounding
investments on borewells and (c) amortized cost
of pumpset and accessories are technical and
complex. They are sourced from Chandrakanth
(2015) and applied for data in the empirical study
as detailed below.
5. Data
The study is based on field data collected
in the two most dry agro climatic regions of
Karnataka for the agriculture year 2012-13 which
have the greatest exposure to market forces,
namely the Eastern Dry Zone (Kolar district)
and the Central Dry Zone (Chitradurga district).
These districts are characterized by groundwater
demanding and horticulturally dominant districts
of Southern Karnataka. A sample of 30 farmers
having borewell(s) with drip irrigation for narrow
spaced crops in Kolar District, 30 farmers having
borewell(s) with drip irrigation for broad spaced
crops in Chitradurga district, 30 farmers who
are sharing their well water with their relatives /
siblings in Chitradurga district and 30 farmers who
have recharged their borewell(s) in Chitradurga
district was chosen for detailed field work.
Data collected includes the historical
investments by sample farmers on irrigation

The Payback period refers to the period involved in recovering the total investment on drilling, casing, irrigation pumpset, conveyance
structure, storage structure, drip / sprinkler structure, recharge structure, electrification charges of borewell, from annual net returns on the
farm.
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wells. In fact, the vintage of investment on
irrigation well/s varies for every farmer inter
alia with returns, repaying capacity, risk bearing
ability, probability of well failure influenced by
cumulative interference of irrigation wells.
6. Empirical Results
Basic results on costing groundwater by
fixed and variable cost components by select
crops are presented in Table 1 and Table 2. Cost
of groundwater varies from Rs. 200 per ha cm
to Rs. 500 per ha cm in different agro-climatic
zones, excluding the cost of electricity used for
pumping, non-measurable due to lack of electricity
metering. Further, the results indicate that cost of
groundwater varies from 13 percent of the cost
of cultivation in cauliflower to 36 percent of the
cost of cultivation in KnolKhol (Table 1). On the
other hand, the cost of groundwater varies from 11
percent of the cost of cultivation in pomegranate
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to 22 percent of the cost of cultivation in coconut
crops (Table 2). Thus, the cost of groundwater
increases for seasonal crops and reduces for
perennial crops due to time and scale involved. On
an average, the cost of groundwater forms around
15 percent of the cost of cultivation of perennial
crops, and 30 percent of the cost of cultivation of
seasonal crops,and is borne by farmers implicitly.
About 50 percent to 70 percent of this cost is
that of investment on groundwater and the rest is
the subsidized electricity cost. Thus, farmers are
bearing the major portion of groundwater cost and
accordingly are subsidizing the society. Further
about 5000 liters of water are used to produce
1kg of paddy, and cost of irrigation for millets is
1/4th that of paddy. The procurement of millets
can serve as incentive for farmers to cultivate and
supply. Millets (fox tail, barn yard, little, kodo,
proso millets) are climate smart crops, low water
users and come to harvest in 70 to 90 days.

Table 1: Variable and fixed costs of groundwater irrigation of vegetable crops in Eastern dry agro
climatic zone of Karnataka
(Rs. Per acre)

Source: Patil and Chandrakanth (2016)

36

Internalization of Externalities and Costing Groundwater for Irrigation

Table 2: Variable and fixed costs of groundwater irrigation of perennial crops in Eastern dry agro
climatic zone of Karnataka
(Rs. Per acre)

Source: Patil and Chandrakanth (2016)
7. Policy Issues and debates
The above basic results have useful
implications for current policy issues and debates.
These are analyzed below.
7.1 Is Electricity subsidy a windfall gain for
farmers?
Government of Karnataka’s subsidy towards
free supply of electricity to 21.06 lakhs Irrigation
Pumpsets below 10 hp, and 22.90 lakh Bhagya
Jyothi / Kutir Jyothi households increased to
Rs.5381 crores in 2013-14 from Rs.4722 crores in
2012-13. Bulk of this increase is due to increase
in the use of electricity by irrigation pumpsets
users from 15318 million KWHs to in 2012-13 to
16679 million KWHs in 2013-14. In the absence
of electrical meters installed on these irrigation
pumpsets, the estimated supply of electricity is
taken as a residual after deducting all metered
supplies. This residual forms around 34 percent of
the total energy provided5. However, the residual
also includes Transmission and Distribution losses
in the distribution system and, in general, the
estimated power supplied to agriculture / irrigation
is over estimated.

In Karnataka and most other States in India,
farmers using irrigation pumpsets (e.g. below 10
hp capacity) for groundwater are not charged for
electrical power, and the quality of power supply
is also not satisfactory. The State Government
imposed a flat charge of Rs. 300 per hp per year for
pumpsets upto 10 hp since April 1997. This charge
is not strictly collected for the reasons of political
economy. Over the years, the State Governments
have preferred not to install energy meters for
irrigation pumpsets. In addition, the transaction
costs involved in obtaining the electrical meter
reading reflecting energy use to pump groundwater
are colossal because the irrigation borewells are
spread throughout the State, which enhances
both the fixed cost of installing meters as well as
the cost of obtaining meter readings from meter
readers. Thus, currently as well as historically,
successive Governments preferred not to install
electrical meter for each irrigation pumpset. In
addition, there is stiff resistance from farmers
for installation of electrical meters on irrigation
pumpsets due to the apprehension that they would
be billed for pumping groundwater for irrigation6.
Obviously, there are no explicit payments towards
electricity for pumping groundwater other than
annual operation and maintenance charges of the
irrigation pump set and borewell.

https://powermin.nic.in/sites/default/files/uploads/joint_initiative_of_govt_of_india_and_Karnataka.pdf
For instance, farmers handed over around 200 electrical meters installed on their irrigation pumpsets to officials of BESCOM and
demanded removal of over 700 meters installed in irrigation pumpsets fearing that they would be billed for pumping groundwater for
irrigation. The Hindu, 10/1/2004

5
6
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While farmers are not charged for electricity
to pump groundwater for irrigation, there are
no compelling reasons to believe that they
are enjoying a windfall gain as they incur the
variable cost of drilling wells on all types of
borewells indicated above. It is estimated that
the free electricity cost is around 25 percent of
the cost of groundwater and the rest (about 75
percent) is borne by farmers.Methodology of
costing followed by Directorate of Economics
and Statistics, Commission for Agricultural Costs
and Prices does not adequately account for cost of
groundwater as already mentioned. Accordingly,
areas (farmers) irrigated by groundwater which
form fifty percent of the total area irrigated in
Karnataka (and 70 percent of the area irrigated in
India) are net subsidizing the cost of groundwater
irrigated crops due to increasing probability of
failure of irrigation borewells.
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7.2 Why are farmers net subsidizers of
groundwater irrigation?
The cost of irrigation water varies considerably
with the number of well failures. For instance,
farmers with 1 initial well failure formed 18
percent of the sample farmers and their cost of
irrigation varied from Rs. 230 to Rs. 2824 per ha
cm, while farmers with 2 initial well failures on the
farm formed 11 percent of the sample, and their
cost of irrigation varied from Rs. 430 to Rs. 4607
per ha cm. What is crucial is to note that 4 percent
of farmers experienced even five initial failures.
In case of conventional or flow irrigation the cost
of groundwater varies also with the technology
of irrigation. In the case of conventional or flow
irrigation, the cost per ha cm is lower than drip
irrigation, as the denominator in conventional
irrigation is higher than drip irrigation (Table 3).

Table 3: Range in the cost of groundwater depending upon the number of initial failures of irrigation wells
Number of initial failures
% of sample farms
of borewell per farm
0
57
1
18
2
11
3
5
4
5
5 and above
4
Source: Patil and Chandrakanth (2016)
In addition, the choice of drip irrigation
technology is driven by scarcity of groundwater
as well as scarcity of labour. Therefore, the cost
of groundwater in drip irrigation farms increases
due to farmers shifting to drip irrigation after
facing considerable initial failure of irrigation
wells as well as premature failures, which both
increase the cost of irrigation. The shift to drip
irrigation is relatively motivated by economic
scarcity of groundwater in Central Dry Agro-

Range in cost per ha cm of groundwater
(flow to drip irrigation)
177-2937
230-2824
430-4607
186-1834
696-3156
290-4467

climatic zone, while the shift to drip irrigation is
relatively motivated by both economic scarcity
of groundwater and labor on Eastern dry agro
climatic zone. The experience of initial and
premature failure of irrigation wells is measured
using the Negative Binomial Distribution (NBD)
probability of well success (number of wells to be
drilled by farmer to obtain a successful well) from
0.27 to 0.68 (Table 4).7

The NBD probability of well success is influenced by mean and variance of obtaining successful well on the farm and years the well
functions to yield water.

7

Source: Patil and Chandrakanth (2016)

Table 4: Economics of groundwater irrigation in Karnataka
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7.3 Why ‘more crop per drop’ is not a right
strategy?
Often, the agronomists and crop scientists
strongly favour the strategy of ‘more crop per
drop’ of water in order to maximize the returns
of farmers. This strategy lacks crucial variable
of cost of groundwater in estimation of cost of
cultivation. In other words using the strategy of
‘more crop per drop’ can result in over production
for non- incorporation of the scarcity value of
the precious groundwater, which is rising over
time due to focus on demand side in relation to
supply side of groundwater. Thus, the farmers
need to consider the net return per rupee of cost
of irrigation water which incorporates the cost of
groundwater resource. The net return per rupee
cost of groundwater varied from Rs.2.57 in Eastern
Dry agro climatic zone to Rs.10.83 in Central Dry
agro climatic zone (14th row in Table 4).
8. Conclusion and implications
This study demonstrates the application of
the theory of externalities in costing groundwater
for irrigation. The hydrogeological aspects
of interactive effects of wells due to cone of
depression result in cumulative interference
among irrigation wells causing negative reciprocal
externalities. The key finding of this analysis is
that, internalization of externalities due to
cumulative interference adds around 15 percent
to 30 percent of the cost of cultivation of crops,
which is currently and implicitly borne by farmers.
Thus, groundwater farmers are net subsidizing
the groundwater irrigated crops. Given that fifty
percent of the area irrigated in Karnataka is by
groundwater irrigation, and around 70 percent of
irrigation in India is by groundwater, the extent
of subsidization by farmers to society could
be substantial. The extent of this subsidization
is about 15 percent to 30 percent of the cost of
cultivation depending upon perennial crops or
seasonal vegetable crops respectively.
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Currently, the estimation of cost of cultivation
by the CACP does not include the variable cost of
groundwater and hence, grossly underestimates the
cost of cultivation of groundwater crops. Hence, it
is necessary for CACP to modify its methodology
by incorporating the variable costs of groundwater
irrigation reflecting inter alia the costs of drilling
and casing, the probability of well failure. This is
also usefull to incorporating the cost of negative
externality in groundwater irrigation.
Further, it is crucial to create awareness among
farmers regarding the prudent and frugal usage of
groundwater by the choice of high value and low
water intensive crops through micro irrigation to
addressing the demand side of groundwater. In
addition, efforts towards on farm groundwater
recharge is important to addressing the supply
side of groundwater. Currently, the investment on
drilling and casing forms around 50 percent of the
investment on borewells depending upon the hard
rock, previous drilling attempts, probability of
well success, life of irrigation wells and recharge
efforts. The energy cost forms around 25 percent
of the cost of groundwater. This energy subsidy is
often highlighted as a windfall support to farmers,
though it forms a modest proportion of the cost
of groundwater. However, it is the groundwater
farmers who are bearing the major portion of
groundwater cost and accordingly are subsidizing
the crops to the society and not vice versa. The
electricity supplied is treated as a residual for lack
of electrical meters installed on farmers’ wells.
This residual is only an estimate and often includes
T and D losses too.
Apart from the choice of right crops, pumping
right volume of water, using the technology of
micro irrigation, sound water budgeting, focusing
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not on more crop per drop, but on the strategy of net
returns per rupee of the cost of water are crucial.
Irrigation extension, a separate wing or emphasis
by Department of agriculture / horticulture, needs
to be established involving agricultural engineering
and agricultural / horticultural graduates.
On each borewell, low cost water measuring
devices need to be installed for the farmer to be
aware of volume of water pumped every day for
every crop and every fragment of land. Avoiding
cultivation of water intensive crops such as
paddy, sugarcane and maize and promotion of
low water and high value crops such as flowers,
fruits, vegetables is crucial. Cultivation of climate
smart crops such as millets which are low water
users and low duration crops harvestable in 70
to 80 days, saves duration, improves health and
nutrition security for both humans and livestock,
and facilitate in sustainable use of the resource.
Ultimately, farmers and users of groundwater
need to be educated to treat water with wisdom,
respect and equity.
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Health Care in India: Insured, but not covered
Arnab Mukherji and Subhasree Sarkar 1
Abstract
A well-planned health system not only manages health, but is also a significant indicator of long-term population health and
economic growth. In the past decade, India’s focus has moved towards covering tertiary healthcare through an insurance
managed system that procures from the private healthcare sector through a group of empaneled hospitals. In this article, we
review some of the underlying trade-offs, design aspects, and hope for healthcare coverage in light of the recently announced
Ayushman Bharat.

1. Introduction
The Government of India’s policy
commitment towards a publicly available health
system goes back to the work conducted under
the Bhore Committee that was established in the
years leading to independence of British rule in
India (Bhore 1946). Today, India is among the
fastest growing economies of the world and is
expected to become the sixth largest economy
of the world (World Bank 2018). In spite of this
commitment, and growth in economic resources,
the health sectors’ performance, functioning, and
governance leaves much to be desired as many
countries internationally have been able to deliver
better, more and comprehensive health care than
India has. In this context, India’s experiments
with government funded health insurance is a very
specific and interesting experiment (La Forgia
and Nagpal 2012). We discuss these aspects
in the current context of the expansion of these
initiatives with the launch of Ayushman Bharat –
India’s largest health protection scheme initiative
that was launched earlier in 2018.
In this paper, we first present India’s public
health system in a comparative perspective by
comparing India with a group of countries that
1

it is routinely compared against. We then go
on to discuss financing, and structural aspects
of accessing healthcare in India. Subsequently
we discuss a range of demand side financing
schemes that have been tried in the past decades as
innovations that give us the likelihood of success
of Ayushman Bharat. We then discuss a range
of aspects about Ayushman Bharat and identify
a range of concerns and challenges that exist
currently if Ayushman Bharat, viz. Modicare is to
go on and legitimately improve population health
in India.
2. India: In Comparative Perspective
In several ways, India has made progress in
its delivery of healthcare since Independence. For
example, only three decades ago, in 1990, the life
expectancy at birth was 58.5 years; today, this is
closer to 70 years. An expansion of life expectancy
by 20 years is an important improvement for any
health system within 3 decades. While this is a
great outcome in its own right, it also facilitates
a range of other outcomes; for example, it
directly promotes economic parameters, such as
labor productivity, domestic and foreign direct
investment (Bhattacharya and Mukherji 2015).
Further, a longer and healthy life can change the
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amount of time individuals spend time learning,
experience at work, when to retire and also
how much to save (Bloom and Canning 2000).
Similarly, India has made progress on a range of
other indicators that reflect the functioning of the
public health system more closely, for example,

important reductions in maternal mortality rate,
and child mortality rate have been achieved in
the past 30 years. However, when we compare
India’s current population health, we tend to have
indicators that are below those of countries at our
level of per capita income.

Figure 1: Health Indicators in comparative perspective
Panel A: Adult Mortality Rate (per 1000)

Panel B: Life Expectancy at Birth (years)

Source: WHO Global Health Observatory, 2014
Panel (A) plots Adult Mortality Rate for the
population in the 15 to 60 years of age, i.e. in the
working age group for the countries of Indonesia,
Russia, India and China for the period 1990 to
2012. The Adult Mortality has declined for all
countries in this period, except for Russia which
has undergone economic and policy changes,
including the repeal of anti-alcohol consumption
norms, which is widely believed to be the source
of a 40 percent spike in mortality rates in Russia
(Bhattacharya, Gathmann and Miller 2013).
Reductions in mortality may be explained by a
number of factors; some of these relate directly
to the functioning of the health system such as

vaccination, access to medicines and nursing,
etc. However, non-medical factors also matter,
for example, improved nutrition, urbanization led
spread of private healthcare, and greater ability
to purchase private medical care can play an
important role (Cutler, Deaton and Lleras-Muney
2006). Thus, in so far as there are important socioeconomic determinants, these indicators will show
gains with improvements outside the public health
systems (Schmidt-Traub and Shah 2015). Thus, it
is important to track key attributes of the larger
system of healthcare within which people try to
access care.
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Figure 2: Healthcare Access and Quality Index of countries in comparative perspective

Source: http://www.healthdata.org/
The Global Burden of Disease Study (GBD),
an annual, comprehensive estimate of mortality
and morbidity from major diseases, injuries and
risk factors to health at the global, national and
regional levels also provides a summary measure
of personal healthcare access and quality called
the Healthcare Access and Quality (HAQ) Index.
The HAQ Index is calculated for 195 countries
over the period 1990 – 2016 during which time
the global average moved from 37.6 to 54.4 on a
scale from 0 – 100, where larger values indicate
better access. For India, the HAQ Index moved
from 24.7 to 41.2 in the same period; while this
66 percent increase appears to be significant
when seen for India on its own, it looks much less
impressive when compared for a range of other
countries.

For example, consider Bangladesh that grew
from 17.8 to 47.6 in the same time frame. Or,
China, which consolidated its gains and went
from 42.6 to 77.9 over the same time frame.
Indonesia’s movement has been closer to India’s
in terms of growth on the HAQ index. India’s
experience suggests that the growth in HAQ from
2000 to 2016 has been faster than in the preceding
decade. This is a positive sign and suggests that
increasingly greater efforts have been made in
terms of ensuring health investment. This latter
period overlaps with India’s efforts at expanding
healthcare coverage where public funds have been
used to procure tertiary care from private providers
(La Forgia and Nagpal 2012).
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3. Health care in India: Structure, Financing
and Policy
Structured policy making in the health sector
and health planning was initiated in India with a
comprehensive health policy plan in 1946 under
the work carried out by the Bhore Committee
(Bhore 1946). This Committee prepared a detailed
vision and plan of a National Health Service, which
would provide a universal coverage to the whole
population free of charges through a state-run
salaried health service. The Committee recognized
the rural-urban disparities in the existing health
services and developed a framework focusing on
the largely rural population of India. Its objective
was of achieving what we call today as Universal
Health Coverage by improving access to primary
health care in the rural areas. The focus was on
a detailed package of services that would be
available through a public system that would be
free of charge. To support this, it recommended
that an allocation of 10 – 12 percent of GDP should
be made to the public health system.
With actual allocation never exceeding
3 percent of GDP in the 1950s and 1960s, a
significant volume of healthcare needs remained

unmet. With a focus on a formal healthcare system
needing an MBBS degree, the ability of the health
sector to treat patients needed to also ramp-up on
ancillary and support healthcare workers such as
nurses, healthcare workers, etc. that had very large
short-falls in supply. With rising unmet need, it was
natural for the private sector, largely informal to
step up to meet needs creating a highly fragmented
healthcare system by the 1980s. With a limited
fiscal space for development, a high quality care
was limited to centers of excellence in hospitals,
medical colleges, and specialized institutions
creating fertile grounds for the rise of the private
healthcare industry. In so far as individuals were
able to pay for care, this led to a concentration
of high quality private industry located mostly in
urban city centers and metros, without a parallel
focus on the rural economy. Figure 3 shows that
India’s per capita health expenditure has steadily
risen over time from less than 100 US $ to over
200 US$ over the time period 2000 – 2015. During
this time, the government’s expenditure has stayed
the same at near 1 percent of GDP and while an
increasing GDP implies access to greater gross
revenues for the health sector, a natural question
arises in terms of how this is being utilized.

Figure 3: Financing Healthcare across select countries
Panel A: Per Capita Health Expenditure (PPP US$) Panel B: Government Health Expenditure (% GDP)

Source: World Bank Indicators (https://data.worldbank.org/indicator)
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Public Policy in the health sector recognizes
the capacity constraints in the health sector, and
the rising role of the private sector is seenas as
early as the 1990s (Duggal 2001). By 2000, the
Government of India encouraged 100 percent
foreign direct investment (FDI) in the hospital
sector. In addition, the hospital sector was
granted the status of an industry in the 2003-04
annual budget. This fostered private healthcare
by enabling access to long-term cheap loans for
formal healthcare investors and stakeholders
(Shah and Mohanty 2010). The health enterprises
in India have grown and diversified over the
years. Hospitals, nursing homes, dental care
practices, nurses, para-medical practitioners,
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diagnostic and pathological laboratories,
masseurs, physiotherapists etc. which include
independent ambulatory care, Homeopathy,
Unani and Ayurveda practitioners are the various
classifications of health enterprises. However,
service providers of allopathic medicines dominate
the private health care sector. According to the
NSS 67th Round (2010-11), allopathic facilities
comprised of 76 percent of the service providers,
with the remaining providers being broadly in
the ambit of alternative medicine. While in 1950,
1353 private health providers were recorded, it
increased to around 10.4 lakhs by 2010-11. Thus,
the formal healthcare sector in India consists of
western medicines as well as a number of different
styles of alternative medicine.

Figure 4: Distribution of different types of Medical Establishments in India, 2010-11

Source: NSSO (2010-11)
Note: As per NSSO classification, allopathy is practiced at medical clinics, hospitals, dental clinics,
nursing units and diagnostic labs or centers.
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Apart from these formal centers for healthcare,
there exists a very large provision of informal
medical care that is, in principle, not legal.
Estimates suggest that over 70 percent of the first
visit to healthcare provider happens with a private
provider who is located in a rural setting, and has
no formal training, i.e. is an informal healthcare
provider (Das, et al. 2012). This raises significant
concerns about routine access to healthcare and
how a combination of the current regulation and
the design of the public health system has led to
this scenario. With increasing incidence of noncommunicable diseases (NCDs) and poor access
to healthcare, there tends to be heavy congestion
in public facilities where private healthcare
providers are functional. Thus, patients end up
getting access to care late; when they approach
private facilities they tend to spend more money
than if they had been diagnosed earlier and this
often leads to poverty. Structurally, the health
system suffers from a number of concerns. These
challenges have persisted for long and continues
even today. These are:
(a) Inadequate Health infrastructure and
human resources: There were 1,56,231 SubHealth Centers (SHCs), 25,650 Primary Health
Centers (PHCs) and 5,624 Community Health
Centers (CHCs) in India as on 31st March 2017
(MoHFW, 2017). Only 11 percent of SHCs, 16
percent of PHCs and 16 percent CHCs satisfy
the Indian Public Health Standards (IPHS) (GoI.
2017). Most of these facilities suffer from poor
infrastructure, under-staffing and lack of medicines
and equipment. More specifically, one-fifth of the
SHCs, which are the first point of contact between
community and public health system, were
without regular water supply, one-fourth of them
were without electricity, one in ten were without
all-weather road, and over 6,000 did not have an
Auxiliary Nurse Midwife/health worker (female)
(Rural Health Statistics, 2017).
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(b) Service Delivery and Utilization: In the
absence of well-functioning public facilities,
people choose private providers. Nearly 75
percent of all outpatient consultations and 65
percent of in-care services in India happens
in the private sector (Report of 71st round of
National Sample Survey 2014). People in India,
and other developing countries are increasingly
getting affected by such health conditions, which
require regular visits to outpatient consultations
and regular medications (Bygbjerg 2012). In the
absence of well-functioning public health care
facilities, these trends will imply a rise in out of
pocket health expenditures.
(c) Percentage of GDP spent in health: Out
of pocket expenditure (OOPE) on healthcare in
India is at 62.6 percent of total health expenditure
(MoHFW, 2017). This is a major challenge since it
implies that health care is often out of reach of the
poor. The world over, health systems have changed
from out-of-pocket payments to ones where the risk
of ill health is either insured or is absorbed by the
government through state provision of healthcare.
India’s low public spending on healthcare, at 1.02
percent of GDP, is one of the lowest in the world
and thus, the fiscal space within which the public
system can adapt is very limited (National Health
Profile, 2018).
(d) Quality of health services: In addition to the
high OOPE, there is limited information available
about quality of healthcare services provided in
India (Planning Commission 2017). Understaffing
of health care facilities, presence of unqualified
providers, absentee doctors, and lack of required
skills of doctors indicates poor quality of health
services. Regulation has tried to ensure quality
through the Clinical Establishment (Registration
and Regulation) Act 2010 which is implemented
by only a few states in India. However, there have
been limited impacts on aggregate provision of
healthcare.

Aarthika Charche - Vol 3 No.2, 2018

(e) Changing disease epidemiology: The
changing epidemiological profile of population
is another issue in India now. In 2016, noncommunicable diseases as against communicable
diseases were major causes of morbidity and
mortality in all Indian states (Indian Council of
Medical Research and Public Health Foundation
of India, State of Health in India, 2017). The public
health system we currently have was designed at a
point in time when life expectancy was below 50
years. This is not so today and thus even referral
units need significant levels of re-design to be able
to accommodate the routine burden of care that
needs to be addressed.
4. Innovation in Healthcare Delivery in India
While the above mentioned challenges
continue to present important barriers, the
emergence of schemes that use Demand Side
Financing (DSF) have more formally begun the
process of co-opting the private sector into the
delivery of healthcare from 2005 onwards. These
initiatives have not changed key structural aspects
within which healthcare is sought (Gupta, Joe and
Rudra 2010); however, they have certainly led to
changes in thinking about how healthcare may be
provided. Recognizing, that rapidly increasing
the scale of public health services is difficult, and
that interventions or innovations have not led to
desired health outcomes, there has been a focus on
a range of schemes that have tried to improve the
efficiency, quality of care and transparency within
narrow and specific health services.
Some of this has involved the co-option of
private health care providers, while others have
sought to change incentives within public systems
by providing purchasing power in the hands of
economically weaker sections of society. For
example, the Government of Karnataka instituted
the Yeshasvini Cooperative Farmers Health Care
Scheme (YCFH) in 2002, that sought to empanel
public and private hospitals to provide in-patient
treatment for a set of tertiary diseases that was
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funded significantly from premiums collected
by members of farming cooperatives; similarly,
the Government of Gujarat tried to improve
institutional deliveries at birth for those below the
poverty line, by contracting with private providers
through the Chiranjeevi Yojana (CY) in 2005; the
Central (or Union) government rolled out a health
insurance scheme by empaneling private hospitals
to provide secondary healthcare to people below
the poverty line in 2008 called the Rashtriya
Swasthya Bima Yojana (RSBY). Each of these
schemes, and a range of others such as the Janani
Suraksha Yojana, the large number of state health
insurance schemes such as the Rajiv Arogyasree or
the Vajpayee Arogyasree have tried to link specific
income groups, such as below the poverty line
(BPL) group, or other groups such as occupation
groups by building mechanisms that would enable
the government to procure services for the poor
from the private sector at a pre-identified cost with
a pre-defined quality of service.
Some of these schemes, such as the
Janani Suraksha Yojana (JSY) enable specific
beneficiaries (women in reproductive ages and
newborns) to access specific healthcare services
from public and private providers through
vouchers or coupons. Schemes such as JSY or CY
allow healthcare providers to subsequently file
these vouchers for reimbursement through special
purpose vehicles or clearly defined departments
within the healthcare ministry. Many of these
schemes that have increased the purchasing
power of pre-defined healthcare services for
specific target groups have been mainly state-led
initiatives reflecting the inherent political capital
that such schemes can have. It also has allowed
for greater immediate provision of care by coopting private healthcare providers and defining
standards of care that wouldn’t have been possible
in the public healthcare sector without significant
reforms; reforms that have not been possible in the
past and there appear to be limited models of such
successful public provision.
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How successful have these demand side
schemes been? If we narrow our focus just to
the publicly funded health insurance schemes,
then there is mixed evidence of success. Success
may be evaluated on: a) operations, b) financial
burden, and c) health outcomes. The public
perception has been affected significantly by
reports on operations in the media; much of this
has sought to highlight deficiencies in operations
and in successful targeting of these schemes. More
careful evaluations are available on the financial
burden and these tend to show mixed results
and they vary significantly by the evaluation
framework. Few examples of the effect on health
insurance exist since it has been much harder to
attribute gains in health status to access to a health
insurance scheme.
Much of the literature has engaged with RSBY
due to its sheer volume because it is a national
scheme and its staggered roll-out allowing for
a study of how its expansion changes the status
quo for those who receive cover. RSBY initially
provided Rs.30,000 coverage to BPL families for
financial crises arising out of health shocks that
involved hospitalization for a set of approximately
1,100 pre-defined set of packages.2 The program is
meant to be cashless at the point of delivery of care
and a natural expectation has been that it should
significantly reduce out-of-pocket payments for
poor households, i.e. directly address challenge (c)
mentioned earlier. From early exploratory work
from districts where the program was rolled out
there is ample evidence that households continued
to experience out-of-pocket payments since RSBY
is designed for in-patient care in the hospital and
excludes outpatient care almost entirely (Rathi,
Mukherji and Sen 2012). A wide range of papers
have subsequently noted this finding in a large
range of settings using specialized surveys and
using nationally representative datasets. A latest
2
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paper argues that RSBY has no effects in reducing
the probability of incurring inpatient expenditures,
was correlated with raising the probability of total
out-of-pocket expenditure by 30 percent and
that the probability of catastrophic expenditures
declined only marginally (Karan, Yip and Mahal
2017). Similarly, focusing on RSBY for panel of
households made available by the India Human
Development Survey, there appears to be limited
impact of access to the scheme to out-of-pocket
payments (Azam 2018).
Evaluations of similar schemes that have
targeted purely tertiary care, for example the
Vajpayee Arogyasree Scheme (VAS) in Karnataka
or Rajeev Arogyasree in Andhra Pradesh, show a
somewhat different picture. These schemes are a
little different. They focus first on a different set
of pre-defined packages that target purely tertiary
care. For example, VAS seeks to give access to
a set of 450 odd tertiary care packages across 7
super-specialties with coverage of Rs. 2 Lakhs.
VAS was first rolled-out in the northern district of
Karnataka and then in the south. Sood et. al (2014)
explored the staggered roll-out of VAS to identify
regions that had access to it (in the north) and those
that didn’t (in the south). Sampling at the border
of the roll-out in the north allowed them to create
a sample of households who had similar health
conditions, but one group, those in the north, had
access to VAS, and the other didn’t. Out-of-pocket
expenditures for this sample records significant
declines due to the program (Sood, et al. 2014).
In terms of the extent of financial risk protection,
VAS was not only able to change the mean outof-pocket payments, but it further changed
the distribution of out-of-pocket payment for
households who faced a health shock by reducing
the cost of treatment at each quantile of the
health expenditure distribution. Under reasonable
arguments about risk aversion of households who

Package list and rates under RSBY are made available by the State Nodal Agency of Rajasthan through http://www.paramounttpa.com/
rsbykarnataka/PackageMaster_Rajstan.xls.
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had access to VAS, the survey is able to show that
the benefits from VAS far outweigh the cost of
administering the program (Barnes, et al. 2017).
In the context of Rajiv Arogyasree, a similar state
level scheme that targeted tertiary care, crosssectional state representative data (Fan, Karan
and Mahal 2012) and repeated cross-sectional
data (Rao, et al. 2014), record that it reduced
inpatient out-of-pocket payments and had smaller
impacts on outpatient out-of-pocket payments or
on catastrophic payments that are often associated
with severe health shocks.3
This mixed evidence is largely in consonance
with the international experience of government
funded health insurance as well. A systematic
review of the literature shows that increased
roll-out of government funded health insurance
has certainly improved utilization of healthcare
even as the evidence on reduction of out-ofpocket payments tends to be mixed (Acharya, et
al. 2012). An attempt to understand how access
to government funded health insurance has
changed conditions on the ground is not simply
one of being successful, or having failed but rather
presents us with examples of many things that
have been achieved and others that have remained
unaddressed. So far, the literature has not explored
a wide range of institutional features of these
health insurance schemes and this is critical to the
administration of any such scheme and its success.
Some of the institutional aspects that need greater
exploration are:
a) Risk-transfer: A traditional feature of
insurance is that the risk is transferred to a
Third Party Administrator (TPA) collecting
premiums and thus managing the entire
scheme. In the context of government funded
health insurance, the risk is borne by the
government (central or state), unless this
has explicitly been transferred to the TPAs.
Schemes such as RSBY work on a model in
3
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which the risk is entirely transferred to the
TPA and thus, the focus is on managing the
financial transfer from the government rather
than an explicit goal to address healthcare
(Rathi, Mukherji and Sen 2012). However,
schemes such VAS have explicit advisory
roles that have in the past sought to retain
the risk with the government with an active
oversight committee, with a panel of doctors
managing the caseloads of households seeking
care and managing the relationship with
empaneled hospitals. TPAs in these types of
contracts provide a facilitative role and allow
the government greater oversight and control
over flow of funds.
b) Choice of what packages are covered and
empanelment of hospitals: The functioning of
the scheme is critically dependent on what is
covered. A dearth of packages would imply
that the healthcare gap would go unaddressed.
Too many packages would imply that public
funds may be utilized for treatment that is
not efficacious or is not critical. Associated
with this is the question of pricing of these
packages. In the absence of clear cost
studies, the package rates reflect a negotiated
understanding at which service provision
can happen. It is in the interest of both the
government and the hospital sector to have
greater transparency around pricing for care
that is seen to be an important part of universal
healthcare. A critical stakeholder in the rollout of these schemes has been the on-boarding
of hospitals as empaneled service providers.
It is not an easy decision for hospitals to
participate particularly, if there is lack of
excess capacity since it effectively implies
an explicit choice in whom to treat – the
government covered patient at pre-specified
prices, or an open patient who may be using
other insurance coverage or may even pay outof-pocket? Issues like complex empanelment
processes, delays in empanelment, delays in

Catastrophic payments in the health literature constitute payments that are either larger than10 percent of total household consumption or
larger than 40 percent of household non-food expenditure.
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payments for treated cases, etc. all add to the
burden of servicing publicly funded patients.
This Gordian knot of competing uses of scarce
healthcare finance, is at the heart of thinking
about a long-term solution for providing
efficacious, cost-effective, and high volume
treatment in the public health sector.
c) Competing
Schemes
and
Competing
Groups:The evolution of government funded
health insurance in India has created a large
number of state and central government
schemes that often cover the same treatment.
The point of convergence for these schemes
is at this point with the stakeholder least able
to manage this – the patient. Thus, in a state
like Andhra Pradesh there is the RSBY, and
the RAS and patient families follow different
enrollment practices to get enrollment. At
the point of treatment, hospitals may be
empaneled in one scheme but not the other,
and there is almost no way utilize funds from
one scheme in parallel to another. Schemes
have evolved out of political expediency and
separate identities continue to cater to this,
rather than having a common health account
for each beneficiary household.
d) Transparency and Accountability: Scheme
administrators on both the public and the
private sector have so far made limited
progress in making their decisions and
transactions, transparent and accountable.
Process evaluations around accountability of
schemes such as that of RSBY reveal urgent
needs to reform that need to be addressed
before scaling up can takeoff (Saluja 2018).
Studies that have sought to simply look at
enrollment of potential beneficiaries’ record
ample instances of ambiguity, lack of clarity in
roles, information asymmetry and having all
forms of accountability converging on senior
government officers with little accountability
for the day-to-day field worker are clearly
documented in the very detailed and careful
work done by Saluja (2018). Such careful
thought does not exist for most of the other
state schemes and there is a need to do this

in the context of building a stable and robust
healthcare system. This is critical for both
services that are provided within the public
systems as well as the private one.
The experience with government funded
health insurance has much to support – poor
people, by any definition, today have much larger
access to healthcare in the private sector which in
the past would have been unaffordable (La Forgia
and Nagpal 2012). In many instances, delivery of
care has been cashless and helped people return
to good health. However, the systems are isolated,
need improved governance and transparency and
greater accountability towards cost, and quality.
These are imperfect today, but these conversations
are possible today, something that has seen limited
conversation in the public provision of healthcare
in the past.
5. Ayusman Bharat: Hopes and Challenges
The Union Cabinet on 21st March 2018
approved the launch of a new centrally sponsored
scheme Ayushman Bharat. It included two major
initiatives:
(a) Creation of Health and Wellness Centers
(HWCs)
(b) National Health Protection Scheme (National
Portal of India)
5.1. Health and Wellness Centers Scheme
Under the HWC scheme, the Government
plans to upgrade 1.5 lakh sub-centres into Health
and Wellness Centers in an attempt to bring more
health services closer to people. This is expected
to involve a comprehensive primary healthcare
package that will be delivered in these upgraded
center. This will require broadened service
delivery from preventive to promotive, curative
and palliative care at these centers, given the
changing pattern of diseases in the population. It
is expected that as an HWC, services in sub-center
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will be extended to include common ophthalmic
and ENT problems, mental health, oral health,
elderly and palliative health, emergency medical
services, management of communicable and noncommunicable diseases and general outpatient
care. This is over and above the reproductive,
maternal, neonatal child, and adolescent health
services that is currently expected to provide.
To expand services, it is expected that additional
medical and paramedical staff will be provided
over and above the one male and female health
worker that is currently provisioned for at the subcenter. Thus, the HWC will require significant
reorientation of staffing and infrastructure. The
Union Budget 2018 has allocated Rs. 1200 crore
for this programme to upgrade 1.5 lakh Sub Centers
which turns out to be Rs. 80,000 per sub-center for
the current fiscal. Should it be a re-current grant,
then it certainly expands the fiscal space available
at the sub-center that is promising.

insurance scheme and is expected to be a massive
leap forward toward Universal Health Coverage.

5.2. Ayushman Bharat- National
Protection Scheme (NHPS)

A range of obvious concerns pertaining
to the limited fiscal spending so far need to be
looked at. Even if the annual commitments to
HWC and NHPS become recurring grants, it will
still be grossly insufficient to meet the expenses
required to meet the expanded range of services.4
As of 2017, 25 percent of all Sub Centers require
buildings to be constructed (MOHFW, 2017); thus,
the allocation of budget of Rs. 1200 crore even
as a recurrent grant will prove to be insufficient
for upgrading 1.5 lakh Sub Centers that will go
on to provide functional HWC at its stated level
of services. Secondly, it must also be realized that
adding more and more services to the Sub-Centers
can be detrimental because that might result in
underserving their primary objectives (promotive
and preventive health care) and sub serving the
added responsibilities. Thirdly, the services, which
the Government is planning to add under HWC,

Health

Ayushman Bharat or the NHPS, is proposed
to be a demand-side financing scheme. It aims to
provide an annual health cover up to Rs. 5 lakh
to vulnerable 10 crore families (approximately
50 crore persons or 40 percent of country’s
population) based on Socio Economic and Caste
Census (SECC) database. The benefit cover will
also cover pre- and post-hospitalization costs as
well as transport allowance. To control costs, the
payments for treatment will be done on package
rate basis as is done for existing government
funded health insurance schemes. NHPS will
subsume the ongoing centrally sponsored schemes
such as Rashtriya Swasthya Bima Yojana (RSBY)
and the Senior Citizen Health Insurance Scheme
(SCHIS). Popularly known as Modicare, the
scheme will be the largest centrally funded health
4

There are important differences from RSBY
and other parallel government funded health
insurance schemes that have already been
announced. First, NHPS will focus on deprivation
as measured in the SECC database rather than using
the BPL card status that has been conventionally
used in schemes such as RSBY or VAS. While
NHPS will continue to provide cashless cover for
the pre-defined packages in public or empaneled
private facilities, there will not be any cap on
family size as is seen in RSBY (National Portal of
India). Further, it will retain the inclusion of all preexisting conditions, but it provides a framework
for convergence geographically by allowing for
these benefits to be portable, something that has
not been possible for the state schemes.
6. Challenges

https://www.pwc.in/assets/pdfs/publications/2018/ayushman-bharat-national-health-protection-mission.pdf provides some initial, but
worrying details about the current level of financial support, its design and the penetration of the scheme.
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are, in fact, not available at most of the community
health centers (CHCs). Thus, upgrading Sub
Centers to HWCs without matching referral
setup, that of the community health centers can be
counterproductive.
Similarly, the NHPS was announced with
an initial budgetary allocation of Rs. 2,000
crores in the 2018. Initial estimates from the Niti
Aayog suggest that annual premium of NHPS
will be around Rs. 1,000 per family and thus, the
allocation needs to be Rs. 10,000 crores to cover
a population of 10 crore families. This gap in
allocation is widely known and the plan is to try and
merge state government funded health insurance
programs with Ayushman Bharat; this is expected
to bring about 40 percent of the total need i.e. over
Rs. 4,000 crores. This implicitly implies that the
NHPS will also subsume the state schemes, some
of which are quite different from each other. As a
result of this the states will need to re-prioritize
their health budgets. There has been significant
push-back from states such as Bengal, Punjab,
Kerala, Telangana etc. have already indicated that
they will not join NHPS. With non-BJP political
parties leading these states Modicare, the other
name by which HWCs and NHPS is known by,
is unlikely to approach the minimum estimates of
fully viable national programme.
As the initial allocation for Modicare was
announced, a parallel reduction of 2.1 percent in
the budgetary allocation of the National Health
Mission was also made. The National Health
Mission is a programme for strengthening
primary health care infrastructure in the country.
Expanding coverage for secondary and tertiary
with a shrinking cover (in sense of budgetary
allocation) for primary healthcare suggests
that policy priority is moving towards the more
expensive treatments that are needed. If the
goal is to contain out-of-pocket costs while the
government commitment to healthcare remains at
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1 percent of GDP, then this certainly makes sense.
However, it is deeply problematic since low cost
and good quality primary is very rare in rural areas
and a reduction of allocation impoverishes the
public health system even more. Almost all health
systems are deeply dependent on comprehensive
primary healthcare that also includes attention
to preventive and health promotive activities –
the successful roll-out of the HWCs is critical to
Modicare.
An expansion of provision of secondary
and tertiary care through RSBY/Ayushman
Bharat implies an explicit change in the role of
the state from being a public provider to a public
purchaser. As of now, this is helpful with high
levels of congestion in public facilities and patient
preferences for private care. Data suggests that 55
percent of beds in public hospitals and 80 percent
of human resources are from the private sector
(EY-FICCI 2013). This implies that opportunities
for expansion exist for both the public sector as
well as the private sector; at the same time, public
private partnerships may be a useful way to expand
on the Universal Healthcare Coverage agenda.
Stake holders in RSBY, and now in NHPS, are:
(a) Governmental (national/state) funding agency,
(b) Public hospitals, (c) Private providers (d)
Insurance companies and (e) Eligible beneficiaries.
A closer look into the empanelment of RSBY
health-care providers reveals that in states with
greater than 1000 empaneled centers, public to
private hospital ratio is 35:65 (http://www.rsby.
gov.in/). A shift in the role of government to being
a health purchaser still offers opportunities for
expansion to the public sector, however, these
will remain unutilized without reform of public
health services. The importance of such reforms
is even more necessary today as it will allow the
government to actively influence price setting
and quality of care in a market driven process of
accessing greater healthcare.
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A review of the studies that evaluate the impact
of RSBY beneficiaries shows that while OOP
is reduced in some studies, it never is zero; for
many studies, beneficiaries actually pay more. In
a world in which healthcare is not comprehensive,
theoretically, it is unclear as to what happens to
out-of-pocket payments once government funded
health insurance takes over. Beneficiaries who
were not accessing care and had no out-of-pocket
payment may now access care and thus, pay more.
Others may get additional procedures done and
spend more on out-patient care after complex
tertiary treatment. Without a comprehensive
understanding of how the entire line of treatment
is financed, selectively supporting in-patient
package based care may not lead to the financial
reductions or health improvements that is hoped
for.

programme was observed within the first ten days
of its launch.5 During this time, CEO of Ayushman
Bharat, Mr. Indu Bhushan mentioned in a tweet
that 1.7 crore beneficiary letters with family cards
have been dispatched across the country from
the Prime Minister’s Office. The Hindu Business
Line reported that the average claims per patient
within the first ten days had been Rs 19,357.
Around 23,000 medical insurance claims worth
Rs 38.1 crore have been settled with both private
and public hospitals under this programme. The
report further stated, that upto 23, 299 claims worth
Rs 45 crore were received by October 2, 2018.
On the other hand, out of 32,814 hospitals which
had applied for empanelment, 13,865 have
either been empaneled or are in the process of
empanelment within the first ten days of its launch.

While implementing, the government must pay
heed to the lessons from the existing governmentfunded insurance schemes. Several useful lessons
have been learned in the past decade that include
protocols for empanelment, misplaced incentives
in paying premiums with enrollment, and strong
MIS systems to enable monitoring, and building
capacity in the government to procure from the
private health insurance. There are also ample
concerns, failures in transparency, and poor
outcomes that have been learned in the process.
The government will have to guard against possible
abuse of the proposed scheme by hospitals and
insurers, as has been the case with RSBY.

However, the rapid evolution of this scheme
is not without hiccups either. With the earlier
healthcare schemes discontinued, Ayushman
Bharat is yet to gather speed and stakeholders are
reportedly facing transition woes. The empaneled
hospitals are reportedly facing teething problems
with difficulty in even logging into the scheme
portal and facing delayed or denied reimbursement
claims – this will certainly lead to thinking of
rankings of empaneled hospitals. Managing this
will be critical to the success of Modicare.

According to a report by the Confederation of
Indian Industry (CII) and PWC, implementation
of the Ayushmann Bharat- National Health
Protection Mission (AB-NHPM) properly
will have far-reaching impact on the country’s
healthcare and insurance landscape. Initial
activity and excitement with respect to this
5

7. Conclusion
Estimates from 2012 suggest that a basic health
system costs $86 per capita per year (i.e. about
Rs. 6000) and that governments of 61 countries
of the world fail to meet this level of public
health expenditure (Røttingen, Ottersen and Ablo
2014). Some recent studies on the projected cost
of the Sustainable Development Goals for health,
estimate that the annual funding gap for the next 20

https://www.businesstoday.in/current/economy-politics/10-days-into-launch-ayushman-bharat-caters-to-23387-claims-worth-rs-38-crore/
story/283628.html
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years from 2015 onwards will be between $69–89
billion ((Schmidt-Traub and Shah 2015);(Jamison,
et al. 2013); (WHO 2011)). The private sector can
play a very important role in addressing this gap.
However, we should be aware that simply filling
a gap is not enough. It is important that services
provided by private providers must be of sufficient
quality at a reasonable cost (Boerma 2014); it is
not clear if either of these are the primary goals
of private providers. The widespread consensus
is that the private sector must be “appropriately
managed and regulated” to reach the required
standards (IFC 2009). The private sector must
participate and influence this conversation. The
design of Ayushman Bharat provides a loose
framework to initiate the conversation, but as of
now, this raises more questions than it answers.
The most worrying question in the face of
declining allocation to primary health care is –
whose health cover is being withdrawn to roll-out
the cover under Ayushman Bharat?
The basic tenets of regulating private
healthcare is largely the same the world over:
governments as the primary spender on healthcare,
in a robust primary healthcare system, with
regulation of prices of medicines and diagnostics,
and some health cover for every citizen. In India,
the biggest barrier presently is public spending on
health which is around 1 percent of GDP, and per
capita public health spending is about $15, less
than in Bhutan, Germany, Indonesia, Thailand,
Philippines, and Sweden. In many of these
countries, public and private providers co-exist
and in some countries, they even compete with
one another. None of these countries face quite
the complexity or size of the healthcare sector that
we do in India. Yet, from a systems perspective,
the health system in these countries not only
provide more effective delivery of healthcare than
what we do, but they do so after addressing the
goals of cost containment, adequate quality and
a transparent process for delivering care. All of
these are important in building solidarity between

citizen, and providers of healthcare – addressing
the trust deficit between medical practitioners
and patients remains an unaddressed and unstated
goal. Without addressing this clearly, while
Modicare does extend cover, our past experience
leaves us with significant concerns about what it
will achieve.
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Price Volatility of Onion Markets in India
Durga A.R1 and Madhura Swaminathan 2
Abstract
Price volatility of agricultural commodities is a critical factor in incomes received by farmers and needs to be addressed to
ensure cultivators a stable and adequate price. The present paper examines the price behavior of onion in selected centres
of Karnataka and Maharashtra, the two largest onion producing States in the country. The findings show high variability in
prices across months, centres, and years. There are clear price movements with high and low prices in alternate years across
centres in both states. In particular, there was a huge price crash in all centres across seasons in 2016-17. The intra-year
coefficient of variation was high in kharif and late kharif season which corresponds to the peak harvesting season in both the
States. There is a mechanism of Market Intervention Scheme (MIS) for procuring perishable commodities including onion.
The scheme was implemented in Karnataka during 2016 but the intervention did not assure a floor price for onion. There is
clearly a need for intervention to lower price volatility.

1. Introduction
Onion is an important vegetable crop in
India and a culinary ingredient which adds taste
and flavour to a wide range of food preparations.
There is a steady demand for onions in India
and abroad. Despite substantial production and
trade opportunities, India suffers from very high
volatility in onion price (Sudhir, 2004; Paul et
al, 2015). Years of high onion prices are often
followed by years of low onion prices that do not
allow onion growers to recover their production
costs (Deshmukh, 2015).Volatility has been
attributed to multiple factors including hoarding
of stocks in anticipation of a rise in price and high
retailer markup (Sharma et al, 2011), imperfect
markets including cartel, access to information,
roads and other market infrastructure (Chengappa
et al, 2012).
Volatility in prices of onion has a significant
effect on both producers and consumers. There
is no mechanism of administered price (such
as minimum support price) for onion. There is,
however, a Market Intervention Scheme (MIS)
that is implemented on request from State
1

government for procurement of agricultural and
horticultural commodities, generally perishable
in nature and not covered under the price support
scheme. In recent years, we find that MIS has not
been implemented in many States and has failed
where the scheme was implemented (Rajkumar
et al, 2008; DACFW, 2011-12). One of the major
policy instruments to regulate onion export is
Minimum Export Price (MEP) which is also a tool
to curb inflation, thus contributing to domestic
price stabilization. Imposition of higher MEP is
expected to lower the domestic price. We shall not
be examining export policy in this paper.
It is in this context of limited regulation and
intervention, this article examines the degree
of price volatility in onion in Karnataka and
Maharashtra during 2013-14 to 2016-17.
2. Review of select studies on price volatility
of onion in India
Chengappa et al (2012) examined
competitiveness in the onion markets and found
that in December 2010, onion prices increased
where retailer markup over the wholesale market
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price was more than 150 per cent in almost all
major markets. Collusion was observed among
traders who would buy small lots from the market
yards and pool the produce for sorting or grading
at their packing houses and market different grades
to different markets all over India.
Deshmukh (2015) in her study on monthly
prices of Lasalgaon market from 1990-2011
observed that nearly 60 per cent of the supply
came in the summer months of April and May,
and fetched a low price. The price crisis of July
2013 was not a consequence of any production
shortage, but due totraders who piled up huge
stocks of onion from April and May arrivals at
very low prices leading to price instability.
Paul et al (2015) analyzed structural break
in price volatility of onion and found that price
shocks occurred in the years 2007, 2010, 2011
and 2013, when onion prices went abnormally
high and created high volatility in the markets. He
also concluded that the prices in different markets
moved together.
Raka and Chand (2017) pointed out that
increase in onion productivity was one of the main
reasons for rise in onion production. Imposition
of higher MEP in November 2013, July 2014 and
June 2015 led to lower wholesale prices.
3. Data and methodology
Maharashtra and Karnataka, the leading States
in terms of production, are selected for the study
and the main districts for onion production in these
States are identified. The major producing districts
in Maharashtra are Nashik and Ahmednagar, in
terms of both area and production of onion. In
Karnataka, the two most important districts for
onion production are Gadag and Dharwad in
terms of area sown, and Gadag and Chitradurga
3
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in terms of production. For this study, Nasik and
Ahmednagar districts of Maharashtra and Gadag
and Dharwad districts of Karnataka are selected
based on area sown. Further, based on the arrival
pattern of onion in 2017, two centres from selected
districts of each State are selected for analysis of
price data. Gadag and Hubli centres from Gadag
and Dharwad districts of Karnataka respectively
are selected. In Maharashtra, Newasa and Rahuri
centres from Ahmednagar district and Lasalgaon
and Pimpalgaon centres from Nasik district are
selected for analysis of prices.
Price data in AGMARKNET are not reported
regularly and uniformly for all districts, and
as a result, there are large number of missing
observations3. Data on area, production and
productivity of the crop are collected from
various reports of the Department of Agriculture
Cooperation and Farmers Welfare (DACFW); daily
and monthly wholesale prices are obtained from
AGMARKNET, and the National Horticultural
Research and Development Foundation (NHRDF).
For Karnataka, prices are also regularly reported
in Agricultural Commodity Analysis Reports of
the Fiscal Policy Institute.
Price volatility in different onion markets is
measured by the Coefficient of Variation (CV)
over four years, from 2013-14 to 2016-17. The
daily wholesale price (modal price) is used to
arrive at the respective yearly average to find out
variation in prices across market centres. Modal
price refers to the price at which most transactions
occurred during the peak marketing period in a
day. The unweighted average of the modal price is
used to calculate the coefficients of variation.

Agricultural Marketing Information Network (AGMARKNET) website (http://www.agmarknet.nic.in) is a e-Governance portal that caters
to the needs of various stakeholders such as farmers, industry, policy makers and academic institutions by providing agricultural marketing
related information. It displays commodity-wise, variety-wise daily prices and arrivals information from all wholesale markets.
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4. Results of price volatility
Onion production and market arrivals are
concentrated in a few months and in some States
but they are consumed throughout the country
and throughout the year. Onion from Maharashtra
is sent to Kerala, Tamil Nadu, West Bengal and
Odisha. A large part of onion is distributed
through the Azadpur market in Delhi. Bengaluru
and Solapur are the most important onion markets
in terms of secondary arrivals. The Nasik division
of Maharashtra receives onion largely from direct
producers. The Agricultural Primary Market
Committee of Lasalgaon and Pimpalgaon are
purely primary markets where the farmers bring
onions in loose form in trucks/trolleys to sell
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them to onion traders. Lasalgoan is Asia’s largest
onion market and the onions from Lasalgaon are
supplied to many places in India and also exported
to many countries.We don’t have evidence of
inter-State trade relation between Maharashtra
and Karnataka.
4.1.		Month-wise arrival and prices of onion
Month-wise modal prices are calculated
by taking a simple average of month-wise data
from 2013-2014 to 2016-2017. Monthly arrival
data are not available for the centres selected in
Karnataka State. Hence, arrival data of the centres
in Maharashtra are taken for further analysis.

Figure 1:Monthly modal price and arrivals of onion in Lasalgaon, Maharashtra: 2013-14 to 2016-17

Source: National Horticultural Research and Development Foundation, 2018
The modal price of Lasalgaon market ranged
from Rs 2600/quintal in August to nearly Rs 600/
quintal in March. Prices reach their peak during
August when the kharif crop enters the market
and continue at the same or slightly lower levels
from September to October and then fall during
December when the late kharif harvesting season
starts. At the same time, arrivals are lower during

the kharif and late kharif seasons. Pimpalgaon, at
a distance of 33 km from Lasalgaon, also shows a
similar pattern of monthly price movement during
2013-14 to 2016-17.
For the remaining markets, monthly modal
prices for the agricultural years 2013-14 to 201617 are plotted in Figure 1 through Figure 7.
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Figure 2: Modal price of onion in Gadag market centre, Karnataka: 2013-14 to 2016-17

Source: AGMARKNET, 2018
Figure 2 shows the monthly modal price of onion from agricultural years 2013-14 to 2016-17 in
Gadag market. There is a clear difference in prices across years, with a tendency to fall in December. The
highest prices are observed from July to August, 2015 and the lowest prices from October to December,
2016-17.
Figure 3: Modal price of onion in Hubli, Karnataka:2013-14 to 2016-17

Source: AGMARKNET, 2018
Figure 3 shows the monthly modal price of onion from agricultural years 2013-14 to 2016-17 in
Hubli market. The prices gradually increase from July in most years and fall after October. The highest
prices are seen during August, 2015 and the lowest during February- May, 2017. However, in Karnataka,
prices in Hubli are distinctly lower than Gadag, by as much as Rs 1000 per quintal especially during
January- May, 2015-16 and 2016-17.
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Figure 4: Modal price of onion in Newasa, Ahmednagar, Maharashtra: 2013-14 to 2016-17

Source: AGMARKNET, 2018
Figure 4 shows the monthly modal price of onion for the agricultural years 2013-14 to 2016-17 in
Newasa market of Ahmednagar, Maharashtra.The highest prices are observed from July to December,
2013 and low prices after February in the same year.
Figure 5: Modal price of onion in Rahuri, Ahmednagar, Maharashtra:2013-14 to 2016-17

Source: AGMARKNET, 2018
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Figure 5 shows the monthly modal price of onion for the agricultural years 2013-14 to 2016-17 in
Rahuri market of Ahmednagar district of Maharashtra. As observed in other markets, the highest prices
are observed from July to December, 2013, and the lowest prices from December, 2016 to June, 2017.
There was a drop in prices during December, 2013 and then a sudden increase in prices during the months
of January and February, 2014 and again a drop in prices during March, 2014. In short, 2013-14 was a
year of high volatility.
Figure 6 shows the monthly modal price of onion for the agricultural years 2013-14 to 2016-17
in Lasalgaon market. In Lasalgaon market, variations occur in alternate years, particularly in the JulyDecember months.
Figure 6: Modal price of onion in Lasalgaon, Nasik, Maharashtra:2013-14 to 2016-17

Source: AGMARKNET, 2018
Figure 7: Modal price of onion in Pimpalgaon, Nasik, Maharashtra:2013-14 to 2016-17

Source: AGMARKNET, 2018
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Figure 7 shows the monthly modal price of
onion for the agricultural years 2013-14 to 201617 in Pimpalgaon market. The highest price is
observed in the month of October, 2013with a big
drop during May, 2014. Variations are similar in
Lasalgaon and Pimpalgaon markets over the years
2013-14 to 2016-17. This suggests that prices
in these two markets move together. They are
at a distance of only 33 km. The movement of
prices in Maharashtra shows that price increases
usually occur from June to November, which is
the non-harvest season in Maharashtra and then
fall from December and reach their lowest level
during the months of April to June. The range of
prices is however large, from Rs. 6000/quintal in
Pimpalgaon in October, 2013 to Rs. 165/quintal in
Lasalgaonin March, 2016.
The movement of onion price across years in
Karnataka and Maharashtra shows two prominent
features – (1) prices reached at their peak in the
year 2013-14 in Maharashtra and 2015-16 in
Karnataka; and (2) average monthly prices reached
lowest in 2016-17 in both States.

Source: Author’s own calculation
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The price rise in the year 2013-14 in
Maharashtra and 2015-16 in Karnataka do not seem
to be a consequence of reduction in production. In
fact, onion production in Maharashtra was 5.82
MMT in 2011-12, 4.66 MMT in 2012-13 and 5.86
MMT in 2013-14.
4.2. Variation across seasons
Average seasonal price of onion was studied
in various markets from agricultural years 201314 to 2016-17 and is plotted in Figure 8 through
Figure 11. Firstly, all centres of Karnataka and
Maharashtra have alternate years with high price
in kharif season ranging from Rs. 517/quintal in
Pimpalgaon during 2016-17 to Rs. 4100/quintal in
Pimpalgaon during 2013-14. Secondly, in 201617, there was a huge price crash in all centres
across seasons, but this crash in price of onion was
not uniformly spread across centres and seasons.
Thirdly, the lowest variation across years is
observed in rabi season across all centres in both
States.
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4.3. Variation within Centres
Firstly, the intra-year CV (Table 1) shows that the degree of variation is high in all years and all
centres (20 per cent or more). The CV is very high in 2013-14 and 2015-16 in all centres of Maharashtra
and in Hubli centre of Karnataka. This also corresponds to the years of peak price.
Table 1: Intra year coefficient of variation in onion prices in selected centres of Karnataka and
Maharashtra: 2013-14 to 2016-17
(in per cent)
Year

Karnataka
Gadag,
Gadag Market

2013-14
2014-15
2015-16
2016-17

Maharashtra

Dharwad,
Hubli Market

38.2
12.7
31.2
13.1

54.4
16.6
51.0
11.8

Ahmednagar
Newasa
66.2
19.5
64.1
15.5

Nasik

Rahuri
52.0
19.1
47.5
17.8

Lasalgaon
60.6
36.2
67.2
23.5

Pimpalgaon
63.3
15.6
73.1
20.0

Source: Authors’ own calculations.
Table 2:Across month coefficient of variation in onion prices of Karnataka and Maharashtra:2013-14
to 2016-17
											
(in per cent)
Karnataka
Months

Maharashtra

Gadag

Dharwad

Gadag

Hubli (Amaragol)

Newasa
(Ghodegaon)

Rahuri

Lasalgaon

Pimpalgaon

30.8

31.5

24.2

30.6

34.0

July

Ahmednagar

Nasik

August

0.0

47.9

51.7

46.3

48.0

58.1

September

27.7

42.4

58.4

65.3

63.5

62.9

October

51.8

41.7

51.5

0.0

56.6

67.3

November

52.6

31.9

45.6

35.3

40.8

44.2

December

37.9

16.1

27.0

15.9

25.0

31.8

January

38.4

16.4

29.1

25.9

14.7

23.9

February

19.2

39.9

27.2

34.0

44.5

March

19.0

26.9

21.1

49.1

33.4

April

23.7

19.5

16.6

24.6

30.2

May

30.6

28.4

21.6

32.3

66.2

June

24.7

33.4

29.1

38.2

38.9

Source: Authors’ own calculation
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Secondly, looking at coefficients of variation
(CV) across calendar years for a month within
each centre, large variation is observed in prices
during kharif season starting from August to
November in Karnataka which corresponds to
the peak harvesting months in Karnataka (Table
2). In Maharashtra, CV ranged from 15 per cent
(Lasalgaon) to 68 per cent (Pimpalgaon) and the
maximum variation was observed from September
to November (late kharif) which corresponds to
the peak harvesting season.
5. Market Intervention Scheme (MIS)
The Department of Agriculture, Cooperation
and Farmers’ Welfare implements the MIS for
procurement of agricultural and horticultural
commodities which are perishable in nature and
are not covered under the Price Support Scheme.
The objective of intervention is to protect the
growers of these commodities from making
distress sales in the event of a bumper crop during
the peak arrival period when prices tend to fall
below cost of production. The condition for MIS
is that there should be at least a 10 percent increase
in production or a 10 percent decrease in the ruling
market price over the previous normal year. The

scheme is implemented at the request of a State
government which is ready to bear 50 percent of
the loss (25 percent in the case of North-Eastern
States), if any, incurred on implementation. The
extent of total loss is to be shared on a 50:50 basis
between the Union and the State Government and
is restricted to 25 percent of the total procurement
value, which includes cost of the commodity
procured plus permitted overhead expenses. Under
the scheme, in accordance with MIS guidelines,
a pre-determined quantity at the fixed Market
Intervention Price (MIP) is procured by agencies
designated by the State government for a fixed
period or until the prices are stabilized above the
MIP, whichever is earlier. The area of operation
is restricted to the concerned State (DACFW,
2011-12, 2016-17, 2017-18). The crops included
are onion, potato, chillies, cumin, coriander,
fenugreek, garlic, sunflower, ajwain caraway,
turmeric, cluster bean and tomato. National
Agricultural Cooperative Marketing Federation of
India Ltd (NAFED)is the centralized nodal agency
designated for market intervention operations
(Deepa, 2005; Rajkumar et al, 2008). Details of
MIS implemented for onion in India are given in
Table 3.

Table 3: MIS for onion implemented in India during the year 2010-11, 2016-17 and 2017-18

Commodity

Market
Intervention price
(Rs/MT)

Sanctioned
quantity
(MTs)

2010-11

Onion

6000

54000

Karnataka

2016-17 1/12/2016 to 30/12/2016

Onion

7070

50000

Telangana

1/11/2016 to 30/11/2016

Onion

6240

100000

Karnataka

Onion

5867

651000

Madhya Pradesh

Onion

3650

20000

Year

Duration

2017-18 9/6/2017 to 8/7/2017
27/06/2017 to 26/7/2017
Source: DACFW Annual Reports

State

Rajasthan
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What is remarkable is that despite high price
volatility, MIS for onion was implemented only
twice viz. 2010-11 and 2016-17 in Karnataka.
Karnataka has evolved an MIS called Floor Price
Scheme (FPS) for agricultural and horticultural
commodities with a revolving fund of Rs 100
crores, which aims at procuring farm produce
during times of price crash (Rajkumar et al,
2008). The revolving fund is mobilized by
equal contributions from the State government
and market committees. Every year, Union
Government is requested to contribute funds to the
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revolving fund under the MIS (Deepa, 2005). The
Karnataka State Agricultural Marketing Board
(KSAMB) manages the fund (Krishimaratavahini,
2018). The floor price scheme is operated in
co-ordination with the MSP scheme for such
commodities, which are covered under MSP of
Government of India.
To examine the price behavior in the year
when MIS was implemented in Karnataka,
minimum, maximum and modal wholesale prices
for November, 2016 are plotted in Figure 12.

Figure 12: Wholesale and market intervention price of onion in Gadag, Karnataka, during
November, 2016

Source: AGMARKNET, 2018
The market intervention price introduced in
Karnataka during the year 2016-17 was Rs. 624/
quintal. The modal price was lower than the MIP
in Gadag during the peak harvesting months of

November, the period when MIS was implemented.
Thus, the intervention did not assure a floor price
for onion.

Aarthika Charche - Vol 3 No.2, 2018

67

Figure 13: Wholesale price and market intervention price of onion in Hubli, Karnataka, during
November 2016

Source: AGMARKNET, 2018
In Hubli, there was more variation in modal
prices, as prices fluctuated around MIP during
November, 2016 (Figure 13). Themodal price
fell below MIP (Rs. 450/Quintal) on November
16, 2016 and then rose to a very high level of Rs.
1250/Quintal on November 19, 2016. Though
the modal price was very close to the MIP, the
minimum price was much lower except for a few
days.

during the implementation year of the Market
Intervention Scheme in Karnataka. Thus, there
is need for greater public intervention to address
price volatility in order to ensure cultivators a
stable and adequate price. Further, public policy
needs to address improved storage, processing
facilities and generation of value-added products.

Rajkumar et al (2008) in their study on MIS in
Karnataka have argued that farmers were unable
avail the benefits due to procedural complexities,
delayed payments and the Fair Average Quality
(FAQ) stipulations.

Agricultural Marketing (AGMARKNET)
(2018).http://agmarknet.gov.in/ (viewed on March
28, 2018).

6. Concluding remarks
India is one of the largest producers of
onion with Karnataka and Maharashtra being the
largest producing States in India. We examined
the price behavior of onion in selected districts
of these two States over the last four years. Our
main finding is a very high price volatility as
measured by the coefficient of variation across
months, across seasons and across centres. In
addition, year to year variation is observed with
an oscillation between high and low price years.
High fluctuations in prices are observed even
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India’s National Policy Provisions for Older
Persons: Present and Future
Mathew Cherian1
Abstract
India’s elderly population (age group 60 years and above) is projected to grow from 71 million in 2001 to 173 million in 2026.
This remarkable growth of elderly population may challenge the policy makers in terms of provisioning the public support for
elderly care and security. A higher proportion of elderly women than men may experience loneliness and depend on children.
Social deprivations and exclusion, privatization of health services and changing pattern of morbidity may affect the elderly.
In this context, this policy paper addresses issues concerning senior citizens living in urban and rural areas, special needs of
the ‘oldest old’ and older women. In addition, this paper documents, highlights and critically review the provisions of national
policies for elderly or older persons in India since 1999. These analyses offer policy recommendations to cope with changing
demography of elderly, strategies for action from gender perspectives, and reforms for social security for elderly in India.

1. Introduction
The National Population Commission
estimates that India’s elderly population (age group
60 years and above) will grow from 71 million
in 2001 to 173 million in 2026; urban population
would increase from 28 percent in 2001 to 38
percent by 2026; urban growth would account for
over two-thirds of total population increase by
2026. Out of the total population increase of 371
million during 2001-2026, the urban population
increase is expected to be 249 million. As per
the Census of India 2011, population of senior
citizens in Andhra Pradesh, Goa, Himachal
Pradesh, Karnataka, Kerala, Maharashtra, Orissa,
Punjab, Tamil Nadu, Uttarakhand and Puducherry
is higher than the national average (7.5 percent).
The share of elderly population in total population
is highest in Kerala and lowest Arunachal Pradesh
(about 5 percent).
Older persons often find themselves alone
in their home or being pushed out of their home.
The biological frailty, coupled with disease and
1

disability associated with old age, reminds them
that risks – locational, psychological, social and
cultural- are inherent in all their life conditions.
With the breakdown of the extended family network
and other forms of informal support, the number
of people with dementia has been increasing. The
Alzheimer and Related Disorders Society of India
(ARDSI) which began in Kerala, has chapters in
Delhi, Kolkatta, Chennai and Mumbai. ARDSI
works in the field of dementia and runs memory
clinics and a home in Kunnamkulam, Kerala.
Help Age India runs dementia day care centres in
Patna and Kolkatta. This is a growing area which
needs immediate attention. It is also reiterated that
vulnerability, a complex characteristic by itself,
is produced by a combination of factors derived
especially (but not entirely) from class, gender
and ethnicity. It is not a property of social groups
or individuals; it is embedded in complex social
processes and relations. However, policies for the
elderly were not given any national priority until
the turn of the century.

Chief Executive, HelpAge India, New Delhi
Address for Correspondence: HelpAge India, C–14, Qutab Institutional Area, New Delhi – 110016
e-Mail: mathew.cherian@helpageindia.org
All opinions in this article are of the author and usual disclaimer applies
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The main objective of this paper is to
document, highlight and critically review the
provisions of national policies for elderly or older
persons in India since 1999. This analysis is aimed
at offering policy recommendations to cope with
changing demography of elderly, strategies for
action from gender perspectives, and reforms for
social security for elderly in India.
2. NATIONAL
PERSONS

POLICIES

ON

OLDER

2.1. National Policy on Older Persons, 1999
In India, social security is the concurrent
responsibility of the central and state governments.
The National Policy on Older Persons (NPOP)
was announced by Government of India (GoI) in
1999, in pursuance of the UN General Assembly
Resolution 47/5 to observe 1999 as International
Year of Older Persons and in keeping with
the assurances contained in Article 41 of the
Constitution that deals with social security.
NPOP is a comprehensive policy that deals
with aspects of ageing and aged. It views older
persons as a resource and in order to create enabling
environments, delineates intervention areas like
Financial Security, Health Care and Nutrition,
Shelter, Education, Welfare and Protection of Life
and Property, Non-Governmental Organisations,
Realisation of potential, Family, Research
and Training the manpower and influencing
Media. A robust structure has been specified
for implementation of the Policy, with elements
of widest possible stakeholder participation,
transparency and accountability. However, the
only provision that has been implemented, with
some measure of success, is the non-contributory
pension under National Old Age Pension Scheme.
Health and nutrition, which are vital for the
wellbeing of older persons, remain neglected.
Some progress has been made under Protection of
Life and Property by passage of Maintenance and
Welfare of Parents and Senior Citizens’ Act 2007.

International efforts like Madrid Plan of Action
and the United Nations Principles for Senior
Citizens adopted by the UN General Assembly in
2002, the Proclamation on Ageing and the global
targets on ageing for the Year 2001 adopted by the
General Assembly in 1992, the Shanghai Plan of
Action 2002 and the Macau Outcome document
2007 adopted by UNESCAP form the basis for
global policy guidelines regarding senior citizens.
However, these have failed to make any impact
on the governments in India despite Government
of India (GoI) being a signatory to all these
documents.
It was increasingly evident that NPOP needed
to be revised. The Ministry of Social Justice and
Empowerment, which is the nodal Ministry for
Older Persons, constituted a committee in 2010
under the Chairpersonship of Dr Mohini Giri to
review the NPOP. The following were the terms
of reference: (a) To assess the present status of
various issues concerning senior citizens, in
general, and implementation of NPOP, 1999, in
particular, (b) To draft a new National Policy on
Older Persons, keeping in view the emerging trends
in demographic, socio-economic, technological
and other relevant fields. The Committee felt that
the following parameters would be effective in
addressing the problems faced by the elderly: (1)
Review the NPOP 1999 and identify remaining
unimplemented issues/ areas. (2) Evolve modalities
to obtain feedback about NPOP 1999 and invite
suggestions from stakeholders for inclusion in the
proposed policy. (3) Prepare a time-bound workplan for the assignment given to the Committee
and if necessary, seek extension of time granted.
(4) Substitute the word “older persons” with
“senior citizen” which gives dignity and respect.
The Committee was of the view that all
stakeholders need to be listened to, before
completing the review task. Therefore, it
convened several meetings with senior officials
of the concerned ministries of GoI at New Delhi
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and five Regional Meetings at Chandigarh,
Mumbai, Chennai, Bhubaneshwar and Guwahati.
These meetings were also attended by the
respective state governments’ officers and local
civil society organisations. The Committee also
appointed four Sub-committees of experts to
give recommendations. Key recommendations of
these sub-committees included the following. (i)
A welfare fund for senior citizens to be set up to
obtain funds from Government, corporate sector
and philanthropists. Contributions to this fund
must be tax exempt. The fund should be managed
by Trustees nominated from the Governments
and NGOs involved with care of the elderly.
Its composition and legal formalities must be
finalised by the nodal ministry in consultation
with the National Council of Senior Citizens
(NCSC). (ii) Establish the National Institute of
Ageing. (iii) NCSC must be empowered and
authorised to monitor progress of inter-ministerial
meetings on matters relating to implementation
of NPOP. (iv) Five Year and Annual Action Plans
must be prepared by each ministry to implement
aspects which concern them. Targets must be set
within the framework of a time schedule. The
Annual Report should indicate progress achieved
during the year. (v) The Planning Commission
and Finance Ministry must be requested to
allocate budget required for implementing the
NPSC 2011. (vi) Every three years, a detailed
review must be prepared by the nodal Ministry
on implementation of the National Policy. (vii)
There must be non-official participation in the
preparation of the document. The review will be a
public document. (viii) Constitute an autonomous
National Commission on Senior Citizens with
judicial powers to deal with neglect and abuse
of elderly. (ix) The Government must provide
financial support to establish the National and
State level Offices to cover recurring and nonrecurring administration costs for 15 years.
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2.2. The National Policy of Senior Citizens 2011
The foundation of the new policy, known as the
“National Policy for Senior Citizens 2011” is based
on several factors such as demographic explosion
among the elderly, changing economy and social
milieu, advancement in medical research, science
and technology and high levels of destitution
among the elderly rural poor (51 million elderly
live below the poverty line). A higher proportion
of elderly women than men experience loneliness
and are dependent on children. Social deprivations
and exclusions, privatization of health services and
changing pattern of morbidity affect the elderly.
This policy addresses issues concerning senior
citizens living in urban and rural areas, special
needs of the ‘oldest old’ and older women.
In principle, this policy values an age
integrated society. It endeavours to achieve
integration between generations, facilitate
interaction between the old and the young and
strengthen bonds between different age groups. It
believes in developing a formal and informal social
support system, to enable a family to take care of
senior citizens, so that senior citizens continue
to live with their families. The policy also seeks
to reach out to senior citizens in rural areas who
are dependent on family bonds, intergenerational
understanding and support.
The focus of the new policy is on the following.
(a) Mainstream senior citizens, especially older
women, and bring their concerns into the national
development debate with priority to implement
mechanisms already set by governments and
supported by civil society and senior citizens’
associations, especially amongst women. (b)
Promote the concept of ‘Ageing in Place’ or ageing
in own home. Stress on housing, income security
and homecare services, old age pension and
access to healthcare insurance schemes and other
programmes and services. (c) Consider institutional
care as the last resort. Care of senior citizens
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must be with the family, which would partner the
community, government and the private sector.
(d) Being a signatory to the Madrid Plan of Action
and Barrier Free Framework, the government will
work towards an inclusive, barrier-free and agefriendly society. (e) Recognise that senior citizens
are a valuable resource for the country and hence,
create conditions that provide them with equal
opportunities, protect their rights and enable their
full participation in society. The policy anticipates
the states to extend support for senior citizens living
below the poverty line, in urban and rural areas
and ensure their social security, healthcare, shelter
and welfare. (f) Promotion of long term savings
instruments and credit activities so that they reach
both rural and urban areas. Contributors must feel
assured that payments at the end of the stipulated
period will take care of the likely erosion in
purchasing power. (g) Encourage employment in
income generating activities after superannuation.
(h) Support and assist organisations that provide
counselling, career guidance and training services
to senior citizens. (i) Advise states to implement
the Maintenance and Welfare of Parents and
Senior Citizens Act, 2007 and set up Tribunals so
that elderly parents are not abandoned. (j) States
to set up homes with assisted living facilities for
abandoned senior citizens in every district of the
country with adequate budgetary support.
Specific actions for consideration for
Ministries of the Union Government to implement
the policy and take necessary steps for senior
citizens are as follows.
Income security in old age
A major intervention required in old age relates
to financial insecurity as more than two third of
the elderly live below the poverty line. It would
increase with age uniformly across the country.
Under National Old Age Assistance Scheme, (i)
old age pension scheme to cover all senior citizens
living below the poverty line; (ii) rate of monthly

pension to be revised at intervals to prevent its
deflation due to higher cost of purchasing; (iii)
the ‘oldest old’ to be covered under Indira Gandhi
National Old Age Pension Scheme (IGNOAPS),
provided additional pension considering their
vulnerability and reviewed every five years. (iv)
the public distribution system to reach out to cover
all senior citizens living below the poverty line;
(v) Taxation policies to be sensitive to the financial
problems of senior citizens affected by high costs
of medical and nursing care, transportation and
support services needed at homes. (vi) Loans at
reasonable rates of interest to be offered to senior
citizens to start small businesses. Microfinance for
senior citizens to be supported through suitable
guidelines issued by the Reserve Bank of India.
Healthcare
With advancing age, senior citizens may face
health and associated problems. They require
constant attention and carry the risk of disability
and consequent loss of autonomy. Some health
problems, especially when accompanied by
impaired functional capacity require long term
management of illness and nursing care. The
required interventions are as follows. First,
healthcare of senior citizens to be given high
priority. The goal to be affordable health service,
subsidized for the poor and a graded system of user
charges for others. A judicious mix of public health
services, health insurance, health services by notfor-profit organizations, and private medical care
for the third category with assistance, concessions
and relief. Private medical care to be encouraged
and subjected to regulation, preferably by an
association of private care providers. Second, the
basic structure of public health care to be primary
healthcare. This to be strengthened to meet
the health needs of senior citizens. Preventive,
curative, restorative and rehabilitative services to
be expanded and geriatric care facilities provided
at secondary and tertiary levels. This implies a
larger public sector outlays, proper distribution
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of services in rural and urban areas, and better
health administration and delivery systems. The
policy may strive to create a tiered national level
geriatric healthcare with focus on outpatient day
care, palliative care, rehabilitation care and respite
care. Third, PHC nurse or the ASHA to conduct a
special screening of the 80+ population in villages
and urban areas, twice a year. Public/private
partnerships to be worked out for geriatric and
palliative healthcare in rural areas, recognizing the
increase of non-communicable diseases (NCD) in
the country. Fourth, efforts to strengthen the family
system for it to play the role of primary caregiver
in old age by sensitizing younger generations and
providing tax incentives for those taking care of
the older members. Fifth, development of health
insurance to be given priority to cater to the needs
of different income segments of the population.
Packages catering to the lower income groups
for state subsidy, and concessions and relief to
health insurance to enlarge the coverage base
and affordability. Universal application of health
insurance – RSBY (Rashtriya Swasthya Bima
Yojana) to be promoted in all districts and senior
citizens to compulsorily included in the coverage.
Specific policies to be worked out for healthcare
insurance of senior citizens. Sixth, citizens to be
encouraged to contribute to a government created
healthcare fund from an early age to meeting the
increased expenses on healthcare after retirement
and to pay for the health insurance premium in
higher socio-economic segments. Seventh, special
programmes to be developed to increase awareness
on mental health and for early detection and care
for Dementia and Alzheimer’s disease. Eighth,
restoration of vision and eyesight of senior citizens
to be an integral part of the National Programme
for Control of Blindness (NPCB). Nineth, use of
science and technology for the well-being and
safety of senior citizens to be encouraged and
expanded to under-serviced areas. Tenth, national
and regional institutes of ageing to be set up to
promote geriatric healthcare. Adequate budgetary

73

support to be provided to these institutes. A cadre
of geriatric healthcare specialists to be created, to
provide care to the elderly at affordable prices.
Eleventh, the current National Programme for
Health Care of the Elderly (NPHCE) to be expanded
and in partnership with civil society organizations,
scaled up to all districts of the country. Twelfth,
public private partnership models to be developed
wherever possible to implement healthcare of
the elderly. Thirteenth, services of mobile health
clinics to be made available through PHCs or a
subsidy to be granted to NGOs who offer such
services. Fourteenth, health Insurance cover to all
senior citizens through public funded schemes,
especially those over 80 years and do not pay
income tax. Fifteenth, hospice and palliative care
of the terminally ill to be provided in all district
hospitals and the Indian protocol on palliative
care be disseminated to all doctors and medical
professionals. Sixteenth, recognizing gender bias
in healthcare, programmes for regular health
checkups to be developed especially for older
women.
Safety and Security
Provision to be made for stringent punishment
for abuse of the elderly. Abuse of the elderly and
crimes against senior citizens especially widows
and those living alone and disabled to be tackled
by community awareness and policing. Police to
keep a friendly vigil and monitor programmes,
including a comprehensive plan for senior citizens’
security and promotion of interaction of the elderly
with neighbourhood associations and enrolment
in special programmes in urban and rural areas.
Protective services to be established and linked to
help lines, legal aid and other measures.
Housing
Ten percent of housing schemes for lower
income segments to be earmarked for senior
citizens. In addition, (a) age friendly, barrier-free
access be created in vehicles like buses, trains
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and planes. Also, such access be provided in
public places frequented by senior citizens and the
disabled. (b) Develop housing complexes for single
older men and women, and for those with need for
specialized care in cities, towns and rural areas.
(c) Promote age friendly facilities and standards of
universal design by Bureau of Indian Standards.
(d) Since a multi-purpose centre is a necessity
for social interaction of senior citizens, housing
colonies to reserve sites for establishing such
centres. Segregation of senior citizens in housing
colonies be discouraged and their integration into
the community supported. (e) Senior citizens be
given loans for purchase of houses as well as for
major repairs, with easy repayment schedules.
Productive Ageing and Welfare
Promote measures to create avenues for
continuity in employment and/or post retirement
opportunities. Directorate of Employment be
created to enable seniors find re-employment. The
age of retirement be reviewed by the Ministry due
to increasing longevity. A welfare fund for senior
citizens be set up by the government and revenue
generated through a social security cess. The
revenue so generated, be allocated to the states in
proportion to their share of senior citizens. States
may also create similar funds. Non-institutional
services by voluntary organizations be encouraged
to strengthen the capacity of senior citizens and
their families to deal with problems of ageing. All
senior citizens, especially widows, single women
and the ‘oldest old’ be eligible for all schemes
of government. Larger budgetary allocations be
earmarked to pay attention to the special needs of
rural and urban senior citizens living below the
poverty line.
Other key provisions
Promotion of multi-generational bonding
and multigenerational support by incorporating
relevant educational material in school curriculum.
School Value Education modules and text books to
promoting family values of caring for parents to be

promoted by NCERT and State Educational Bodies.
Media plays an important role in highlighting the
conditions of senior citizens and in identifying
issues and areas of action. Mass media as well as
informal and traditional communication channels
to be involved in the same. Provide equal access
to food, shelter, medical care and other services to
senior citizens during and after natural disasters
and emergencies. Enhance financial grants and
other relief measures to assist senior citizens to reestablish and reconstruct their communities and
rebuild their social fabric following emergencies.
Implementation Mechanism
Efforts to provide separate identity for
senior citizens and AADHAAR Unique identity
number be issued for easier access to government
assistance and concession schemes. As part of
the policy implementation, the Government
may strive for establishment of (a) Department
of Senior Citizens under the Ministry of Social
Justice and Empowerment, (b) Directorates of
Senior Citizens in states and union territories, (c)
National/State Commission for Senior Citizens,
and (d) National Council for Senior Citizens.
The specific Ministries of the Union
Government may set up necessary mechanism
for implementation of the policy. A five-year
perspective Plan and annual plans setting targets
and financial allocations be prepared by each
Ministry/ Department. The annual report of these
Ministries/ Departments may indicate progress
achieved during the year.
At local levels, Block Development officers
may appoint nodal officers to serve as single point
of contact for senior citizens to ease access to
pensions and handle documentation and physical
presence requirements, especially by the elderly
women. Panchayati Raj Institutions to be directed
to implement the NPSC 2011 and address local
issues and needs of the ageing population. In
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rural/ tribal areas, the tribal council or gram sabha
or the relevant Panchayati Raj institution may be
responsible for implementation of the policy.
3. POLICY
CHALLENGES
RECOMMENDATIONS

AND

public, private, voluntary and non-governmental
organizations to work together for the welfare of
older women. The following may be considered in
this regard:
•

Devise pension schemes which cater to
different sections of older women (from
unorganized and organized sector) to meet
their survival needs.

•

Revise the existing Old Age Pension Scheme
and Widow’s Pension Scheme to make
them sensitive to the older women’s specific
concerns.

•

Design schemes and programmes to provide
nutrition and food security to older women.

•

Design health insurance schemes to provide
long-term security to older women particularly
from disadvantaged and marginalized
population.

•

Provide a separate time-slot for older
women to access offices and public places
such as banks, post offices, railway/airlines
reservation offices, etc.

•

Protect older women from exploitation and
abuse, particularly those staying alone.

•

Develop cost-effective approaches to
providing long term care to older women.

•

Expand the Mobile Medicare facility and
introduction of Meals on Wheels or community
kitchens to provide nutrition to older women.

•

Set up Day Care Centres for the elderly to
facilitate interaction with other members of
the same and younger age groups.

•

Involve older women, if possible, in
community services like crèches, community
kitchens, canteens, welfare, religious, cultural,
artistic, recreational, leisure and environment
related activities.

•

Utilisation of older women leadership
potential and skills by social and political

Changing Demography of Elderly
Due to the current ageing scenario, all aspects
of care for the Oldest Old (80+ years) namely,
socio-economic, financial, health and shelter, must
be considered. These areas have an impact on the
quality of life in old age and healthcare when
required. Increase in life span results in chronic
functional disabilities creating a need for assistance
to manage even simple chores. The policy needs to
look at the increasing longevity of people and lack
of care giving. Other health problems faced by
oldest old include asthma, poor eyesight, cold and
cough, joint pain and problems related to general
physical weakness. Most of the oldest old depend
on private doctor/ clinic, community health centre
and primary health centre in the area. The oldest
old in the rural areas are not covered by health
insurance schemes and therefore, find it difficult
to access health care system. In most cases, there
are no dependable community support systems for
the oldest old. Moreover, there are no government
welfare schemes for the oldest old persons except
Indira Gandhi National Old Age Pension Scheme.
Strategies for Action from Gender perspective
Since elderly women suffer from lower
income levels, greater disability, more solitude,
less access to education, culture and leisure, their
participation in decision making process is limited.
Older women should be encouraged to participate
in social, cultural and political activities at local,
national and international levels. They must also
be given special protection in order to defend their
rights. It is imperative to enhance the capacity of

India’s National Policy Provisions for Older Persons-Present and Future

76

organizations to developing moral, religious
and cultural values and traditions among the
younger members.
•

Encourage older women to assume caring
role in community service, so that they feel
useful to others and their self-esteem may be
enhanced.

•

Documentation of knowledge and experiences
in the form of case studies.

•

Strengthen
intergenerational
dialogue
by encouraging schemes like “Adopt a
Grandmother/Grandfather.” Enlighten the
youth to avoid gender discrimination in
health care and recognize those who take up
voluntary care of older women.

•

Generate awareness on women’s issues,
particularly those pertaining to older women
but not excluding older men and community.

•

Use folk media to influence people in general
and older women in particular, on issues such
as gender equality, violence against women,
traditional health practices, dietary problems,
etc.

Reform themes for Social Security
Social security systems must be viewed as an
integral part of the overall economic, social, human
resources and political management in India. For
this, the provident and pension fund organisations
and other ministries including labour ministry
may have to change their mindset from welfare
orientation to professional-technocratic service
orientation. The need of the hour is effective
management and application of the principles
of pension economics and finance in social
security policy-making and administration. Any
unplanned increase in the longevity of members,
for example, could disproportionately affect the
financial viability of pension and health care
schemes. However, social security arrangements
must be viewed as a system rather than a group

of unconnected individual components. In India,
different components of the social security system
have evolved, over time, in isolation. As a result,
there is disparity across various social schemes. In
this regard, the passage of the PFRDA Bill (known
as the New Pension Scheme) in the February 2010
budget is a step in the right direction. In essence,
a multi-tiered social security system is desirable,
wherein an individual obtains retirement income
from a variety of sources. This permits risk
diversification for the individual as well as society.
Any retirement payout must arise from a mix
of financing from taxes, contributions and other
methods. In India, retirement income transfers,
partly or fully financed from the budget, must form
one of the tiers. The extent to which this tier can
be developed may depend on the government’s
fiscal capacity and the efficacy of Government
service delivery systems. The existing network of
strong micro-finance institutions and community
organizations can be utilized to reach low-income
and self-employed workers, particularly women,
through micro pension products.
The composition of most of the provident
and pension fund boards in India, in both the
public and private sectors, reflects insufficient
expertise, and lack of autonomy, transparency and
accountability in their operations. Therefore, a
systemic approach to social security arrangements
in India may consider the following needs.
(i) National Social Security Council (NSSC)
for strategic policy direction and coherence
among different components of the social
security system.
(ii) A pension regulator to ensure that the provident
and pension fund organisations perform their
functions with professionalism, and that their
governance structures meet with international
best practices.
(iii) Introduction of Graduate-level courses in
social security policy and management may
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be considered by universities and institutes
of higher education.The role of the National
Academy of Training and Research in Social
Security (NATRSS) ought to be reconsidered.
The tendency of relying on current and retired
civil servants as faculty members and resource
persons at such institutions must be reviewed.
(iv) Effective social security reform requires
complementary reforms in areas like labour
markets, fiscal policies, civil service, financial
and capital markets, and family policies.
Thus, any increase in social pension financed
from the budget may require reallocation of
expenditure priorities, fiscal consolidation
and better delivery mechanisms. Hence, a
more robust social pension systems need not
necessarily affect fiscal reforms.
(v) Encourage empirical and evidence-based
social security policies, particularly in pension
and health care, which require sophisticated
price-discovery mechanisms. This calls for
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developing indigenous analytical capacities
and professionals; building robust databases;
and establishing professional programmes
relating to pensions, health policy and
management, and actuarial sciences.
Each of the above recommendations is crucial
for constructing robust, sustainable, professionally
managed and regulated social security systems in
India. It is often far easier, politically, to increase
the demand for pension or health care services.
But, if there is no commensurate increase in supply
and in the fiscal, institutional, and organisational
capacities, the outcomes can be dysfunctional,
leading to disillusion and cynicism. Hence,
careful planning should precede introduction of
new social security schemes or even reforming the
existing ones.
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