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Editorial
It gives immense pleasure to Fiscal Policy Institute to present this edition of Aarthika Charche (Vol-4,
No-1, 2019). The appreciation received for past volumes has encouraged us tremendously.
This edition deals with a plethora of pertinent issues that are quite relevant from policy point of
view. S. Bisaliah’s article is quite unique in the sense that instead of much talked economic cycle, it
talks of ‘economic policy cycle’ and its implications. He relates this broader concept to specific fiscal
and monetary policy in India. D. Rajasekhar, in his article on microfinance in India, has analysed its
increasing significance in reducing poverty especially in rural India, backed by evidence. K. Sethuraman
has put the GST in the constitutional background and has raised pertinent issues from statutory viewpoint
that has huge implications on broader fiscal policy in the federal governance structure in India. The
article on effects of disasters and climate change on poverty & inequality is unique in its historical
coverage and incisive economic analysis. It advocates for eco-friendly economic growth for sustainable
development. M. C. Singhi, in his article, has come out with a three pronged strategy to meet with the
target of doubling farmers’ income by 2022-23 by interventions in the area of technology, trade and
transfer. The case study on municipal revenues in selected Urban Local Bodies in Karnataka by Kala
Seetharam Sridhar and her colleagues highlights the trend in revenue generation from 3 types of cities
and puts forth a succinct analysis.
This volume has a book review of K. U. Mada’s ‘Dynamic Settings in Fluid World’ published by
Southern Economist, Bangalore. We are quite delighted by books sent to Aarthika Charche for review by
leading publishers like Oxford University Press and Edward-Elgar (UK).
I personally thank the scholars who have contributed to this edition.
On behalf of Fiscal Policy Institute and on my personal behalf, I thank the Governing Council of FPI
for support. We are grateful to Sri. I. S. N. Prasad, Additional Chief Secretary (Finance Department),
Government of Karnataka and Chairperson, Governing Council, FPI, for his continued encouragement
and guidance.
Sujit Kumar Chowdhury
Director, FPI
Articles by distinguished researchers from the premier and national level research institutions and
from eminent policy makers and practitioners; comments and suggestions on submitted articles by the
peer reviewers; guidance from the members of Editorial Advisory Board; professional and administrative
support from the Editorial Team at FPI; and timely help by external copy-editor have strengthened
the quality and standards of publications in our Journal. We are grateful and thankful to all for their
continued support for all-round professional growth of our Journal.
M.R. Narayana
Editor-in-Chief

Aarthika Charche - Vol 4 No.1, 2019

5

Economic Policy Cycle, Riddles and Dilemmas In
Macroeconomic Management: Implications for
Contemporary Monetary and Fiscal Policies
S. Bisaliah 1
Abstract
What is the role of the Government in managing the macroeconomic fundamentals of the economy? There have been
Interventionist and Non-Interventionist schools of thought to focus on this question. A review of the policy prescription of
these schools of thought for a period of three centuries has identified swings of policy pendulum from interventionist policy
prescription to non-interventionist policy, and to a full-fledged Liberal International Economic Order (LIEO), crafted by Adam
Smith and his followers, and counter to economic liberalism (Karl Marx), and then to active government policy prescription
(Keynes) and new LIEO with the support of Washington Consensus (back to Adam Smith) and then to a moderate rolling back
to interventionist policy (back to Keynes) and further to recent drive towards deglobalisation and protectionist policies. This
review has brought out clearly paradigm shifts in economic policy from time to time, and this is “labelled” as economic policy
cycle in this paper. Whatever the policy paradigm to manage the macroeconomic fundamentals, it is saddled with riddles,
dilemmas and uncertainties. There are riddles and dilemmas in Monetary Policy and Fiscal Policy. With respect to Monetary
Policy of Reserve Bank of India, should the Repo Rate be hiked to control inflation or be lowered to stimulate investment? Is
there a trade-off between growth and inflation? Is the policy of inflation-targeting alone the right monetary policy approach?
How do we account for the disconnect between financial and real sectors? Can the RBI follow an independent monetary
policy, given the policy shocks by Federal Reserve System of U.S? With respect to fiscal policy also, there are riddles and
dilemmas. Should the government follow a rule-based fiscal policy or a discretionary fiscal policy? Which is better in a
country of parliamentary democracy with infrastructure deficit, deficit in social sector development and unemployment? Why
not follow the gliding path of fiscal debt and GDP ratio as recommended by the Fiscal Responsibility and Budget Management
Review Committee, 2017? Whatever be the policy prescription, the riddles and dilemmas are also there. Policies designed on
evidences, not on ideologies, could perhaps minimize the impact of these riddles and dilemmas.

1. The theme
A careful review of history of economic
thought would suggest two broad streams of
thought on the role of government in managing
macroeconomic fundamentals, viz., GDP,
employment, general price level, balance of
payments, equity and so on. Conservative school
of thought tends to recommend non-intervention
approach by government, leaving it to market
forces to pilot the macroeconomic system. But
the other school of thought led by “interventionist
1

economists” tends to argue for government policy
intervention, instead of leaving it to market forces.
There have been different versions of these two
schools of thought followed from time to time
(for details see Bisaliah, 2010), and these versions
are contextual, directed by time and clime.
How powerful the economists of the time and
clime is illustrated by the following articulation
of Keynes (1936), the “founder” of modern
macro-economic theory and policy: “The ideas
of economists and political philosophers both
when they are right and when they are wrong,

Former Vice Chancellor, University of Agricultural Sciences, Bengaluru.
Address for Correspondence: No.629, 7th Main, C.B.I Road, 3rd Cross, HMT Layout, Ganganagar, Bangalore – 560 032.
e-Mail: sbisaliah@yahoo.com
All opinions in this article are of the author and usual disclaimer applies.
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are more powerful than is commonly understood.
Indeed, the world is ruled by little else”
(PP 383-384).

very well crafted by Adam Smith in his two
works, viz., The Theory of Moral Sentiments
(1759/1982) and The Wealth of Nations (1776,
1937, 1937). The process of liberalization
started with the philosophy of LIEO enabled
British Empire to flourish in the nineteenth
century. Among others, the propensity of selflove and self-interest was the main emphasis in
The Wealth of Nations. Man’s universal desire
for bettering his own condition was to Smith,
a powerful principle capable of leading the
society to wealth and prosperity (Ranadive,
1977). The propensity of man to better himself
was adumbrated in The Wealth of Nations: “It
is not from the benevolence of the butcher, the
brewer, or the baker that we expect our dinner,
but from their regard to their own interest. We
address ourselves not to their humanity, but
to their self-love, and we talk to them not our
necessity, but of their advantages” (Smith,
1937, P 13). It was the firm faith of Smith that
pursuit of self-interest guides resources into
their most profitable uses, which maximizes
both the individual and national income
(Staley, 1989). The concern of Adam Smith
was beyond economic analysis. His interests
included specialization, free trade, market
economy and laissez-faire. Further, other
economists like Ricardo, and even J. S. Mill,
who advocated the philosophy of minimum
government, have provided intellectual inputs
for non-interventionist policy of government
for macroeconomic management.

In the context of the above perspectives, this
paper is an attempt to identify the paradigm shifts
in economic policies recommended from time to
time and to map the cycle (if any) of economic
policies followed from time to time. Further, the
paper is also an attempt to examine the riddles,
dilemmas and uncertainties in macro-economic
management of Indian economy.
2. Milestones in Swings of Economic Policy
Pendulum
In the mode of interventionist and noninterventionist policies and their various versions,
this section examines the major milestones of
policy swings, and these swings are derived
basically from the history of economic thought.
•

First, the major bout of economic policy
was that of Mercantilism (Schumpeter,
1987; Rima, 1969). This was basically a
strong interventionist approach to economic
regulation by the state. Under this, all the
aspects of production were to be brought
under state control. Regulation of industry,
state created monopolies, restrictions on
imports and exports and price control were
some of the major interventionist strategies.

•

Second, during the seventeenth century, there
was a major swing in the pendulum of economic
policy, led by a group of French economists
and called-Laissez-Faire. Competition and
free trade were treated as absolute norms of
political wisdom and principles of natural
liberty (Schumpeter, 1987).

•

Third, the liberal international order (LIEO)
based on the concept of Laissez-Faire, the
intellectual building block of Physiocrats, was

•

Fourth, there was a counter to economic
liberalism under laissez-faire mode in the
works of Karl Marx and many shades of
socialist parties. This counter was to argue in
favour of creating a more egalitarian society
through government intervention. Karl Marx
came out with a system which rivaled the
capitalism and Laissez-Faire.
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•

Fifth, government intervention was treated
as inevitable for addressing the problems of
ageing capitalism such as unemployment
and demand deficiency, the basic symptoms
of economic depression of 1930s not merely
in U.S.A, but else-where in the world,
especially in developed countries. In this
context, expansionary fiscal and monetary
policies, the two major domains of economic
policy, became the building blocks for policy
intervention. However, the advocates of these
policies put the limits to intervention policies
and make provisions for private initiative
(details in Bisaliah, 2010).

•

Sixth, a strong version of non-interventionist
conservative economic policy led by Robert
Lucas, Thomas Sargent and Robert Barrow
has been revived. The main argument of this
neo-classical policy swing is that policies of
government are at best impotent and at worst
more destabilizing (for details, see Bisaliah,
2007). The basic theoretical foundations for
this argument are natural rate hypothesis and
rational expectation hypothesis.

•

Seventh, the Keynesian approach to
interventionist policy has been on demand
side for managing GDP and employment. In
early 1980s, the analytical focus was on supply
side.This shift has explored the possibilities of
changes in growth of real GDP, employment
and price level by making suppliers happy
through a governmental policy intervention.
To make suppliers happy, the government is
to follow the policy of lowering taxes and
reducing government spending for creating
more space for private investment, and thus
lessen government regulation and labour union
power. It also prescribes less government
spending for creating more space for private
investment.

7

•

Eighth, Washington Consensus is another
milestone which empasises one size (one
policy) fits all countries. Fiscal austerity,
privatisation and market liberalization have
led to the emergence of the non-intervention
policies (Stiglitz, 2002). Free flow of goods
and services, technology and capital among
countries would yet form other building blocks
of new international economic architecture
under Washington Consensus. This process
of new global economic order has been
accelerated by the policies of International
Monetary Fund (IMF), World Bank and World
Trade Organization (WTO). Third world
countries including India made a U-turn from
planning-public sector dominance-economic
regulation fundamentalism to liberalizationprivatisation-globalisation-marketization
fundamentalism. The growth and development
experiences of countries across the world
during the last three decades or so of
Washington consensus global policy drive
are quite mixed. It is true that globalisation
has brought huge benefits to some countries
and some groups of people, whereas many
other countries and groups of people have not
been able to reap the benefits of globalisation
(details in Bisaliah, 2010). This has led to
inequality of income and wealth and social
exclusion.

•

Ninth, the 2008 global economic meltdown has
questioned the sustainability of Washington
Consensus, especially in countries where
myth of market miracle was a “faith”. This has
led to the policy of government intervention,
that is “back to Keynes”. The interventionist
strategy of bailing out package to private
enterprise even in U.S.A is a case in point to
support “back to Keynes”. This has turned
out to be a useful development experience i.e.
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state and market complement each other, and
there is no such thing like one development
theory and policy for all the countries. Further,
it is very well argued as far back as in 1957 by
Polanyi that to allow the market mechanism
to solely decide the fate of human beings and
their environment would result in demolition
of society (Polanyi, 1957). Further, it is argued
that if a complementary relation between state
and the market is realized, globalisation can
be a force for good, if managed properly
(Stiglitz, 2002). This perhaps could help
in addressing the challenge of bringing the
non-beneficiaries of globalisation (nonglobalisers) into the fold of fair distribution of
benefit space.
•

Tenth, the emerging policy drive towards
deglobalisation (e.g. America for Americans
slogan) and protectionist policies in
international trade may lead to yet another
policy cycle. Perhaps, it is too early to be
conclusive on this policy drive.
In short, this part of the paper has brought
different stages of economic policy cycle for
about three centuries. The swings of policy
pendulum has moved from interventionist
policy prescription (Mercantilism) to
moderate version of non-interventionist policy
prescription (Physiocrats) and then to fullfledged LIEO (Adam Smith and his followers),
and then a counter to economic liberalism
(Karl Marx), and then to active government
intervention policy prescription (Keynes), and
to the new LIEO (Rational Expectation and
Supply Side Economists) with the support
of Washington Consensus (back to Adam
Smith), and then to a moderate rolling back
to interventionist policy (back to Keynes)
triggered by global economic meltdown, and
to recent drive towards deglobalisation and
protectionist policies.

3. Riddles, Dilemmas and Uncertainties in
Macroeconomic Management
As stated already, economic policies are
contextual, depending on the time and clime.
Whatever the choice of economic policy, its
“ability” to address macroeconomic fundamentals
like GDP, inflation, un-employment, fiscal deficit
and current account deficit (CAD) is saddled
with many riddles, dilemmas and uncertainties
which the present section attempts to examine
with regard to the limited and sporadic success of
policy tools.
3.1 The Riddles and Dilemmas of Monetary
Policy:
As per the original mandate, the main focus
of monetary policy of Reserve Bank of India
(RBI) is to protect the internal value of Rupee
by controlling domestic price level, external
value of Rupee by “defending” its value in
foreign exchange market, ensuring the balance
between exports and imports or to minimize
CAD in balance of payments, to promote the
growth of GDP, and to protect the interests of
borrowing and saving class. However, lately,
RBI has been legislated to follow the policy
of inflation targeting. Inflation targeting has
become the alpha and omega of monetary
policy in India. The RBI has been mandated
to keep inflation rate as per gliding policy at
4% by the end of 2018 with ±2%. As a result
of this mandate of inflation targeting, many
issues have surfaced. Some of them are cited
below:
First, the RBI is not mandated as such to
prevent the soaring depreciation of Indian
Rupee. But the impact of depreciation on crude
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oil bill and the consequent increase in petrol,
diesel and gas prices with its implications for
inflationary pressure do not appear to be its
concern.
Second, growth-inflation trade-off is yet
another dilemma. For promoting investment
by corporate sector, the demand has been for
lower key policy rate i.e.Repo Rate, and for
“protecting” the internal value of Rupee the
domain of focus has been to raise Repo Rate
to control inflation. But the argument is that
high Repo Rate will have dampening effect
on GDP growth rate through discouraging
investment by corporate sector. Further, it is
to be realized that private investment does not
depend only on interest rate, but on several
other factors like global economy scenario,
investment-friendly environment in the
country, domestic demand scenario and so
on. Hence, role of Repo Rate in influencing
investment through transmission mechanism
on lending rate is far-fetched. At the same
time, the role of monetary policy through
Repo Rate is also limited, because inflation
impulse is due mainly to supply constraint,
especially of goods from agricultural sector.
Perhaps a good monsoon is more effective
in controlling inflation than a higher Repo
Rate. Hence, the trade-off between growth
and inflation needs a critical review. If not,
the high growth story of India during 20042010 may end up being labelled as chick
flight growth story. It is true that under the
stewardship of the current RBI Governor, the
Monetary Policy Committee has realized the
need for focusing on GDP growth along with
its primary mandate of inflation targeting.
Further, after cutting Repo Rate to 6% (by
reducing the benchmark lending rate by 25
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basis points) by Monetary Policy Committee
on April 4, 2019, the RBI authorities have
admitted that monetary transmission may not
happen quickly and at the same rate, due to
time lag tendency of banking system. Thus,
RBI is conscious of the fact that there has to
be an appropriate and effective transmission
of rates.
Third, the observed disconnect between
financial sector and real sector is yet another
dilemma. Of late, we have witnessed a
paradox of booming stock market and falling
GDP.
Fourth, India is not immune to global spill
overs from external factors. As a result of this,
it is very difficult for central banks of emerging
economies to follow an independent monetary
policy. Financial globalisation makes the
world vulnerable to U.S monetary and fiscal
policy as can be seen in the following few
situations:
•

Any improvement in the performance of
U.S economy would lead to rise in interest
rate by U.S Federal Reserve System. This
tends to give rise to capital outflow from
India and fall in capital inflow, leading to
depreciation of Indian Rupee, balance of
payments deficits and increase in CAD.
At this juncture, attempts are made to
decrease the imports and increase the
exports. But export price elasticities
are difficult to forecast. Decreasing the
import of crude oil is not possible, and
it is perhaps of no use to increase import
duties on gold, because of almost inelastic
nature of demand for gold in response to
increase in price of gold. Hence, a fall in
Rupee value in US Dollar (USD) terms,
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and increased CAD are difficult to handle.
•

Hike in interest rate by the U.S Federal
system, tariff wars among major
countries, and possible tumble in currency
market would create a dilemma to RBI
on whether to hike Repo Rate or not.
Any increase in interest rate due to hike
in Repo Rate would further dampen the
spirit of investors. The policy of inflation
targeting “alone” would lead to other risks
in the economy.

•

With massive decrease in corporate tax
rate in U.S, and increased interest rate
by Federal Reserve System (combination
of fiscal and monetary policies), global
portfolio investors tend to withdraw
their capital from emerging economies.
This creates the dilemma of currency
depreciation and increased CAD. This
dilemma highlights how vulnerable
emerging markets are to the vagaries of
American economic policy. Perhaps, the
world needs to be weaned away from
its dependence on USD. However, an
alternative global financial architecture is
nowhere in sight.

		 Given this kind of crisis, should India
allow for self-correcting mechanisms
through market forces, or should both
Government and RBI come out with
guns blazing? Or should the Government
decide to borrow from NRIs by offering
an attractive rate of interest on their
deposits or bonds?
		

In a special lecture titled “Global Risks
and Policy Challenges Facing the
Emerging Economies” delivered by

the Governor of RBI during the second
week of April 2019, on the sidelines
of the annual spring meetings of the
International Monetary Fund and World
Bank, he has called for out-of-the box
thinking to address the monetary policy
challenges of the 21st century. It was
stated that the global financial crisis at
the centres of international finance with
risks and spillovers for the emerging
market has exposed several limitations
of conventional monetary policy tools,
and monetary policy must touch the real
economy, spur investments, and maintain
monetary and financial stability. This
stand itself is a riddle to be addressed
at this point in time through “out-of-the
box” thinking.
3.2 Riddles and Dilemmas of Fiscal Policy
The Fiscal Responsibility and Budget
Management (FRBM) Review Committee (GOI,
2017) has brought out clearly the dilemmas of
government either to follow rule-based fiscal
policy or discretionary fiscal policy. The rulebased fiscal policy was legislated by parliament
in the form of FRBM Act 2003 and FRBM
Rules 2004. But in a parliamentary democracy,
expectations of the people are many-growth, jobs,
poverty reduction, social sector development,
infrastructure development and so on. Given
these expectations, the rule-based fiscal policy is
difficult to follow. Hence discretionary policy is
relevant, because resources are required for the
government to play its role in a parliamentary
democracy and the easy option for the government
is borrowing. But that leads to destabilization of
many macroeconomic fundamentals like general
price level, exports, CAD and so on. Hence, the
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Committee has recommended repealing of FRBM
Act of 2003, and FRBM Rules 2004 and enactment
of a New Debt and Fiscal Responsibility Act with
a provision for gliding path of Fiscal Debt and
GDP Ratio (see GOI, 2017 for details). Whether
this will work or not is still a moot point. The
claim for management of fiscal deficit is to prevent
“crowding out” of private investment. But this has
not happened in India. Of late, private investment
has been around 28% of GDP, whereas during the
period (2004-2010) of high growth, it was a little
over 37% of GDP. In addtion, the share of capital
expenditure to total budget has not increased
but declined. In the context of infrastructure
deficit, low employment growth, and deficit in
social sector expenditure, and low GDP growth
compared to the GDP growth of over 9% during
the period of high growth in India, rule-based
fiscal deficit policy may be difficult to implement.
In addition to this, implementation of the policy
of demonetization on 9th November 2018 and
Goods and Services Tax (GST) on 1st July 2017
have led to slowdown in demand growth leading
to fall in GDP. It appears that Indian economy is
moving along a lower growth path compared to
potential growth path. In this context, the question
is whether the government is ready to follow the
rule-based fiscal policy, and even the gliding path
of targeted fiscal debt and GDP Ratio (for details
see GOI, 2017). That is the dilemma confronting
the government in the area of fiscal policy. This
is the dictum: “Good Economics may not be a
good Politics”. The use of such instruments is yet
to yield results to lead the Indian economy to a
higher growth trajectory.

this premise is that there are many uncontrollable
factors including random variables on which
government policies do not have much of an
impact. This does not in any way discount the
importance of well-crafted policies to suit the
socio-economic-political million of the country.
But economic policies are to be contextual,
based on empirical evidences, not on ideologies.
Added to this, the government does not appear
to have an understanding of human behaviour
to design effective public policies. For example,
response to many health services deliveries by
government is extremely slow, because of the lack
of understanding of behavioural dimensions of
intended beneficiaries. In fact, macroeconomists
are like doctors treating cancer. They know a “lot”,
but there is a “lot” they do not know.

One wonders whether there is some truth in
the premise of Lucas-Sargent Proposition that
economic policies at best are impotent, and at
worst are more destabilizing. The rationale for

Polanyi, K (1957). Trade and Market in the
Early Empires: Economies in History and Theory.
Glencoe, IC, Free Press.
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Economic Approaches and
Benefits of Microfinance in India
D Rajasekhar 1
Abstract
Historically, low income households in India have faced the problem of lack of access to sufficient and qualitative credit from
the formal banking system for a number of reasons; an important reason was the widespread belief among Indian banks that
the poor are unbankable due to low financial system development. Theoretically, microfinance groups are considered to be
superior in accessing information on borrowers and facilitating access to credit among low income households. This has
influenced government and non-governmental organisations to form microfinance groups or Self-Help Groups (SHGs) for
low income households in India and expand the same in the last three decades. Currently, 87.4 lakh SHGs are linked to banks.
Average number of SHGs linked to banks is 14 for every village. We estimate that about 50 percent of Indian households are
covered by SHGs, thus suggesting that SHG movement has become important in India, and the rural households, especially
those belonging to the poorer sections, are provided with an opportunity to participate in the financial system. Low income
households contribute small savings to SHGs, and access loans from banks for undertaking income generating programmes.
Regular borrowing and repayment of credit from groups resulted in financial discipline among them. The development of
financial systems among low income households has potential to reduce poverty among the poor.

1. Introduction
Microfinance implies providing the poor
with savings, credit and facilitates the provision
of insurance facilities to set up or expand
Income-Generating Activities (IGAs) relating to
agriculture, allied activities and non-farm sector,
and thereby, to increase household income security.
Microfinance has been in existence in India for
almost three decades by now. Credit management
groups formed by Mysore Resettlement and
Development Agency (MYRADA) in Karnataka
state in the 1980s have, perhaps been the first
groups providing microfinance services of savings
and credit to the poor. From 1991 onwards,
the process of formation of groups providing
microfinance services has picked up because
of the limited success of government banks to
reach the poor (see section 2 below) and also due
to the introduction of economic reforms which
advocated limited role to the government in the
1

poverty alleviation through the provision of credit.
In the two decades following the introduction of
economic reforms, microfinance groups have
been promoted by different institutions such as
Non-Governmental Organisations (NGOs), banks
and the government, although the government
became the main promoter in the new millennium.
Currently, there are 87.4 lakh microfinance groups
in the country. In India, these groups are widely
called as Self-Help Groups (SHGs).
There is considerable literature on
microfinance in India covering issues relating to
the formation and management of SHGs, tension
between financial and institutional sustainability,
poverty alleviation and women empowerment
through microfinance and so on. Approaches of
microfinance are not sufficiently investigated
in the literature especially financial systems
development approach. In this paper, we present
a descriptive study of financial systems approach

Professor and Head, Centre for Decentralisation and Development, Institute for Social and Economic Change, Bengaluru.
Address for Correspondence: Centre for Decentralisation and Development, Institute for Social and Economic Change, Nagarabhavi,
Bengaluru 560072. e-Mail: raja@isec.ac.in
All opinions in this article are of the author and usual disclaimer applies.
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of microfinance in India. We also discuss a few
issues that have come in the way of poverty
reduction among those joining SHGs despite
considerable improvement in the financial system
development. The paper is based on an analysis of
secondary data on the progress of SHGs in India,
and a review of relevant studies.
Rest of the paper is presented in three sections.
Section 2 discusses the factors that contributed to
the emergence and growth of SHGs in India, while
Section 3 discusses key features of microfinance
groups. In section 4, we present financial system
approach of microfinance.
2. Limited success of formal banks to provide
credit to the poor and emergence of micro
finance
Policy makers and academicians in India
have been concerned about inadequate access to
credit to the small borrowers2 and the consequent
adverse impact on agricultural productivity and
incomes of the poor households. Although the
nationalisation of banks in 1969, the subsequent
bank-branch expansion and various policies
aimed at social banking, has improved the reach
of credit to small borrowers, the access to timely
and adequate credit from the formal banks has
remained as a problem for several reasons.
An important reason for this is the imperfect
rural credit markets in developing countries
(Hoff and Stiglitz, 1990), which get reflected in
the following manner. Although government
banks offer credit at an interest rate lower than
that prevailing in the market, small borrowers
are unable to access credit from banks. Another
imperfection is that the demand for credit from
moneylenders has always been high in India
despite that these informal agencies lend at interest
rates higher than those prevailing in the banks.

2
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Imperfection in the rural credit market in
developing countries is also because there is
no certainty about the completion of a credit
transaction (Bhatt, 1987). As is well known, a
credit transaction commences with the disbursal
of loan and completes when it is repaid. There is,
however, no certainty about repayment because
of risks that are involved in credit transactions.
Borrowers and lenders face the following risks in
the credit market:
First, borrowers face the risk that the project
for which credit has been availed may or may not
become successful. Consequently, the expected
increase in income from the project may or may
not materialise. As a result, borrowers may not be
able to repay the loan.
Second, lenders also face risk, which has two
elements; the first relates to the same risk that
borrowers face, while the second is tricky, and
relates to the borrowers’ intentions. Even if the
project for which credit was availed is successful
in generating income sufficient for repayment, the
borrower may not be willing to repay.
From the above, three classic problems in
rural credit markets can be formulated (Hoff and
Stiglitz, 1990).
Selection problem: Borrowers differ in the
likelihood that they will default and it is costly to
arrive at the extent of risk for each borrower. In
other words, it is difficult for the lender to figure
out who is good in repayment of loan and who is
not.
Monitoring
problem:
This
involves
difficulties faced by lenders in ensuring that
borrowers take those actions that result in the
success of the project in so far as generation of
income is concerned.
Enforcing the repayment: Lenders often find
it difficult to ensure repayment of loans because
they may not know when the borrowers have
money at their disposal to make the repayment.

We include marginal and small farmers, asset-less households and landless agricultural and non-agricultural labourers in this category.
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Information is important to resolve these
problems. Information asymmetry is an important
problem contributing to the inability of formal
banks to provide credit to small borrowers.
Formal banks do not have information on who is a
‘creditworthy’ borrower. It involves considerable
costs for the banks to obtain information on each
of the borrowers. As a result, they cannot reach
such borrowers. In addition, the poor were also
considered to be unbankable as financial systems
were believed to be not fully developed. Secondly,
it is also costly for the formal banks to find out
whether borrowers are taking right or wrong
decisions when it comes to their income-generating
projects. Thirdly, banks also find it difficult to find
out when borrowers are in a position to make
repayment.
Against this background, the following
question is raised: Which institution is best suited
to collect information in a cost effective manner
and solve the problem of providing credit to small
borrowers? Which institution can reach the poor?
Theoretically, it is now widely accepted that
microfinance is best suited to improve access to
credit among small borrowers. This explains the
growth of microfinance in the world including
India in the last three decades.
3. Features of microfinance3
Key features of microfinance are the following.
Group Lending
Microfinance services are usually provided
to groups of small borrowers in rural/urban areas.
It is often felt that lending to a person who is in
a group is advantageous. In India, microfinance
groups are of two types; SHGs and other groups.
SHGs are typically small groups consisting
of about 15 members coming from a similar
3
4
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socio-economic background and belonging to the
same locality. Being neighbourhood groups, each
member knows about the other in the group and
therefore, has information on credit worthiness,
ability to undertake IGAs and repayment capacity.
SHGs formulate their own rules and regulations
relating to the governance structure, meetings,
savings, credit and repayment. They typically
begin their operations by mobilising small savings
from members. In the initial phases, SHGs revolve
accumulated savings amount among members as
credit for short term production (such as buying
a bag of fertilisers) and consumption (such as
buying of school books and payment of school
fees). Since meeting all the credit needs of the
members with accumulated savings is difficult,
SHGs are linked with other institution such as
banks to get access to formal credit and provide
loans to members for long term purposes such as
starting an IGA. National Bank for Agriculture
and Rural Development (NABARD) started bankSHG linkage programme in the early 1990s for the
purpose of linking SHGs with banks. The SHGs
formed under SGSY have also benefited from this
programme.
The other types of groups4 are five-member
groups belonging to a neighbourhood. They do not
formulate their own rules. Instead, they follow the
rules and regulations of microfinance institutions
that have facilitated the formation of these groups.
These groups do not have any savings function;
they only take credit from microfinance institution
and stand guarantee to that loan.
Joint Liability
This is an important feature of microfinance
groups that facilitate screening, monitoring, state
verification and enforcing repayment (Ghatak and
Guinnaine 1999). Joint liability means one or a few
members from a group avail credit from a bank

This section is based on Rajasekhar (1996, 2000 and 2004) and Rajasekhar, Manjula and Suchitra (2017).
These groups have become controversial, especially in the undivided Andhra Pradesh with allegations that they do not really help the small
borrowers and in fact, contributed to the process of borrowers becoming more indebted and distressed.
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or microfinance institution. However, the entire
group provides guarantee to the loan repayment.
This means that if a member does not repay the
loan, the group will repay by pooling their own
resources. Joint liability principle compels or
provides incentives to the groups to undertake
the task of selection, monitoring and repayment
in cost-effective manner. Joint liability works well
when the group is small and homogeneous (Olson,
1994; Stiglitz, 1990; Morduch, 1999).
Dynamic Incentives
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Agriculture and Rural Development (NABARD).
In 1992, a pilot project on Bank-SHG linkage was
initiated by NABARD to test a partnership model
on forging links between SHGs, public sector
banks (henceforth banks) and NGOs. A review
of the pilot project in 1992 found that the credit
utilisation by the poor and repayment rates were
better as compared to the direct lending by banks.
This resulted in measures to expand the linkage
between banks and SHGs. After the pilot project,
the Reserve Bank of India has approved opening
of bank accounts on SHG name in banks.

Microfinance groups formulate rules relating
to dynamic incentives. An important incentive
given is that successful repayment of a loan by a
borrower will enable her/him to avail the second
and larger amount of loan. Called sequencing of
credit, this principle will enable microfinance
groups to ensure that there is a prompt repayment
of loans5 (Tedeschi, 2006).

Following from this, the bank-SHG linkage
programme expanded by leaps and bounds. The
number of SHGs linked to banks, which was
only 33,000 in 1999, increased to 87.4 lakhs
by 2017-18! Let us now look at the financial
system development by presenting trends in SHG
movement at the national level (Table 1).

Savings linked to Credit

Table 1: Trends in SHG movement in India

Another important feature of microfinance
group is the link between credit and savings. This
means that the loan amount to a borrower is in
certain ratio to the savings contributed by that
borrower to the group. This principle will lead
to the following beneficial effects on the groups.
First, it will ensure that there is no excess demand
for credit at any point in time. Second, because
of the link between savings and credit, borrowers
will get incentives to repay the loan. Finally, this
principle motivates borrowers to contribute their
savings to the group.
4. Financial systems approach of microfinance
Microfinance has contributed to an
improvement in the financial system among the
low income households in India as can be seen
from the data provided by National Bank for
5

Years

Number Amount
Loan
Amount
of SHGs
of
amount
out
linked savings disbursed standing
(Rs.
to banks
(Rs.
(Rs.
crore)
(lakhs) Crore)
crore)

2008-09

61.2

5545

12253

22680

2009-10

69.5

6198

14453

28038

2010-11

74.6

7016

14548

31221

2011-12

79.6

6551

16534

36340

2012-13

73.2

8217

20585

39375

2013-14

74.3

9897

24017

42927

2014-15

77.0

11060

27582

51545

2015-16

79.0

13691

37287

57119

2016-17

85.8

16114

38781

61581

2017-18

87.4

19592

47186

75598

Source: NABARD (2018)

Cason, Gangadharan and Maitra (2012), however, found that this was not the case in a laboratory experiment.
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The total number of SHGs linked to banks has
rapidly increased from 61.2 million in 2008-09
to 87.4 million in 2017-18. Given that there are
6.45 lakh villages in India, the number of SHGs
per village works out to be 14! This suggests that
the SHG movement has become important in
India, and the rural households, especially those
belonging to the poorer sections, are provided
with an opportunity to participate in the financial
system.
In the past, the poor were not considered to
be bankable, and hence, the formal rural banking
system kept them out of its purview. The current
status on microfinance in India indicates that SHGs
have brought the poor households into the banking
network and contributed to financial inclusion.
SHGs are formed for a large proportion of the
households in India. It can be estimated6 that the
total number of members in SHGs in India is 128.7
million at the rate of 15 members in each SHG.
Given that the estimated number of households
in India is 260 million, it can be stated that about
50 percent of the households are covered in SHGs
assuming that a household has only one member
in a group.
Almost a four-fold increase in total savings
contributed by members to their savings could be
noticed (Table 1). Contribution of savings is one
of the important components of the microfinance
programmes in India7. It is, in fact, an important
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requirement for a person to join SHGs. These
groups seek to provide a facilitative atmosphere
(such as weekly contributions) to the poor so
that they can make small yet regular savings
contributions. The savings amount improves
the confidence among members in investing
and expanding the existing income generating
activities, and thereby contributes to household
income security. Growing savings amount will
also contribute to reduction of vulnerability among
the poor.
An important function of the SHGs is to
provide access to credit for consumption8 as
well as for undertaking new income generating
activities or expanding the existing ones. It may
be mentioned here that SHGs, in the initial stages,
provide credit for consumption and short term
production needs (such as, buying seeds and
fertilizers). SHGs can access bulk loan from banks
in the ratio of 1:5 of their savings provided that
they have demonstrated good financial system
development, and governance mechanisms. The
total loan amount disbursed to SHGs by banks also
witnessed an almost four-fold increase. With the
help of bulk loan accessed from banks, SHGs seek
to provide credit for short-term production and for
undertaking (or expanding the existing) income
generating activities in agriculture, livestock
rearing, non-farm sector and so on. With the
income earned from undertaking these activities,
SHG members can gradually come out of poverty.

The estimation procedure is as follows. There were 87.4 lakh SHGs in India in 2017-18. SHGs are usually formed for 15 members; hence,
we have taken 15 as the average size to calculate the total number of members. Following this, the total number of SHG members in India
is estimated at 128.7 million. As far as the estimation of total households is concerned, we have divided the total population by average
household size (at five). As per this procedure, the total number of households is estimated at 260 million. The proportion of SHG members
to total households is worked out to find out the coverage of households by SHGs.

6

This is in contrast to the experience of the other developing countries such as Bangladesh where members need not contribute savings
to micro-finance groups. Notwithstanding a criticism that the members do not contribute all their savings to SHGs, the fact remains that
member savings form an important component of loanable funds at the disposal of SHGs.

7

Growing access to consumption credit means reduced dependence on moneylenders as the poor generally depend on moneylenders to meet
consumption credit needs. SHG members also obtain credit to buy provisions from the Public Distribution System (PDS). This will enable
them to have food security. The SHG members can also avail credit for paying school fees, purchase of medicines, and so on. The access to
credit for such social consumption will meet the goals of development as well.
8
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What has been the ratio of savings to loan
amount disbursed? This question needs to be
looked into because a rise in ratio implies the
less participation of members in the savings
contribution, and growing dependence on banks
for loanable funds. Table 2 presents evidence on
the ratio of savings to loan amount disbursed as
well as outstanding loan amount. It can be seen
that the ratio of savings to loan amount disbursed
by banks has increased from Rs. 221 (for every
Rs. 100 of member savings) in 2008-09 to Rs. 272
in 2015-16 and declined thereafter. One can see a
similar trend even in the case of ratio of savings
to outstanding loan amount. These ratios suggest
the following. First, although banks can provide
credit to SHGs in the ratio of 1:5, the loan amount
disbursed remained in the range of 1:1 to 1:1.7.
This implies that banks have been prudent when it
comes to lending to SHGs. This also implies that
microfinance member households have inculcated
the habit of regular savings to the group. Second, a
decline in the ratio of savings to outstanding loan
amount implies that members have been repaying
the loans.
Table 2: Ratio of member savings to loan
amount provided by banks
Ratio of
Ratio of savings to
savings to
outstanding loan
Years loan disbursed
amount per Rs.
per Rs.100 of
100 of savings
savings
2008-09
221
409
2009-10
233
452
2010-11
207
445
2011-12
252
555
2012-13
251
479
2013-14
243
434
2014-15
249
466
2015-16
272
417
2016-17
241
382
2017-18
241
386
Source: NABARD (2018)
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SHGs have also contributed to inclusive
development. The proportion of women groups to
87.4 lakh SHGs linked to banks was 72 percent in
2017-18. Formation of SHGs for women implies
that the access to credit is extended to them for
undertaking IGAs. When women undertake
IGAs, they will have to participate in decision
making within the household and community.
This is expected to benefit them in many ways.
For instance, credit for women to undertake IGAs
will enable them: (i) to have access to resources
and income (ii) in enhanced decision making
within the household (iii) to spend income on
health and education of children (especially girls)
and consumption (iv) to improve interaction with
markets as women involved in IGAs will have
to buy raw materials and sell finished produce
in the markets located near and far from their
homes; and (v) to improve mobility for women.
It is expected that the above will gradually enable
women to play an active role in social, political
and economic issues affecting self, household and
community.
5. Conclusion
In this paper, we have discussed the main
factors contributing to the emergence of
microfinance programmes in India. An important
reason for the emergence of microfinance groups
is that they have the potential to address the
problem of imperfect rural credit markets, and
mitigate risks faced by borrowers and lenders in
the rural credit market. Key features that make
microfinance groups comparatively superior are
group lending, joint liability, dynamic incentives
and savings linked to credit.
In India, SHGs constitute an important
component of microfinance groups. We argue in the
paper that SHGs contributed to the development
of financial systems among the poor. SHGs
have become important in India, and provided
an opportunity to the low income households
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to become part of the formal banking system.
Subsequently, low income households have been
contributing small savings to SHGs, and are
accessing bulk loans from banks under NABARD’s
bank-SHG linkage programme for undertaking
IGAs. Regular borrowing and repayment of credit
from groups resulted in financial discipline among
the low income households. In other words, low
income households contribute regular savings to
groups, utilise credit for purposes for which it
was availed, repay loan instalments from IGAs
and so on. The development of financial systems
approach among low income households has
potential to reduce poverty among the poor9.
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Constitutional Accountability for India’s Goods and
Services Tax Revenues After the July 2017 Reform
K. Sethuraman 1
Abstract
Integrated Goods and Services Tax (IGST) is the pivot of the July 2017 Reform replacing select central and state indirect
taxes with one central-cum-state structure of multiple central and state “goods and service taxes” (GSTs). IGST is designed
to facilitate a unified digital governance of “input” GST credits which every registered supplier may “use” seamlessly in her/
its returns in computing the “amounts” of various GSTs payable out of such amounts due on making ‘value-added’ supplies
downstream. In this context, this paper examines if the GST statutes ensure the accountability of the lawmakers and the GST
authorities to the Constitution. It points out the need for further reform which is compatible with the basic constitutional
structure of democratic appropriation of moneys from the respective Consolidated Funds in the manner stipulated in the
articles culminating in Article 114 in case of the Union and in Article 204 in case of a State.

1. State Policy of “One Nation:One Tax”
States in India enacted law in 2005 to provide
for the levy and collection of state sales taxes on
a “value-added basis” after deliberations2 in the
Empowered Committee of State Finance Ministers
(ECSFM). ECSFM continued its deliberations at
the request3 of the Finance Minister serving the
Union so that political commitments could be made
on behalf of the States to further reforms, aimed
at the levy and collection on a value-added basis,
of central as well as state indirect taxes. This was
to be based upon a “Grand Bargain”4 between the
Union and the States. In 2009, a “Working Group”
of tax bureaucrats recommended the adoption of

an option for reform based on a legal instrument
to be designated “Integrated Goods and Services
Tax” (IGST) as the pivot of the reform. It is not
evident that the ECSFM considered any other
option. Assuming T-I-N-A5, the ECSFM simply
decided6 as under:
“The Empowered Committee has accepted
the recommendations of the Working Group
of concerned officials of Central and State
Governments for adoption of IGST model for
taxation of inter-State transaction of Goods
and Services”

A former bureaucrat and a social scientist and law scholar by training, is an alumnus of the National Law School of India University
(NLSIU), Bengaluru.
Address for Correspondence: #26, 3rd Cross Road, Central Excise Layout, Vijayanagara, Bengaluru- 560040. e-Mail: ksethu2009@gmail.com
All opinions in this article are of the author and usual disclaimer applies.
1

2
ECSFM, White Paper on State Level Value Added Tax https://www.finmin.nic.in/sites/default/files/whitepapervat.pdf. (last visited Feb 2,
2019)

ECSFM, First Discussion Paper on Goods and Services Tax in India http://gstcouncil.gov.in/sites/default/files/First%20Discussion%20
Paper%20on%20GST.pdf (last visited Feb 2,2019)

3

Ministry of Finance Report of the Task Force on the Implementation of the Fiscal Responsibility and Budget Management Act, 2003 (July
2004), 6-7

4

5

“There-Is-No-Alternative”.

6

ECSFM supra note 2 para 3.5 page 21
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The reformulation (“reform”) of State Policy
relating to the levy of central and state indirect
taxes (including many excise-duties, central
service tax and state sales taxes but somehow
excluding central sales tax) had been conceived to
create a policy of “One Nation: One Tax” so as to
enable the collection of those taxes seamlessly as
“one” levy throughout India. This was somehow
expected to also serve the public interests, while
securing the respective and varying tax revenue
interests of the bargaining governments. The reform
could be attempted by creatively invoking Article
2637 in Chapter II relating to “administrative
relations” and in Part XI dealing with “UnionStates Relations”. This could lawfully secure
the requisite political commitments based on
(Gwyerian) common sense8, on behalf of the Union
and the States, to treaty-like recommendations of
a Union-States Council, to coordinate policy and
action by the Union and every State focused on
an appropriate “subject” of social relevance. The
commitments would have had to relate to centralcum-state administrative arrangements across the
Union-States administrative divide9.

The experience of lawmaking in the past,
however, had shown10 that it is always politically
easier to amend of the Constitution to ostensibly
demonstrate concern for serving the public
interests than to take requisite, and implicitly
unpopular, steps to enact law to levy any tax.
Therefore, not surprisingly, the Constitution (115th
Amendment) Bill, 201111 was moved just prior to
the general elections to a State Assembly, to initiate
the requisite reform. The Amendment sought to
provide for constituting Goods and Services Tax
Council (GST Council) primarily to arbitrate the
terms of reconciliation of varied revenue interests
of the Union and the States, outside of Part
XI of the Constitution. The constitution of that
Council was to do without the President having
to determine that its constitution would serve
the public interests. Thus, the establishment of
a Union-States Council by invoking Article 263
in pursuit of Gwyerian “common sense” was
avoided.

Article 263 provides for a lawful procedure to coordinate law-making by the Union and the States in pursuit of their common interests in
applying the substantive Directive Principles to serve the public interests as follows:-“If at any time it appears to the President that the public
interests would be served by the establishment of a Council charged with the duty of— (a) inquiring into and advising upon disputes which
may have arisen between States; (b) investigating and discussing subjects in which some or all of the States, or the Union and one or more
of the States, have a common interest; or (c) making recommendations upon any such subject and, in particular, recommendations for the
better co-ordination of policy and action with respect to that subject, it shall be lawful for the President by order to establish such a Council,
and to define the nature of the duties to be performed by it and its organisation and procedure”.

7

8
The phrase “common sense” was used by Sir Maurice Gwyer CJ in his observation on page 50 in re: The Central Provinces and Berar
Sales of Motor Spirit and Lubricants Taxation Act, 1938 reported in (1938) 1 STC 1. It denoted a sense of the social “commons” by the
Federation and the Provinces. Instead of merely reconciling varied revenue interests, pursuit, according to Article 37 of the Constitution, of
“common interests” by the Union and the States as envisaged in Article 263 by applying the principles of sub-serving the “common good”
and of avoiding “common detriment” in a “community” of Indian nationals, stipulated in Article 39 and of securing and protecting a “just
social order” in the social commons envisaged in Article 38 would constitute such “common sense”.

Constitution of India Articles 73 and 162 https://www.india.gov.in/my-government/constitution-india/constitution-india-full-text. (last
visited Feb 2, 2019)

9

E.g., the Constitution (46th Amendment) Act, 1982 to enable the levy of a central consignment tax has not led to the levy of the tax for 36
years and more; and Article 268A, inserted by the Constitution (92nd Amendment) Act, 2003 to enable the levy of central service tax to be
collected (and “appropriated”) by the Union as well as the States had to be omitted 13 years later by amendment in 2016 without making
any law to levy such service tax.
10

Minister of Finance Constitution (115th Amendment) Bill,2011 http://www.cbic.gov.in/resources//htdocs-cbec/gst/consti-amend-bill-1152011-new.pdf.(last visited Feb,2, 2019)
11
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The 115th Amendment Bill, which was based
on the foregoing decision of the ECSFM
eventually lapsed. However, subsequently the
Constitution (122nd Amendment) Bill 201412
essentially based on the earlier 115th Amendment
Bill was moved and was eventually enacted
after substantial but vague amendments, as the
Constitution (101st Amendment) Act, 201613 and
came into effect from 12th September 2016. The
intended reform was characterized by use of a
non-obstante clause apparently with substantive
mandates to the Union and State Legislatures but
actually subject to undue restrictions, as stipulated
in Article 279A outside Part XI, on the autonomy
of even Parliament in specifying the rates of levy
and the substantive reach of the reform. The
reform could have relied on, but it avoided, the
non-obstante clauses in Articles 258 and 258A
with scope limited to regulate procedure. The
reform resulted in paradigmatic changes to the
distribution of “matters” of legislative competence
(including substantive matters) among the Union
and the States in Chapter I of Part XI by inserting
Article 246A which read “246A. (1) Notwithstanding anything
contained in articles 246 and 254, Parliament,
and, subject to clause (2), the Legislature of
every State, have power to make laws with
respect to goods and services tax imposed by
the Union or by such State.
(2) Parliament has exclusive power to make
laws with respect to goods and services tax
where the supply of goods, or of services, or
both takes place in the course of inter-State
trade or commerce.
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Explanation. — The provisions of this article,
shall, in respect of goods and services tax
referred to in clause (5) of article 279A, take
effect from the date recommended by the
Goods and Services Tax Council.’’
However, as for the tax referred to in clause (2)
of Article 246A, the Constitution as amended
by the 101st Amendment provided, by
inserting Article 269A in Chapter I relating to
“Finance” in Part XII dealing with “Finance
Property Contracts and Suits”, as follows: ‘‘269A. (1) Goods and services tax on
supplies in the course of inter-State trade or
commerce shall be levied and collected by
the Government of India and such tax shall
be apportioned between the Union and the
States in the manner as may be provided by
Parliament by law on the recommendations of
the Goods and Services Tax Council.
Explanation. —For the purposes of this clause,
supply of goods, or of services, or both in the
course of import into the territory of India
shall be deemed to be supply of goods, or of
services, or both in the course of inter-State
trade or commerce.
(2) The amount apportioned to a State under clause
(1) shall not form part of the Consolidated
Fund of India.
(3) Where an amount collected as tax levied (by
Government of India) under clause (1) has
been used for payment of the tax levied by a
State under article 246A, such amount shall
not form part of the Consolidated Fund of
India.

Minister of Finance Constitution (122nd Amendment) Bill, 2014 https://www.saralgst.com/pdfs/122nd-constitution-amendment-bill-2014.
pdf (last visited Feb 2, 2019)

12

Ministry of Law and Justice, Government of India. Constitution (101st Amendment) Act, 2016 http://gstcouncil.gov.in/sites/default/files/
consti-amend-act.pdf (last visited Feb 2,2019)

13
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(4) Where an amount collected as tax levied
by a State under article 246A has been used
for payment of the tax levied under clause
(1), such amount shall not form part of the
Consolidated Fund of the State.
(5) Parliament may, by law, formulate the
principles for determining the place of supply,
and when a supply of goods, or of services, or
both takes place in the course of inter-State
trade or commerce.
The foregoing provisions in Articles 246A
and 269A were without reference to(i) Article 266 relating to the accountability of
lawmakers and bureaucrats to the Constitution
stipulating prompt deposit not only of
moneys paid in compliance, but also moneys
collected or recovered by honest and efficient
enforcement, as tax revenues, in the respective
Consolidated Funds; and appropriation of
moneys from those Funds only for purposes
provided in the Constitution and only in the
manner stipulated therein; and
(ii) Articles 114, 204, 283 and 150 relating
respectively to appropriation from the
Consolidated Fund of India, appropriation
from the Consolidated Fund of every State,
the custody of moneys in and withdrawal of
moneys from the Treasuries (including the
said Funds) and keeping of the accounts of the
governments to which tax revenues accrue14.

In section 2, this paper analyses the provisions
as to the accountability to the Constitution, of the
lawmakers; and of the central and state bureaucrats
who would have to enforce the GST law made
by them. In sections 3 and 4, the question of
compliance of the GST law-making with the
constitutional law enacted by the People of India
in Article 245 (to be read inevitably with Articles
37, 38 and 39) to regulate lawmaking is examined
and conclusions reached.
2. Accountability
of
Lawmakers
Bureaucrats to the Constitution

and

Just as every lawmaker, every official serving
the Union or any State is required to affirm/swear
allegiance to the Constitution which regulates
lawmaking and governance. Article 266 stipulates
the basic requirement of the accountability to the
Constitution, of every lawmaker responsible to
comply with the Constitution and every bureaucrat
responsible to ensure the efficient collection of
GST revenues accruing to the Governments of
India and every State in her jurisdiction, in the
following words:
“266. (1) Subject to the provisions of article
267 and to the provisions of this Chapter with
respect to the assignment of the whole or
part of the net proceeds of certain taxes and
duties to States, all revenues received by the
Government of India, all loans raised by that
Government by the issue of treasury bills, loans
or ways and means advances and all moneys
received by that Government in repayment of

In India, treasuries at the Union and State levels are composed of the respective Consolidated Fund, Contingency Fund and the Public
Accounts as parts. Irrespective of whether or not the “Union of States” that is India is a federal polity, the central treasury and every state
treasury are mutually independent in ensuring accountability to the Constitution. Appropriation of moneys from the Consolidated Fund
of India cannot be done by the act of any State Legislature; and appropriation of moneys from the Consolidated Fund of any State cannot
be done by an act of Parliament. Such appropriation acts are done in accordance with the democratic procedure enacted in Articles 112
to117 in Part V culminating in Article 114 in case of Parliament and in Articles 202 to 207 in Part VI culminating in Article 204 in case of a
State Legislature. Article 283 provides for Parliament and every State Legislature to make law regulating the payment into, custody of, and
withdrawal of moneys from every part of the respective treasuries. Article 150 provides. “The accounts of the Union and of the States shall
be kept in such form as the President may, on the advice of the Comptroller and Auditor-General of India, prescribe”.
14
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loans shall form one consolidated fund to be
entitled “the Consolidated Fund of India”, and
all revenues received by the Government of a
State, all loans raised by that Government by
the issue of treasury bills, loans or ways and
means advances and all moneys received by
that Government in repayment of loans shall
form one consolidated fund to be entitled “the
Consolidated Fund of the State”.
(2) All other public moneys received by or on
behalf of the Government of India or the
Government of a State shall be credited to the
public account of India or the public account
of the State, as the case may be.
(3) No moneys out of the Consolidated Fund of
India or the Consolidated Fund of a State shall
be appropriated except in accordance with
law and for the purposes and in the manner
provided in this Constitution.
No tax can be levied or collected without the
authority of law (Article 265). Tax revenues
are “received” into the respective Treasury by
the governments to which they accrue either(i) when every taxpayer complies with law and
her/its dues as computed according to law are
paid by her/it to the governments’ banker for
deposit into the respective Consolidated Fund;
or
(ii) when tax dues are collected after every
taxpayer found liable to pay more, complies
with the notice of demand for dues issued by
the bureaucrat who is conferred the primary
authority to assess according to law, within a
defined territory and subject to correction by
post-primary authorities, to the best of his/her
judgment, accurate amounts of tax (or taxes)
owed, interest for overdue payments and civil
penalties for non-compliance, if any, from
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every accurately identified person related to
a residence or a place of business located in
that territory or a principal place of business
located in that territory along with other
places of business located elsewhere in India;
or
(iii) when tax dues are compulsorily recovered
from tax defaulters by executing coercive
processes according to law.
The tax dues when collected in pursuance of
best judgment or when recovered through coercive
processes, are also required to be paid promptly to
the governments’ banker (viz., the Reserve Bank of
India) for deposit into the respective Consolidated
Funds which form part of the treasury. This ensures
that tax revenues are accounted for, to enable the
democratically elected lawmakers serving the
Union and every State to make law authorizing
appropriation of moneys from the treasury for the
governments to incur expenditure “for purposes
provided in (the) Constitution”.
Ideally, irrespective of her/its “registration”
status, every supplier ought to do a public act
when she/it complies with law; and invariably
create and issue a supply voucher as documentary
evidence stating true facts relating to every
business-to-business (B2B) and business-toconsumer (B2C) supply made by her/it in the
manner and form prescribed according to law. By
such public act, apart from the Governments, the
recipient of the supply is legitimately expected
to be made aware of the “amount” or “amounts”
of the applicable GST/GSTs shifted to her/it as
part of the agreed money consideration without
being misled to believe that no “amount” by way
of any GST is payable by such recipient as part
of the monetary consideration when in fact it is
so payable. Practically, however, some or many
big and small suppliers are likely to avoid often or
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occasionally, the creation and issue of such supply
vouchers stating true facts relating to the supply
including, most importantly, true facts relating
to the identities of the parties to the underlying
contract. Every primary and post-primary GST
authority responsible to account for GSTs accruing
to any collecting government would have to
have access to relevant documentary evidence
of such public acts done or avoided15 by every
supplier from every place of business located in
every primary GST territorial jurisdiction all over
India. Such evidence would have to conform to
the requirements of the law, if made as stipulated
in clause (2) of Article 261 (in Chapter II on
“administrative relations” of Part XI relating to
“Union-State relations”) as under: “261. (1) Full faith and credit shall be given
throughout the territory of India to public acts,
records and judicial proceedings of the Union
and of every State.
(2) The manner in which and the conditions
under which the acts, records and proceedings
referred to in clause (1) shall be proved and the
effect thereof determined shall be as provided
by law made by Parliament.
(3) Final judgments or orders delivered or passed
by civil courts in any part of the territory of
India shall be capable of execution anywhere
within that territory according to law.”
This would enable every such authority to
act duly in consonance with the territorial nexus
principle16 where called for.

While the algorithms of digital protocols
envisaged in the July 2017 Reform17 may provide
the requisite support to the central and state
GST authorities in exercising their respective
best judgments based on evidence, they would
not be able to replace the requisite judgments.
Such judgments would have to rely on evidence
of unreported facts, if any, discovered on the
ground and to comply with the requirements
of administrative law and of the principles
of natural justice, in accurately assessing the
amounts of GST revenues due and payable by
every accurately identified supplier of goods and
services functioning from every place of business
within the jurisdiction for which any given GST
authority is accountable to the Constitution jointly
and severally along with the GST authorities
responsible for other jurisdictions in India.
Efficient team-work among GST authorities across
territorial/functional jurisdictions all over India
would help identify suppliers who cooperate with
others in avoiding compliance with law including
those relating to the levy of GST and income-tax
and with local government bye-laws.
In accounting for the moneys accruing
to the credits of the Governments, Article
266 distinguishes between specific types of
moneys including revenues received by those
Governments to be accounted for in the respective
Consolidated Funds on the one hand, and “other
public moneys” received by them on the other.
This is because of the strict requirement in clause
(3) of Article 266, of the eventual collective act
of the democratically elected representatives of

At present there is no law of Parliament as envisaged in clause (2) of Article 261 stipulating the creation of documentary evidence of every
supply of goods and/or services TRULY stating the particulars relating to the supply, supplier and recipient in a manner legally recognized
in every State/UT in India. This will be truly consistent with a structure of central and state GSTs collectively designated as “One Tax”. In
case such law is enacted, every act of non-compliance with that law would count as avoidance of the creation of documentary evidence.
15

16

As recognized by the Supreme Court in State of Bombay v, RMD Chamarbaugwalla AIR 1957 SC 570 at 699.

17

The central and state GST statutes and delegated legislation can be accessed from http://gstcouncil.gov.in/meetings
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the People serving the Union or a State as the
case may be, of appropriation of moneys from the
respective Consolidated Funds only in the manner
provided in the relevant Articles culminating in
Article 114 in case of the Union and Article 204 in
case of every State.
The only tax revenues which are kept, vide
clause (1) of Article 266, out of the collective act
of appropriation, vide Article 114, by Parliament
are those which are declared in every clause (2)
respectively of Articles 268, 269 and 270 as not
forming part of the Consolidated Fund of India,
being “assigned” to a State, whose Consolidated
Fund they would automatically form part of.
The Constitution itself provides for the manner
of identifying the State to whose Consolidated
Fund the central tax revenues are so assigned.
Such “destination” State is either identified by
the Constitution (Article 268) or by law (Article
269) or by “distribution” through an order of the
President after considering the recommendations
of the Finance Commission (Article 270). On
the other hand, there is no provision in the
Constitution, even after the 101st Amendment,
for the “assignment” of “the whole or part of
the net proceeds of” the revenues of any state
taxes such as SGST to the Consolidated Fund of
India by excluding such proceeds from the formal
appropriation process stipulated in Article 204.
The provision in Article 275 stipulating that
the Government of India pay grant-in-aid to every
State “in need of assistance”, is not “assignment” of
revenues, but an “expenditure” to be incurred from
the Consolidated Fund of India by appropriation
as a “charge” on that Fund. In case of the State
of Assam, clause (1A) of Article 275 recognizes
a protocol designated “apportionment” by an
order of the President, of the grant-in-aid moneys
between the State of Assam and the autonomous
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State of the tribal areas within it, subsequent to
appropriation by Parliament by charging the
Consolidated Fund of India.
Article 269A referred to in section 1 in
this paper, does not unequivocally provide for
“assignment” of any part of the proceeds of
central IGST revenues to any State to be identified
by law. It provides for a new protocol which, in
spite of the possibility of interpretation with
reference to clause (1A) of Article 275, is also
somehow christened “apportionment”, though
without reference to that clause. On the contrary,
the apportionment referred to in clause (1) of
Article 269A would have to be a function, inter
alia, of the proportions of the ad valorem “rate of
levy of IGST” itself as “apportioned” between the
Union on the one hand and every “destination”
State in the collective of all States on the other.
In interpreting the Constitution as amended in
2016, it is significant to note that, unlike Articles
268, 269 and 270, Article 269A avoids the use of
the expressions “proceeds” or “net proceeds”
of the levy of central IGST. The distinction
between “IGST” denoting its “rate” specified by
Parliament in law on the one hand, and the central
“IGST revenues” as “proceeds” or “sums” of
moneys accruing to the Government of India on
the other, is thus very significant.
The principles for determining “the place of
supply” referred to in clause (5) of Article 269 A
would however have to be relevant in identifying
every State which may, in accordance with the
principles referred to in clause (1) of that Article, be
“entitled” to the distribution of specific “amounts”
of moneys realized as central IGST revenues
and not apportioned to the Union, in satisfaction
of its revenue “interest” recognized in Article
274. Ideally, if the operation of every principle
referred to in clause (5) of Article 269A results in
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every supply aligning with the preference of the
corresponding recipient who/which sourced the
supply, such principle may be characterized as the
“Destination Principle”. However, the State which
is “entitled” to the “apportionment” of IGST in
accordance with clause (1) of Article 269A would
have to be the State in which the destination of
every relevant supply determined in accordance
with the principles referred to in clause (5) of
Article 269A as “the place of supply”, is situated,
irrespective of the recipients’ preferences.
The Constitution (122nd Amendment) Bill,
2014 had been moved as a money bill providing,
unlike the earlier 115th Amendment Bill of 2011,
not only for expenditure on the GST Council but
also for expenditure on payment of monetary
“compensation” by the Government of India to
“loss-making” States. This was somehow provided
in the Bill, even though the Bill was moved with
the specific recommendation of the President as
stipulated in Article 274. It is legitimate to expect
that the President’s recommendation would have
been based on the assumption that in making law
to serve the public interests, adequate revenues by
apportionment of IGST to every State (including
every State referred to in sub-clause (g) of clause
(4) of Article 279A) would be ensured. Thus,
there would be no “wrong-doing” by the Union
against any State justifying the payment by way of
“compensation” by the Union to make “amends”
to secure the “revenue interests” of any “lossmaking” State.
As moved, the Bill did not also envisage
the provisions enacted as clauses (2), (3) and
(4) in Article 269A; and just as the lapsed
Constitution (115th Amendment) Bill, 2011 had
done, it had simply provided only two clauses
eventually enacted as clauses (1) and (5) in
that Article. The provisions in clauses (2), (3)

and (4) of Article 269A enacted eventually in
the Constitution (101st Amendment) Act, 2016
could have been subsequently introduced during
the passage of the 122nd Amendment Bill in
Parliament after complying with the rules of
procedure18 regulating the consideration of Bills
in the Lok Sabha, though it is unclear if that
was done. In drafting those clauses in the Bill,
the words “amount” and “use” which do not
occur elsewhere in the Constitution including in
Articles 246A and 286, have had to be employed
in linking the new protocol of “apportionment”
with the Consolidated Fund of India in clauses (2)
and (3) and with the Consolidated Fund of every
State in clause (4) of that Article. The provision
in clause (2) of Article 269A about the “amount”
of IGST apportioned to every State in accordance
with clause (1) of that Article could not have been
intelligible to lawmakers, unless they assumed
that the proportions of IGST rate referred to in
clause (1) “apportioned” respectively to the
Union and to the collective of “destination” States
would be specified by the Union, consistent with
the recommendation of the GST Council which
was to have the requisite mandate of taking care
of the revenue interests of the States as protected
in Article 274. The provisions in clauses (3) and
(4) of Article 269A also could not have been
intelligible to them since the Bill could have, but
did not, stipulate that GST law would, subject to
conditions, if any, to be specified in the Constitution
itself, have to provide how(i) no GST can be collected otherwise than on
value-added basis (i.e., only by specifying ad
valorem rate(s) and by providing for “input”
GST credit to avoid “cascading”);
(ii) any amount collected from a supplier as IGST
or CGST on supply of “inputs” may be “used”
by her/it to pay any SGST due on making
value-added intra-state supplies downstream;
and

A Lok Sabha Secretariat, Rules of Procedure and Conduct of Business in the Lok Sabha http://164.100.47.194/loksabha/rules/RULES2010-P-FINAL_1.pdf. (last visited Feb 2,2019), Chapters X and XI
18
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(iii) any amount collected from a supplier as SGST
or CGST in any State on supply of “inputs”
may be “used” by her/it to pay IGST due
on making value-added inter-state supplies
downstream.
The Bill did not envisage any amendment of
Article 266, to exempt the proportionate “amounts”
so accruing to States by “apportionment” of IGST
among the Union and every “destination” State
and amounts of SGST so “used” by a supplier in
paying IGST on inter-state supplies, from the rigor
of clause (3) of Article 266. Any such exemption
would thus not have been apparent to lawmakers
from the provisions made in clauses (2), (3) and
(4) of Article 269A.
The amounts “assigned” in accordance with
Article 270 to the Consolidated Fund of every State
would however be exempt from the rigor of clause
(3) of Article 266. After the 101st Amendment,
Article 270 reads as under: “270. (1) All taxes and duties referred to in
the Union List, except the duties and taxes
referred to in articles 268,269 and 269A,
respectively, surcharge on taxes and duties
referred to in article 271 and any cess levied
for specific purposes under any law made by
Parliament shall be levied and collected by the
Government of India and shall be distributed
between the Union and the States in the
manner provided in clause (2).
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to the Union under clause (1) of article 269A,
shall also be distributed between the Union
and the States in the manner provided in
clause (2).
(2) Such percentage, as may be prescribed, of
the net proceeds of any such tax or duty in
any financial year shall not form part of the
Consolidated Fund of India, but shall be
assigned to the States within which that tax
or duty is leviable in that year, and shall be
distributed among those States in such manner
and from such time as may be prescribed in
the manner provided in clause (3).
(3) In this Article, “prescribed” means, —
(i) until a Finance Commission has been
constituted, prescribed by the President
by order, and
(ii) after a Finance Commission has
been constituted, prescribed by the
President by order after considering
the recommendations of the Finance
Commission.

(1A) The tax collected by the Union under clause
(1) of article 246A shall also be distributed
between the Union and the States in the
manner provided in clause (2).

Clause (1A) above implies that there can be
no “use” of CGST collected on intra-state supply,
to pay IGST due under clause (2) of Article 246A
on inter-state supply. On the other hand, clause
(1B) of Article 270 recognizes the “use” of IGST
collected on inter-state supplies, to pay CGST
due under clause (1) of Article 246A. However,
in 2016, clause (1B) of Article 270 (also inserted
by an amendment to the 122nd Amendment Bill)
could not have been intelligible to lawmakers for
want of clarity in the Bill on the words “amount”
and “use” occurring in that clause.

(1B) The tax levied and collected by the Union
under clause (2) of article 246 A and article
269A, which has been used for payment of
the tax levied by the Union under clause (1)
of article 246A, and the amount apportioned

Also, levy of cess referred to in clause (1) of
Article 270 would imply appropriation of moneys
realized as cess from the Consolidated Fund of
India to be credited to a Public Account
“earmarked” for incurring expenditure “for
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purposes provided in (the) Constitution” as
stipulated in clause (3) of Article 266. Section
18 of the Constitution (101st Amendment) Act,
201619, however does not amend the Constitution
in any way. It is, therefore, evident that payment of
compensation referred to therein would not serve
any purpose as provided in the Constitution and
that appropriation of moneys for such payment
would not comply with clause (3) of Article 266.

where every State in the collective of States
would be the “destination” State in which the
place of every relevant supply is found situated.

3. Constitutional
Lawmaking

it would have been consistent with the division
rule acceptable to the Government of India as
stated in sub-paragraph (i) of paragraph 2 of the
Statement of Objects and Reasons in support of
the Constitution (122nd Amendment) Bill, 201420,
if n = 2. It would have been likely that a principle
of apportionment with ‘n’ sufficiently exceeding 1
(e.g., 2 for States listed in sub-clause (g) of clause
(4) of Article 279A and 1.5 for other States), could
have enabled a majority of the States to avoid “loss”
of revenue in transition, leaving only very few
States to be accommodated by providing grantsin-aid (instead of compensation) as envisaged in
Article 275.

Guidance

for

GST

The central and state GST statutes as
subsequently enacted in 2017 and delegated
legislation and rates of IGST, CGST and SGST
may be accessed from http://gstcouncil.gov.in/
meetings. Subject to complex fine-tuning, the
principles enacted in section 17 of the Integrated
Goods and Services Tax Act, 2017 mainly provide,
without reference to any specific recommendation
of the GST Council, that the Union is entitled for
“apportionment” of the share of revenue by way of
levy of IGST on every inter-state supply, to what
would have accrued to it by way of CGST had the
same supply been intra-state. This implies that
the collective consisting of every State in which
the place of supply is located would be entitled to
the rest of the revenues by way of IGST levied on
the relevant supplies. In fact, from the schedulewise rates of levy of IGST, CGST and SGST
notified with effect from the commencement of
the GST law on the 1st July 2017, it is implicit that
the principle of apportionment of IGST rates for
purposes of clause (1) of Article 269A is simply
the following proportion, namely,
Union: Collective of States = 1: 1,

If, for example, the recommended principle of
apportionment to the Union and the collective of
“destination” States in which the relevant places
of supply are found located, had been,
Union: Collective of States = 1: n,

From the central and state GST statutes in
force, it is evident that in spite of the absence
of the requisite constitutional guidance in
consonance with clause (3) of Article 266, those
statutes somehow provide for the collection of
various GSTs on a value-added basis by enabling
every taxable (i.e., “registered”) supplier to avail
“input GST credit” seamlessly in computing
the amount/amounts of GST/GSTs payable in
every accounting period, out of the GST/GSTs
due on subsequent supplies made by her/it after
adding values, during the same period. Such tax

Section 18 which is not enacted by invoking the constituent power of Parliament, reads: “Parliament shall, by law, on the recommendation
of the Goods and Services Tax Council, provide for compensation to the States for loss of revenue arising on account of implementation of
the goods and services tax for a period of five years”.
19

20

Vide page 8 of the Bill referred to in foot-note 11
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credit does not distinguish between central GST
and state GST in case of availing (that is to say,
“using”) input GST credits in paying IGST on
inter-state supplies; and enables the availing (i.e.,
“using”) of input IGST credit to pay any GST (i.e.,
CGST or SGST) levied on intra-state supply. The
reliance by the provisions enacted in 2016 in the
inserted Article 269A and amended Article 270
on the then unintelligible21 words “amount” and
“use” however implies that the Constitution (101st
Amendment) Act was enacted in 2016 without
any constitutional guidance to the Union and State
Legislatures by way of an exemption from the
rigor of clause (3) of Article 266 duly referring to
the manner, subject to conditions if any, of(i) the “use” of input GST credits seamlessly
in computing the GST/GSTs payable out of
the GST/GSTs due without distinguishing
between input intra-state GST and input interstate GST;
(ii) the computation of the “amounts” of IGST not
forming part of the Consolidated Fund of India
to be reckoned by applying the recommended
proportion to form part of the respective
Consolidated Fund of every identifiable
“destination” State; and
(iii) the computation of the “amounts” of every
SGST levied by any State not forming part
of the Consolidated Fund of such State to be
reckoned, subject to an appropriate provision
in the Constitution, to form part of the
Consolidated Fund of India.
4. Going Forward with “Common Sense”
Governance of the manner of levy and
collection of central and state GSTs would have to
be in accordance with the Rule of Law. Lawmaking
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would have to be subject to the will of the People.
In between elections to the Legislatures, the will
of the People of India inheres in the Constitution
enacted and amended from time to time in the
name of the collective designated “the People of
India”. There being no intelligible guidance in the
Constitution as amended in 2016, it is inevitable
to conclude that lawmaking in 2017 to levy and
collect various central and state GSTs could not
have meaningfully complied with clause (1) of
Article 245 which stipulates as follows:
“Subject to the provisions of this Constitution,
Parliament may make laws for the whole or
any part of the territory of India, and the
Legislature of a State may make laws for the
whole or any part of the State”.
The “apportionment” of IGST referred to in
clause (1) of Article 269A can relate only to the ratio
in which IGST revenues ought to be accounted for
in the appropriate Consolidated Funds consistent
with the principles for identifying, in case of every
supply, the place of supply. The intended scheme
of enabling the taxable suppliers to avail input
GST credits seamlessly in computing the GST/
GSTs payable in every accounting period out of the
GST/GSTs due in that period cannot be effective,
unless input SGSTs availed in computing IGST
payable are accounted for in the Consolidated
Fund of India. The stipulation that appropriation
of moneys from the Consolidated Funds cannot
be secured otherwise than by the democratic
processes, culminating respectively in Articles
114 in case of the Union and Article 204 in case
of every State is part of the basic structure of the
Constitution. If the intention of inserting clauses
(2), (3) and (4) in Article 269A was to keep input
GST credits away from the formal process of
appropriation as referred to in clause (3) of Article

Please see Rule 80 of Chapter X of the Rules of Procedure of Lok Sabha which stipulates the criterion of intelligibility of the
amendments moved to Bills
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266, it would have been necessary to provide so in
Article 266. Without appropriate guidance in the
Constitution itself, it is evident that (i) lawmakers serving the Union cannot make
law authorizing appropriation of moneys
from the Consolidated Fund of any State to be
“used” by a supplier to pay CGST or central
IGST dues; and
(ii) lawmakers serving a State cannot make law
authorizing appropriation of moneys from the
Consolidated Fund of India to be “used” by a
supplier to pay SGST dues.
Precisely for this reason, in spite of
Article 268A inserted by the Constitution (92nd
Amendment) Act in 2003, lawmakers were unable
to make law to levy central service tax to be
“collected and appropriated” by the Government
of India as well as by the States.
Subject to political will, goods and services
tax may be conceived eventually as a tax levied
on the “value” of every “supply” of goods and/
or services including every supply made to
domestic consumers in business-to-consumer
(B2C) transactions irrespective of whether the
supplier is registered or not. In making law to levy
such a tax, it is reasonable to assume that every
lawmaker whether serving a State or serving the
Union, would aim to “secure and protect” a fair
choice architecture for every domestic consumer,
producer and exporter to source the supplies
of goods and/or services needed by her/it for

final consumption or for adding values before
subsequent supply, as the case may be. Taking
justice referred to in Article 38 to be fairness22 in
the terms of voluntary transactions among marketparticipants in the social commons, it is thus easy
to recognize that ‘the State’ would have to be
enabled to apply the principle stipulated in Article
38. The concept of “value” is critical in securing
and protecting a “just” social order as stipulated in
Article 38.
The role to be played by the institutions of
national life in enabling ‘the State’ to secure
and protect a “just social order” with minimum
uncertainties23 is recognized in Article 38. The
social institution for the “discovery” of the
prevailing “prices” of goods and services by
continually balancing the demand for, and the
supply of, commodities24 is designated as ‘the
Market’. A legal requirement to classify market
transactions as “inter-state” and “intra-state” in
levying and collecting IGST or central sales tax
impedes ‘the Market’from evolving as an institution
of national life. Meaningful further reform of
State Policy would therefore have to cease relying
on the instrument of IGST in making law to levy
and collect central and state goods and services
taxes while the Union and every State pursue their
common interests in serving the public interests
by applying the Directive Principles stipulated in
Article 37 in lawmaking.
In the Constitution of the Union of States that is
designated “India”, Chapter I of Part XI regulating
the distribution of legislative competences between

As suggested by Rawls (2001).
In drafting Article 38, the Constituent Assembly has been prescient about the uncertainty-reducing roles of institutions recognized by
North (1990; p.3).
24
The idea of “commodity” is elaborated with reference to “goods” and “services” by Debreu (1959) as part of the dual concepts of
commodity and price.
22
23
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the Union and every State refers to “matters” of
legislative competence including those listed in
the Seventh Schedule. There is no “Concurrent
Consolidated Fund” to which revenues realized
on account of a central-cum-state tax may be
deposited. Hence no “matter” relating to the levy
as such of any tax is listed in the “Concurrent
List” in the Seventh Schedule even after the 101st
Amendment.
Further reformulation (“reform”) of State
Policy would have to distinguish “matters” of
legislative competence referred to in Chapter I of
Part XI from the “subjects” of social relevance
(which may intersect with one or more matters
of legislative competence) implied in Article
263 in Chapter II of the same part relating to
“administrative relations” between the Union
and the States. Such administrative relations may
need tweaking by creatively invoking Articles
258, 258A and 261 to make procedural law by
overcoming the administrative divide between
the Union and every State. This would enable the
creation of appropriate central-cum-state GST
authorities to be responsible for primary territorial
jurisdictions of collection; and post-primary
functional jurisdictions of oversight on primary
GST authorities. Procedure for the administration
of, and compliance with, the central and state GST
statutes would be an appropriate “matter” for
being listed in the Concurrent List which includes
Civil and Criminal Procedure. All that the
lawmakers serving the Union and the States would
have to do is to politically commit themselves to
treaty-like recommendations of a Union-States
Council to be established by invoking Article
263 to make such recommendations to coordinate
policy and (legislative and executive) action duly
providing for incentives to ensure the issue of true
supply vouchers and well-focused on the subject:
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“Securing and protecting a fair choice
architecture for every domestic consumer,
producer and exporter to source the supplies
of goods and/or services needed by her/
it either for final consumption or for adding
values before subsequent supply”.
Instead of “apportionment” of the ad valorem
IGST rate between the Union and every State, it
would then be possible for the recommendations
for coordination of policy and action on that
subject to the extent they relate to levy of indirect
taxes, to provide in the Constitution for(i) distinguishing supplies as B2B and B2C
(instead of as “inter-state” and “intra-state”)
in redefining the respective legislative
competences of the Union and the States to
levy GST; and
(ii) limiting lawmaking to levy GST by the States
to B2C supplies only, subject to a floor rate of
SGST as a multiple of the ad valorem rate of
CGST applicable to every B2C supply, below
which no State may specify the ad valorem
rate of SGST.
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Effect of Disasters and Climate Change on Poverty
and Inequality in India
Sabyasachi Tripathi 1
Abstract
The present study assesses the economic effect of disasters and climate change on poverty and inequality in India from 1900
to 2018. Country level analysis shows that natural disasters, mainly flood, has been increasing over time. Almost 41% of the
total deaths in the period1 900–2018 occurred between 1991and 2018 due to natural disasters. Climate change variables
show a remarkable increase by545% in CO2 emissions, 7% increase in mean temperature, and a 10% decrease in annual
rainfall from 1960 to 2014. Poverty figures show a decline in percent of people below poverty line from above 50% in 197374 to below 25% in 2011–12. At the same time, inequality in terms of Gini coefficient has increased from 0.33 in 1973–
74 to 0.36 to 2011–12. A state-level econometric analysis shows that correlation between poverty, inequality and rainfall
is positive. State-wise panel data model analysis from the period of 2004–05 to 2011–12 shows that natural disasters and
climate change, which are measured by the total amount of rainfall and changes in rainfall, have a positive effect on statelevel poverty and inequality in India. Thus, eco-friendly economic growth strategies and redistributive policies are essential
for sustainable economic growth in India.

1. Introduction
Long run macroeconomic analysis considers
climate change as one of the main reasons for
the natural disasters. Recently, across the world,
several natural events have occured frequently
such as floods, earthquakes, and tsunamis. For
example, the recent earthquake and tsunami on
the Indonesian island of Sulawesi killed about 832
persons in 2018.The severe flood in the Indian
state of Kerala in August 2018 was the result of
unusually high rainfall during the monsoon season
which left 12 lakh people homeless and more than
300 people dead. More than Rs 20,000 crore worth
of property was lost. As these extreme events are
associated with a large amount of deaths and
destruction of assets, it motivates us to study their
effect on the behavior of household, individuals,
and aggregate economic outcomes, such as
poverty and inequality. The extreme weather

events create poverty traps, which are linked with
health, education, livestock, and other assets. The
Intergovernmental Panel on Climate Change’s
(IPCC) Working Group II (WG II) report in January
2019 mentions that climate change would impact
on world severely with intensifying risks. India is
especially vulnerable since it houses 33% of the
world’s poorest people. India is conventionally
vulnerable to natural disasters on account of its
unique geo-climatic conditions. Swiss Re reports
(2006 and 2007) indicate that among the 20 worst
catastrophes in terms of victims, India has the
most victims compared to other countries.
Natural disasters are a common occurrence
in developing countries, and there is a growing
concern that they may become more frequent
due to climate change (Aalst, 2006). HochrainerStigler et al. (2011) addressed household-level
disaster financing strategies of poor in developing
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countries within the context of current poverty trap
discussions. The study found that due to financial
shocks (arising from floods and droughts), the
risk of households falling below the subsistence
level and into a poverty trap is high. Disasters
result in significant economic damage and even
cause large-scale deaths. A report by World Bank
(2009) on “Poverty and Climate Change Reducing
the Vulnerability of the Poor through Adaptation”
indicates that climate change is happening on a
rapid scale and will increasingly affect the poor.
Therefore, there is a need to integrate responses to
climate change and convert adaptation measures
into strategies for poverty and inequality reductions
to ensure sustainable development.

agriculture can adapt to climate change. Datar
et al. (2013) investigated the impact of small
and moderate disasters on childhood morbidity,
physical growth, and immunizations by combining
household data covering over 80,000 children
from three waves of the National Family and
Health Survey in India with an international
database of natural disasters (EM-DAT).They
found that exposure to a natural disaster in the past
month increases the likelihood of acute illnesses
such as diarrhea, fever, and acute respiratory
illness in children under 5 years by 9–18%. They
also found that the effects of disasters varied
significantly by gender, age, and socioeconomic
characteristics.

Zhou et al. (2017) assessed the impact of
climate change on poverty (measured by
malnutrition and infant mortality) reduction in
China, India and Senegal. They found that the
indicators of climate change are significantly
correlated with those of poverty and also of
agriculture and human well-being. Pink (2016)
mentioned that the marginalization of minority
groups and vulnerable populations in India is
widespread and this reality extends to water,
health, and security. Water scarcity, climate
change, drought, flooding, water delivery
infrastructure at the rural level, extreme poverty,
waterborne diseases, and water pollution are
combined challenges that confront the Indian
government and people. Kar and Das (2015), using
a theoretical and empirical exercise, explored the
effect of climate change on farmland value and
use a counterfactual measure of farm revenue
on rural consumption expenditure in India. They
found a discerning impact of climate change on
the revenue and well-being of rural people.

In the context of inequality, Islam and
Winkel (2017) identified three main channels
through which the inequality-aggravating effect
of climate change materializes, namely (a)
increase in exposure of disadvantaged groups to
adverse effects of climate change; (b) increase in
their susceptibility to damage caused by climate
change; and (c) decrease in their ability to cope
and recover from the damage suffered.

Gupta et al. (2014) found that paddy (India’s
leading food crop) is sensitive to climate variables
but also to fertilizer use and irrigation. They also
proposed several policies detailing how India’s
2

With this backdrop, this paper aims at
economic assessment of the effect of disasters and
climate change on poverty and inequality in India
by using panel data models on state level data. To
our knowledge, this paper seems to be the first one
on estimation of distributive effects of disasters
and climate change in India.
The structure of the article is as follows. The
next section details the data and measurement
of variables; a following section presents the
overview of natural disasters, climate change,
poverty, and inequality in India; the subsequent
section presents estimated empirical results at
state level; and a concluding section highlights
major findings and offers policy prescriptions.

More details about the CRED can be found from the following link: https://www.emdat.be/.
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2. Data and Measurement of Variables
2.1 Disasters
To measure disasters in India we use data and
methodology from the Centre for Research on the
Epidemiology of Disasters (CRED), School of
Public Health, at Universitécatholique de Louvain,
Belgium.2 CRED categorizes natural disasters into
six subgroups:geophysical (earthquake, volcanic
activity, and mass movement), meteorological
(storm, extreme temperature, and fog),
hydrological (flood, landslide, and wave action),
climatological (drought, glacial lake outburst, and
wildfire), biological (epidemic, insect infestation,
and animal accident), and extra-terrestrial (impact
and space weather). Based on data availability and
its applicability in the Indian context, we choose
six types of disaster variables:drought, earthquake,
extreme temperature, flood, landslide, and storm
for the measurement of the natural disasters in
India.
2.2 Climate Change
Climate change refers to a rise in average
surface temperatures of the earth. The projected
temperature changes by the Intergovernmental
Panel on Climate Change (IPCC), based on
General Circulation Model is about 2 to 4.7°C,
with the most probable level being around 3.3°C
by 2100 in the Indian subcontinent (IPCC, 2007).
Indian scientists (Kumar et al. 2006; Lal and
Harasawa, 2001; Lal and Singha, 2001), using
the Hadley Centre’s Regional Climate Model,
showed similar results and predicted that over the
Indian region the temperatures would increase
by 3–4°C towards the end of the 21st century. The
greenhouse gas (GHG) emissions since the preindustrial era have resulted in a massive increase
in the atmospheric concentrations of carbon
dioxide (CO2), methane (CH4), and nitrous oxide
(N2O). Currently, India’s CO2 emission from the
energy sector is fourth highest in the world, but is
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less than a quarter of China’s level and half of the
US’s level. However, India’s emissions are likely
to rise by 91–98% over the 2012 levels by 2030. At
the same time, Pendergrass and Hartmann (2014)
found that globally there was a substantial increase
in rainfall, in response to global warming which
occurred due to climate change. It is also projected
that rainfall may increase due to variations in
the spatial patterns. Most environmental models
projected that rainfall would increase between 10
and 40% from the baseline period (1961–1990)
to the end of 21st century, with the maximum
expected increase in rainfall over north-western
and central India (Mishra, 2014). Guhathakurta et
al. (2011) assessed the impact of climate change
on extreme rainfall events and flood risk in India
except some parts of central India.
We consider temperature, total amount of
rainfall, changes in rainfall, and CO2 emissions
to measure the climate change in India. Data on
annual mean temperatures and annual rainfall of
India are collected from the Ministry of Statistics
and Programme Implementation, Government of
India. Data on CO2 emissions are collected from
world development indicators of the World Bank.
2.3 Poverty and inequality
Inequality is measured by the familiar Gini
coefficient. Poverty is measured by the poverty
headcount ratio (PHR). The PHR is a percentage
of the individuals living in households with the
income per person below the poverty line. Due to
the non-availability of income data at the individual
level, we use unit level consumer expenditure
survey data collected by the National Sample
Survey Organization (NSSO) for measurement of
poverty and inequality.
NSSO’s individual-level consumption data
is calculated by considering different reference
levels. The uniform recall period (URP) refers to
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consumption expenditure data collected using the
30-day recall or reference period. The mixed recall
period (MRP) refers to consumption expenditure
data collected using the one-year recall period
for five nonfood items (i.e., clothing, footwear,
durable goods, education, and institutional
medical expenses), and 30-day recall period for
rest of the items. Modified mixed reference period
(MMRP) refers to consumption expenditure data
collected using the 7-day recall period for edible
oil, egg, fish and meat, vegetables, fruits, spices,
beverages, refreshments, processed food, pan,
tobacco, and intoxicants. For all other items, the
reference periods used are the same as in the case
of MRP. While the URP-based consumption data
are available all the rounds before 61st Round
in 2004-05, MRP-based consumption data are
available for all the periods (i.e., 61st (2004-05),
66th (2009-10), and 68th (2011-12) NSS Round
surveys on consumer expenditure), and MMRPbased consumption data are available for 66th and
68th NSS Rounds.
Measuring poverty in India poses two
important challenges. First, the bundle of
commodities, considered as “reasonable” for the
poverty line bundle, may itself changes, which
causes problems for adjusting poverty line for
inflation and comparison for a long period of time.
Second,various methodological improvements are
recommended and implemented over the years by
the official committees to upgrade the poverty line,
such as, Y. K.Alagh Committee (1979), Lakdawala
Committee (1993), Tendulkar Committee (2004–
05) and, most recently, Rangarajan Committee
(2012). These methodological differences pose
challenges for comparisons of poverty over time.
3. Overview of Natural Disasters, Climate
Change, Poverty and Inequality in India
3.1 Natural Disasters
The trends and patterns of natural disasters
in India are presented in Table 1. As already
mentioned above, we consider six variables to

measure the natural disasters in India, These are
drought, earthquake, extreme temperature, flood,
landslide, and storm. Over the period 1900-2018
flood has been the primary and common type of
natural disaster accounting for 296 (i.e., 46%) of
the total number of natural disaster events in India.
The second highest event is storms, which make up
30% of the total natural disaster events occurring
in India during the same time period. Both flood
and storm accounts for about 76% of the total
events. Other 24% of the events include drought,
earthquake, extreme temperature, and landslides.
Over this period of 118-year, about 88% of natural
disaster events occurred between 1961 and 2018
and about 49% between 1991 and 2018. Overall,
the incidents of different types of disasters have
increased sharply. Further, Table 1 shows that total
deaths due to natural disasters have increased over
the period between 1900 and 2018. About 41% of
the total deaths have occurred between 1991and
2018 due to natural disasters and about 28% of
the total deaths occurred between 1961 and 1990
due to natural calamities. The highest number of
persons affected is due to drought, which is about
14 million, followed by flood, which affected 9
million persons during1900–2018. However, the
highest damage reported is due to flood for about
65 million persons, during the same period of time.
Overall, it shows that the total number of natural
disasters, deaths, number of persons affected, and
damage by the disasters has been increasing over
time, especially from 1991 onward.
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Table 1: Natural Disasters in India
Natural
Disaster

Number
of Events

Percent share

Total
deaths
(Lakhs)

Percent share

Total
person
affected
(Billion)

Total
damage
(Billion
US$)

1900–

1990–

1931–

1961–

1991–

1900–

1990– 1931– 1961– 1991–

2018 (%)

1930

1960

1990

2018

2018

1930

1960

1990

2018

Drought

15 (2)

7

7

47

40

42.5

29

35

35

01

13.9

5.4

Earthquake

32 (5)

3

13

38

47

0.8

26

10

1

63

0.3

5.3

Extreme
temperature

59 (9)

0

3

36

61

0.2

0

6

21

73

0.0

0.5

296 (46)

1

6

24

70

0.7

0

2

44

54

8.7

64.6

49 (8)

0

8

24

67

0.1

0

12

45

43

0.04

0.1

192 (30)

3

6

39

49

1.7

2

65

21

12

1.08

21.7

Flood
Landslide
Storm

1900-2018

Source: Author’s compilation and calculation.
3.2 Climate change
Trends and patterns of climate change variables are presented in Figure 1 which include per capita
CO2 emissions, annual mean temperature, and rainfall in India. In 1960, the CO2 emissions (metric tons
per capita) was about 0.2682 and increased to 1.73 in 2014 and to increase of 545%. The annual mean
temperature has increased by 7% during the same time period. Most importantly, annual rainfall has
decreased from 1155 mm in 1960 to 1045 mm in 2014, which shows a decrease of about 10 %. However,
annual rainfall has not been consistent over the years.This indicates that climate change occurs rapidly in
India and changes in rainfall can be a plausible indicator of climate change and natural disasters.
Figure 1: Climate change in India

Source: Author’s calculation.
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3.3 Poverty and inequality
Figure 2 shows the poverty levels based on two different methods of measurement calculated by
Lakdawala Committee (1973–74 to 1987–88) and Tendulkar Committee (1993–94 to 2011–12). The
poverty level shows a steady decline, as measured by poverty head count ratio, from 1973–74 to 2011–
12. On the other hand, inequality has increased from 0.33 in 1973–74 to 0.36 to 2011–12, about a 9%
increase.

Poverty Ratio (%) & Gini Coefficient (%)

Figure 2: Poverty and inequality in India Combined (Rural+Urban)

Source: Author’s calculation.
4. Distributive effects of disasters and climate change
We assess the effect of disasters and climate change on poverty and inequality in India by using the
following techniques of regression.
4.1 Regression analysis
In Section 3, we have discussed the problem of generating time series/panel data for poverty and
inequality in India and its comparison in different time periods. Only eight data points are available at the
all-India level from 1973–74 to 2011–12. Keeping this in mind, we extend the analysis by including all 29
states and seven Union Territories as of 2018 and the time period from 2004–05 to 2011–12. Particularly,
three time periods – 2004–05, 2009–10, and 2011–12 – are considered for the regression analysis. These
three periods are chosen by considering data availability and to make a consistent comparison of data for
different time periods.
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In order to measure poverty and inequality, the
MRP-based poverty estimation is considered. This
captures the household consumption expenditure
of the poor households on low-frequency items of
purchase more satisfactorily than the URP3.
To measure disaster and climate change,
state-wise annual rainfall and annual changes in
rainfall data is used by sourcing it from the Indian
Meteorological Department (IMD), Ministry
of Earth Sciences, Government of India. IMD
provides subdivision-wise data4. We consider
state-wise annual rainfall and changes in annual
rainfall data for the measurement of disasters and
climate change for the following reasons.
1. Comparable state-specific data are not
available for increase of CO2 emission, mean
temperature, and number of disasters in India.
2. All-India level data shows that annual
rainfall and changes in annual rainfall has
a positive correlation with poverty and
negative correlation with in India. Therefore,
annual rainfall stands as a good proxy for the
measurement of disasters and climate change
in India.
3. Table 1 shows that in the time period between
1991and 2018, flood is the most frequently
occurring natural disaster in India. Total
deaths, people affected, and properties
damaged due to flood are also very high and
are increasing sharply in recent times. For
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instance, recent floods in Kerala occurred due
to higher than usual rainfall. State level data
also shows a remarkable variation in annual
rainfall. Thus, annual changes in rainfall are
very important as a proxy of climate change
and disasters.
4. Past literature such as, Pendergrass and
Hartmann (2014), Mishra (2014), and
Guhathakurta et al. (2011) found that
climate change has increased the rainfall and
distribution of rainfall.
Thus, data on annual rainfall and changes in
annual rainfall are plausible for the measurement
of disasters and climate change in India.
To account for other relevant variables, per
capita net state domestic product at constant
(2004-05) prices, labour force participation rates
per 1000 population, and infant mortality rate are
included in estimation5.
4.1.1 Econometrics Model Specification
This panel data model aims at estimation of the
effect of disaster and climate change on poverty
and inequality in India, and specified as follows.
Inequalityit= β+βiXit+δt+ŋi+Єit................... (1)
Povertyit= α+αiXit+δt+ŋi+Єit...................... (2)
where Xi represents a set of independent
variables, ŋi is the unobserved time-invariant
specific effects;  δt captures a common deterministic
trend; εit is a random disturbance (assumed to be
normal), and identically distributed with E(εit) = 0;

Poverty line of Tamil Nadu is used for the Andaman and Nicobar Islands. The urban poverty line of Punjab is used for both rural and 3
urban areas of Chandigarh. The poverty line of Maharashtra is used for Dadra & Nagar Haveli. The poverty line of Goa is used for Daman
& Diu. The poverty line of Kerala is used for Lakshadweep.
4
Joint data are available for Nagaland, Manipur, Mizoram and Tripura. As these states observe the same geographic conditions and share
the border with another state, we divided the data equally for these states. The same is done for the state of Assam and Meghalaya as data
available jointly for Assam and Meghalaya. However, for two Union Territories, Dadra & Nagar Haveli and Daman & Diu, we could not
get the rainfall data.
5
Impact of economic growth on poverty in India is assessed by Chen et al. (1994). Deurzen et al. (2014) established the relationship between
inequality and health outcome. Relationship among economic growth, poverty and inequality are studied by Bhalla (2002). The link among
poverty, inequality and job has been assessed by Melamed et al. (2011).
3
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Var (εit)= σ2 0. Independent variables are rainfall,
per capita net state domestic product (NSDP),
employment and health. NSDP and employment
are used as proxy of economic development
and growth, and infant mortality rate (IMR) is
used to represent the better health facilities. As
employment data is available by rural and urban
distinction, we consider both of them to estimate
whether rural or urban employment matter
separately for poverty and inequality at state level
in India.

for IMR and rainfall in poverty estimation. On
the otherhand, the predicted sign on coefficient
on NSDP and employment is positive or negative
and rainfall and changes in rainfall is positve in
inequality estimation.
4.1.2. Empirical Results
Summary statistics for each variable used in
the regression analysis are presented in Table 2. It
is seen that dispersion around the mean is higher
for changes in rainfall, total rainfall, NSDP and
poverty. The coefficient of variation is highest for
changes in rainfall.This implies a less symmetrical
distribution for these variables, especially for
changes in rainfall.

Based on the available literature (Chen et al.,
1994; Deurzen et al., 2014; Bhalla, 2002; Melamed
et al., 2011) the predicted sign on the coefficient for
NSDP and employment is negative and positive
Table 2: Descriptive statistics for panel data

Coefficient
of
Variation
(%)

Number of
Observations

Mean

Poverty (%)

100

24

14

0

57

58

Inequality (Gini)

105

0.303

0.05

0.161

0.429

17

Changes in rainfall (in %)
(CRF)

96

10.86

31.79

-74.14

102.37

293

Rainfall ( in millimeter)

96

1499

1119

131

5780

75

Per Capita Net State Domestic
Product in Rs. (NSDP)

96

40019

23040

7914

129397

58

Rural labour Force Participation
Rates (per 1000) (RLFPR)

105

436

64

284

548

15

Urban labour Force
Participation Rates (per 1000)
(ULFPR)

105

371

39

267

474

11

Infant Mortality Rate per 1000
live births (IMR)

103

37

16

10

76

43

Variable

Source: Authors’ calculation

Standard
Minimum Maximum
Deviation
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Table 3 presents the correlation coefficient of the variables used in the regression analysis. It shows
the correlations among total rainfall, changes in rainfall, poverty and Gini are positive. The correlation
between NSDP and inequality (or poverty) is positive (or negative). The association between employments
is positive with Gini but negative with poverty.
Table 3: Correlation coefficient of determinants rainfall and changes in rainfall
Poverty

Gini

Rainfall

NSDP

RLFPR ULFPR

IMR

Poverty

1.00

Gini

0.04

1.00

Rainfall

0.10

0.34

1.00

NSDP

-0.25

0.33

0.06

1.00

RLFPR

-0.07

0.08

0.24

-0.07

1.00

ULFPR

-0.17

0.26

0.23

0.22

0.62

1.00

IMR

0.33

-0.09

-0.11

-0.61

0.04

-0.24

1.00

CRF

0.01

0.03

0.14

0.00

0.17

0.00

0.11

CRF

1.00

Source: Authors’ calculation based on 89 observations.
Table 4 presents the estimated results using
equations 1 and 2. To choose between fixed
effect and random effect model, Hausman tests
are conducted. Given the insignificant Chi
squared values for regression models 1, 2 and 4,
random effect model is chosen for our analysis.
Lower statistically significant Chi squared value
of Hausman test for regression model 3 also
favours a random effect model. Thus, all results
in Table-4 refer to random effect model. Wald
tests for heteroskedasticity (Chi squared) of
regression model 1-4 indicate the presence of
heteroskedasticity and estimated standard errors
are biased. To correct it, robust standard errors
should be calculated. For this purpose, we estimate
the models using the Feasible Generalized Least
Squares method. This automatically considers
state fixed effect but does not incorporate the time
effect. To test for time-fixed effect, we run testparm
STATA command after estimation of fixed effect
model with time dummies. The statistically
insignificant values of F statistics of time-fixed
effect for regression model 1- 4 reject the null that

the coefficients for all years are jointly equal to
zero, and hence, no time fixed-effects are needed
in this case. The values of Wald Chi squared
in regression models 1 - 4 indicate that overall
models have statistically significant relationship
between dependent and independent variables.
Regression models 1 and 2 consider the
state level inequality as the dependent variable.
Regression model 1 shows that state- wise rainfall
has a statistically significant (at 1%) positive effect
on log of state-wise inequality. As dependent and
independent variables are in logarithmic form, it
can be considered as elasticity. In particular, a 1%
increase in state-wise rainfall increases inequality
by 7%. This indicates that disaster and climate
change have a positive effect on inequity in India.
The regression model 1 shows that rainfall, as a
proxy of climate change and natural disaster, has
a statistically positive impact on inequality after
controlling other relevant variables. Per capita
net state domestic product has positive effect on
state level inequality. Employment, measured by
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labour force participation rate, shows a contradicting effect on inequality in rural and urban India: rural
employment decreases inequality but urban employment increases it. This shows that rural employment
is important for the reduction in state level inequality in India. The coefficient - 0.257 indicates that
a 10% increase in rural labour force participation rate decreases inequality by 2.6 % in India. Infant
mortality rate has positive and statistically significant (at 1 %) effect on inequality level. This indicates
that higher development associated with higher health facilities decreases state level inequality. The
results also show that poverty has a statistically significant (at 1% level) effect on inequality. A 10 %
increase in poverty increases inequality by 0.5 %.
Table 4: Effect of disasters and climate change on poverty and inequality in India: Estimates of
Random Effects Model
Independent Variables

Log of rainfall
Log of changes in rainfall
Log of per capita net state domestic product
Log of rural labour force participation rates
Log of urban labour force participation rates
Log of infant mortality rate
Log of Gini
Log of Poverty
Constant

Dependent Variable
Log of State-Wise
Log of State-Wise
Inequality
Poverty
(1)
(2)
(3)
(4)
7.003***
8.336**
(1.364)
(4.114)
1.547**
-0.103
(0.731)
(2.982)
0.250***
0.184***
-0.35***
-0.52***
(0.0281)
(0.033)
(0.0879)
(0.0942)
-0.257***
-0.054
-0.349
-0.213
(0.0805)
(0.0874)
(0.383)
(0.264)
0.191*
0.391**
-0.381
-0.345
(0.111)
(0.184)
(0.468)
(0.280)
0.173***
0.152***
0.143*
-0.0483
(0.0346)
(0.0402)
(0.0818)
(0.0833)
0.460**
0.869***
(0.218)
(0.221)
0.0499***
0.059***
(0.0100)
(0.0125)
-4.647***
-5.87***
10.65***
13.20***
(0.548)
(1.077)
(2.111)
(2.135)
116.71***
86.97***
41.99***
59.15***
83626***
31158***
9936***
3912***

Wald Chi squared
Wald test for heteroskedasticity
(Chi squared)
Time-fixed effects (F stat)
1.72
1.03
0.11
1.22
Hausman (Chi squared)
5.48
5.32
11.72*
5.74
Observations
89
56
89
56
Number of group
31
29
31
29
Note: Figures in parentheses represent standard errors. *** and ** indicate statistical significance at 1%
and 5% level, respectively.
Source: Estimated by using equation (1 and 2).
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Regression model 2 considers the annual
changes in rainfall as the independent variable
instead of total amount of rainfall. The estimated
results show that state-wise annual changes
in rainfall have a positive effect on state level
inequality. The findings support our expected
hypothesis and show that a 10% increase in annual
changes in rainfall increases inequality by 15%.
However, though rural labour force participation
rate has a negative effect on inequality as in
like Regression model 1 but it has lost its level
of statistical significance. The impact of other
independent variables is statistically significant and
matches with the expected sign as in model 1. The
results indicate that disaster and climate change
have a positive effect on state level inequality in
India and the results are robust as they control for
other important variables to explain inequality.
Regression models 3 and 4 include the state
level poverty as the dependent variable. Regression
model 3 indicates that rainfall has statistically
significant effect (at 5 % level) on poverty at
state level. A 1% increase in rainfall increases
poverty rate by 8%.The regression model 3 shows
that rainfall which is used as proxy of climate
change and natural disaster has a statistically
positive impact on poverty rate after controlling
other relevant variables. As expected, per capita
NSDP has a negative effect on state level poverty
rate. That is, a 10 % increase in per capita NSDP
decreases poverty by 3.5 %. Surprisingly, both
rural and urban labour force participation rates
do not have a statistically significant effect on
poverty rate though it is showing negative effect.
It could be the case that state level employment
rates are much lower to reduce poverty. Actually,
India, though adopted more redistributive policies
but it has failed to generate enough employment.
Infant mortality rate has positive effect on poverty.
This indicates that higher health facilities lower
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the infant mortality rate and reduces the poverty at
state level in India. Inequality has a positive effect
on poverty. An increase of 10% in the inequality
leads to 4.6% increase in the poverty at state level
in India.
Regression model 4 shows that annual changes
in rainfall reduce poverty. However, the coefficient
is not statistically significant. Per capita net state
domestic product and Gini coefficient have their
expected impact on poverty.
Regression models 3 and 4 show that though
higher amount of rainfall has positive effect on
poverty but changes in rainfall does not have any
impact on poverty. Changes in rainfall could be
positive or negative. If it is positive it may lead
to higher amount of rainfall and may create flood.
On the other hand, if it is negative it reduces the
rainfall. It is important to note that more than 60%
of irrigated agriculture in India depends on ground
water. A lower rainfall may not have an impact
on poverty as it may not reduce significantly
agriculture production. However, higher rainfall
associated with flood may reduce significantly
agriculture production and increases poverty.
Thus, disaster and climate changes have a positive
effect on increasing poverty and inequality in
India.
5. Conclusion
The present paper assesses the effect of
disasters and climate change on poverty and
inequality in India from 1900 to 2018. By
sourcing data from Centre for Research on the
Epidemiology of Disasters, natural disasters are
measured by considering drought, earthquake,
extreme temperature, flood, landslide, and storm
in India. Climate change is measured by annual
mean temperature, annual rainfall, changes in
annual rainfall, and CO2 emissions. The panel data
models are used to assess the impact of disaster
and climate change on poverty and inequality in
India.
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Descriptive statistics show that the occurrence
of natural disasters in India has been increasing
over time. Most importantly, flood is the most
occurring natural disaster that happens frequently
than other forms of natural disasters in India. Total
deaths and number of persons affected due to the
natural disasters have also increased over the same
period of time. Climate change variables show that
there is a 545% increase in the CO2 emissions and
7% increase in the mean temperature from 1960 to
2014. Annual rainfall has decreased by10% during
the same period in India. Poverty figures show that
there is a 23.4% decline in poverty from 1993–94
to 2011–12. On the other hand, inequality in India
has increased from 0.33 in 1973–74 to 0.36 to
2011–12, which represents a 9% increase.
Estimation results based on state-wise panel
data from 2004-05 to 2011-12, and feasible
generalized least squares technique, show that
natural disaster and climate change, which are
measured by total amount of rainfall and changes
in rainfall, have a positive and statistically
significant effect on state-level inequality in India.
On the other hand, total amount of rainfall has
statistically positive effect on state level poverty
in India. The results are robust as we consider
other important independent variables such as, per
capita NSDP, labour force participation rate with
rural-urban distinction, and infant mortality rate to
explain the poverty and inequality in India.
The above results have following implications.
First, redistributive policies should incorporate
disaster and climate change as they effect poverty
and inequality. Second, use of eco-friendly
technology in industrial production is essential to
eradicate poverty and inequality in India.
This paper is extendable in future
by
incorporating
individual,
community
characteristics, historical circumstances, and

unemployment rate in explaining poverty and
inequality in relation to natural disaster and
climate change.
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Doubling Farmers’ Income in India - Role of
Technology, Trade & Transfers
M C Singhi 1
Abstract
India has predominantly been an agrarian economy. Though there has been a sharp decline in its share in Gross Value Added
(GVA) from over 50 per cent in 1950s to around 17 per cent in 2017-18, the sector continues to support nearly half of our
labour force. A persistent decline in its share in GVA with a relatively smaller decline in persons dependent on this sector has
resulted in relative worsening of the farming community in terms of income and opportunities. There has, therefore, been a
need to have new interventions for accelerating their income. Doubling the income of the farmers’ over a defined time frame
of 7 years from 2015-16 to 2022-23 has, therefore, received concerted attention of policy makers. The interventions proposed
are all-encompassing and cover three broad areas of technology, trade and transfers. It envisages investment in agriculture
and logistics, improving efficiency of farming, better price realization for their core products and a shift of persons dependent
on agriculture to other areas.

On April 13, 2016, the Government of India
(GoI) set up a committee to prepare a report on
doubling income of the farmers by 2022-23. On
a prorata basis, doubling the income in seven
years implicitly assumes a growth of over 10
per cent per annum, nearly twice the historically
observed rate of growth in agriculture. The
Dalwai Committee on Doubling of Farmers’
Income in their report submitted in September,
2018 proposed concentrated efforts on three broad
areas of improving productivity, reducing the cost
of cultivation, and providing better prices for farm
produce. The report, using an econometric model,
estimated that the additional investment needed to
realise this kind of increase in income would be Rs
78424 crore, at 2015-16 prices, excluding public
investment under agriculture, irrigation, transport
and energy heads. There have been apprehensions

both on the possibility of the implied growth in
doubling farmers’ income and also the ability
to find fiscal resources to finance the required
investment.
Current income levels and observed growth
The major source of information on income
of farmers based on a large sample survey is
Situation Assessment Survey of Agricultural
Households (SAS) by National Sample Survey
Office (NSSO) conducted during 2002-03 (NSS
59th Round, January-December 2003) for the first
time and repeated during 2012-13 (NSS 70th Round,
January-December 2013). These surveys have
revealed that average income of a farm household
from all sources increased from Rs. 25,380 in
2002-03 to Rs. 77,112 in 2012-13, at an average
rate of 11.8 per cent (Table 1) 2. The rate of growth,
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Even if there is an increase in income levels between 2013 and 2018, from any given base with the observed growth as above, the doubling
of income will have a similar time frame.
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however, reduces to just around 5 per cent, once it
is adjusted for inflation and converted to the prices
in 2002-03. There, however, have been significant
interstate differences in both the current levels of
income and the rate at which the income has been

increasing. SAS reveals that doubling real income
of a farm household at the current observed rates
of growth may take anywhere between 7 to 14
years and for any quicker breakthrough a faster
growth would be needed.

Table 1: Level of income of farm households and doubling time
Level of Income (Rs) Rate of Growth (per cent)

Time for doubling (years)

2002-03

2012-13

Nominal

Real

Nominal

Real

Punjab

59,520

216,708

13.8

6.7

5.4

10.8

Haryana

34,584

173,208

17.5

2.2

4.3

31.3

Kerala

48,048

142,668

11.5

6.0

6.4

12.0

Karnataka

31,392

105,984

12.9

5.7

5.7

12.5

Rajasthan

17,976

88,188

17.2

9.4

4.4

7.7

Tamil Nadu

24,864

83,760

12.9

6.7

5.7

10.7

Madhya Pradesh

17,160

74,508

15.8

9.8

4.7

7.4

Andhra Pradesh

19,608

73,392

14.1

7.2

5.3

10.0

Uttar Pradesh

19,596

58,944

11.6

4.7

6.3

15.0

West Bengal

24,948

47,760

6.7

-0.2

10.7

-

All States

25,380

77,124

11.8

5.2

6.2

13.6

Source: NABARD (2016)
Based on an extrapolation of NSSO 2012-13
estimates, the average annual income of the farmer
at the national level in the base year 2015-16 was
taken as Rs. 96,703. The targeted farmers’ income
at national level, in 2022-23, was accordingly
estimated to reach Rs. 192,694 (at 2015-16

constant prices) assuming an annual growth of
8.6 per cent during the seven years’ intervening
period. Significant interstate differences in both
the level of income and growth were, however,
expected (Figure 1).
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Figure 1: Current levels of income (in Rupees) in 2015-16 and required rate for doubling it by 2022-23

Source: GoI, 2018a
Non-agriculture sources dominate in overall
income of farmers
The two SAS, which defines an agricultural
household as a household receiving some value
of produce from agriculture or allied activities in
a year, also indicated that while income growth
across different size class of agricultural holdings
have generally been range bound, at lower sizes

of land holdings (below 0.4 hectares), income
from wages has a dominant share (Table 2). There
is an inverse relationship between the size of the
holding and the share of income from farming.
With a share of agriculture including animal
farming income at less than one third of total
household income, doubling of household income
cannot exclusively concentrate on agriculture, a
somewhat minor activity.

Table 2: Income of farm households & its components

Farm Household Land Size

CAGR
Average Annual
of
Income of a Farm
income
Household (Rs)
(%)
2002-03

2012-13

Landless <0.01
16,560 54,732
Lower Marginal (0.01 to 0.40) 19,596 49,824
Upper Marginal (0.41 to 1.0)
21,708 62,964
Small (1.01 to 2.0)
29,916 88,176
Semi Medium (2.01 to 4.0)
43,068 128,760
Medium (4.01 to 10.0)
68,172 235,644
Large (above 10)
116,004 496,656
All sizes
25,380 77,112

Source: NSSO (2003 & 2013)

Share of
Agriculture
& Animal
Farming in
Income (%)

Share of
Wages in
Income (%)

2002-03 2012-13 2002-03 2012-13

12.7
9.8
11.2
11.4
11.6
13.2
15.7
11.8

6
24
49
67
77
82
87
50

27
32
53
68
79
85
93
60

78
60
40
25
18
9
6
39

64
57
38
24
15
10
3
32

Per cent Per cent
of Farm of farm
House
house
holds
hold in
having
each
nonland
farm
size
business class
2012-13

2012-13

10.8
11.7
8.5
9.8
7.6
7.2
9.8
9.7

2.6
31.9
34.9
17.1
9.4
3.7
0.4
100
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Poverty has a much larger concentration
in farm households and 2011-12 NSSO data
reveals that 22.5 per cent of rural households
with farming as their principal occupation were
below poverty line and share of below poverty
line of such households exceeded or equaled the
national average in Jharkhand, Bihar, Odisha,
Uttar Pradesh, Madhya Pradesh, Karnataka and
Gujarat. NSSO data also reveals that disparity in
farm and non-farm income has not only been very
high but has persisted with average non-farm to

farm income ratio exceeding 3 during 1980-2012.
Intervention strategy for doubling farmers’
income
A multiple intervention strategy is needed
for increasing the income of the farm households.
The possible options that have been adopted so far
fall in one of the following categories. In most of
these areas, there are schemes already in operation
(Table 3).

Table 3: Enhancing Farmers’ Income- Instruments and Programmes
Objective

Policy Options

Instruments

Schemes/Programmes
Increase cropping intensity

Production Growth

Bridge productivity gaps
Extended irrigation
Higher nutrient use

Enhancing
Gross Income

Increased MSP
Better Prices

Institutional Procurement
Aggregation for volume & better prices
Processing Linkage

Enhancing
Farm Income

Diversification

Allied Activities/Animal Husbandry
Better crop mix

Reducing Costs

Income
Stabilization
Enhancing non farm income

Reduce Purchase Inputs

Better nutrient management
Use of farm residue

Exploit Complementarities Technology use
Crop Insurance
Coping Mechanisms

Assets Insurance
Institutional coping mechanism

Employment Generation
Reducing dependency

MGNREGA and other employment
Skill Development

Source: Author’s classification and grouping of schemes/programmes
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The required rate of growth for different
parameters of agriculture sector, with the
interventions on the lines indicated above has
been assessed by a policy paper by Ramesh

53

Chand (2017) and has also been endorsed by the
Committee on doubling the farmers’ income. The
indicated growth path is summarized in Table 4
below.

Table 4: Observed and required rate of growth for different parameters
Sl.
No

Source

Period

1
2
3
4
5
6
7

Crop productivity (70% segment)
Livestock Value added (30% segment)
Improvement in resource use efficiency
Crop Intensity
Crop diversification to fruits & vegetables
Better price realization- Market Reforms
Shift to nonfarm occupation

2001-2013
2005-2014
2005-2012
2001-2012
2003-2014
2005-2012

Observed
Growth rate
(% per annum)

Required
growth rate
(% per annum)

3.1
4.3
2.26
1
3.89
13
1.81

4.1
6.0
3.0
1.3
5.17
17
2.4

Source: Chand (2017)
Technology and trade have been considered
two important interventions in the strategy of
doubling the income. Technology comprising use
of area specific varieties of crops, better use of
irrigation facilities and other soil nutrients, organic
farming and crop diversification, have been some
of the possible options. Based on plot-wise details
of households, it is estimated that on an average,
net returns from an irrigated hectare could be 30
per cent higher. The incremental returns could
double if it is combined with cropping intensity.

but nonetheless in Punjab and Haryana, these
were estimated at 19 per cent and 23 per cent,
respectively. These were even higher and in line
with the estimates of yield gaps for paddy for
Uttar Pradesh and Madhya Pradesh, the other
two major wheat growing centres.Yield gaps for
coarse cereals and pulses in many cases were even
higher.The estimates of sugarcane, the other major
cash crop in yield gaps were 25 per cent, 35 per
cent and 41 per cent for Uttar Pradesh, Karnataka
and Maharashtra, respectively (GoI, 2018a).

Technology adoption could be one of the
strategies for reducing yield gap at farm level or
convergence of productivity levels. The estimates
derived for 2011-12 and 2013-14 show yield gap
in paddy varied around one-fourth to one-third.
The estimates with respect to the best performing
farmers in major paddy growing states like West
Bengal, Uttar Pradesh, Andhra Pradesh and Punjab
in yield gaps are estimated at 33 per cent, 29 per
cent, 29 per cent and 28 per cent, respectively. In
wheat, the yield gap estimates are slightly less,

A surrogate measure of efficiency, comprising
productivity gains and input efficiency could be
the ratio of output to inputs used in agriculture.
For the current series of National Accounts, it is
observed that this ratio has virtually remained flat
in past six years (Table 5). In fact, if we consider the
ratio at constant prices, it has actually moderated
indicating that for each unit of output, the use of
inputs in aggregate has increased and efficiency
gains are negative.
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Table 5: Value of output and inputs in the Crop Sector
Item Description

2011-12

2012-13

2013-14

2014-15

2015-16

2016-17

At Current Prices (Rs. in crore)
Value of Output

1191483

1329582

1533426

1595498

1639523

1863390

Value of inputs

209826

242830

285058

298746

301764

323765

5.68

5.48

5.38

5.34

5.43

5.76

Ratio of Output to inputs

At 2011-12 prices (Rs. in crore)
Value of Output

1191483

1198611

1257133

1228006

1203146

1278398

Value of inputs

209826

212516

215698

221694

226201

233360

5.68

5.64

5.83

5.54

5.32

5.48

Ratio of Output to inputs
Source: GoI (2018)

SAS 2012-13 indicates that on an average
about 30 per cent of the cost of cultivation is on
account of fertilizers and pesticides. Even for
farmers with land holdings of less than 0.4 hectare,
expenditure on these constitutes 25 per cent of
total costs. NAS data indicate that aggregate use
of fertilizers in the crop sector has in fact been
declining; better use and subsidised prices could
be the reasons for that. Optimal use of soil specific
nutrients may reduce this cost but these savings
would be positively related to size of holding, but
its overall impact on income and efficiency gains
are still unsubstantiated. At the aggregate level,
using the surrogate measure, there is hardly any
evidence of such gains. Soil health card is already
an initiative of this type. Resource use data for
the crop sector (Table 6) indicate that five most

important resources that crop sector uses include
fertilizers/pesticides, power (electricity and
diesel), interest or intermediation cost of finance,
marketing charges and seeds. There have been
interventions to subsidize interest, cost of seeds
and some marketing expenses. But with cost of
inputs usually following the same trend growth
as the output and individual cost of each resource
remaining range bound, the moot question is
whether the current subsidization is really making
any dent on resource use costs. NAS data of the
new series for last six years indicate that except
for fertilizers/pesticides (including the organic
fertilizers), there has hardly been any shift in
shares. It indicates that the policy shift for doubling
the farmers’ income is certainly not apparent.

Table 6: Share of different inputs in total cost of inputs in crop sector (per cent)
Item Description

2011-12

2012-13

2013-14

2014-15 2015-16 2016-17

Seeds

13.87

14.01

13.43

13.43

13.40

14.58

Fertilizers/Pesticides

31.00

31.60

27.03

26.98

28.87

26.92

1.98

1.36

1.63

1.35

2.03

1.45

Power(Electricity & Diesel)

16.01

15.95

22.00

22.76

18.98

19.14

Interest on loans

15.03

14.37

13.57

14.66

15.79

15.74

Marketing Charges

18.28

17.63

17.32

17.20

17.49

18.53

Irrigation

Source: GoI (2018)

Aarthika Charche - Vol 4 No.1, 2019

55

Trade or monetization of agriculture and dairy
produce marketing is yet another option, which
runs concurrently with technology. Besides the
remunerative prices of the main products, there
could be a market for farm residue and farm wastes.
A decision to have MSP, a minimum of 50 per
cent above cost is welcome, but given the current
coverage of farmers and crops, it is a logistic
challenge for any significant coverage. Currently,
cereals like wheat and rice, some pulses, cotton
and sugarcane are covered through effective MSP
as there are definite channels of their procurement.
The Committee has observed that limited data on
e-Procurement in Karnataka suggests considerable
increase in prices that farmers might gain through
such kind of marketing reforms. But based on this
limited evidence, it is difficult to have a country
wide conclusion. Anecdotal evidence suggests
that other than wheat, rice, sugarcane and milk,
market reach of farmers is limited. Further, its
impact would be according to the size of holdings
and surplus produce that an agricultural household

would have. Organic farming can also increase
revenue surplus from agricultural produce, but
that also requires development of a brand and
creation of niche market.
There has been an issue concerning finding of
resources for massive intervention in agriculture
and allied sectors. Currently, gross capital
formation in agriculture and allied sectors is Rs.
265,352 crore (in 2016-17 at constant 2011-12
prices) and half of that could roughly be in farming
and dairy sector. Raising additional resources of
Rs. 78424 crore over 7 years at 2015-16 prices
may not have been a difficult issue, but near
stagnation of capital formation in this sector and
its decline relative to gross output and value added
in last six years (Table 7) does indicate that, it in
fact, may not be that easy. Further, these are the
additional investment requirements in agriculture
sector, resources will also need to be identified for
public sector additional investment estimated at
Rs. 229,904 crore for logistics, transport and other
activities.

Table 7: Output, value added and capital formation in agriculture and allied sectors
Item Description

2011-12

2012-13

2013-14

2014-15

2015-16

(Rs. crore)
2016-17

Output

1,945,111 1,977,170 2,074,376 2,086,971 2,110,641 2,226,972

GVA at basic prices

1,501,947 1,524,288 1,609,198 1,605,715 1,615,216 1,716,746

Gross Capital Formation (GCF)

273,870

251,094

284,424

272,663

232,839

265,352

GCF to Output (per cent)

14.1

12.7

13.7

13.1

11.0

11.9

GCF to Value Added (per cent)

18.2

16.5

17.7

17.0

14.4

15.5

Source: GoI (2018)
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There has been some discussion on debt
waiver as an instrument for solving a variety of
farm related concerns, particularly increasing
resource use, improving gross investment in
farming, reducing finance related farm distress
and incentivizing farmers. Credit to farmers has
continuously on increase, though the rate of growth
has remained range bound. There has, however,

been a spurt in outstanding incremental liabilities
of the household sector (and a significant part of
that could be attributed to farm sector) in 2017-18,
after being nearly stable during 2013-2017 (Table
8). This does suggest increase in distress, but how
far that distress contributed to stagnation in income
or reducing the growth potential of income in this
sector is difficult to assess.

Table 8: Credit flow to Agriculture and incremental outstanding liabilities of households
(Rs. crore)
Credit flow to Agriculture Sector
Cooperative
Regional
Commercial
Banks
Rural Banks
Banks

Total

Incremental outstanding
liabilities of household sector

2001-02

23,524

4,854

33,587

62,045

51727

2006-07

42,480

20,435

166,485

229,400

282606

2011-12

87,963

54,450

368,616

511,029

290120

2012-13

111,203

63,681

432,491

607,375

330425

2013-14

119,963

82,653

509,005

711,621

358679

2014-15

138,469

102,483

604,376

845,328

376832

2015-16

153,295

119,261

604,971

877,527

391089

1100,000

673922

2017-18

Source: Agricultural Statistical Year Book, 2016, Ministry of Agriculture and RBI- hand book of Statistics
on Indian Economy, 2018
But for more than three fourths of the
farm households, these measures may be just
inadequate to double their incomes and that must
be recognised upfront. For the lowest land holding
class, close to three fourths of income comes from
non-agricultural occupation, mainly from wages.
Even for farm households with land sizes, between
0.41 hectare to 1.0 hectare, close to half of their
income comes from non-agricultural occupations.
Nearly two thirds of the farm households had
an average annual income of less than Rs. 5250
per month. Doubling the income generated from
agriculture and allied activities alone would
hardly be sufficient to meet the target envisaged

or bringing this population above the poverty
threshold. Doubling of incomes, therefore, needs
to consider direct transfers and wage employment
along with technology and trade which would
increase their income from farming. We conceive
transfers of two kinds, first by way of direct
subventions or income support and second by
shifting away a significant part of farm households
or a member thereof to other occupations. There is
evidence that there has been some migration out
of agriculture in recent years as the NSSO data
for different periods of worker participation in
primary sector (of which agriculture is the most
dominant) would reveal (Table 9).
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Table 9: Worker Participation in primary sector by location and sex of workers
Rural
Survey Period

Urban

Male

Female

Male

Female

Primary Sector

Primary Sector

Primary Sector

Primary Sector

PS

ALL

PS

ALL

PS

ALL

PS

ALL

July 1993-June 1994

739

741

847

862

87

90

193

247

July 1999-June 2000

712

714

841

854

65

66

146

177

July 2004-June 2005

662

665

814

833

60

61

147

181

July 2009-June 2010

625

628

789

794

59

60

118

139

July 2011-June 2012

592

594

745

749

56

56

87

109

Note: Figures in the table refer to work participation out of a total 1000 persons employed.
Source: Reserve Bank of India- Handbook of Statistics on Indian Economy, 2018
Employment and unemployment survey
of Labour Bureau indicates that in 2015-16
while households were significantly benefited
from MGNREGA, more than 83 per cent of the
households in rural areas had no wage/salaried
person. Since more than 96 per cent of the rural
household had more than one member aged 15 and
above, availability of supplementary employment
could significantly contribute to achieving the
target of doubling income of farm households,
through agriculture and supplementary nonagricultural income.
Along with doubling the income across all
sizes, it is important that a threshold minimum
income is also guaranteed to farm households at
small land holdings. While income is positively
related to the assets, the land holdings, it may
not be possible to consider any redistribution.
Fragmentation of holdings has been a continuous
process and getting an economic size through
consolidation without comprising on land titles or
ownership is a policy challenge. In such a situation,
at lower land holdings, assets built up could only

be in the form of human capital or skills which get
embodied with the individual. But this is both an
institutional and structural issue and visible results
may take a little more time.
Another option worth exploring is the
possibility of direct income support to farm
households. Direct income support is also a
non-distortionary transfer and WTO compatible.
While there is a possibility of this being extended
(demanded) to all households below a threshold
income, it has a problem of free riders. As per
Labour Bureau Survey 2015-16, 27 per cent
of the rural households and 9 per cent of urban
households had a monthly income of less than Rs.
5,000 in 2015-16 and that would be the class of
households needing income support. In case of
farm households, as per SAS 2012-13, nearly 70
per cent of the households, with a land holding
below 1 hectare may qualify for income support.
A universal non-discriminatory income support
averaging Rs. 10,000 per household initially, on
graded scale, inversely related to their income
or assets to cover about 7-8 crore households
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would cost Rs. 70,000- 80,000 crore annually. The
scheme can be finetuned with careful definition
of exclusion parameters and a beginning could
be made with a subvention at a lower scale.
Bulk of that in any case will accrue to rural farm
households and landless labourers who are again
dependent on agricultural activities.
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Trends in Municipal Revenues: Evidence from Selected
Urban Local Bodies (ULBs) in Karnataka
Kala Seetharam Sridhar 1, Manasi S 2, Latha N 3, K.C. Smitha 4
Abstract
The pace of urbanization in India is a key determinant of national economic growth and poverty reduction. In the aftermath
of the 74th Constitutional Amendment Act, 1992, robust municipal revenues assume significance in providing an enabling
environment for the effective provision of municipal services as well as reflect financial prudence. The purpose of this paper is
to explore the trends in the finances of Karnataka’s urban local bodies (ULBs) with respect to the total own source revenues,
property tax revenues, user charges, rental income from municipal properties, and fees from trade licenses to find out the
distinguishing factors that contribute to revenues across selected ULBs in the state by their class size. From the comparative
analysis across various class size cities,we found that it is the class I cities followed by class III cities that excel in terms
raising own source revenues, property tax revenues and user charges.With respect to the potential from land as a financing
instrument for cities, the most promise was found in class III cities. The class II cities had the highest revenues from trade
license, although both class I and class III cities are promising and have the potential to tap trade license as a source of
revenue.

1. Introduction
As per Census 2011, urban population in India
accounts for 31 percent (377 million) of total
population. The 74th Constitutional Amendment
(CA) Act, 1992 envisages greater delegation
of powers and authority for local governments.
Effective local governance should promote
financial sustainability for delivery of services.
There are various estimates of how much municipal
revenue in India accounts for in the country’s
GDP—estimates range from about 0.54% of the
country’s GDP(Government of Karnataka (2016))
to 1.03% of the country’s GDP (Khan (2013), for
2012-13, compared with 6% for South Africa,
and 7.4% for Brazil (as pointed out by Mohanty
(2016)). Hence much leaves to be desired with
respect to mobilization of municipal revenues.

Karnataka is the 7th most urbanized state in
the country with the urban population accounting
for 38.6% of the overall population, according
to the Census of India 2011. This is well above
the national average of 31.16%. There are a total
of 277 ULBs in the state including Municipal
Corporations, Municipal Councils, Town
Panchayats and Notified Area Committees. In
theory, the property tax is the most important
source for local governments around the world.
The Karnataka Municipal Corporation Act of
1976 authorizes ULBs in the state to levy the
property tax, which forms an important source of
revenue for the ULBs, around 53% of their own
revenues, consistent with those in other Indian
states. However, ULBs in other states such as
Maharashtra and Gujarat mobilise a significantly
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higher proportion of their total revenues from
own sources, compared to those in Karnataka,
given Octroi is abolished everywhere now and
city governments have to look for other sources
of revenues that increase automatically with the
local economy’s base, to sustain themselves and
reduce their dependence on grants from the state
and central governments.
Given that municipal budgets over time
are not in the public domain, information about
municipal revenues is not widely researched at
the city level, and the importance of municipal
revenues to the sustainability of urbanization,
the main objective of this paper is to examine
the trends in total own source revenues, property
tax revenues, user charges, rental income from
municipal properties, and trade license fees of
selected ULBs in Karnataka State to analyse their
revenue potential and make recommendations
based on what drives the revenues in various class
sizes of cities.We analyze trends in per capita
revenues from each of the sources, to control for
the size effect across ULBs. This way, we are able
to find the distinguishing factors that contribute
to revenues across similar sized ULBs, and
summarize the important trends for representative
Karnataka’s ULBs.
2. Methodology
The study area consists of the following
ULBs in Karnataka (see Figure 1), which has been
arrived at, taking into account their geographical
location, size and municipal status.
•

Hubli-Dharwad City Corporation
▪

Davangere City Corporation

▪

Bidar City Municipal Council (CMC)

▪

Sira CMC

▪

Yadgir CMC

▪

Chamarajanagar CMC

▪

Ullal TMC (Town Municipal Council)

▪

Bangarpet TMC

▪

K.R. Nagar TMC

▪

Lingasugur TMC

▪

Haliyal TMC

▪

Sakleshpur TMC

Figure 1 shows a map of India and the state of
Karnataka, and Karnataka with the selected cities
and towns. For ease of analysis and understanding,
the ULBs are divided into class I (with population
of greater than 1 lakh), class II (with population
of 50,000-1 lakh) and class III cities (with
population of 20,000-49,999), consistent with the
Census definition. These fit into the municipal
corporation, city municipal council (CMC) and
town municipal (TMC) categories, except Bidar
CMC which qualifies as a class I city as per
the Census, but doesn’t belong to the class of
municipal corporations yet.
In each of the ULBs, we examined the
schedules to income and expenditure statements
(which reflect the disaggregated schedule of
receivables and payables, not just the actuals) but
focused on own source revenues (OSR) of the
ULBs, since we assume that sustainable financing
is self-reliance and dependence on own source
revenues, to the extent possible. In this context,
it is relevant to note that as per Chinnaswamy
(2018) who authored the Karnataka’s Fourth State
Finance Commission (SFC) report, the aggregate
resource support to the state’s ULBs under various
components (such as tax devolution, grants from
the central Finance Commission and grants from
state and central schemes) declined from Rs 6,486
crores in 2013-14 to Rs 5,980 crores in 2016-17.
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Figure 1: Maps of India and Karnataka

Source: Base Map derived from Karnataka State Disaster Monitoring Cell and prepared by ISEC team.
In the interests of sustainability as discussed
above, grants from state and central governments,
interest earned on deposits, investments, interest
earned from loans to others, and other incomes are
excluded from our computations. For computation
of per capita revenues in 2011, the population data
from the Census of India 2011 is used. For the
remaining and recent years, the population for
Karnataka’s towns and cities, as projected by
the Government of Karnataka’s Directorate of
Economics and Statistics, is used.
3. Analysis and Key Findings
A working group report by Mathur (2013) to
the 14th Finance Commission by the Government
of India’s Ministry of Housing and Urban Affairs
(MoHUA) found that while state municipal budgets
typically enumerate close to 50 different kinds of
revenue instruments, most of them are either not

in use or have zero productivity. Due to this, the
working group observed that most of the revenue
handles were obsolete, and bore no relevance to
the socio-economic realities of changing economy
of the cities. The Karnataka Fourth State Finance
Commission report by Chinnaswamy (2018) noted
that with respect to own tax revenues of ULBs, the
own tax revenues are much below their potential,
and that the performance of ULBs in user charges
collection is also not impressive.
3.1 Per Capita Own Source of Revenues
Figure 2 shows the trends in per capita own
source revenues from 2011-12 through 201617 for the class I cities selected for this study.
Among the class I cities, all own source revenues
per capita showed an increase in the two ULBs
(HDMC and Bidar for a short period for which we
have the data), and a decline in Davanagere.
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Figure 2: All Own Source Revenues Per Capita (Rs), Class I cities

Source: Authors’ compilation and calculation
When the next tier of cities, the class II cities was examined (see Figure 3), it was found that the
picture was not the same as in class I cities. In fact, with all the class II cities, own source revenues as
a whole were declining per capita, save Chamarajanagar, a bigger of the ULBs, which showed some
ascendancy promise, and Sira, that showed the highest at Rs.473 per capita for 2016-17.
Figure 4 shows that there is more optimism for the class III cities such as K.R.Nagar where own
source revenues per capita were increasing (although this was based only on a couple of years of data).
Towns such as Sakleshpur which reached a peak of Rs 980 per capita in 2015-16 showed a promising
trend. Towns such as Bangarpet and Lingasugur were at the bottom with per capita own source revenues
of Rs.79 and Rs.219 respectively in 2016-17.
Figure 3: All Own Source Revenues Per Capita (Rs), Class II cities

Source: Same as Figure-2
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Figure 4: All Own Source Revenues Per Capita (Rs), Class III Cities

Source: Same as Figure-2
Overall, Sakleshpur, a class III city, matched
up to the revenues of HDMC, a class I city, in
terms of all own source revenues per capita, and
surpassed HDMC at Rs.979 of per capita own
source revenues for 2015-16 (Figure 4). The other
notable ULBs which raised significant own source
revenues, were Haliyal, K.R.Nagar (which are
both class III cities) and Sira (a class II city), the
last of which surpassed Sakleshpur during 2013-14
at Rs.702 per capita for all own source revenues.
The surprise finding was that K.R.Nagar, a class
III city, matched with HDMC, a class I city, in its
upward trend of per capita revenues. Bangarpet
and Lingasugur (both class III cities) were all time
laggards, with lower per capita revenues at Rs.79
and Rs.219 respectively in 2016-17.
Hence, when we examined per capita all own
source revenues, the class I cities were undoubtedly
the best performers. Next, it was the class III cities,

not the class II cities (or the CMCs), that excelled
irrespective of their source of revenues.
3.2 Property Tax Revenues
The theoretical basis for why the property
tax is the most important source of revenue is
well established in public economics and finance.
The answer is inter-jurisdictional spillovers. If a
mobile tax base such as income were to be taxed
at the local level, then the tax payers would keep
migrating to whichever jurisdiction levies the
lowest rate. This presents numerous problems
in federal polity which has inter-jurisdictional
spillovers.   Further, fluctuations in the business
cycle tend to have a much bigger impact on tax
bases such as earned wage income and profits
or even sales. On the other hand, if an immobile
base like the property were to be taxed at the local
level, that would present a stable equilibrium. The
next theoretical case for the property tax as a good
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source of revenue for local governments is that
the value of land and improvements constitutes a
broad base that is growing in virtually all countries
at fast rates, and even a small statutory tax rate can
yield very significant amounts of revenue, as Bahl
and Vasquez (2007) point out. Further, while not
quid pro quo, the property tax might be seen as
an approximate kind of benefit charge. Residential
owners may perceive that they benefit from certain
public investments approximately in proportion
to the value of their properties. For example,
property values may be higher, ceteris paribus, in
areas where street lighting is functional, and so
forth. Finally, the property tax is also vertically
equitable in developing countries since the landed
owners pay a charge, equal to the value of their
property, subject to the base and the rate of the tax.
But there are several disadvantages to this
local tax, which are that its costs of administration
are high, and enforcement, difficult, as Bahl
and Vasquez (2007) point out. The most
important disadvantage is that the property tax
is not an income-elastic tax. So, unless frequent
revaluations of properties are carried out, the
property tax hardly reflects the current valuation
and the property tax is frequently an underestimate
of the base. This seems to be the major problem
with property tax in countries around the world.
However, as Bahl and Vazquez (2007) point out,
developing countries do not use the property tax
as much, as may be seen in the fact that they raise
property tax revenues that are equivalent to only
about 0.60 percent of GDP, and urban tax revenues
in India contribute a mere 1.7% of central, state
and local body revenues together, as per the India
Municipal Finance Report 2011. As per estimates
of the High-Powered Expert Committee on Urban
Infrastructure (2010), property tax revenues in
different states of India are in the range of 0.16
to 0.24 per cent of the GDP (Ahluwalia (2011)).
Hence, much needs to be accomplished with
respect to increase in revenue from this source.

Hence, we begin with the property tax, which
is the most important own source revenue for
ULBs in Karnataka, as in the rest of India and
across the world. In Karnataka, the property tax
is levied under section 103 of the Karnataka
Municipal Corporations Act of 1976, with a tax on
buildings or vacant land or both, situated within
the city (hereinafter referred to as the property tax)
being permitted.
The Karnataka Fourth SFC report highlights
that the property tax collection ratio in the ULBs
had decreased from 81 per cent in 2011-12 to 65
per cent in 2015-16.The SFC data on the collection
performance of property tax of 254 ULBs against
demand for 2016-17 indicated that the collection
efficiency was the lowest at 80.58% in Municipal
Corporations, 86.45% in CMCs and the highest at
88.94% in TMCs.
In the context of this study, for large municipal
corporations (HDMC), the property tax revenue
is the biggest source. In the smaller municipal
corporations (Davanagere), city municipal councils
and town municipal councils, user charges & fees,
development charges and betterment fees are the
major source of own source revenue.
With respect to property tax revenues (see
Figure 5), the two ULBs —HDMC and Bidar
which showed increasing own source revenues,
were the leaders in property tax revenues per
capita. While Bidar’s per capita property tax
revenue increased from only Rs 30 to nearly
Rs.180 per capita, a 6-fold increase during a single
year (2015-16 to 2016-17), HDMC’s property tax
revenues per capita were continuously increasing
from about Rs.270 per capita in 2011-12 to nearly
Rs.532 per capita in 2016-17. Davanagere MC’s
property tax revenues stagnated at Rs.203 per
capita in 2016-17, declining from Rs.215 per
capita in 2013-14. As per Karnataka’s Fourth SFC
report, the per capita property tax collection for
municipal corporations was Rs.626. Judging by
this benchmark, all the three ULBs considered
here perform below the average.
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Figure 5: Property Tax Revenues Per Capita (Rs), Class I cities

Source: Same as Figure-2
What about property tax revenue in class II cities? Figure 6 summarizes this result. Sira is the
smallest of the class II cities in this study, but that was the one with the highest property tax revenues
per capita, at Rs.203 for 2016-17, twice that of Yadgir (Rs.101), the biggest in this category, in 2016-17.
Chamarajanagar’s property tax revenue at Rs.134 per capita, was greater than that of Yadgir, but lower
than that of Sira, for 2016-17.
Figure 6: Property Tax Revenues Per Capita (Rs), Class II cities

Source: Same as Figure-2
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Figure 7 summarizes the property tax revenues
per capita picture for class III cities.Bangarpet, the
biggest of the class III cities, was the lowest with
respect to property tax revenue per capita. But
other smaller cities such as K.R.Nagar recorded the
highest property tax revenue at Rs.245 per capita
in 2016-17. Other smaller cities in this category,
such as Sakleshpur were on a much higher plane
at Rs.216 per capita as compared to Haliyal at
Rs.125 per capita of property tax revenue for
2016-17. Lingasugur’s property tax revenues, at
Rs.69 per capita, in 2016-17, was higher than that
of the lowest ULB, Bangarpet, which had been
declining from Rs. 45 per capita in 2012-13 to
only Rs.26 per capita in 2016-17.

Summarizing the picture of property tax
revenues per capita for the cities of study, HDMC
is the leader, no doubt with its status as the biggest
ULB, but the surprise is that K.R.Nagar, a TMC
and a class III city, is the second in property tax
revenues per capita at Rs.244 per capita for 201617, although a distant second, with less than half
of HDMC’s Rs.532 per capita of property tax
revenues. KR Nagar is followed by Sakleshpur,
another class III city, at the third place at Rs.216
per capita of property tax revenues. But all ULBs
performed way below the benchmark mentioned
by the state’s Fourth State Finance Commission
report at Rs.626 per capita (Chinnaswamy (2018)).

Figure 7: Property Tax Revenues Per Capita (Rs), Class III cities

Source: Same as Figure-2
Hence the story for property tax revenues was
the same as it was for all own source revenues-that the class I cities are the leaders; after the first

tier of cities, it is rather the class III cities, not class
II cities, that lead, in terms of raising revenues,
and take the leadership there.
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The story of own source revenues does not end
with property tax revenues. There is a big category
that needs to be examined, user charges, which are
important for the smaller cities in Karnataka, that
depend on them more than they do on property
taxes. Section 191 of the KMC Act of 1976 allows
for a payment to be made for water supplied by the
ULB. As per the state’s Fourth SFC report, water
charges form an important source of revenue in
the ULBs, to the extent of 10-20 per cent of their
total own revenue accruals. However, it points out
that systemic reforms are required toimprove both
services and user charges recovery.
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Figure 8 summarizes the trends in user charges
for class I cities. The per capita user charges were
substantial enough to equal the ULBs’ property tax
revenues per capita. The per capita user charges
were directly proportional to the size of the ULB,
with larger ULBs being better in terms of their
per capita user charges, and vice-versa. In the
context of the selected cities for this study, Bidar
is the smallest and HDMC is the largest, their user
charges per capita also followed the same trend.

Figure 8: User Charges Per Capita (Rs), Class I Cities

Source: Same as Figure-2
Who are the laggards and leaders in user
charges among the class II cities (Figure 9)?
Chamarajnagar was the leader, at Rs.250 per
capita, followed by Sira at Rs.214 per capita,
and Yadgir, which is the biggest in terms of its
population, figures at the bottom at Rs.152 per
capita.

Next, we analyse the user charges in class III
cities (Figure 10). Bangarpet, the biggest of the
class II cities, and Lingasugur trailed the other
ULBs. The best ULB is Haliyal, where user
charges reached a peak of Rs.545 per capita in
2015-16, but declined to Rs.390 in 2016-17, with
all other cities well below this.
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Figure 9: User Charges Per Capita (Rs), Class II Cities

Source: Same as Figure-2
Figure 10: User Charges Per Capita (Rs), Class III Cities

Source: Same as Figure-2
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Summarizing user charges per capita for the
cities of study, HDMC, a class I city,was the leader
for 2016-17, with its Rs.490 of per capita user
charges, followed by a class III city, Haliyal, at
Rs.390 per capita, followed by that in Sakleshpur,
another class III city, at Rs.300 per capita for
2016-17.Therefore, the story for user charges is
the same as with all revenues and property tax
revenues, which is that class I cities lead, with the
second level of leadership being filled by class
III rather than the class II cities. As the state’s
Fourth SFC report notes, the state government
has not revised the water rates since 2011 both for
flat rates (unmetered) and 100 per cent metering
of water connections is yet to be accomplished,
done only in few ULBs. It recommends that
whenever power charges are hiked by Electricity
Distribution Companies (ESCOMs), water tariff
should be proportionately increased to meet the
O&M costs.
Summarizing, the primary bases of own source
revenues for the ULB are property taxes and
user charges consisting of fees for certificate and
extracts, regulations/licensing fees, development
charges and betterment fees, regulations fees,
penalties and fines, other fees, user charges,
service/ administration charges and other charges.
The picture from the analysis is that in the
larger cities, property tax revenues drive total own
source revenues, whereas in the smaller cities,
it is the user charges that drive their own source
revenues. Further, we find that the first leadership
with revenue raising is with HDMC, but the second
level of leadership is taken by class III cities such
as Haliyal and Sakleshpur.
The fact that there is potential with the use of
land assets in the ULBs studied may be seen in
the fact that all cities had rental income to report,
especially in the smaller class III cities such as
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K.R.Nagar where rental income from municipal
properties accounted for 38% of total own source
revenues of the TMCs in 2016-17. In a well
performing ULB, Sakleshpur, a class III city, the
rental income from Schedule 3 (which includes
rent from civic amenities, rent from municipal
buildings, rent from Travellers Bungalows and
Guest House, rent from lease of lands, and other
rents) accounted for 29% of all own source
revenues in 2016-17. It should be noted that this
category accounted for less than 10% of own source
revenues in the larger municipal corporations and
CMCs whose overall revenue performance has
not been satisfactory.
Figure 11 summarizes for class I cities, the per
capita rental income which refers to the categories
mentioned above. In this set, only the largest ULB,
HDMC, a class I city, was able to capitalize on its
land assets at a revenue Rs.98 per capita, whereas
the other two cities were unable to tap into this.
How does this picture look for class II cities?
Figure 12 summarizes this. Ullal was the most
promising with its Rs.56 per capita as revenues
from rental income, followed by Sira’s (which is
a class II city) rental income at Rs.54 per capita,
with the other two cities being a distant second
and third, same as the pattern observed for class
I cities.
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Figure 11: Rental Income Per Capita (Rs), Class I Cities

Source: Same as Figure-2
Figure 12: Rental Income Per Capita (Rs), Class II Cities

Source: Same as Figure-2
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Figure 13 presents the rental income per
capita for class III cities, where land assets hold
the most promise. The leader in the pack here,
K.R.Nagar, got nearly Rs.343 per capita from
rental income in 2016-17, more than three times
that of HDMC. Sakleshpur, another class III city,
at Rs.231 per capita of rental income, for 2016-17,
was the second in the category. It should be noted
that this per capita rental income for Sakaleshpur,
was also more than twice that of HDMC for 201617. Haliyal, a class III city which was the third in
the category, had per capita rental income close to
that of HDMC in the class I category.

Summarizing the potential from land as a
financing instrument for cities, we find the most
promise in class III cities. Within the category, it
was found that rents from civic amenities (such as
santhe, jathre) and rents from municipal buildings
accounted for a major part of the financial stake
for the ULB in the case of both the top performers
– K.R.Nagar and Sakleshpur. It is paradoxical that
larger ULBs which should ideally be benefitting
from capitalization of municipal properties are
unable to tap into it.

Figure 13: Rental Income Per Capita (Rs), Class III Cities*

0

*The per capita trends for Ullal could not be captured as we did not get data from either the ULB or the Directorate of
Economics and Statistics regarding population for the town for the non-Census years.

Source: Same as Figure-2
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Schedule X (Under Section 353) of the
Karnataka Municipal Corporations Act, 1976
lists the trades and industries that require a trade
licence from concerned municipal authorities.
The various trades and industries are mentioned
in Schedule X of the Act and the applicable fees
are also mentioned. Since the trade license5 fee is
an important source of non-tax revenue for Urban
Local Bodies with their greater commercialization,
we analysed the trend in the license fee collected
in all the ULBs. Further, the trends in per capita

trade license revenue in each ULB were analyzed.
As with the other sources, data was used from
the audited schedules to income and expenditure
statement for each ULB from 2011-12 to 2016-17
subjected to their availability. It was found that,
in the class I cities, the per capita trade license
revenue was continuously increasing in HDMC
and Davanagere, which stood at Rs. 4,338 in
HDMC and at Rs.3,563 in Davanagere as of 2016176 (see Figure 14).

Figure 14: Trends in Per Capita License Fee Revenue (Rs) in Class I Cities

Source: Same as Figure-2
When the trend was examined in the Class II
cities with regard to trade license revenue, it was
observed that the trend in per capita trade license
revenue was showing a steady decline in all cities
except Sira where it was increasing at a slow rate.

Another interesting thing that was observed was
the per capita trade license revenue was high in
class II cities compared to what was found in class
I cities (being Rs.47,318 in Sira and Rs.26,416 in
Yadgir for 2016-17) (Figure 15).

Trade License is a certificate/document which grants the permission to carry on a particular trade or business for which it is issued. The
License Department is the authorized department by the municipal corporations which issues licenses in consultation with other specialized
consultative departments like Fire Brigade, Health, Engineering, Estate and others of same type.

5

6

Bidar was not analysed as the data was not available.
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Figure 15: Trends in Per Capita License Fee Revenue (Rs) in Class II Cities

Source: Same as Figure-2
When the next tier of cities, the Class III cities, were analysed for trade license revenue, it was found
that they were highly promising. An exception was Sakleshpur TMC, where the revenues from this
source declined in 2016-17, although its per capita revenues from trade license were the highest of all
the class III cities (Figure 16).
Figure 16: Trends in Per Capita License Fee Revenue (Rs) in Class III Cities

Source: Same as Figure-2
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Summarising, the class II cities had the highest
revenues from trade license, although both class
I and class III cities were promising and had the
potential to tap as a source of revenue.
4. Conclusion
Although research on city finances in the
context of India and developing countries discuss
broadly about the property tax, the detailed
sources of municipal finances are not well-known
for India’s cities, that too by class size of city.
Given the state of ULB finances in Karnataka, we
started with an examination of the trends in the
finances of the state’s urban local bodies (ULBs)
with respect to the total own source revenues,
property tax revenues, user charges, rental income
from municipal properties, and trade license fees
to find the distinguishing factors that contributes
to revenues across the selected ULBs in the state.
From a comparative analysis by comparing
across various class size cities, we found that it
is the class I cities followed by class III cities that
excelled in terms of raising own source revenues,
property tax revenues and user charges. With
respect to the potential from land as a financing
instrument for cities, the most promise is found in
class III cities.The class II cities had the highest
revenues from trade license, although both class
I and class III cities were promising and have the
potential to tap trade license as a source of revenue.
However, these are the first steps to
understanding the revenue mapping of ULBs in
Karnataka. As other studies have also pointed out,
there are more fundamental problems that have
the potential to impact ULB property tax revenues
some of which are conflicts between the current
value and the true market value of property, and
rent control ordinances. However, these are topics
of research for a future paper.
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