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Editorial
This edition of Aarthika Charche includes seven research articles contributed by eminent academicians
and senior government officers from the economic and governance perspectives. These articles largely
focus on evidence-based debates on topics relating to current policy at national and state levels.
In the context of fiscal capacity of the state not keeping pace with resources required for an expanding
higher education sector, strategies to increase reliance upon non-state funding education expansion have
been analysed. Professor Varghese’s article discusses these strategies in terms of privatization of public
institutions, promotion of private higher education, student loans from banking sector, fellowships, fee
reimbursement scheme etc. These strategies encompass cost sharing between the public and households,
and public financing of private institutions. Professor Bala Subrahmanya and Mr Kalyanasundaram
examine causes, dimensions, implications and effects of Covid-19 pandemic on the SME sector in India.
The causes are ascertained by both supply side and demand side shocks at the national and sectoral
levels. The dimensions of adverse impacts are explored from the perspectives of short/ medium/longterm, registered/formal and unregistered/informal enterprises, and urban and rural locations. However,
a revitalized nation-wide DIC network with the help of institutional finance and establishment of Rural
Business Incubators can play decisive roles in the revival of SME sector. Mr Manak Singhi analyses
the key issues of farmers’ agitation related to the Minimum Support Price and a statutory guarantee,
and economic implications of the Government of India’s three farm legislations during 2020-21 with an
objective of doubling farmers’ income. Dr Sethuraman provides with relevant legislative history of the
July 2017 Reform which relies upon a legal instrument designated “Integrated Goods and Services Tax”
(IGST) as the pivot. Various issues like applicable norms for interpretation of statutes, the procedure
envisaged in the Constitution for apportionment of IGST, to provide in compliance to Article 274 enacted
in Part XII of the Constitution, and the public finance requisites to avoid adverse effects on the necessary
and sufficient fiscal capacity at the sub-national levels of government are examined in detail. Professor
Saumen Chattopadhyay presents an analytical approach to explain the macroeconomic analysis and
fiscal policy implications of tax evasion in a black economy. This analysis suggests a modified framework
for deriving the autonomous expenditure multiplier in the presence of the black economy and shows that
the multiplier values go down due to tax evasion. Professor Madheswaran and Mr Karthick’s empirical
analysis estimates the social and economic determinants of access to institutional agricultural credit
through Commercial and Cooperative Banks by rural households with special reference to social caste
of households and decomposes the sources of caste discrimination by credit differential into endowment
differences and discrimination coefficients. This in-depth micro study uses the unit level data from 70th
Round of NSSO’s Debt and Investment Survey of 2012. Other things being equal, a reduction in social
discrimination is shown to contribute for effectiveness of access and delivery of agricultural credit services
to the socially disadvantaged agricultural households. Professor Narayana and Ms Shagishna use the
Google Mobility Data (GMD) to measure and compare the district level economic activity in Kerala
and Karnataka between pre and post Covid-19 pandemic times from January - February 2020 levels
to the end of February 2021. These activities include public transportation, retail trade and recreation
(parks and hills). These results show varying recovery of these activities in the districts of two states.

The correspondence between GMD and quarterly estimates of Gross Value Added by Central Statistical
Office suggests that GMD could be a handy tool for real time assessment of economic activity in general
and better than GVA estimates for assessing retail trade and recreation activities in particular. Thus,
the results and conclusions in these articles provide deep insights and significant inputs for design and
analyses of relevant current policies and programmes for the Government.
This issue has two book reviews. Advanced Introduction to Public Finance written by Professor Vito
Tanzi and Basic Computational Techniques for Data Analysis by Professor D. Narayana et.al. These
books are published by the Edward-Elgar (UK) and SAGE (India) respectively. I am glad that our journal
is recognised by these leading publishers for review of their latest published books.
I am thankful to all the contributors to this edition as their well-researched and highly analytical
articles have enriched the contents of Aarthika Charche.
I am thankful to Sri. I. S. N. Prasad, Additional Chief Secretary (Finance Department), Government
of Karnataka and Chairperson, Governing Council, Fiscal Policy Institute, for his continued support,
guidance, and encouragement for all initiatives and endeavours for improvement of this Journal.
Sujit Kumar Chowdhury
Director, FPI

Notwithstanding the onset of Second Wave of Covid-19 and lockdown, this edition is published in
time. This is possible due to (a) timely submission of excellent and thoroughly researched articles by the
eminent scholars and policy makers, (b) constructive and perspicacious comments and suggestions on
earlier versions of these articles by the internal and external reviewers, and (c) good and quick copyediting services from a professional copy-editor. We are grateful to the leading global publishers like
Edward Elgar Publishing (UK), SAGE (India) and De Gruyter (Germany) for sending us their scholarly
books for review in our Journal. Grateful thanks to all for the all-round professional development of our
Journal.
M.R. Narayana
Editor-in-Chief
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Changing Strategies for Financing Higher Education
in India
N.V. Varghese 1
Abstract
Public institutions and government funding defined the framework for higher education development
in India. The fiscal capacity of the state could not keep pace with financing an expanding higher education
sector which led to market friendly reforms and an increased reliance on non-state funding for higher
education expansion. The new strategies adopted to finance higher education were: a) privatization of
public institutions; and b) promotion of private higher education. Both the strategies ensured that the cost
of pursuing higher learning is shifted from the public exchequer to the households. Many households,
in turn, shifted a part of their financial burden to the banks and relied on student loans to finance
higher education of their children. When unemployment especially among graduates of technical and
professional graduates became widespread the high rate of default of student loans became a concern
for banks and a constraint for private institutions expand their operations. The government increased
student support systems through fellowships to ensure payment of student fees and survival of many
private higher education institutions. The fee reimbursement scheme introduced in some of the Indian
states is an example of the new modality of public financing of private institutions.
1.Introduction
The twentieth century has experienced
expansion of public education through public
funded institutions. This trend continued for a
major part of the previous century till non-state
funding and private institutions emerged as
important players from the 1980s. Universalization
of higher education in the developed countries
and massification of higher education in the less
developed countries are increasingly relying on
non-state funding. Two important modes of nonstate financing of higher education have been
either through privatization of public institutions
or through promotion of private institutions. Both
the modes ensured that the cost of pursuing higher
learning is systematically shifted from the public
exchequer to the households. In the process,
higher education became an area for operation

of the market forces and an attractive investment
avenue for the profit seeking private entrepreneurs.
The high private returns to investment in higher
education incentivized the households to support
and expand the market base in higher education.
This paper shows the evolution of financing
of higher education in India in the global context.
It argues that the transition in the strategies
for financing are from direct public funding to
private financing of higher education and to
indirect public financing of private individuals
and institutions. The initial shifting of burden of
pursuing higher education was from public sources
to the households. The households shifted part of
the financial burden to the banks through student
loans and later to public exchequer through various
forms of public financed student support systems.
The government increased student support systems
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through fellowships to pay fees to the institutions
of higher education and ensured the survival of
many private higher education institutions. The
fee reimbursement scheme introduced in some
of the Indian states is a good example of the new
modality of public financing of private institutions.
The plan of the paper is as follow: The next
section introduces the debate on financing of
education, especially public financing of higher
education. Section 3 provides an overall picture
of public financing of higher education in India.
Section 4 discusses the measures of privatization
of public institutions and promotion of private
higher education as alternatives to public
financing of higher education and the nature and
extent of student loans availed by the students.
Section 5 and 6 discuss the student support by
the public funding through scholarships and fee
reimbursement programmes and new initiative
of Government of India which helped the private
institutions to stay alive. The final section draws
some conclusions from the analysis in the paper.
2. Public economy and financing of higher
education
A public economy serves the public purpose
of maintaining social cohesion and serving
a community. The basic question in a public
economy is: when and where resources should
be put to public rather than private use? Unlike
the principle of a market economy which rests
on exchange and self-interest in the satisfaction
of private wants, the principle for allocation of
resources in a public economy is that public
resources should be allocated so as to cause the
least total sacrifice and results in maximum total
welfare (Musgrave and Peacock, 1958). Welfare
is maximum when sacrifices are minimum and
when maximum social wants are satisfied. Social
wants are not merely an aggregation of a set of
individual wants but are derived from the needs
of the group as such. Public money needs to be
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targeted towards satisfaction of wants which are
derived from groups and which have social merits.
The public financing of education needs to be
viewed from and as part of the broader frame work
of public economy. Financing of social sectors
is always clouded in the political discourses. In
a democratic framework, the arguments for or
against public financing of education is soaked
in the ideological orientation of the political
party in power. There is a general agreement that
knowledge is a public good (Samuelson, 1954) or
a global public good (Stiglitz, 1999) and hence
public money should be invested in knowledge
production. However, it is still debated whether
or not institutions producing knowledge are to
be considered as public goods since they do
not satisfy some of the essential characteristics
of public goods. Should the higher education
be treated as public good and the institutions
of higher education be funded from the public
exchequer?
The essential properties of a public good
include non-rivalrous consumption and nonexcludability in distribution (Samuelson,
1954). Non-rivalrous consumption implies that
consumption of a good by one consumer will
not prevent its consumption by other consumers.
It is unlimited in supply and mass consumption
of the good will not lead to its depletion. The
other property, namely, the non-excludability in
distribution implies that its provision cannot be
restricted to a limited number of people. It seems
that higher education does not have both the
properties to make it a pure public good. This is
the case with many goods which may have one or
other quality in part or full (Marginson, 2011).
It can be argued that higher education is more
of a non-rival good than a non-excludable good.
Its value may not diminish even when higher
education becomes an item of mass consumption
or when the sector is massified. However, its

Aarthika Charche - Vol 6 No.1, 2021

consumption can be restricted through pricing. In
a situation of zero or close to zero public subsidy,
access to higher education may be restricted
to those who have the capacity to pay for it.
However, the benefits from higher education are
not confined to students seeking higher education
but also has externalities to benefit society at
large. Therefore, one may argue that it is a merit
good since the benefits from higher education are
neither all public nor all private (Cemmell, 2002).
Musgrave considers education to be a merit want
to be satisfied by collective action (Musgrave,
1959). The external economies that arise from
individual behaviour may, in such cases, be
more than sufficient to warrant collective action
(Buchanan, 1960) and public funding. Barr argued
that the efficient volume of resources to devote to
tertiary education is that whose marginal social
value equals the marginal social costs of the
resources involved (Barr, 2008).
It can also be argued that in the absence of
State investment, it will be under-produced and
under-supplied since profits cannot be the criterion
to decide the optimum amount of investment in
a public good (Tilak, 2008). The markets will
not have incentives to produce it to the optimum
levels and hence public investment in the sector
needs to continue. The consumer surplus is almost
eliminated in the pricing of public goods, and this
is said to constitute the basic difference between
public and private pricing. It is expected that the
individual’s action in matters of public policy is
said to be guided by social motivation rather than
by self-interest (Musgrave and Peacock, 1958).
These are arguments which favored extending
public funding to higher education. State funded
public universities became the most common
feature of higher education development in the
post-war period.
Musgrave (1959) argued for higher levels of
public investment at lower levels of economic
development and lower levels of public investment
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at higher levels of economic development when
private expenditure is able to complement, if not
substitute, public investment in several areas. An
analysis of trends indicates that public funding of
the education sector did not follow this pattern.
The share of public funding devoted to higher
education has not been inversely related to the
level of development of the country.
Most developed countries are investing a
larger share of their education budgets on higher
education than their less developed counterparts.
The share of higher education budgets, on the
other hand, declined even when education budgets
increased in the developing countries (Varghese,
2021). It can be argued that the changes in the intersectoral allocations resulted in reduced allocations
to higher education in the developed world and
changes in intra-sectoral allocations resulted in
a decline of resources for higher education in the
less developed world.
The public universities and state funding
became the dominant feature of higher education
development in most countries in the post-World
War II period. However, this model, which was
more appealing when state-led growth was the
preferred strategy of development, did not last
long when market became an alternative to state
financing. The ideological orientation and neoliberal thinking encouraged a market mediated
process of higher education expansion. The
argument was for a reduced public investment
in education in general, and a diversion of public
investment from higher to primary education in
developing countries in particular. This strategy
got wider acceptance as part of the structural
adjustment policy packages (World Bank, 1986).
The emerging neo-liberal reform measures
manifested mostly through market friendly
reforms in financing higher education. The move
towards market in higher education is reflected
through two phenomena, namely, privatization of
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public institutions and promotion of private higher
education institutions (Varghese, 2009).
3. Public financing of higher education in
India
The main sources of financing higher
education in India are the state, private sources
and foreign aid. In the 1950s and 1960s foreign
aid stemmed from the need for developing highlevel manpower in the less developed countries.
The foreign aid supported study-abroad programs
through scholarships and funded countries to
establish higher education institutions in the less
developed countries (Coleman with Court, 1993).
India was a beneficiary of external funding for
creating high quality higher education institutions
like Indian Institutes of Technology and getting
training for our first generation professors in the
foreign universities. External funding support to
higher education declined in later years globally
and formed a small part of the financing of the
higher education sector in India. In 2014-15
foreign aid accounted for 0.5 per cent of the total
higher education expenditure in India (Debi, 2019)
Resultantly, the discussions center around the
share of public and private in financing education.
Following the conclusions of the international
conferences, the
Education Commission of
India–the Kothari Commission (1964-1966)
and the National Policy on Education (1968)

recommended at least six per cent of the national
income to be allocated to education. The 1986
policy on education also reiterated the national
commitment of investing 6 per cent of the GDP
on education. Globally, the Delore Committee
in 1996 requested countries to invest at least 6
percent of the GDP. As per the Jomtien statement
of 2011 the governments agreed to invest at least 6
per cent their GDP and at least 20 per cent of their
national budgets on education.
Despite all these commitments, Indian
investment still continues to be only 4.42 per cent
of the GDP in 2017-18 (Table 1) and nearly 10
per cent of the public expenditure on education
in the year 2016-17. Further, the share of higher
education is below the level suggested by the
Committees. The Committee of the Central
Advisory Board of Education (CABE Committee
2005) has recommended at least 1.5 per cent of
GDP needs to be allocated to higher education.
India spends only around 1.25 per cent of its public
resources on higher education. The National
Education Policy 2020 (NEP, 2020) also reiterates
the commitment of 6 per cent of the national
income for education. The total public expenditure
on higher education at about 1.25 per cent of the
GDP, is by any standards certainly insufficient.
The private expenditure on higher education has
increased about 12.8 times during last one decade
(Ahir and Joshi, 2013).

Table 1: Education expenditure as a share of GDP (%)
Year
2000-01
2005-06
2010-11
2015-16
2017-18 (BE)

States
3.63
2.66
2.94
3.16
3.41

Centre
0.51
0.68
1.11
1.04
1.02

Total
4.14
3.34
4.05
4.20
4.42

Source: Ministry of Education (MOE), Analysis of Budgeted Expenditure on Education
			(2017 - 2018)
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The other indicator of public commitment is the
share of higher education in the total government
expenditure. The share of higher education in total
expenditure of the central government remains
low. The third indicator of priority in allocations
is the share of higher education in the education
budget. It seems there is a relative decline of the
share of higher education in the total education
budget. Infact the higher education share in the
education budget has been low at 18.8 per cent in
2000-01 and it has further declined to 17.4 per cent
in 2016-17. The share of the salary expenditure
continues to be very high and it accounts for more
than 90 per cent in many states.
The economic survey 2018-19 showed that
the total expenditure on education accounts for 3.0
per cent of the GDP, 10.6 per cent of the public
expenditure and 40.7 per cent of the allocations to
social sectors. The revised estimates for 2018-19
indicate an amount of Rs. 83626/ crores for the
education sector. The school sector accounts for
Rs. 50113.0 crores (around 60 per cent) and the
higher education sector accounts for Rs.335120/
crores (nearly 40 per cent). The budget estimates
of the MHRD for 2019-20 also indicate a total
expenditure of Rs. 94853/ Crores of which that
56536 (nearly 60 per cent) for the school sector
and Rs.38317/ crores (nearly 40 per cent) for
higher education sector.
It is interesting to see that a major share of
the investment in education comes from the
state budgets. More than three-fourths of the
total expenditure on education is accounted
for by the state budgets as shown in table 1.
More importantly, a major share of the central
government expenditure is allocated to central
universities and institutions of national importance
as grants. Similarly, a major share of grants from
the technical education budget goes to institutions
such as the IITs. A major share of state higher
education budgets go to state universities. The
RUSA programme initiated in 2013 is expected to
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change this pattern of resource allocation.
A general trend one finds is that most of the
educationally backward states of India allocate
a larger share of their resources to elementary
education. For example, Jharkhand invested
more than 70 per cent of its resources on primary
education while more than 50 per cent of the
resources of Punjab and Goa are invested at the
secondary level. The higher education gets a
relatively low share. Nearly 20 states allocated
less than 15 per cent of their expenditure to higher
education (Varghese and Panigrahi, 2019). The
public expenditure on higher education is low in
some states partly due to the presence of private
providers.
The allocations of education in 2017-18
indicates that elementary education received 48.9
per cent, secondary education received 31.2 and
higher education including technical education.
The Ministry of education received an allocation
of Rs 99,312 crores in 2020-21. Of this nearly 40
per cent was allocated to higher education and 60
per cent to school education. There were severe
cuts in the allocation to several heads. The cut in
case of RUSA is severe and it receives 78 per cent
less than what the programme received in 201920. These allocations are grossly inadequate to
meet the resource requirements of an expanding
higher education sector.
4. Move towards non-state funding
4.1 Privatization of public institutions
When social demand for higher education
continued to grow and the fiscal capacity of the
state to finance the ever increasing social demand
was under stress, many governments across the
globe introduced reforms to reduce the financial
burden of higher learning. Initially governments
and institutions adopted cost recovery measures
and they have succeeded in transferring the
financial burden of expanding higher education
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from the public exchequer to households. Many
institutions introduced privatization measures
in the public universities. Privatization implied
applying market principles in the functioning
of public institutions of higher education. The
ownership and management of the institutions
remain with the public authorities while the
operating principles centre around the market
ideology. However, the fees levied will be less
than the full cost of provision of the service. In
other words, the individuals very often enjoy a part
of the cost as subsidy from the public exchequer.
The idea of entrepreneurial universities
(Clarke, 1998) is one of the good examples
of this transition. In the process many public
universities became managerial in their approach
and entrepreneurial in their operations (Varghese,
2009). Many public universities started
reprioritizing their activities focussing more on
those areas which bring revenue to them. The fee
income is a reliable source of sustained income
flows and in many countries the levels of student
fees in higher education increased several times in
the recent decades (OECD, 2017).
The higher education developments in Europe,
notably in UK, and Australia are good examples of
privatization of public institutions. The fee levels
in UK public universities are not only high but also
comparable with that in the private institutions.
The United States have one of the highest tuition
fees among OECD countries (OECD, 2017). The
student financing and student support systems,
especially student loans, have become very
common in many OECD countries. It can be
argued that the OECD countries relied more on
public institutions and privatization measures than
private higher education institutions to massify
and later to universalize higher education.
Higher education institutions in India adopted
strategies for mobilization of resources to reduce
their dependence on public funding. These
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strategies involved cost saving measures, cost
sharing/recovery strategies and income generating
activities. Among the measures cost recovery
through student fees is an important source since
it is a source ensuring regular flow of funds.
The Punnayya Committee and Swaminathan
Committee of the early 1990s recommended for
the cost recovery in higher education to the tune of
15 per cent initially and 25 per cent and eventually
a recovery of the full cost of higher education. The
Birla-Ambani Committee favoured cost recovery
and promotion of private institutions. Yash Pal
Committee on the other hand argued for affordable
education either through scholarships or loans.
India adopted varying measures of cost
recovery to mobilize non-state resources for
higher education. These measures included an
increase in fee in all courses offered by the existing
public institutions, introduce fee-based financing
of new courses and create public institutions
which are operating on a self-financing mode.
First, the elite institutions such as IITs and IIMs
have been enjoying high level of public subsidy
both for academic transactions and for student
living facilities. The fee levels in IITs have been
increased from Rs. 90,000 to Rs 200,000/ in 2017.
An added increase of 300 per cent hike in hostel
rent, 167 per cent hike in gymkhana fees, 100 per
cent hike in examination, registration and medical
fees, and an increase between 30 per cent and 50
per cent increase in other charges made education
expensive. According to an estimate, students
staying in the campus will now have to pay an
additional Rs 22000- Rs 27000 per annum towards
hostel, mess, medical, gymkhana and other
charges (Hindustan Times, 01 June 2017). The
state governments Karnataka, medical colleges
of Maharashtra, Tamil Nadu and other states
also announced hike in student fees, especially
for technical and medical education (Deccan
Herald, 26 September 2017). The fee levels in
private institutions are several times higher than
the enhanced levels of fees in public institutions.
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This is the result of the regime of deregulated fees
(Bhushan, 2010) and it goes against the equity
considerations.
Some of the state governments permitted the
public universities and colleges to introduce selffinancing courses on a full cost recovery basis. The
unsatiated demand for seats in the self-financing
segment of the public universities indicated the
possibilities of opening self-financing colleges.
Some of the state governments not only established
self-financing courses in the existing public
institutions but also established new self-financing
public higher education institutions. Some states
like Kerala started self-financing institutions to
arrest the outflow of students to other states for
technical education. The Institute of Human
Resources Development in Electronics (IHRDE)
is one of the first instances and it attracted good
number of private fee paying students. The selffinancing model was copied by many other state
governments and private investors.
Privatization is very often facilitated through
transferring the governance to universities
(Varghese, 2009). Universities are made more
autonomous in their operations. While institutional
autonomy was an integral part of the design of
the universities and was accompanied by public
funding, market mediated autonomy is a substitute
for public funding. This was to ensure that the
expansion of higher education should rely on
non-state funding even when enrolments in public
institutions remain the dominant feature of higher
education development.
Important strategies followed by many
public institutions of higher education is cost
saving measures. The most commonly relied
on policy to reduce costs is save on the teacher
salaries (Panigrahi, 2019). An unfortunate trend
which has spread wide in the public universities
is replacement of permanent teaching positions
by ad hoc, temporary and guest lecturers. The
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emoluments given to these temporary faculty
members is at times 20 per cent of that of the
regular faculty members. The teacher shortage
in institutions of higher education in the public
sector is very high. This form of cost saving is not
favored since it goes against any efforts to improve
quality of higher education.
4.2 Private higher education
The private sector implies the non-State sector
in higher education. The institutions are owned
and operated by private individuals or groups. In
most cases, this sector does not receive funding
from the government and in any case, they do not
rely on State funding for its growth and expansion
(Varghese, 2009). Private higher education
institutions can be universities or non-university
institutions offering regular study programmes
similar to those offered in public institutions,
market friendly courses or professional and
management courses for which household demand
continues to be high. Private universities offer
courses leading to a degree, while courses offered
in the non-university private higher education
institutions, very often, lead to a certificate or a
diploma.
Two main arguments that support private
provision of higher education are: a) high private
rate of returns on higher education is a good
enough incentive to invest in higher learning;
b) perverse effect because non-students and their
families, who are poorer on average than students
and their families, co-finance higher education
by income taxes. The pecuniary externalities are
likely small and cannot justify the current levels
of subsidization of higher education. Students at
the margin appear to have lower (but still positive)
pecuniary returns than the average student in higher
education (Diris and Ooghe, 2018). The share
of public funding is at least 90 per cent of total
expenditures in Austria and the Nordic countries.
In other countries (Australia, Chile, Israel, Japan,
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Korea, and the United States), it does not exceed
50 per cent (OECD, 2017).
Private institutions can be for-profit and notfor- profit. The top ranking universities in the
US such as Harvard, MIT, Yale, Pennsylvania,
Chicago, and Columbia are elite not-for-profit
private institutions. The US also has some of the
prominent for-profit institutions such as Phoenix,
DeVry and Kaplan. Many of the private higher
education institutions in Korea and Japan are elite
whereas in Philippines many of them are non-elite.
The private higher education institutions in Japan
are engaged mostly in teaching and in the domains
of humanities and social sciences at undergraduate
levels and the public institutions are engaged in
basic, applied and large-scale scientific research.
In China there are two types of private institutions
– independent private institutions and private
institutions affiliated to public universities which
enroll students with low scores in entrance tests
but at much higher tuition rates (Cao and Levy,
2015).
The higher education model in India was
a public funded education through public
institutions. The immediate years following
independence, India nationalized many private
institutions of higher education and transformed
them into public institutions. However, the private
higher educations re-emerged in the 1970s in the
form of aided institutions which received public
allocations in the form of grants. The student fees
in these aided private colleges were also low and
comparable to that in the government colleges.
The private sector recognized the potential of
self-financing institutions in the areas of technical
and professional education for expanding their
investment. Consequently, self-financing private
higher education institutions commonly known as
capitation fee colleges (Tilak, 1994) were started
in India. These institutions were mostly forprofit mono-discipline private colleges offering
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courses in the areas of engineering, medicine, and
management (Agarwal, 2007). Unlike the global
trends, Indian private institutions flourished in the
study domains which required heavy investment
in infrastructure. The southern states of Tamil
Nadu, Karnataka and Andhra Pradesh and the
western state of Maharashtra took the lead in
establishing self-financing capitation fee private
colleges. Since these private colleges were
affiliated to public universities, they did not enjoy
the authority to conduct examinations and award
degrees. Therefore, the next stage was to establish
universities. In the 1990s private deemed to be
universities were established and full-fledged
universities in India is a phenomenon of this
century.
The establishment of Private Universities
necessitated legislative measures. A bill to this
effect was introduced in the parliament in August
1995 but could not be passed. In 2000 the BirlaAmbani Committee of 2000-2001 recommended
for opening and operation of private universities
in India. Starting from Chhattisgarh several state
governments have passed private university Acts
and operationalized the functioning of private
universities in India. The private universities
expanded very fast and as of 2020 there are 327
private universities in India.
Unlike the private colleges, the private
universities offer multi-disciplinary study
programmes and focuses on teaching and
research. Many of the private universities in
India are established by corporate houses and
they levy high fees. Some of them offer good
quality education and rank high in the national
rankings of universities. The private universities,
self-financing colleges and private colleges
have reduced the financial burden of the public
exchequer to expand higher education in India.
According to the latest (2019-20) All India Survey
of Higher Education (AISHE) by the Ministry of
education the private sector (aided and unaided
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institutions) in India accounts for more than 78
per cent of institutions and 66 per cent of student
enrolment. In other words, over a period of time
the financial burden of pursuing higher education
is successfully and systematically transferred
from public sources to the households. This trend
in India is in line with global trends, especially in
the developed countries, ‘high private spending
goes along with high participation rates’ (Barr,
2008, p. 151).
4.3 Student loans
It may be interesting to analyse how did the
households respond when the burden of higher
learning was shifted from the public exchequer to
the households. Many of them relied on student
loans and it became a popular method of sharing
the financial burden of pursuing higher studies with
students/parents. Student loans are in response to
a worldwide phenomenon of higher educational
costs tending to rise at rates considerably in
excess of the corresponding rates of increase of
available revenues, especially those revenues that
are dependent on taxation (Johnstone, 2006).

A new Loan Guarantee Authority covering
bank loans for accredited universities of India and
abroad is in operation from 2008. The amount
provided as loans to students have gone up several
times in the past years. The loans are relied on for
studies within the country and also for study abroad
programmes. In 2000-01 the total number of loans
taken was 0.112 million and it increased to 2.59
million in 2013-14. The released education loan
amount increased from Rs. 1028 crores in 2001 to
70282 crores in 2013-14 (Rani, 2017) and further
to 84,965/ crores as of December 2020 (table 2).
In fact, the amount of student loans exceeds the
budgetary allocations for higher education by the
central government.
Vidya Lakshmi is a newly developed portal
for students seeking education loan in India. This
portal has been developed under the guidance
of Ministry of Finance, Department of Higher
Education in the Ministry of Education (MoE)
and Indian Banks Association (IBA). Students
can view, apply and track the education loan
applications to banks anytime, anywhere by
accessing the portal.

Table 2: Educational Loans in India (December 2020)
Stream

Loan Amount (Crores)

NPA Amount (Crores)

% of NPAs

Medical

10147

633

6.2

Engineering

33316

4042

12.1

Nursing

3675

520.2

14.1

MBA

9541

685.5

7.2

Others

28286

2383

8.4

Total

84965

8263

9.7

Source: Times of India 22 March, 2021
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The student loan scheme provides loans
up to Rs.7.5 lakh for studies in India and up to
Rs. 15 lakh for studies abroad. There is no need
for collateral for loans up to Rs. 4 lakhs and the
interest rates will not exceed the Prime Lending
Rates (PLR) plus 1 per cent. The loans are to be
repaid over a period of 5 to 7 years with provision
of grace period of one year after completion of
studies.
The student loan facilities are used more by
those studying in the subject domains of technical
and professional education. Of the Rs. 84,965
crores total outstanding loans in 2020, engineering
students accounted for 39.1 per cent of the loans
taken, medical students accounted for 11.9 per
cent, nursing 4.3 per cent, MBA 11.2 per cent and
all other streams together accounted for 33 .2 per
cent.
The loans distributed have declined over a
period of time. In 2015 nearly 3.34 lakh students
availed of loans and in 2019 the number of loans
distributed declined to 2.5 lakhs. The main reason
for the decline in the distribution of student loans
is the high non-performing assets (NPA) levels.
As shown in table 2, the share of defaults in loan
repayment is the highest among nursing and
engineering students. Of the total NPAs, almost
50 per cent of the amount is accounted for by
engineers. The reasons for non-repayment are
different for engineers and nurses. It seems high
rate of unemployment is one of the major reasons
for non-repayment of loans in case of engineering
graduates. Many of the nursing graduates move
to other countries for employment and it becomes
difficult to trace them to recover the loans they
have taken (Times of India, 22 March 2021).
The number and share of loan repayment
defaulters are very high in case of loans taken
from government sources. In many cases the loans,
thanks to non-repayment, have become grants!!
Despite these default rates and limitations, student
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loans continue to remain a reliable alternative to
public funding to pursue higher learning.
5. Public financing of private higher education
A trend noticed in financing of higher
education is a move away from financing
institutions to financing students. This trend was
noted during the East Asian economic crisis on the
1997-98, especially in countries such as Indonesia
and the Republic of Korea (Varghese, 2001).
The student support systems are a good way of
avoiding criticisms of channeling public money to
private institutions and at the same time ensuring
the survival of private institutions.
India initiated several scholarship programmes
to financially support students studying in the
colleges and universities. There has been an
increase in the share of fellowships for higher
education students in India. The expenditure of
the central and state governments increased from
Rs.0.76 crore in 2003-04 to Rs. 2327 crore in
2014-15 (Narayana, 2019). One of the important
fellowship programme is that of Junior Research
Fellowship (JRF) awarded by the UGC.
The UGC conducts test for NET/JRF (National
Eligibility Test/Junior Research Fellowships) two
times every year. An analysis of the tests and
their results by the CPRHE (Varghese, Malik and
Gautam, 2017) indicated that these tests are very
competitive and only less than one per cent of
those who appear for the test qualify for the JRF
scholarships. For example, while around 5.4 lakh
students appeared for the national test in 2014 and
only 3717 students qualified for the fellowship.
The distribution of JRF among the social groups
shows that nearly two-thirds of the fellowship
are awarded to the disadvantaged groups and
the general category students accounted for 33
per cent. Among the disadvantaged groups the
students belonging to OBC category got 43 per
cent of the JRF fellowship, SC students accounted

Aarthika Charche - Vol 6 No.1, 2021

15

for 14.4 per cent and ST 8.1 per cent of the
students obtained JRF Fellowship in 2014. It can
be seen that the JRF attracts students from diverse
background and the pattern of awards show that
the JRF benefits the disadvantaged.

resources of the state (Reddy and Reddy, 2019).
No doubt, the scheme helped in the survival of
private higher education institutions which would
have been closed down as has been the situation in
case of the neighboring state of Tamil Nadu

According to the Annual Report of the UGC
(2018) the central government distributed a
total of 12852 Scholarships including JRF in
higher education in the financial year 2017-18.
However, the fellowships awarded by the central
government account for only a limited share of the
total number of fellowships awarded in India. The
scholarships for undergraduate studies are mostly
offered by the State governments through the
Directorate of Collegiate Education and Technical
Education. These schemes include merit and
loan scholarships for students in government and
private aided colleges.

6. New Initiatives by government of India

Some of the state governments in India like
Andhra Pradesh (undivided Andhra Pradesh)
started a new way of financing higher education.
Instead of student loans, the state government
introduced a new scheme of reimbursement of fees
paid by the students during their undergraduate
studies. The Fee Reimbursement Scheme (FRS)
implementation has started from 2008-09
academic year onwards. The initial objective of
the scheme when it was launched was to extend
financial support to the students belonging to the
disadvantaged groups. However, in response to the
popular demand, the scheme was later extended
to all sections of the student community. Over a
period of time the demand for and the coverage
of the scheme increased and the number of
students seeking fee reimbursement put pressure
on the fiscal capacities of the state. While the
scheme provided incentives for students to seek
admissions in colleges, the unemployment among
the graduates also increased substantially. The high
rate of unemployment raises the questions related
to the benefits of the scheme and some wonders
whether or not the scheme is a waste of financial

A new Centrally Sponsored SchemeRathriya Ucchathar Sikhsa Abhiyan (RUSA)was introduced in 2013 for providing funding
for public higher education institutions. The state
universities and colleges are provided resources to
improve their infrastructural facilities based on the
plans prepared by institutions. This scheme tries
to channel central government allocations to state
universities and institutions of higher education.
A new funding agency, the Higher Education
Financing Agency (HEFA) was announced by the
Finance Minister in his budget speech of 2016.
HEFA is a central government agency meant to grant
interest-free loans to higher education institutions
and raise money from the market. It was expected
to mobilise Rs 1 lakh crore by 2022 from the market
and offer loans to central educational institutions
(CEIs) for infrastructure projects. A review by
the Ministry of Finance in 2020 revealed that the
agency has not been able to raise substantial funds.
Consequently, the allocations to the agency in the
Budget 2021-22 considerably declined to
Rs. 1 crore compared to Rs 2,200 crore it received
in the year 2020-21.
The Budget 2018-19 called for increased
investments in research and related infrastructure
in premier educational institutions. The launch of
RISE (Revitalising Infrastructure and Systems in
Education) with a total investment of Rs.1,00,000
crores in next four years is a step in that direction.
The funds mobilized through HEFA will be used
to finance for quality infrastructure, research
labs and other facilities in the centrally funded
institutions such as IITs, NITs, IIITs and IISERs
and central universities.
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The National Education Policy 2020 (NEP,
2020) makes a separation of functions of standard
setting, funding, accreditation and regulation by
allocating these functions to separate agencies.
The NEP 2020 proposes to set up a single
regulator as Higher Education Commission of
India (HECI) with four verticals: for regulation
(NHERC), accreditation (NAC), higher education
grants council (HEGC) for funding and General
Education Council (GEC) for academic standard.
The standard setting functions will be performed
by the professional standard setting bodies
(PSSBs) under the GEC.
The policy seems to be less pronounced
on issues related to funding of education and it
reiterates the recommendations of earlier education
policies of 1968 and 1986. The first budget after
the NEP 2020 in February 2021 surprisingly saw a
decline in the annual allocation to education.
7. Concluding observations
The paper shows how the argument for public
funding of higher education weakened over the
years. The public good nature of higher education
and its contribution to national development
was emphasized to continue with liberal policies
towards state funding of higher education.
Consequently, the public funding and higher
education through public institutions became the
framework for development of higher education in
most countries. This was the framework adopted
by India too as it was aligned to the public sector
dominated development strategy adopted in the
post-independence period in India. This model of
higher education development continued till the
1980s when market friendly reforms encouraging
private institutions became part of the new reforms
in India.
Higher education in India moved to a situation
of reliance on non-state funding for its expansion.
This transition was seen in terms of privatization
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of public institutions and promotion of private
higher education institutions. The measures such
as cost saving, cost sharing and income generating
became common in the public institutions. The
evolution of private sector in higher education saw
several stages. The initial stage saw the emergence
of public funded private institutions (aided sector)
followed by self-financing private colleges
and finally private universities. These changes
in financing arrangements made significant
contribution to the faster development of higher
education in India. The private institutions played
an important role in the fast expansion and
massification of the sector in this century. Today
private sector accounts for more than 78 per cent
of the higher education institutions and more than
66 per cent of the student enrolment.
The state succeeded in transferring the
financial incidence of pursuing higher education to
the households and to the private institutions. The
households transferred the incidence of financial
burden to banks through student loan facilities.
When the private institutions found education to
be less profitable and were in the process of close
to closing down, the public sector intervened
through scholarships and reimbursement schemes
to support the students on the one hand and to save
the private sector on the other hand. It is interesting
to see the evolution from direct public support to
indirect public support to the institutions. Such a
transition has serious implications for equity in
access to higher education.
The NEP 2020 does not give reliable
alternatives to the mode of financing of higher
education experienced in the recent decades. It
seems the private universities and student financing
arrangements will continue to enlarge their size
and scope in the higher education development in
India, especially when the country moves towards
universalization of higher education by 2035. If the
decline in the allocations in the post-policy budget
(budget of February 2021) is an indication, the
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role of the state in financing may remain limited
and its role in policy and providing a framework
for higher education development may increase.

Clarke, B. (1998). Creating entrepreneurial
universities. Paris and Oxford, IAU and Elsevier
Science
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The Impact of Covid-19 Crisis on Indian SMEs:
Causes, Dimensions and Implications
M H Bala Subrahmanya 1 and Ganesaraman Kalyanasundaram 2
Abstract:
Covid-19, particularly through its First Wave followed by a Second Wave has been causing
unprecedented damages to the entire Indian economy including its vibrant SME sector since March 2020.
SME sector assumed considerable significance due to its immense contribution in terms of employment,
national income and exports, among others, prior to the pandemic. In this context, this article attempts
to explore and examine how Covid-19 impacts the SME sector, to understand its causes, dimensions and
implications. The causes are ascertained in terms of supply side shocks on the one hand, and demand
side shocks, on the other, at the national level as well as at the sector level. The dimensions of the impact
are explored from the perspectives of (i) short to medium term, and long-term impacts, (ii) registered/
formal and unregistered/informal enterprises, and (iii) urban and rural locations, leading to policy
implications. The article concludes stating that from the employment and social equity point of view,
the concerns and challenges of the SME sector, with an emphasis on rural based informal enterprises,
must be addressed at the earliest for their revival. A revitalized nation-wide DIC network with the help of
SFBs, SIDBI, NABARD and SFCs can be strategized to play a decisive role in the revival of SME sector.
The establishment of Rural Business Incubators is an equally appropriate step to strengthen and promote
entrepreneurship at the grass-root level. Together, it would facilitate the economic rejuvenation of Indian
economy in the future.
1. Introduction:
Small & Medium Enterprises (SMEs) sector
development forms a major plank of India’s
economic development strategy right since India’s
independence in 1947. As a result, the sector has
increasingly received policy support of various
kinds periodically, for its protection as well as
promotion (Bala Subrahmanya, 2018). Over a
period of time, the sector has grown to occupy a
place of strategic importance in Indian economy
due to its immense contribution as well as
potential to contribute, in terms of employment,
national income, and exports, among others. Prior
1

to the onset of Covid-19 pandemic, the sector had
more than 63 million enterprises, employed more
than 120 million persons, and thus was the second
highest employer (first being agriculture) (RBI,
2020). It accounted for 45% of the manufacturing
output, more than 30% of the national income,
and about 48% of the total exports (RBI, 2020;
Ministry of MSMEs, 2021). Recently, its ability
to contribute in terms of innovations was
recognized (Ministry of Micro, Small and Medium
Enterprises (MSMEs), 2013), but hardly assessed
at the national level, and therefore, goes unnoticed
largely. This sums up the overall significance of
the sector in Indian economy.
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The flip side is that the sector continuously
faces constraints/challenges for its emergence as
much as for its sustenance and growth (Singh and
Wasdani, 2016). The most important challenges/
constraints relate to (i) accessing finance in right
quantity and at the right time, (ii) attracting and
retaining qualified workforce, and (iii) penetrating
regional, national and international markets.
This is so, despite exclusive policy initiatives
introduced periodically both at the national and
regional levels. But the sector has got accustomed
to emerge and operate continuously under
constraints/challenges of various kinds.
However, the Covid-19 pandemic, which
began to spread across all continents in the first
quarter of 2020, has been causing unprecedented
damages to economies all over the world (Santos,
et. al., 2020). Shops and establishments, business
enterprises, factories, and organizations of various
kinds have closed due to policy mandate, declined
demands, health concerns, or other factors (Fairlie,
2020). Therefore, the impact of Covid-19 on the
global economy and SMEs is considered enormous
(Akpan, et. al., 2020). Against this backdrop, this
article attempts to examine the impact of Covid-19
crisis on Indian SMEs.
The article is structured into six sections.
Section 2 comprises a description of India’s SME
structure, its regional spread, available data sources
and its implications for assessing the impact of
any unexpected crisis at any point of time. Section
3 describes the economic dimensions of the
fallouts emanating from the Covid-19 crisis, and
section 4 explores the possible supply and demand

shocks emerging due to Covid-19 crisis for Indian
SMEs. Section 5 analyses the impact of Covid-19
crisis on Indian SMEs, and makes some policy
recommendations and finally, section 6 comprises
the conclusions.
2. Structure, Regional Spread, Data Sources,
and Implications on SMEs
At the outset, it is necessary to understand
India’s SME structure, deficiencies of different
SME databases, as well as distinctive features of
Indian SMEs and its usefulness for assessing the
impact of a crisis.
2.1 SME Structure
India’s SME sector is heterogeneous in
many ways (refer Table 1): in terms of location,
products, size of enterprises, level of technological
sophistication, quality and skills of labour, form
of organization, nature of registration, extent of
market penetration, sources of finance, nature of
customers, etc. SMEs are spread across the nation,
far and wide in dispersed forms as much as in the
form of clusters. They produce as many as 6000
different kinds of products and services, ranging
from the most traditional to the most sophisticated
(Ministry of MSMEs, 2021). Broadly, they can
be classified under two sub-sectors, namely, (i)
traditional, and (ii) modern, which in turn would
indicate the level of technological backwardness/
sophistication. Accordingly, they employ labour
of all forms, ranging from totally unskilled to fully
skilled and Science & Technology Qualified.
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Table 1: Heterogeneity of Indian SMEs
Classification criteria
Parameters
Technological sophistication of products / services Traditional/Modern
Use of hired labour
Own account enterprises/Establishments
Size of investment
Micro/Small/Medium
Organized/Unorganized
Formalization
Registered/Unregistered
Formal/Informal
Legal status
Factory/Non factory
Customer relationship
B2B/B2C/B2B2C
Source : Summarised by authors.
system in the country (similar to monthly Index of
Another classification is in terms of using/not
Industrial Production (IIP) and Annual Survey of
using hired labour: (i) Own-account enterprises
Industries (ASI) for the large organized industrial
(which exclusively use only household labour)
sector). Therefore, an appropriate measurement of
and (ii) Establishments (which use at least, one
a change in the size of the SME sector from time
hired labour). In terms of size structure, they are
to time is not possible. A periodic measurement of
sub-classified as (i) micro enterprises, (ii) small
the size of the SME sector in terms of number of
enterprises, and (iii) medium enterprises, defined in
enterprises and employment (and even income) is
terms of size of investments in plant & machinery.
of paramount importance to any growing economy.
Another dimension of SME structure is its
This assumes critical significance in times of crisis
classification into (i) organized/registered/formal
such as the current Covid-19 pandemic, afflicting
enterprises, and (ii) unorganized/unregistered/
the entire nation through a wave after a wave.
informal enterprises (Ministry of MSMEs, 2021).
In terms of registration under the law, they can be
classified as (i) factory enterprises (those registered
under Indian Factories Act, 1948), and (ii) nonfactory enterprises (not registered under Indian
Factories Act, 1948). Yet another classification is
in terms of their nature of customer relationship:
(i) B2C (Business to Consumers) enterprises,
(ii) B2B (Business to Business) enterprises, and
(iii) B2C & B2B enterprises. This brings out the
heterogeneous and complex structure of Indian
SMEs.
2.2 Deficiencies of SME Databases
We do not have a uniform, single, periodic
source of data on SMEs. A precise description
of size of the SME sector has always remained
a challenge in India, in the absence of a
comprehensive and periodic data generation

Till recently, we used to have annual
estimates for number of enterprises, employment,
production, and exports of Micro, Small and
Medium Enterprises (MSMEs) (for the sector
and nation as a whole) from the Ministry of
MSMEs, which are barely sufficient to capture
the magnitude of impact that an unforeseen and
unexpected crisis would make on MSMEs. They
are not available, (for which official explanation
is not available anywhere) anymore. The other
statistical source for the sector is Small Scale
Industry (SSI)/MSME Census. We had four
Censuses for the sector so far: three Censuses for
Small-Scale Industries (pertaining to 1972/73,
1988/89 and 2001/02, respectively), prior to the
MSMED Act 2006, and the fourth one was done
for the Micro, Small and Medium Enterprises as
per the new definition of the sector in 2006/07

22

The Impact of Covid-19 Crisis on Indian SMEs: Causes, Dimensions and Implications

(Sanjeevan, 2012). The first two Censuses covered
only the small-scale industries in the registered
sector (registered with District Industries Centres)
and therefore, excluded the unregistered sector.
The third Census covered Small Scale Industries
in both registered and unregistered sectors. A
complete enumeration of enterprises was done
for the registered sector and a sample survey
was carried out in the unregistered sector. It even
covered limited activities under Small Scale
Service & Business Enterprises (Sanjeevan,
2012). The Fourth Census covered all components
of non-agricultural segments and thus expanded
the scope of both registered and unregistered
sectors. It covered registered sector on a complete
enumeration basis and unregistered sector on a
sample basis (Sanjeevan, 2012).
The other official source is National Sample
Survey Organization (NSSO) which carries out
a nation-wide survey of unorganized enterprises
periodically (but it excludes registered factories
and non-manufacturing enterprises), as followup surveys of Economic Censuses (NSSO, 2019).
Economic Census is another official source
which is the complete count of all entrepreneurial
units located within the geographical boundaries
of India. Economic Census was conducted in
1977, 1980, 1990, 1998, 2005, 2013, and the
latest one was in 2020 (Ministry of Statistics
and Programme Implementation, 2021). But the
results of 2020 Economic Census are not available
in public domain yet. Further, Economic Census
is not conducted either annually or with a predetermined frequency.
Economic Census classifies enterprises under
two broad groups: (i) Own-account enterprises,
and (ii) Establishments. The former employs only
household labour and does not hire any external
labour whereas the latter is run by employing at
least, one hired labour. But the establishments

are not identified or classified further into small,
medium, and large enterprises. Further, none
of these sources comprehensively identifies the
MSME sector in totality, periodically. Finally,
given the nature of the sector, not all of them need
to be/are Goods and Service Tax (GST) registered.
Therefore, even periodic GST filings will not
present a comprehensive picture on the size of
SME sector or any change in it.
2.3 Distinctive Features of Indian SMEs
Despite the diversity of Indian SMEs,
they have some distinctive features: they are
dominated by micro enterprises (in terms of
number of enterprises and employment), informal
(unregistered) enterprises (in terms of formality/
registration), predominantly located in rural areas
(in terms of regional spread), proprietorship firms
(in terms of type of organization), not operated by
power (in terms of source of power), employ mostly
unskilled labour (in terms of skills/qualification),
financed largely by informal sources (therefore,
beyond the scope of institutional finance), do
not make GST payments and therefore, do not
maintain any systematic record of accounts.
These key characteristics of SMEs, in the
absence of a sound and reliable, periodic data
base pose a major challenge for any meaningful
assessment of the change in the size of the sector
from time to time, particularly in times of crisis
such as the current one. Therefore, the only option
for an assessment of the impact of Covid-19
pandemic is field surveys or interviews. However,
it is possible to gauge the likely impact if one can
understand the dimensions of supply and demand
shocks that would have emerged from the Covid-19
crisis, in the context of the nature, structural and
regional spread of Indian SMEs. Accordingly, we
attempt to analyze the impact of Covid-19 crisis
on Indian SMEs, based on the possible supply and
demand shocks that have/would have emerged
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since the onset of Covid-19 First Wave (FW) in
March 2020 and continued due to the accelerated
Second Wave (SW) since April 2021.
3. Covid-19 Crisis: The economic dimensions
of its fallouts
The covid-19 pandemic has virtually created
a global crisis, which unlike most other crises in
world history, involves both supply and demand
shocks (Beglaryan and Shakhmuradyan, 2020).
As of 19th May 2021, there were 163,869,893
confirmed cases of COVID-19, including
3,398,302 deaths at global level. In India, at the
same time, there were 25, 496, 330 confirmed
cases, including 283,248 deaths (World Health
Organization, 2021). Health concerns and impact
apart, there were widespread closure of shops and
business enterprises around the world due to the
corona virus and its associated official lockdown of
activities and restrictions on movement of people,
goods and services, which were unprecedented
by any standard (Fairlie, 2020). It will not be
an exaggeration that this pandemic represents
an external shock of unprecedented magnitude,
affecting business enterprises all over, from both
supply and demand sides (Juergensen, et. al.,
2020).
Therefore, to assess the impact of Covid-19
crisis, it is appropriate to examine the economic
dimensions of the possible fallouts of Covid-19
crisis, for overall Indian economy. To contain
the Covid-19 First Wave (FW), Government
of India imposed a national lockdown during
March-May 2020. This was subsequent to or
coincided with similar national lockdowns in
various countries across the world. Though the
wave subsided subsequently, it continued to affect
overall economic activities in different ways.
The onslaught of the Covid-19 Second Wave
(SW) since April 2021 has led to the imposition
of lockdown in different forms in different states
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across the country. Again, this is subsequent
to partial/full lock downs imposed elsewhere
(in different foreign countries) to deal with the
second/third/fourth waves of Covid-19 crisis. The
full/partial national/regional lockdowns imposed
across India have affected economic activities
from the supply side as well as from the demand
side. An elaboration on each of these is in order.
3.1 Supply-side effects: A complete national
lockdown to deal with the first wave led to the
curtailment/disruption in the supply of goods and
services, due to the following:
i.

Complete stoppage of production activities,
during the lockdown period, followed by
exit and scaling down of a large number of
enterprises across the country

ii. Disruptions (locally, regionally, nationally,
and globally), which continued even after the
lifting of national lockdown in the:
a. supply chains of
intermediate inputs

raw

materials/

b. supply of labour force
c. availability of capital
iii. Disruption/curtailment in the emergence/
operations of new/existing enterprises
iv. Reduced Total Factor Productivity and labour
productivity due to the above factors, apart
from labour anxiety, health concerns and work
from home schedules
in
the
R&D/
v. Disruption/curtailment
technological innovations of existing
enterprises, thereby curtailing the flow of
new products/services and related intellectual
properties including patents
Thus, the supply-side effects comprised a
reduction in the supply of factor inputs as well
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as output of goods and services. The cumulative
impact is a sharp nose-dive in the growth of India’s
GDP in the first quarter of 2020/21, as reported by
national and international agencies. The economy
exhibited strong signs of revival in the subsequent
three quarters. Overall, the GDP was estimated to
have declined by 7.7% in 2020/21 (NSO, 2021).
But it received the second unexpected blow in the
first quarter of 2021/22 in the form of the Covid-19
SW, which may have similar effects as that of the
FW across the country, with varying degrees.
3.2 Demand-side effects: The national lockdown
during the first wave led to the following:
curtailment
of
consumption
(i) Severe
expenditure, due to (a) closure of nonessential shops, malls, hotels and restaurants,
entertainment and recreation activities,
wholesale and retail trading activities, repair
service centres, etc., (b) limited shopping hours
for purchasing essential consumer goods, (c)
job losses/freezing or reduction of wages/
salaries of employees, loss/reduced rental
and interest incomes, and foregone/reduced
profits, (d) limited movement of consumers
due to continued advice of the authorities to
remain indoor, thereby reducing “conspicuous
consumption”, (e) total prohibition of social
functions, and (f) most notably, disruption
of families due to the unfortunate demise
of
their “bread winners”. Private final
consumption expenditure declined by almost
9.5% in 2020/21 (NSO, 2021). It is unlikely
to revive in 2021/22 unless and until Covid-19
SW subsides, and the health crisis is reined in,
sooner than later.
(ii) Sharp reduction in investment expenditure
due to (a) stoppage of production activities,
(b)wiping out of enterprises, (c) disruption/
reduction in the supply of factor inputs, (d) loss/
reduced retained surpluses, (e) loss/reduced

profits,(f) reduced flow of loanable funds, and
(g) bleak market prospects or low business
confidence. Gross fixed capital formation
declined by almost 14.5% in 2020/21 (NSO,
2021). Its revival would depend on the revival
of consumption expenditure, among others.
(iii) Considerable decline in exports/imports, due
to (a) reduction in income levels across the
globe, and (b) disruption/reduction in the
global supply chains of MNCs. Total exports
declined by more than 8% in 2020/21. Its
revival would largely depend on the recovery
of global markets, particularly in the developed
world.
Thus, the demand-side effects comprised
reductions in consumption expenditure, investment
expenditure and exports. Cumulatively, along
with the supply-side effects, demand-side effects
would have caused the sharp reduction in India’s
GDP growth in 2020/21, as widely reported. The
impact of Covid-19 SW is anticipated to worsen
in 2021/22 (Reuters.com, 2021). The impact
of Covid-19 crisis on Indian SMEs needs to be
analyzed against this backdrop.
4. Covid-19 Pandemic and SMEs: Supply and
Demand Shocks
Both Covid-19 FW and SW have generated
supply as well as demand shocks specific to SMEs in
various forms across the country. This is so despite
the known merits of SMEs such as flexibility,
adaptability, simple and flat organizational
structure, open and fluid internal communication
between owner and employees. National and
cross-country data suggest that relative to large
firms, SMEs have lower productivity and wage
levels, more often comprising obsolete technology
and unskilled or semi-skilled labour, and therefore,
more vulnerable to supply and demand shocks
(OECD, 2020). A description on each of these
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shocks is appropriate to understand the complexity
of the problems encountered by Indian SMEs and
its possible impact.
4.1 Supply side Shocks:
Supply shocks are exhibited as follows: (i)
Complete stoppage of production due to the
national lockdown (during Covid-19 FW) and
regional lockdowns (during Covid-19 SW), (ii)
subsequent impact due to a disruption of the supply
chain (of inputs and outputs), locally, regionally,
nationally and internationally, (during Covid-19
FW) and partial impact (due to Covid-19 SW),
(iii) mass movement of labour from metros and
cities to towns and villages (during Covid-19 FW)
and partial movement (during Covid-19 SW), and
(iv) reduced financial flow in the informal money
market, thereby adversely affecting the operations
and output of informal/unregistered SMEs. As a
result, Covid-19 FW would have severely curtailed
the output emerging from the SME sector (which
accounts for about 1/3 of the GDP), which was
reflected in the sharp negative growth of Indian
GDP in 2020/21.
The impact of Covid-19 SW is likely to be
more devastating, despite the absence of nationwide lockdown and state governments dealing
with only partial lockdowns in most affected
regions (which are more developed regions/states
of the country comprising metros such as NCR
Delhi, Mumbai, and Bengaluru). First of all, this
is because both the total cases and casualties in the
SW are more than that of the FW (Worldometers,
2021). Supply disruptions to SMEs would have
disrupted supply from SMEs, nation-wide. This
would have directly curtailed their contribution to
national income and exports, apart from forcing
thousands of entrepreneurs getting wiped out of
the market and rendering millions of workers
jobless. Indirectly, this would have prevented/
postponed the emergence of entrepreneurship

25

from these enterprises for future SME sector
expansion. Secondly, SMEs which were engaged
in R&D and technological innovations would have
either stopped them altogether or curtailed them
to a considerable extent. Thirdly, SMEs which
would have been at the threshold level of entering
the global market (for internationalization) would
have “missed the bus” for the time being or
altogether, due to the disruption of global supply
chains of MNCs.
4.2 Demand side Shocks
Demand shocks are in the form of: (i) severely
curtailed consumer demand, which would directly
affect B2C SMEs (particularly in consumer goods
industries, services such as tourism, hotels, road
side eateries, retail shops, mobile cart shops, small
transport operators, tailors, barbers, carpenters,
brick-makers, artisans, repair services, etc.), (ii)
curtailed industry demand, which would affect
subcontractors (B2B SMEs – intermediate product
manufacturers), (iii) curtailed export demand,
which would affect both B2C SMEs (those who
export consumer products) and B2B SMEs (those
who are linked to the Global Value Chains (GVCs)
of MNCs). The contraction of incomes globally
would have contracted both direct and indirect
export demands for Indian SMEs. However,
only a negligible share of Indian SMEs operates
in the export market and therefore decline in
incomes globally and disruption in the GVCs of
MNCs may not directly hamper Indian SMEs to
any considerable extent (Bala Subrahmanya and
Muralidharan, 2021).
Given the supply and demand shocks affecting
SMEs, it would be appropriate to examine how
these effects would have impacted the highly structurally and regionally - diversified sector.
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5. An Assessment of the Impact of Covid-19
crisis on SMEs
The Covid-19 crisis through its supply and
demand shocks would have impacted SMEs in
different ways, due to their differential spread
between regions, sectors, and varied size structures.
When supply and demand shocks emerge
simultaneously and repeatedly, the wounded and
already vulnerable sector will diminish in size
sharply, thereby affecting employment, income
and even exports. ‘Inflicting wounds on the
already wounded entities will bring down morale
and motivation to perform. ‘The Atmanirbhar
Bharat Abhiyan Package introduced in May 2020
to alleviate the sufferings of crisis-ridden SME
sector (RBI, 2020), might have provided some
succor temporarily, but did not address their
concern fully/permanently.
The impact of Covid-19 on SMEs would have
primarily varied in terms of timescale, sectors and
locations. Therefore, the impact can be analyzed
from the perspectives of (i) short to medium term,
and long-term impacts, (ii) registered/formal and
unregistered/informal enterprises, and (iii) urban
and rural locations.
In the short to medium run, SME sector, formal

as well as informal enterprises, in urban and rural
locations, as a whole would have suffered almost
completely due to lockdowns, which would
have prevented production, on the one hand, and
supply of inputs and labour, on the other. The
exceptions could be own-account enterprises of
the unregistered sector (in both urban and rural
regions) which might have worked even during the
lockdowns uninterruptedly. When the authorities
largely eased lockdown restrictions, many formal
enterprises in both urban and rural regions have
reopened and started their operations, in many
instances, with a curtailed workforce.
However, they would have hardly recovered
due to a sharp reduction in consumption
expenditure, investment expenditure, and less
due to a reduction in export expenditure. Overall,
the Covid-19 outbreak and the subsequent
national lockdown dealt a considerable dent
on the employment sector of the country, as the
estimated job losses were close to 10.9 million
in 2020 (Saraswathy, 2021). According to CMIE
estimates, unemployment scenario in the country
deteriorated sharply since January 2021 (Table
2). But these figures do not cover massive
underemployment of labour adopted by firms (by
cutting down the number of working days per
week). Together, these would have led to a sharp

reduction in consumer demand, followed by a decline in investment demand.
Table 2: Impact of Covid 19 SW on unemployment rate in India: January to May 2021

January 2021: Unemployment rate in %
End of May 2021: Unemployment rate in %
% Increase in unemployment rate
Source: https://unemploymentinindia.cmie.com/

India
6.52
11.8
81.0

Urban
8.09
14.2
75.5

Rural
5.81
10.8
85.9
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A larger proportion of unregistered/informal
enterprises in urban areas would have wiped out,
resulting in reverse (urban-rural) labour migration
(RBI, 2020). This, of course, would have led
to creation of, at least, some new enterprises in
towns and villages subsequent to the lifting of
lockdowns, that is, post-May 2020.Of course, a
major proportion of reverse-migrated labour is
believed to have joined agriculture, thereby putting
pressure on the already strained agricultural sector.
If the additional influx of labour into agriculture
has led to the cultivation of hitherto abandoned
agricultural land, then that would result in an
increase in agricultural production. According
to the quarterly and annual estimates of GDP in
2020-21, Agriculture, Forestry and Fishing sector
was the only sector, (apart from construction)
which recorded positive growth rate of GVA (Gross
Value Added) at Basic Prices (NSO, 2021). Some
of the reverse-migrated enterprising informal
entrepreneurs would have started manufacturing/
business activities “back home”. This would imply
shifting of (informal) entrepreneurship from cities
to towns and rural areas.
But the lockdown imposed during Covid-19
SW since April 2021 would have had a similar
impact like that of March-May 2020. Though
the SW emerged as unexpectedly as the FW,
the re-imposition of lockdown was anticipated.
Though production has been disrupted during
the lockdowns, some of the formal and informal
enterprises in urban and rural regions would have
‘stored factor inputs’ and ‘taken care of labour’,
to reinitiate production soon after the lifting of
lockdowns. But that would have addressed the
supply-side only partially. This is because, SME
supply would have still suffered due to labour health
problems (even after easing of lockdowns), as the
proportion of population affected by Covid-19
and its death rates increased considerably in the
country, particularly in the better developed states,
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since April 2021 (Government of India, 2021).
In addition, the continued constrained demand
will act as a major bottleneck for the recovery of
the sector. This is because job losses are observed
economy-wide: according to CMIE, India lost
more than 7 million jobs in April 2021 alone (The
Wire, 2021). This is compounded by freezing of
salaries or pay cuts for the existing employees
in business enterprises, irrespective of size.
According to reliable sources, some of the firms
went for automation, to overcome the problem
of labour shortage, thereby giving a blow to
employment recovery. To substantiate, according
to RBI, the second wave hit demand more than
supply (Times of India, 2021). Added to all these,
the negligible number of export enterprises would
not have recovered, rather continued to suffer
subsequent to the easing of lockdowns after May
2020 till now, due to inadequate export demand.
Overall, the brunt of lockdowns, national or
regional, Covid-19 FW or SW, would have been
borne by the formal/registered SMEs and informal/
unregistered SMEs, which are primarily confined
to metros and cities. The SMEs located in towns
and villages will bear the brunt, additionally due
to a decline in informal finance availability. But
some of the own-account enterprises (which are
primarily meant for meeting local demand, by
making use of local resources and local skills)
might have survived and would continue to survive,
and some (self-financed) ones might have escaped
the brunt altogether, particularly in rural areas.
However, due to depressed demand conditions,
even their lot would not have changed for any
better. The rehabilitation packages introduced by
some of the state governments in this time of crisis
are welcome, as it would provide the much-needed
immediate relief to SMEs, including unorganized
workers.
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In the long run, at what rate the SME sector
would suffer or recover would depend primarily
on two factors:
(i) How long the Covid-19 pandemic will haunt
the economy, and how soon the country will
be able to rein in the ‘health crisis’ through
extensive vaccinations of its widely spread
population, and as a result, how successful the
country will be in preventing the emergence
of a third wave?
(ii) How effectively the government would address
the concerns of the SME sector through monetary and fiscal - policy initiatives?
An elaboration of each of these factors is in
order. Firstly, India’s health sector, both public
and private, perhaps would not have experienced
health concerns of this magnitude any time
before, and therefore, would not have undergone
the strain like this previously. Both national and
sub-national governments, along with the support
from (i) NGOs, (ii) donations from people and
organizations (iii) cash and in-kind contributions
from some of the noted personalities of the
country, and (iv) aid-in-kind from friendly foreign
countries, have been striving hard to cope with
the crisis by ramping up the health infrastructure.
However, the real solution lies in vaccinating
the large population as early as possible. But
vaccinating the entire population in the short run
is a challenging task due to:
(i) limited existing
capacity,

(domestic)

production

(ii) limited scope for procurement of a huge
quantity of vaccines from abroad, and
(iii) time lag involved for creating fresh production
capacities at home.
At the current rate (calculation based on
average vaccination given between April 20 and

April 30, 2021), vaccinating 70% of all Indians –
the herd immunity threshold – is expected to take 2
years and nine months (Kapoor, 2021). This would
pose a huge health risk, thereby constraining the
movement of labour as well as consumers, even if
the regional lockdowns are eased out. Therefore,
the “natural recovery” of the SME sector may take
place over a couple of years from now.
Secondly, addressing the concerns of the huge
and diversified (informal enterprise dominated)
SME sector through monetary and fiscal policies
is a challenge. This is because a larger proportion
of the SME sector falls beyond the purview of
monetary and fiscal policies. Most of the informal
enterprises neither borrow from formal financial
institutions nor are GST registered. Therefore, a
dual strategy is needed to enable the sector to deal
with the crisis: one for the organized sector, and
another one for the unorganized/informal sector.
Though registered enterprises account
for a negligible share (in terms of number of
enterprises) and a lesser share of SMEs (in terms
of employment), they account for a higher share
in SME investments, production and exports.
Therefore, monetary and fiscal stimulus provided
during Covid-19 FW and SW is warranted and
justified. The Atmanirbhar Bharat Abhiyan
Package announced in May 2020 for the revival
of MSMEs comprised several fiscal stimulus
measures such as collateral-free automatic loans,
subordinate debt for stressed MSMEs, equity
infusion for MSMEs, enhancement of investment
limit for micro enterprises, small enterprises and
medium enterprises, respectively, disallowing
participation of foreign companies in government
procurement tenders (up to Rs.200 crore),
providing e-market linkages, and prescribing 45
days’ limit for payment to MSMEs by government
and Central Public Sector Enterprises (Ministry
of MSMEs, 2020). Though these measures are
meant for the entire sector, the benefits would
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have largely confined to registered/formal SMEs.
During Covid-19 SW, RBI introduced a series
of measures to encourage the flow of credit to
MSMEs including unorganized sector entities
from the scheduled commercial banks (RBI,
2021a). Among others, it included support to Small
Finance Banks (SFBs) to enable them to lend, in
turn, to micro and small enterprises, apart from
informal enterprises. How far this would benefit
the predominantly rural based informal enterprises
needs to be seen. SFBs are a new entrant into the
Indian banking system with a differentiated focus
on financial inclusion. However, they account for
a minuscule part of the financial system. Further,
though they witnessed rapid growth in their branch
network, it is concentrated in regions/states that
are already well banked, particularly Tamil Nadu,
Maharashtra, Karnataka, and Gujarat, among
others. A majority of them is located in semi-urban
(36%), urban (26%) and metropolitan (17%) areas
whereas rural areas accounted for just 18% (RBI,
2021b). Given this, how far they will be able to
reach out to the larger proportion of distressed
informal enterprises is a million-dollar question.
It is imperative to address the plight of the
larger segment of SMEs accounted by informal
enterprises. The Pradhan Mantri Garib Kalyan
Package (1) & (2) under Atmanirbhar Bharat
Abhiyan scheme contained both cash and in-kind
measures to support the poor including workers of
informal enterprises (Ministry of MSMEs, 2020).
But the package was meant for three months from
May 2020 which would have provided the muchneeded relief temporarily. Subsequently, how the
entrepreneurs and workers of vanished informal
enterprises survived is a relevant question.
More importantly, the ongoing lockdown calls
for an appropriate “rehabilitation package” for
unemployed workers, closed single employercum-employee traders, and other kinds of closed
informal enterprises. Provision of food grains
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and direct benefit transfer to Mudra Bank based
accounts would provide immediate and temporary
relief again. Appropriately, state governments
such as Delhi and Karnataka have come out
with relief packages covering the wide spectrum
of unorganized workers and SMEs. But the
larger issue is how to enable the revival of these
enterprises in the medium term for the benefit of
informal entrepreneurs and unemployed workers.
In this regard, the following policy measures
are recommended:
(i) As of 2021, there are 741 districts spread
across 28 states and 8 union territories in the
country. Excluding the four metros – New
Delhi, Mumbai, Kolkata, and Chennai – each
district is supposed to have a District Industries
Centre (DIC). DICs are supposed to provide a
variety of support services for the promotion
of entrepreneurship under a ‘single umbrella’
in each district. Some of them have developed
and maintained District Industrial Directories
comprising the addresses of MSMEs
registered with them. It is this nation-wide
network of DICs which needs to be revitalized
for the purpose of MSME revival through
(a) enumeration of closed formal/informal
manufacturing and service enterprises (during
Covid-19 FW and SW) district-wise, in the
short-run, and (b) periodic data collection of
MSMEs (for accounting new registrations and
closures), in the long run. For the purpose, all
metros and large cities must have multiple
DICs (one for each Legislative Assembly
constituency). Each DIC must be staffed with
well-trained field personnel to gather field
data.
(ii) DICs should have the responsibility to
prepare an “economic health report” of
MSMEs including informal enterprises, on
an immediate basis. Based on this report,
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MSME revival package must be worked out.
The district-based SFBs [along with State
level SIDBI, NABARD and State Financial
Corporations (SFCs)] must be involved in
the revival package preparation. The revival
package should involve (i) collateral free,
concessional finance, (ii) employment
criteria-based subsidy, (iii) preferential access
to utilities, (iv) training of local labour for upgradation of skills, (v) enabling ‘e-marketing’,
and (vi) forging ‘networks’ among micro
enterprises (for overcoming diseconomies of
scale) for accessing larger external markets,
among others.
(iii) There is an urgent need to expand the network
of SFBs in rural areas, with the help of
‘financially strong’ Public Sector and Private
Sector Banks, as soon as possible.
(iv) Allow further opening of new branches in rural
India only in the form of SFBs, for promoting
non-farm economic activities.
(v) Establish Rural Business Incubators, with the
support from DICs, SIDBI, NABARD and
SFCs, to encourage local talent, local ideation,
and local resource utilization for generating
local start-ups.
The above steps would go a long way in
achieving the much needed “MSME sector led
economic rejuvenation” of Indian economy.
6. Conclusions
The sudden emergence and rapid spread
of Covid-19 jolted Indian economy, including
its SMEs. The Covid-19 FW and the national
lockdown implemented to contain it during
March-May 2020 gave an unprecedented blow to
the vibrant SME sector as much as to the whole
economy through supply and demand side shocks.
The emergence of the Covid-19 SW since March

2021 is equally unexpected, for which the SME
sector is ill prepared, as it has hardly recovered
from the blow it received from Covid-19 FW.
Given this, Covid-19 SW is likely to make a
devastating impact on the SME sector in India,
which has become fragile due to the onslaught of
Covid-19 FW.
The fiscal and monetary stimulus introduced
by the national and regional governments was very
appropriate and justified. However, they would
have provided the much-needed short-term succor,
but not beyond. Particularly, the challenges of
larger segment of informal enterprises would have
remained un-addressed or at the most, partially
addressed. From the employment and social
equity point of view, the concerns, and challenges
of the SME sector, with an emphasis on rural
based informal enterprises, must be addressed at
the earliest for their revival.
A revitalized DIC network with the help of
SFBs, SIDBI, NABARD and SFCs can play a
decisive role in the revival of SME sector. The
establishment of Rural Business Incubators is an
equally appropriate step to strengthen and promote
entrepreneurship at the grass-root level. Together,
it would facilitate the economic rejuvenation of
Indian economy in the immediate future.
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Farmers Agitation in India- Some Spatial
Agricultural Issues
Manak Singhi 1
Abstract
Doubling income of the farmers has been a policy objective of the Government. Trade, technology and
transfer of labour away from agriculture have been the principal instruments for achieving this objective.
In furtherance of this objective, Government enacted three legislations in 2020-21. These legislations,
however, were not received well by farmers in areas around Delhi, particularly Punjab, Haryana and
Western Uttar Pradesh and they have been agitating for over 6 months now, seeking repeal of these laws.
The issue remains unresolved despite several rounds of talks with the agitating groups. The core issue,
however, centers round the Minimum Support Price and a statutory guarantee that it will be adhered
to, which they feel is necessary for sustaining their income. We look at the growth in income, food
grains availability, MSP guarantee and institutional and cost implications together with an alternative
mechanism consistent with the interest of majority of farmers.
1. Introduction
Farmers of Punjab and Haryana and a few
in other States have been in confrontation mode
for over 100 days since the approval of three farm
related bills in Parliament. There has been an
apprehension that these Acts will adversely affect
economic, social and political status of farmers
and farm centric institutions in these two States.
Some opine that this is because of lack of proper
communication and sheer politicization, but a
sizeable chunk among farmers and some farm
specific groups also believes in genuineness of
their concerns, mainly because they consider these
enactments as the beginning of gradual abdication
of the responsibility of the Government for farmer
concerns, including minimum support pricing and
subsidies relating to credit, fertilizers, power and
irrigation.
The three new Farm Acts relate to production,
procurement and disposal of farm produce.
The Farmers’ Produce Trade and Commerce

(Promotion and Facilitation) Act attempts to create
an ecosystem where the farmers have the freedom
to sell their produce outside the markets (mandis)
as was earlier mandated under Agriculture
Produce Marketing Committees (APMCs).
This widens their choice as the existing mandis
continue to operate. The parties affected under
the new dispensations are some of the existing
traders and intermediaries in these States as their
scale of operations may get affected to the extent
the sale of farm produce gets diverted outside
the registered mandis. The system, if operated as
designed, helps farmers in getting their transaction
costs in marketing, such as transportation, storage
and intermediaries commission reduced without
any additional regulatory burden. The Farmer
(Empowerment and Protection) Agreement of
Price Assurance and Farm Services Act allows
them to enter into a contract with agribusiness
firms, processors, wholesalers, exporters or large
retailers for sale of their future farming produce at
a pre-agreed price. It not only reduces the market
risks on account of unpredictability of prices, but
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also facilitates access to better technology and
inputs. The contract, though voluntary, however,
is essentially between two parties of unequal
bargaining strengths. Though the Act provides
for an effective dispute resolution mechanism
with redressal timelines, current apprehensions
persist about the institutional mechanism in
terms of delays and the resource constraints of
farmers to effectively get decisions in their favour.
The Essential Commodities (Amendment) Bill,
Act basically provides opportunities for scale
operations as necessary in large scale trading,
processing, transportation, storage etc which
was hither to not possible because of limits on
physical holding of stocks. The Act removes
the existing regulatory hurdles and facilitates
bringing investment for farm infrastructure like
cold storages, modernising food supply chain,
food processing and elimination of losses in
value addition in storing, grading, processing and
transporting of farm produce. Unless it results in
cartelization, which may be tackled appropriately
through other Acts, the new dispensation may
bring in price stability to benefit both farmers as
producers and others as consumers. The savings
on account of value addition and storage losses
could be shared between producers and consumers
and may increase farmers’ share in a consumers’
rupee.
Arguments against these Acts, which have
continued to surface and persist, relate both to
the propriety of the Union Government in making
these laws as agriculture is a State subject and that
the indicated benefits are more illusory than being
substantial. Further, farmers in Punjab, Haryana
and to an extent in Uttar Pradesh, in particular
have apprehensions that this indeed may be a
beginning of abandoning of responsibilities of
assured procurement, minimum support prices
(MSP) and other benefits that currently accrue to
them. While the propriety issue needs to be settled
by the Supreme Court and is under examination,
concerns relating to benefits can be assessed
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based on outcomes of the earlier interventions as
there are no counterfactuals. We examine below
the impact of government interventions through
a surrogate measure of increase in income of a
person engaged in agriculture as also increase in
income per hectare of area sown during 2011-12
to 2018-19, the latest year for which such data
are available. Second issue is the sustainability
of food security and if there would be any
implications because these enactments. Keeping
in view the major apprehension of removal of
MSP, we also consider having an assessment of
the cost of guaranteeing MSP and its feasibility.
Further, a related issue is to go to income support
as a surrogate measure rather than interconnected,
yet independent measures of input subsidies, loan
waivers occasionally and price support, which
are both distortionary or iniquitous in nature.
Agitations have the tendency of contagion and the
area and issues have tendency to get widened with
core issues getting camouflaged.
2.

Increase in income from agriculture- has it
been comparable?

Agriculture has generally been considered a
vulnerable sector with predominance of subsistence
agriculture centering on small and marginal
farmers. As per Agriculture Census 2015-16, the
average size of operational holding in 2015-16 was
1.08 hectare, and has been witnessing persistent
decline. Most of the operational holdings are
small with only 4.4 per cent of the total holdings
being above 4 hectares. However, total land that
is cultivated under the holdings of 4 hectares
and above is around 30 per cent. Government
has been supporting this sector by subsidized
credit and inputs support and has gradually been
implementing the Swaminathan Committee
Report of having a Market Support Price (MSP)
which guarantees a 50 per cent return over their
cost of production as assessed by an independent
institutional mechanism of the Commission for
Agriculture Cost and Prices (CACP) for major
crops. The benefits, however, are proportionately
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related to the size of holding as there are no upper
ceilings, and more you have, the more you get as
input subsidy or as higher MSP. Further, though
MSP is provided for the identified 23 crops on
pan-India basis, it is effective in only a few States
and for mainly two crops of wheat and rice, due
to marketing infrastructure for procurement and
the need for the distribution under National Food
Security Act, 2013 and mostly at the command
of the Union Government. The current agitation,
despite agriculture being a main occupation in other
States as well and improving well being of farmers
being a pan India concern, remains confined to
a few States of Punjab, Haryana and Western
Uttar Pradesh which are major contributors to the
central pool of public distribution with production
exceeding their local demand. Even though, it is
restricted to a limited area and driven to an extent
by their dependency on central purchases, it has
been continuing for over six months and shows no
signs of petering off, thus making it important that
the central issues or apprehensions are discussed
in more detail.
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instruments for this doubling of income. Though
a comprehensive strategy has been chalked out,
achieving the target may be difficult. The income
figures from agriculture during 2011-12 to 2018-19
indicate that the value added per person engaged
in agriculture (including allied sectors) at constant
2011-12 prices increased at an average annual rate
of 5.8 per cent, which is higher than the average
increase in per capita income of entire population
of 5.5 per cent. Increase in productivity, better
price realization, policies supportive of providing
inputs and a decline in labour force engaged in
agriculture have contributed to this increase. At
current prices, average annual growth in value
added per person engaged increased by 12.9 per
cent during this period, slightly higher than the
rate of growth of value added from agriculture and
allied sectors. The terms of trade for agriculture
relative non-agriculture has consistently remained
above 100 since 2012-13, though between farmers
and non-farmers, this has remained sticky at less
than 100, hovering between 96 to 99 and below the
threshold of equality, during this period. However,
recent increase in MSP and the recommended
MSP providing a minimum of 50 per cent mark
up over the cost of production may perhaps ensure
that these do not become adverse to agriculture in
general and farmers in particular.

Government has been contemplating to
double the income of the farmers and as already
mentioned above, technology, trade and transfer
of labour to other sectors have been the three key
Table 1: Value Added from Agriculture- Salient Features
Value Added
Value Added
No of
GVA from
per hectare
Gross
Year
per person
Persons
Agriculture &
of Gross
Sown Area
engaged
Engaged
Allied
Sown Area
Rupees
(in thousands)
(Rs crore)
2011-12
65,770
77,228
229,766
195,676
1,511,175
2018-19 at 2011-12
97,274
98,601
199,578
196,884
1,941,385
prices
2018-19 at current prices
153,554
155,648
3,064,621
Average Annual growth during 2011-12 to 2018-19 (per cent)
2011-12 Prices
5.8
3.6
-2.0
0.1
3.6
Current Prices
12.9
10.5
10.6
Source: MOSPI- PLFS 2018-19; MOSPI- Employment Unemployment Survey 2011-12; MOSPI- State GSDP;
Reserve Bank of India- State Statistics.
Note: Data pertains to 29 States (including Jammu & Kashmir which was a State in 2018-19). Gross Sown Area
taken for 2018-19 pertains to 2016-17, the latest available.
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The above analysis takes all persons engaged
in agriculture including the owner operators and
workers. While overall agricultural profitability
would improve income levels for all of them,
these may not necessarily be of same magnitude.
The analysis takes into consideration gross value
added at basic prices, derived from gross value
of output net of cost of inputs as a surrogate
measure. Gross value of output uses wholesale
market/mandi prices, which may not necessarily
correspond to prices that producers receive.
Many studies have indicated farmer’s share in
consumer’s rupee for different products between
25 to 60 per cent2. There may be state wise and
producer wise differences in prices that actually
accrue to producers. However, assuming that the
structures of markets have not changed, the rate of
increase in gross value added per person engaged,
notwithstanding the differences in absolute terms,
may reflect the improvement during the two
periods
Interstate variations in value added per person
engaged in agriculture have been significant and
so have been the observed rates of growth. Punjab
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and Haryana indicate that on an average for each
person engaged in agriculture, the gross value
added was over 7 times the value added per person
engaged in Chhattisgarh and over 5 times the
value added in Uttar Pradesh, Odisha, Himachal
Pradesh, Meghalaya, Jharkhand and Bihar. Not
only the gross value added has been higher, the
gap has persistently been widening as these two
States have witnessed on an average a higher
growth during 2011-12 to 2018-19, suggesting
that there has been no sign of any convergence
(Figure 1). Similar results are for increase in value
added per hectare of area sown in different States
(Figure 2). Value added is indeed a surrogate
measure, but more comprehensive and comparable
across sectors. Further, since this eliminates the
cascading, as the value addition of intermediaries
gets reflected in trade, transport and other related
sectors, it is a one to one comparison of income of
a person engaged across sectors. It is often argued
that the farmer has a small share in each rupee
that consumer spends and middle man enriches
himself at the cost of farmer. The GVA, as it puts
such value addition in other sectors, to an extent
indicates the income from agriculture.

Figure 1: Value added per person engaged in Agriculture at constant (2011-12) prices

Source: Same as in Table 1
Note- Statewise comparision of value added per person engaged in Agriculture (including allied sectors)
at current and constant prices and persons engaged in 2011-12 and 2018-19 is given in Annex Table-1.
2

I am grateful to the reviewer of this Journal for bringing up this point that the market value is not accrued to farmers
since farmers share in consumer rupee is low from 25% to 60%. Further, debates on this as on 30th November 2020
are available, for instance, at: https://economictimes.indiatimes.com/news/economy/agriculture/ view-goi-needs-toclearly-spell-out-the-intent-behind-the-new-farm-laws/articleshow/ 79480506.cms?utm_sour
79480506.cms?utm_source= contentofinterest& utm_
medium=text&utm_campaign=cppst
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Increase in value added for each person
engaged in agriculture and allied activities, to
an extent, has also been due to a decline in the
number of persons who have been dependent on
these activities either as principal or subsidiary
status. The decline in number of persons engaged
has been at a differing rate across the States. Gross
sown area, on the other hand, has been rather
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sticky and has hardly changed. Value added from
agriculture & allied activities per hectare of sown
area has also shown a significant increase and
almost perfectly aligned to the growth of value
added from agriculture and allied sectors, though
there have been significant interstate variations as
indicated in Figure 2 and Annex Table 2.

Figure 2: Value Added per Hectare of Gross Cropped Area at 2011-12 prices

Source: Same as in Table 1
Note- State wise comparision of value added per hectare in Agriculture (including allied sectors) at
current and constant prices and gross sown area in 2011-12 and 2018-19 is given in Annex Table-2.
We tried to look whether the increase in value
added per person engaged in agriculture and allied
activities is related to a decline in the number of
persons engaged and due to shift with in agriculture
to allied activities, away from the crops (Figure
3). The increase in value added and decline in
labour force are perfectly linked with a correlation
of 0.8 between growth of value added per person
and an inverse of employment growth. Only 5
States, Madhya Pradesh, Tripura, Rajasthan,
Jammu & Kashmir and Goa witnessed a positive
rate of growth of employment in agriculture and
allied sectors. Nagaland and Manipur are the
only two States which witnessed an increase
in relative share of crops in overall value added

from agriculture in 2018-19 compared to 201112. Though we have not looked at inter-cropping
shift and measured structural shift as a shift away
from crops to allied activities with in agriculture,
increase in overall value added does not seem to
be correlated to this structural shift. Increase in
share of crops in Manipur and Nagaland could be
due to regular cropping or increased area in itself
because of normalcy which has persisted, but the
otherwise lack of correlation may indicate that a
shift from crops to non crops have hardly income
gains for the persons engaged in this sector.
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Figure 3: Rate of growth of value added per person engaged in Agriculture (and allied activities)
employment (inverse) and share of crops in value added (inverse)

Source: PLFS 2019, MOSPI
Agriculture income has significantly been
influenced by subsidies in inputs and outputs.
Besides the explicit subsidies as indicated in
Table 3, there are implicit subsidies in the form of
lower power tariffs and agricultural income is also
exempt from any income tax. However, given the
low average size of holdings, this may not accrue
to the majority of farmers. Nearly 85 per cent of
the explicit subsidies that the Union Government

provides accrue to the agriculture sector. Since the
subsidies are based on input use and the produce
delivered under MSP, these do not have any
impact of across-the-State income equalization.
Therefore, it is pertinent to ask why this agitation
is more centric to areas which are relatively better
off from the point of view of agriculture and
coverage of produce under MSP.

Table 3: Subsidy from the Union Government for Agriculture
Agricultural Subsidies
(Rs crore)
Food Subsidy
Fertilizer Subsidy
Interest Subvention for Credit to
Farmers
Other Subsidy for Price Support/
Buffer Stock
Total Agriculture Subsidy
Total Subsidy
Agriculture Subsidy in Total
Subsidy (%)

2015-16

2016-17

2017-18

2018-19

139,419
76,538
13,201

110,173
63,313
13,621

100,282
66,441
13,046

101,327
70,605
11,496

1,583

12,141

9,270

4,408

8,608

19,982

6,557

230,740
262,083
88.0

199,249
234,809
84.9

189,039
222,600
84.9

187,836
222,954
84.2

214,640
262,304
81.8

596,380
648,736
91.9

348,390
369,899
94.2

Source- Budget Documents- Various Years

2019-20 2020-21 2021-22
(RE)
(BE)
108,688 422,618 242,836
81,124 133,947 79,530
16,219
19,832
19,468
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3. Food security- is it likely to be under threat?
Parliament had earlier enacted to provide for
food security to all, particularly to the vulnerable
sections. Food security has been an important
social security measure of the Government, though
public distribution of food grains and procurement
of wheat and rice has been in operation for nearly
50 years. The Act mandated the Government to
ensure food security, while the public distribution
earlier was only a welfare measure. This mandate
requires government to ensure supplies and access
to the identified group of persons (estimated at 75
per cent of population) while public procurement

and distribution are its essential extensions. Since
the farmers of the States which are agitating have
a significant contribution to Divisible Pool of
foodgrains, any threat to this mandated provision
needs greater examination.
Niti Aayog earlier made an assessment of
demand and supply of essential agricultural
commodities and an assessment of input
requirements and policy support to meet demand.
As per this assessment (Table 4), demand may
exceed supplies in case of oilseeds, pulses and
sugar.

Table 4: Demand and Supply Assessments
2017-18
Demand (Million Tonnes)
Rice
103.6
Wheat
90.2
Pulses
23.6
Food grains 257.4
Oilseeds
50.3
Sugar
36.5
Supply (Million Tonnes)
Rice
112.5
Wheat
100.2
Pulses
22.1
Food grains 278.9
Oilseeds
34.0
Sugar
34.0

2020-21

2021-22

2028-29

2029-30

2032-33

108.2
95.7
26.1
275.4
58.9
39.7

109.3
97.1
26.7
280.0
61.5
40.3

116.5
107.1
31.8
314.4
83.0
44.3

117.6
108.6
32.6
319.8
86.8
44.8

120.8
113.5
35.2
337.0
99.6
46.4

119.8
107.2
23.7
297.6
37.8
36.1

122.2
109.5
24.4
304.0
39.2
36.7

140.3
127.2
29.8
353.2
51.0
41.5

143.0
130.0
30.8
361.1
53.1
42.2

151.7
138.8
34.0
386.3
60.0
44.4

Source: Niti Aayog, (2018)
While the assessment of existence of shortfall
in pulses and oilseeds is not surprising, the
above table showing turn from surplus to deficit
for sugar is worrisome. India has so far been a
sugar exporting country and considerable public
expenditure is incurred in making exports feasible.
Both demand and supply estimates were worked
out by Niti Aayog using ‘three different methods
that provided with all the possible ranges for

the forecast period. Whereas the static approach
demand estimates arrive at 334-350 million
tonnes of food grains demand during 2032-33,
the behaviouristic approach provide the range
of 326-340 million tonnes. Similarly, the supply
estimates based on all India and state trends work
out around 378-415 million tonnes of food grains
production while Three-Stage Least Square model
provides the range of 343 to 380 million tonnes in
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the terminal year of 2032-33. In order to arrive at
final estimates for the forecast period, the working
group calculated averages of the above sets of
estimates and after having a wider discussion with
the concerned departments and the experts and
policy makers, the final figures were worked out
for the aggregate demand and supply (Niti Aayog,
2018).
Government has developed an elaborate
system of public distribution and its reach and
access even during the pandemic testifies that it
has been robust. The allocation of food grains,
both of wheat and rice, which dominate the
public distribution, has exceeded the off take,
reconfirming the Niti Aayog assessment and also
the public perception of adequate availability of
these two basic cereals. Public distribution has
been for targeted population under the National

Food Security Act, 2013 and for other programmes
like Integrated Child Development Programme,
Army Supplies, open market operations to
augment domestic availability in market and
others. Overall off take as Table 5 indicates has
been less than the allocation by 7 to 12 per cent.
The adequate availability needs also to be seen
in the context of coverage of PDS. Nearly 81.3
crore persons in rural and urban areas are covered
under food security and coverage is almost 99 per
cent of the ones identified for coverage. Further,
the stocks of both wheat and rice in each of the
quarters in previous years have exceeded the
norms set for stocks, including the buffer stocking
norms. There have hardly been opportunities for
export as domestic prices have remained above
their international levels. Food security, however,
does not seem to be having any threat.

Table 5: Allocation and Off take of Wheat and Rice under PDS and Other Schemes
Allocations and off 2014-15
take
Allocation (Lakh Tonnes)
TPDS
Wheat
302.79
Rice
212.57
Total
Wheat
373.89
Rice
284.7
Off take (Lakh Tonnes)
TPDS
Wheat
254.63
Rice
186.62
Total
Wheat
306.73
Rice
252.54
Off take as per cent to allocation
Total
Wheat
82.04
Rice
88.70

2015-16

2016-17

2017-18

2018-19

2019-20

2020-21

281.4
236.08
344.85
339.36

289
235.88
356.82
321.05

293.3
231.68
360.04
272.65

292.65
232.49
364.09
339.74

291.19
230.29
367.5
292.07

194.98
154.92
264.43
187.96

271.38
219.48
318.01
313.97

279.74
224.43
327.8
289.98

293.61
218.6
350.4
253.33

283.77
212.47
344.35
314.71

285.42
215.6
349.75
272.16

181.01
140.87
226.57
162.64

92.22
92.52

91.87
90.32

97.32
92.91

94.58
92.63

95.17
93.18

85.68
86.53

Source: Department of Consumer Affairs- Food Bulletin, November, 2020
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Adequate stocks maintained through a
system of remunerative prices of wheat and rice
and procurement through the parastatal of the
State in the form of Food Corporation of India
was the significant factor in adequate allocation
and generating the overall perception of food
security. Public distribution under TPDS at highly
subsidised rates (during pandemic a significant
part of it was absolutely free) ensured that off
take was maintained at close to 90 per cent level.
But, price differential between economic cost and
the off take prices continued to widen resulting
in food subsidies. Procurement, storage and
distribution, under the disguise of food security,
were never looked from the economic perspective

of optimization. While political exigencies did
not allow the Government to raise the prices
under TPDS, similar compulsions did not
allow exploration of other options for even post
procurement logistics. PDS prices for both APL
and BPL families have remained unchanged since
June 2002. With the increase in MSP and the cost
of storage and distribution, the static PDS prices
have led to large food subsidies. A significant part
of economic cost was procurement incidentals
and distribution costs. Economic costs were
significantly above the market prices reflecting
poor response for the open market operations
(Table 6).

Table 6: Economic Cost of Wheat and Rice other than MSP

Year
2015-16
2016-17
2017-18
2018-19
2019-20(RE)
2020-21(BE)

Procurement
Incidental
(Rs. crore)
Rice Wheat
618.2 367.1
597.2 367.3
306.6 141.5
450.4 280.9
445.4 353.5
469.8 370.6

Distribution
(Rs. crore)
Rice
503.2
432.6
507.7
550.4
696.7
564.0

Wheat
354.2
362.2
406.1
402.9
564.9
463.1

Economic Cost
(Rs. crore)
Rice
3125.5
3105.0
3280.3
3444.1
3748.1
3726.8

Wheat
2127.4
2197.0
2297.9
2359.7
2680.0
2683.8

Procurement incidental &
Distribution cost as % to
Economic Cost
Rice
Wheat
35.9
33.9
33.2
33.2
24.8
23.8
29.1
29.0
30.5
34.3
27.7
31.1

Source: Food Bulletin, November 2020
Given the Government’s commitment to
double the income of farmers and its acceptance
of the recommendations of Swaminathan
Commission, minimum support prices (MSP)
for wheat and rice as also other crops which are
covered under this system, MSP has persistently
been raised and are set to be fixed at 50 per cent
above the cost of production. The Commission
for Agriculture Cost and Prices (CACP), an
independent agency to recommend MSP looks
at the costs and fixes MSP providing a 50 per

cent return over the weighted costs. It is, often
said that the cost considered by CACP does not
fully capture the land costs and may have some
element of under assessment, the costs estimates
are independently worked based on surveys and
Agricultural Universities of the State are often
associated with these estimates to give them some
kind of unbiasedness.
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Table 7: Current Margins on Wheat and Rice Crops (%) by States
States

2018-2019

2019-2020
Wheat

2020-2021

Andhra Pradesh
Assam
Bihar
89.3
88.0
85.8
Chhattisgarh
61.1
Gujarat
64.0
64.8
64.0
Haryana
135.0
133.6
132.4
Himachal Pradesh 23.9
23.2
29.5
Karnataka
Kerala
Jharkhand
60.1
58.8
46.8
Madhya Pradesh
117.8
114.6
112.8
Maharashtra
7.2
4.3
3.1
Odisha
Punjab
181.3
179.0
176.6
Rajasthan
103.8
101.4
98.1
Tamil Nadu
Uttar Pradesh
100.7
94.1
91.2
Uttarakhand
101.5
98.9
95.2
West Bengal
All India
112.5
108.6
105.7
Source- Commission for Agriculture Cost & Prices
Current margins of returns (based on paid
out cost (A2) + imputed value of labour (FL)) on
wheat and rice crops in different States by CACP
as given in Table 7 confirm that a 50 per cent
margin on weighted average cost is essentially
provided, though significant interstate variations
do prevail. For wheat, margins for Punjab and
Haryana farmers significantly exceed the margin
that is available for other States. In Rice also,
though overall margins are relatively low, they are
still higher in these States. The Minimum Support
Prices (MSPs) of various rabi and kharif crops
have risen sharply during the period 2007-2017.
These have helped farmers to get remunerative
returns for their investments. Over and above,
many State Governments announced additional
bonus on procurement of wheat and rice.

2018-2019

2020-2021

64
39
64.3
74.7
62
63.9
63.4
59.8
30.4
27.8
34
-16.7
26.6
149.3

2019-2020
Rice
66.7
35.3
68.5
70.7
62.9
66.1
54.2
66.8
33.9
36.2
32.6
-17.3
25.7
153.1

49.1
56.4
72.9
26.9
50.1

44.6
52
78.3
22.4
50.2

45.7
50.6
81
21.5
50

68.6
36.3
66.9
70.6
65.6
67.8
52.5
65
23.1
37.5
33.7
-17.9
24.5
156.2

4. Current issues with MSP
4.1 Feasibility and Institutional Issues
Reforming agriculture has for long been
a buzzword and had centered on freedom for
marketing and removal of stock limits. The three
reforms, which have resulted in the present Punjab
and Haryana centric stir, have been under active
consideration for nearly a decade. The stir is
essentially driven by the apprehension that these
reforms may gradually reduce public procurement
and lead to market driven prices which would
essentially be lower than MSP. The current MSP for
wheat and rice, which are the two most dominant
crops under public procurement have significantly
contributed to the agricultural prosperity of Punjab
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and Haryana. In fact, the CACP estimates clearly
indicate significantly higher returns to these two
States in the current MSP regime relative to other
States.
A cropping pattern dominated by these crops,
assured procurement through the Food Corporation
of India, a Central Public Undertaking, a return
significantly higher than the mandated 50 per
cent over cost of production together with a
better developed marketing network has not
only generated highest per person value added,
but the excessive procurement has generated
complacency for procurement in other States.
The system has, therefore, been unequal and has
been of the nature of rent seeking. The excessive
procurement from these States, which also
happen to be the hinterland of FCI operations, has
resulted in its neglecting other areas. Small and
marginal farmers in other States have suffered as a
consequence. Within Punjab and Haryana, it is the
medium and big farmers who have benefitted more
as guaranteed MSP gives benefits proportionate to
the commodities delivered. Punjab with a share in
output in rice and wheat of 10 per cent and 16 per
cent, respectively during 2018-2020, had a share
in procurement of rice and wheat of 26 per cent
and 36 per cent, respectively.
MSP has never been inclusive in terms of
geographies and commodities. The interventions
are required to be designed in a way that they can
provide higher benefits to more disadvantaged
groups or disadvantaged segments within a group.
MSP based procurement is missing in most
other States in Eastern and North Eastern States
because of lack of an institutional mechanism
and preoccupation of the existing mechanism in
the current operational area. This has converted
a pan-India initiative to Punjab and Haryana
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centric only and within these States it is more
in favour of medium and big farmers. It may,
therefore, be necessary to bifurcate FCI or create
four independent subsidiaries of FCI to cater to
Northern, Central- Western, Eastern & North
Eastern and Southern FCI with a mandate to
procure from the respective States of operation. An
excessive procurement from two States should not
amount to downing the shutters for other States.
For procurement, first priority should be
accorded to marginal and small farmers as they are
most vulnerable to market forces. In fact, marginal
farmers may be considered for a cash incentive to
overcome or compensate their transactions costs
in reaching market in small lots. Procurement,
therefore, needs to be prioritized in terms of the
size of holdings and land title, with preference
being given to lady farmers. While improving
the income of the farmers, the first set of persons
should be one whose income are considerably
lower, through a bottoms up approach. Ideally, the
emphasis should be such that open market prices
are higher than the MSPs, so that dependence on
Government procurement is limited. Further, for
a wider geographic and commodity coverage,
it is imperative that price support system be
diversified to introduce an alternative to physical
procurement of the produce. NITI Aayog in its 3
years Action Agenda presented to Government
recommended introduction of a Price Deficiency
Payment (PDP) mechanism for all crops which
either has a MSP or a threshold price. Farmers
may be provided a deficiency payment up to some
ceiling (say 10 percent) of the MSP/threshold price
if the sale price falls below the MSP or threshold
price, with an appropriate ceiling if necessary
( Niti Aayog, 2018).
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4.2 Guarantee of MSP- Is it feasible?

responsibility of procurement at MSP and has been
reiterated the same at various platforms. However,
it may nonetheless be important to look at the
implications of giving a guarantee that prices a
farmer will receive not be short of MSP.

The main apprehension of farmers agitating
currently is with regard to MSP and the certainty
of procurement by Government at pre defined
remunerative prices. While, as has been seen from
above, in the current scenario, food security and
access of food grains is hardly under question,
the issue of procurement remains. The three farm
acts nowhere mention government abdicating its

Currently 23 crops are under MSP regime and
these together accounts for over 50 per cent of the
output of all crops (Table 8).

Table 8: Value of Output of group of crops
Crops
Value of
output

2011-12

2012-13

2013-14

2014-15

2015-16

1,117,521 1,249,548 1,439,991 1,495,501 1,539,835

2016-17

2017-18

2018-19

1,707,772 1,849,257 1,883,726

(Rs. crore)
Value of Crops under MSP (Rs. crore)
Cereals (7)
335,865
381,507
421,587
Pulses (5)
46,725
55,834
60,918
Oilseeds (8)
94,095
106,733
124,777
Sugarcane
60,139
68,279
72,777
Cotton
77,426
68,515
82,535
Jute
4,220
4,205
5,000
Crops under
618,470
685,073
767,594
MSP
Share in
57.5
56.6
54.8
Total Crops
Implicit Price Deflator (per cent)  
Cereals
15.6
7.4
Pulses
13.4
3.4
Oilseeds
9.4
7.7
Sugarcane
16.5
11.2
Cotton
(7.0)
13.9
Jute
3.5
11.2
All Crops
10.9
9.7

413,586
64,210
117,527
78,433
70,748
5,279

431,288
85,688
114,458
74,660
63,173
7,269

484,180
125,125
128,216
72,441
82,217
7,768

522,825
114,815
139,256
98,967
81,212
6,891

566,937
94,446
149,374
105,592
77,085
7,539

749,783

776,536

899,947

963,966

1,000,973

51.4

51.5

53.8

53.1

54.1

2.3
20.6
10.5
1.8
(11.9)
10.5
6.5

4.4
36.7
1.9
4.4
5.7
47.9
4.7

5.2
1.0
(2.3)
5.1
18.9
1.3
4.5

5.1
(16.0)
5.4
2.3
(3.3)
(3.0)
3.5

7.0
(9.6)
8.7
0.7
8.5
13.4
2.1

Note : Value of output excludes output from Kitchen Gardens
Source: Ministry of Statistics & Programme Implementation, National Accounts, 2020 Statement 8.12
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Of the 23 crops under MSP, effective
government procurement is confined to 2 cereals
(wheat and rice), cotton and sugarcane. There
are occasional price support operations for some
pulses and oilseeds through NAFED. However,
with a decline in the share of crops in overall value
added from agriculture (as indicated in Figure 3
giving structural shift in agriculture), the MSP
support mechanism is available to less than 15
per cent of overall production within agriculture
and allied sectors. The movement of prices in the
crop segment, as measured through the implicit
price deflator of output in this sector, indicates
that inflation has gradually been moderating. Yes,
in certain markets where an effective marketing
channel is missing and procurement has been
dominated by some players who are in unison,
market prices may have been lower than MSP.
Guarantee on MSP would result in economic cost
to the extent of the products that would witness a
market price lower than MSP. If we assume such
output to be around 10 per cent of total value
of output of these crops and difference between
MSP and market price is of the order of 10 per
cent, it may mean an expenditure of around Rs.
10,000 crore only. The amount would, however,
increase depending on the crop size and the extent
of price differential. Even if the spread of under
recovery is more extensive in terms of crops and
markets, an initial corpus and an annual allocation
of up to Rs 35000-50,000 crore may be sufficient.
Further, it may be desirable to first not cover all
23 crops, but a few of them like three cerealswheat, rice and maize, three pulses- gram, arhar
and urad, three oilseeds- groundnut, rapeseed &
mustard and soyabean and two crops of cotton
and sugarcane. The guaranteed MSP operations
can then be easily conceived with limited public
expenditure. Subdivision could be the market
place for deciding whether market prices are short
of MSP. States can add other crops if they so wish.
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One of the reasons for market prices prevailing
below MSP is the non availability of an institutional
marketing network with multiple categories of
operators or its access to small/marginal farmers.
This results in market prices getting depressed.
Availability of public sponsored marketing
network at Sub Division level can take care of
such artificial or temporary price decline during
the harvest time. But, there are definite savings
in costs incidental to procurement, transaction
costs involved in procurement by a public agency
in small lots and distribution costs if there are
multiple operators. Further, markets result in price
discovery, which need not necessarily lead to a
cost plus prices in all circumstances. So a system
PDP or ensuring that MSP is actually delivered is
necessary.
The Inflation impact of a guaranteed MSP
would be insignificant because of two reasons.
First, overall weight of crop segment in Indian
Economy is just around 8 per cent and half of that
is under MSP (all 23 crops). Sugarcane, wheat
and rice do not have under payment issue to any
significant extent, excluding that would mean
a weight of just around 2 per cent. Second, if
prices return to MSP level after some lag (three
months after post-harvest), Price Index reverts to
MSP levels. Unless the price depress due to under
payments spills over time and in its spread, there
would be some temporary impact only. However,
there is an income effect which through depressed
demand may exert downward pressure on prices.
This is long term and persisting, but difficult to
assess.
Guarantee of MSP, however, raises two
issues. The first relates to distortions that it may
lead to in the cropping pattern. A guarantee of
MSP on specified crops could alter the economics
in favour of these crops and result in allocation of
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acreage to these crops away from others. Second
issue relates to prices being the market clearing
ones. Given that projected supply to crops covered
effectively under MSP, particularly the cereals, is
likely to remain in excess of demand, MSP would
create market distortions, as it will not be the
clearing price which would balance supply with
demand. With export options being limited, the
glut in domestic market may not only raise the
storage and holding costs, but their subsequent
clearances at discounted prices. Already there are
few takers for Open Market Domestic Sales at
economic costs or even at discounts; situation may
get further aggravated by this decision.

designed properly and linked to the operational
size of holdings may be less distortionary and at
the same time ensure equity. Already the PM Kisan
scheme has been in operation, but in this scheme
a farmer is either included or not included and
equal benefits accrue to all who become eligible
to be covered. If there is a differential system of
providing support based on the size of operational
holdings, the twin objectives of achieving the
target of doubling the income of farmers and
sustainability of agricultural operation can be
achieved.
Most of the agricultural holdings in India are
of small sizes (Table 9). About 86 per cent of the
total operational holdings are below 2 hectares and
these account for nearly 47 per cent of total area
under cultivation. As against this, less than one per
cent of total holdings, which are above 10 hectares
account for 9 per cent of cultivated land. These
large holdings do not need any support in terms
of either input subsidies, price support under PDP
or MSP. They can access market, explore alternate
channels and operate in an open market regime.

4.3 Should we not move from price support to
income support?
Price support mechanism is distortionary and
iniquitous in nature as benefits are proportionate to
the commodities delivered for sale. Further, it alone
is inadequate to bring the income of the farmers as
a whole to the average national comparable level.
An alternative of an income support system, if

Table 9: Size distribution of Agricultural Holdings in India
Agricultural Holdings

Marginal (Below 1 Hectare)
Per cent to total
Small (Above 1 & Below 2
Hectare)
Per cent to total
Semi-Medium (Above 2 & Below
4 Hectare)
Per cent to total

2005-06

2015-16

2005-06

2015-16

20052015-16
06
Average Size of
Holding
Hectare
0.38
0.38

Number of
Holdings
(Thousands)
83,694
99,858
64.8
68.5
23,930
25,777

(Thousands)
32,026
37,960
20.2
24.2
33,101
36,435

1.38

1.41

18.5
14,127

17.7
13,776

20.9
37,898

23.2
37,168

2.68

2.70

10.9

9.5

23.9

23.7

Area
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Medium (Above 4 & below 10
Hectare)
Per cent to total Per cent to total
Large (Above 10 Hectare)
Per cent to total
All Holdings
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6,375

5,485

36,583

31,367

4.9
1,096
0.8
129,222

3.8
831
0.6
145,727

23.1
18,715
11.8
158,323

20.0
14,212
9.0
157,142

5.74

5.72

17.08

17.10

1.23

1.08

Source :All India Report on Agriculture Census 2015-16, Ministry of Agriculture and Farmers Welfare,
		
Government of India, 2020
If we decide the total kitty of fiscal support
to farmers, a graded system of income support
with a significantly higher weightage per hectare
of operational holding covering up to medium
farmers could be both equitable and virtuous.
5. Concluding remarks
Some takeaways from the analysis above are:
a. There has been an increase in income from
agriculture for each person engaged in it and
that increase, notwithstanding the interstate
differences, on an aggregate basis, has been
reasonably comparable with other sectors.
b. There is likely to be a comfortable situation
with regard to overall food security and adequate
availability for public distribution.

c. Providing a guarantee to MSP, while feasible,
may create a situation where prices may deviate
from the market clearing ones. There has to be a
time bound phase out programme. But an initial
guarantee may take the sheen out of the agitation
and create more amicable environment for
negotiations.
d. Institutional mechanism of MSP, however,
needs to ensure that it truly becomes pan Indian
and marginal and small farmers have better access
to it.
e. In the long run, an income support
mechanism, which is non distortionary would
be more appropriate as the same could ensure a
cropping pattern consistent with sustainability and
maximizing economic returns.

Annex Table 1: Value Added per person engaged in Agriculture at 2011-12 and current prices

Item

2011-12

2018-19
at 201112 prices

2018-19
Current
Prices

Value Added in Rs. crore
Andhra
Pradesh
Arunachal
Pradesh
Assam
Bihar
Chhattisgarh

Work
Force
2018-19

Work Force
in 2011-12

In Hundred

Per
capita
Value
Added
(RS)

Per capita Per capita
Value
Value
Added
Added
(RS)
(RS)

2018-19

2018-19
Current
Prices

2011-12

94,008

171,625

275,984

97,910

122,559

175,289

281,875

76,704

4,555

4,359

7,409

2,376

3,507

183,412

311,760

129,886

28,481
62,067
26,860

36,663
72,935
37,427

51,215
117,196
61,589

43,113
139,950
83,349

60,093
178,881
86,924

85,038
52,115
44,904

118,791
83,741
73,893

47,395
34,697
30,900
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Item

2011-12

2018-19
at 201112 prices

2018-19
Current
Prices

Source : Same as in Table-1

Work Force
in 2011-12

Per capita Per capita
Value
Value
Added
Added
(RS)
(RS)

4,214
190,588
116,028

455
110,653
23,553

206
125,376
38,107

537,702
116,103
338,051

2018-19
Current
Prices
926,641
172,239
492,624

17,156

20,651

20,968

65,190

83,078

55,448

25,774

21,826

20,907

72,576

118,090

62,483

45,722
154,697
74,734

48,819
104,336
25,338

58,913
129,878
32,245

52,874
84,908
173,150

93,657
148,268
294,948

37,913
58,169
150,028

300,120

179,607

166,610

84,461

167,098

54,662

226,570
6,686
5,800
5,471
8,373
86,285
134,594
224,515
2,673
177,524
113,223
14,927
19,323

219,570
3,233
7,113
1,832
2,182
68,636
26,052
144,261
1,356
84,849
66,831
4,207
11,954

239,375
4,271
7,390
2,654
4,424
96,651
39,943
139,382
1,960
112,827
88,750
3,887
17,966

77,322
121,673
53,463
169,356
203,793
70,033
348,212
110,458
100,880
141,903
99,635
195,071
118,173

103,188
206,834
81,540
298,652
383,767
125,714
516,640
155,632
197,089
209,224
169,417
354,838
161,642

62,674
58,919
38,279
56,316
84,402
40,709
195,701
85,451
45,986
77,758
61,538
131,514
74,040

362,552

321,687

351,827

70,979

112,703

52,086

233,684
3,064,624

130,091
1,995,789

141,182
2,297,661

112,498
97,274

179,631
153,554

82,947
65,770

Value Added in Rs. crore
Goa
2,043
2,445
Gujarat
107,364
128,471
Haryana
64,539
79,621
Himachal
11,626
13,462
Pradesh
Jammu &
13,063
15,840
Kashmir
Jharkhand
22,335
25,813
Karnataka
75,549
88,590
Kerala
48,376
43,873
Madhya
91,072
151,697
Pradesh
Maharashtra 150,027
169,776
Manipur
2,516
3,933
Meghalaya
2,829
3,803
Mizoram
1,495
3,103
Nagaland
3,734
4,446
Odisha
39,345
48,068
Punjab
78,168
90,716
Rajasthan
119,103
159,348
Sikkim
901
1,368
Tamil Nadu
87,732
120,403
Telangana
54,615
66,587
Tripura
5,112
8,206
Uttarakhand
13,302
14,127
Uttar
183,252
228,331
Pradesh
West Bengal 117,106
146,351
All states
1,511,175 1,941,385

Work
Force
2018-19

Per
capita
Value
Added
(RS)

In Hundred

2018-19

2011-12
993,704
85,634
169,361
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Annex Table 2: Value Added per Hectare at 2011-12 prices and current prices

Item

2011-12

2018-19
at 201112 prices

2018-19
Current
Prices

In Rupees crore

Gross
Sown
Area
2018-19

Gross
Sown
Area
2011-12

In thousand hectares

Value added per Hectare of gross
sown area (Rupees)

2018-19

2018-19
Current
Prices

2011-12

Andhra
Pradesh

94,008

171,625

275,984

7,532

8,341

227,861

366,415

112,706

Arunachal
Pradesh

4,555

4,359

7,409

301

281

144,802

246,131

162,101

Assam

28,481

36,663

51,215

4,060

4,174

90,302

126,145

68,235

Bihar

62,067

72,935

117,196

7,572

7,647

96,322

154,775

81,165

Chhattisgarh

26,860

37,427

61,589

5,640

5,664

66,360

109,200

47,421

Goa

2,043

2,445

4,214

157

164

155,763

268,431

124,572

Gujarat

107,364

128,471

190,588

11,522

13,086

111,501

165,412

82,045

Haryana

64,539

79,621

116,028

6,510

6,489

122,306

178,230

99,459

Himachal
Pradesh

11,626

13,462

17,156

933

932

144,290

183,884

124,745

Jammu &
Kashmir

13,063

15,840

25,774

1,159

1,161

136,673

222,381

112,519

Jharkhand

22,335

25,813

45,722

1,812

1,430

142,454

252,329

156,192

Karnataka

75,549

88,590

154,697

12,009

12,059

73,770

128,818

62,649

Kerala

48,376

43,873

74,734

2,628

2,662

166,943

284,374

181,728

Madhya
Pradesh

91,072

151,697

300,120

23,714

22,516

63,969

126,558

40,448

Maharashtra

150,027

169,776

226,570

23,467

22,080

72,347

96,548

67,947

Manipur

2,516

3,933

6,686

437

365

90,006

153,002

68,938

Meghalaya

2,829

3,803

5,800

303

339

125,501

191,411

83,442

Mizoram

1,495

3,103

5,471

188

97

165,033

291,030

154,091

Nagaland

3,734

4,446

8,373

504

474

88,217

166,123

78,768

Odisha

39,345

48,068

86,285

4,803

4,964

100,079

179,648

79,261

Punjab

78,168

90,716

134,594

7,872

7,905

115,238

170,978

98,885

Rajasthan

119,103

159,348

224,515

25,014

24,505

63,704

89,756

48,604

901

1,368

2,673

137

137

99,873

195,122

65,793

Sikkim
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Item

2018-19

2018-19
at 201112 prices

2011-12

Current
Prices

In Rupees crore

Gross
Sown
Area
2018-19

Gross
Sown
Area
2011-12

In thousand hectares

Value added per Hectare of gross
sown area (Rupees)

2018-19

2018-19
Current
Prices

2011-12

Tamil Nadu

87,732

120,403

177,524

6,074

5,890

198,227

292,269

148,951

Telangana

54,615

66,587

113,223

4,893

5,418

136,086

231,398

100,803

Tripura

5,112

8,206

14,927

486

472

168,846

307,134

108,305

Uttarakhand

13,302

14,127

19,323

1,083

1,132

130,440

178,421

117,510

Uttar Pradesh

183,252

228,331

362,552

26,203

25,939

87,139

138,363

70,647

West Bengal

117,106

146,351

233,684

9,881

9,353

148,113

236,498

125,207

1,511,175

1,941,385

3,064,624

196,894

195,676

98,601

155,648

77,228

All states

Source : Same as in Table-1
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Role of Integrated Goods and Services Tax in Securing
the Interests of the States
Kodandaraman Sethuraman1
Abstract
The July 2017 Reform relies upon a legal instrument designated “Integrated Goods and Services Tax”
(IGST) as the pivot. IGST, leviable on every ‘inter-state’ supply at a “place of supply” in the “destination
State”, has two pivotal roles. Firstly, reliance on IGST is expected to remedy the mischief of “cascading”
in the tax-inclusive consideration by enabling taxable persons to avail “input” GST credits across the
Union-State political-administrative divide. Secondly, IGST is required to be “apportioned” to the
Union and to every destination State to enable the computation of net IGST revenues to form part of
the Consolidated Fund of India and the Consolidated Fund of every destination State respectively so
as to remedy the mischief, if any, of harming the “interests” of the States as protected in Article 274.
In consequence of the apportionment of IGST among the Union and every destination State, moneys
would need to be appropriated by law made by Parliament charging the Consolidated Fund of India,
and transferred to the Consolidated Fund of every destination State. This paper considers, in the light
of relevant legislative history leading to the Reform and of the applicable norms for interpretation of
statutes, the procedure envisaged in the Constitution for apportionment of IGST, to provide in compliance
with Article 274 enacted in Part XII of the Constitution, and the public finance requisites to avoid harm to
the necessary and sufficient fiscal capacity for good governance at the sub-national levels of government.
1. The “Interests” of the States as protected in
Article 274
The July 2017 Reform2 which ushered in the
central-cum-state Goods and Services Tax (GST)
Regime in the Union of States named “India”,
has relied as a pivot, on the levy of “Integrated
Goods and Services Tax” (IGST). The pivotal
roles of the innovative instrument of IGST were
reportedly3 conceived by a group of bureaucrats
in 2009. Its roles as a pivot were accepted4 by

an “Empowered” Committee of State Finance
Ministers (ECSFM) without considering any
alternative to better secure the “interests” of the
States but without having to anticipate any need
to “compensate” any “loser” State in any UnionStates “Grand Bargain5” since Article 274 would
be complied with.
Goods and Services Tax6 (GST) levied
by the Union on every “supply” belonging to
the subset of “supplies which “take place” in

Former IAS officer (AGMUT cadre) and former Member, Delhi Sales Tax Appellate Tribunal, No 26, Third Cross Road, Central Excise
Layout, Vijayanagar, Bangalore- 560040 & No 8082, Summerhouse Drive West, DUBLIN OH 43016 (USA).
e-Mail: ksethu2009@gmail.com
All opinions in this article are of the author and usual disclaimer applies.
2
Since State Policy is discernible at any time by an accurate interpretation of the law in force the word “reform” is a simple mnemonic
to denote the complex process of the reformulation of State Policy by lawmaking. Multiple central and state GST statutes commenced on
July 1, 2017 triggering the July 2017 Reform.
3
Vide, ECSFM, First Discussion Paper on Goods and Services Tax in Indiahttp://gstcouncil.gov.in/sites/default/files/First%20
Discussion%20Paper%20on%20GST.pdf, para 3.5 page 21
4
ibid
5
As suggested on p.6 in the Report of the Task Force on the Implementation of the Fiscal Responsibility and Budget Management Act
2003 accessible at https://dea.gov.in/task-force-report-implementation-fiscal-responsibility-and-budget-management-act-2003.
6
Defined vide clause (12A) of Article 366.
1
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the course of inter-State trade or commerce” is
designated7 IGST. Clause (1) of Article 269A
provides that IGST “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”. At least a non-zero
percentage of IGST revenues of the Union in
consequence of apportionment of IGST to the
Union, is “assigned” to the States vide clause
(1B) of Article 270 and as such IGST is a “tax
in which the States are interested” as provided in
sub-clause (a) of clause (2) of Article 274.Though
IGST revenues of a State in consequence of the
apportionment of IGST to every destination State,
are not “assigned” to that State, IGST is a tax “by
reference to the net proceeds whereof sums are
for the time being payable out of the Consolidated
Fund of India to any State” as provided in subclause (b) of clause (2) of Article 274 and is
therefore once again a “tax in which the States are
interested”.

As part of the July 2017 Reform, the CST
Act has been amended12 with effect from July 1,
2017 to apply only to sales of petroleum products
and alcohol for human consumption to supplies
of which the GST law as enacted from July 1,
2017 does not apply. One of the implications of
the amendment of the CST Act is that the origin
States which used to collect revenues by levy of
CST on sales of other goods in the course of interstate trade or commerce would no longer be able
to collect such revenues. CST levied in accordance
with Article 269 is also one of the taxes in which
States have interest as provided in sub-clause (a) of
clause (2) of Article 274 and it has been subsumed
in IGST in case of inter-state supplies of goods
other than alcohol and petroleum products.

Earlier, the 1956 Reform8 addressed9 some
issues of the administration of State sales tax
statutes, which were unavoidable owing to the
need for state tax administrators to exercise their
respective authority outside the territory of the
respective State even though by relying on the
legally valid territorial nexus principle10 . The
Central Sales Tax Act, 1956 (‘the CST Act’) had
been enacted by Parliament as provided in Article
269 to practically overcome such need. This was
done by amending the Constitution and enabling
Parliament to levy central sales tax (CST) on sales

In view of the interests of the States in the
IGST and CST as protected in Article 274, the
Constitution (122nd Amendment) Bill 2014 was
moved only after the President determined that his
recommendation for moving that Bill would secure
the interests of the States by avoiding any harm
after the commencement of the GST law, to such
interests. The Bill was passed as the Constitution
(101st Amendment) Act, 2016 in due course after
passing some subsequent amendments relating to
Articles 269A and 270 (and somehow omitting13
the words “takes place” in clause (2) of Article

7

“in the course of inter-state trade or commerce”
and enabling the “origin” States (from which
goods moved in consequence of an agreement to
sell or purchase) to levy and collect central sales
tax, the proceeds of which were “assigned” wholly
to the origin States11.

Vide section 5 of the Integrated Goods and Services Tax Act, 2017
Vide the Central Sales Tax Act, 1956 (commenced in February 1957)
9
See Mathai Commission, (1954) and Law Commission of India, (July 1956)
10
See e.g., State of Bombay v, RMD Chamarbaugwalla AIR 1957 SC 570 at 699
11
Vide Article 269, clause (2), read with section 9 of the Central Sales Tax Act, 1956
12
Vide sections 13,14 and 15 of the Taxation Laws Amendment Act 2017 accessible from: https://www.prsindia.org/sites/default/files/
Taxation%20Laws%20%28A%29%20Act%2C%202017.pdf
13
presumably a drafting error which would require correction in interpretation or by legislation.
8
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286). Article 274 was however not amended to
stipulate any restraint14 on the Union as to the
definition of “supply which takes place in the
course of inter-state trade or commerce”.
“Supply which takes place in the course of
inter-state trade or commerce” is the taxable event
recognized in Article 246A, clause (2) of which
empowers the Union to levy tax on such events
and restrains the legislative competences of the
States referred to in clause (1) of that Article. In
order to avoid amending Article 274, the term
“supply”, used in defining15 the generic concept
of “goods and services tax” and in enacting
restraints16 on the legislative competences of
States, was deliberately left undefined in Article
366. This has been so, even though the terms
“goods” and “services” used in defining “goods
and services tax” were specifically defined17 in
that Article. The term “supply” however has
been defined18 in the Central Goods and Services
Tax Act, 2017 (‘CGST Act’); and the Integrated
Goods and Services Tax Act, 2017 (‘IGST Act’)
provides19 that the same definition would apply
to the IGST Act also. Every State Goods and
Services Tax Act,2017 (‘SGST Act’) also provides
the same definition in section 7 of the Act, without
reference to the CGST Act and with reference to
a definition of the term ’the Government’, which
differs from the definition in the CGST Act and in
every other SGST Act.
The IGST Act has been enacted by Parliament
since legislative competence20 has been provided
in the Constitution to the Union, to the exclusion
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of the States, to levy GST on every supply (of
goods and/or services) which “takes place” in the
course of inter-state trade or commerce. Apart
from providing for a definition of “supply of goods
and/or services in the course of inter-state trade or
commerce” (designated “inter-state supply” in the
margin) and for the levy and collection of IGST,
the Act also provides(a) for principles21 to determine in case of
every “inter-state” and “intra-state” supply, “the
place of supply”; and
(b) for the principle22 of supply-wise
apportionment of IGST a priori among the Union
and every State in which the place of that supply
is found to be located according to law.
In this paper, the State in which the place of
any supply (including an inter-state supply) is
located would be referred to as the “destination
State’ in relation to the supply.
This paper proceeds to consider the procedure
as envisaged in the reformulated (i.e., post-July
2017) State Policy for the apportionment of
IGST between the Union and every destination
State without causing any harm to the interests
of the States as protected in Article 274 of the
Constitution. Section 2 discusses the pivotal
roles of IGST envisaged in the Reform. Section
3 analyses the difference between “assignment”
and “apportionment” in the light of the provisions
enacted by the People of India to regulate the
accounting of the payments/collection/recovery

similar to the restraint relating to the definition of “agricultural income” enacted in Article 274.
Vide clause (12A) of Article 366.
16
Vide clause (1) of Article 246A and also clause (1) of Article 286.
17
Vide clauses (12) of Article 366 and clause (26A) of that Article read with clause (12).
18
Vide section 7 of the CGST Act
19
Vide clause (21) of section 2 of the IGST Act
20
Vide clause (2) of Article 246A.
21
Vide Chapter V of the IGST Act
22
Vide sub-section (1) of section 17 of the IGST Act.
14
15
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of GST revenues by ensuring credits in the
respective “Consolidated Funds”23 and of the
incurring of expenditures only in accordance
with law made by the competent Legislature24
to provide for withdrawal of moneys from the
respective Consolidated Funds by appropriation to
incur expenditure for purposes of the Constitution.
Limiting interpretation only to the provisions
made in the GST statutes enacted subject to the
Constitution, Section 4 identifies the essential
requirements of the procedure envisaged in the
Constitution to secure the interests of the States
in the Union of States as protected in Article 274.

the IGST Act, section 49 of the CGST Act and
section 49 of every SGST Act. Subject to finetuning to provide for inevitable exigencies and
accountability requirements, the provisions
enacted in those statutes mainly envisage the
digital governance of the particulars of every
supply made by a “registered” taxable supplier26
(or his surrogate27 ) to another such registered
taxable supplier by an official manager of a
“common electronic portal”28 on which the
registered taxable suppliers are legally bound to
upload the prescribed particulars of every supply
made or received.

2. Pivotal Roles of IGST in the July 2017
Reform

Such digital governance of the particulars of
“input” and “output” supplies is designed by use
of appropriate algorithms to enable the registered
taxable persons to “use” input IGST credits
accounted for in the Consolidated Fund of India
on account of GST levied on inter-state supplies
in computing the CGST or SGST payable on intrastate supplies out of the CGST or SGST due in
any accounting period (usually a quarter ending
on June 30, September 30, December 31 or March
31); and pay, in voluntary compliance with GST
law, the government’s banker29 for crediting the
respective Consolidated Funds only the excess if
any as CGST or SGST due and payable. It is also
designed to enable every registered taxable supplier
to use input SGST credits and input CGST credits
accounted for in the respective Consolidated
Funds on account of SGST and CGST levied
on intra-state supplies, in computing the IGST
payable on inter-state supplies out of IGST due
in any accounting period and pay, in voluntary

Subject to the constraints25 on the Union
and every State to ensure the accountability of
every Executive to the respective Legislature, the
instrument of IGST has two pivotal roles to play in
the July 2017 Reform, namely(i) enabling the collection of CGST and
every SGST due and payable without causing
any “cascading” by levy of tax on tax (e.g., Levy
of SGST on the amount of CGST paid as part of
consideration for the supply of “input” goods and/
or services); and
(ii) avoiding any harm to the “interests” of the
States in IGST and CST as protected in Article
274.
The July 2017 Reform envisages that IGST
would play the first of its roles in accordance
with the provisions enacted in section 20 of
23

i.e., in case of the Union, the Consolidated Fund of India or, in case of every State, the Consolidated Fund of State vide Article 266,
clause (1)
24
As provided in accordance with clause (3) of Article 266 and with Article 283
25
Especially those enacted in Articles 245, 265, 266 and 283.
26
Vide Chapter VI of the CGST Act, Chapter VI of every SGST Act and clause (v) of section 20 of the IGST Act
27
Vide subsection (4) of section 9 in the CGST Act and in every SGST Act and subsection (4) of section 5 of the IGST Act.
28
Vide section 146 of the CGST Act, clause (xxv) of section 20 of the IGST Act and section 146 of every SGST Act.
29
Reserve Bank of India ,vide rule 85 of the General Financial Rules,2017 made by the Government of India for purposes of Article
283 and the Treasury Rules made by Government of India and every State Government.
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compliance with the GST law, the government’s
banker for crediting the Consolidated Fund of
India only the excess if any as IGST due and
payable. Assuming, in spite of the significant taxinclusive price arbitrage opportunity30 available
to the unscrupulous suppliers, that the benefit
of input GST credits are passed on by every
registered taxable supplier downstream to her/
its customers and clients, such “seamless” input
GST credit chain is expected to avoid cascading,
which would otherwise have led to levy of tax on
tax on values added in every supply chain. Here
“seamless” would mean “irrespective of whether
the sourced inputs were supplied to the recipients
inter-state or intra-state” and would imply legal
exercise of powers31 “across the Union-States
political-cum-administrative divide”32 in order to
ensure avoidance of cascading of levies during the
transmission of values of goods and/or services.
The use by every registered taxable supplier
of input IGST credits available in the Consolidated
Fund of India to pay part of the CGST or SGST
due on making intra-state supplies would make
the Union responsible to transfer33 moneys from
the relevant head of account relating to IGST
revenues(a) to the head of account relating to CGST within
the Consolidated Fund of India in which
CGST revenues would have to form part, and
(b) to the Consolidated Fund of the State in which
the SGST revenues would have to form part.
Similarly, the use by every registered taxable
30
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supplier of input CGST credits and/or input SGST
credits available in the respective Consolidated
Funds to pay part of the IGST due on making
inter-state supplies would make(i) the Union responsible to transfer moneys from
the relevant head of account relating to CGST
revenues to the head of account relating to
IGST revenues in the Consolidated Fund
of India (in which such IGST revenues are
required to be accounted for), and/or
(ii) the State concerned responsible for transfer to
the Union for credit to the Consolidated Fund
of India (of which IGST revenues form part),
from the Consolidated Fund of the State a
sum of money equal to the input SGST used
in paying IGST due.
Such transfers of moneys from one
Consolidated Fund to another or from one head
of account to another within the Consolidated
Fund of India are provided for in the central and
state GST statutes34 . Since the use of input GST
credits by a taxable supplier precedes the transfer
of moneys from one Consolidated Fund to another
(or from one head of account to another within
the Consolidated Fund of India), such input GST
credits would be referred to henceforth in this
paper as advance input GST credits. Such advance
input GST credits facilitate self-assessment by
registered taxable suppliers.
The second of the roles envisaged by the July
2017 Reform for IGST is to help avoid any harm to
the “interests” of the States in IGST as protected in

Commensurate with the sum of CGST and SGST rates. If such sum is high, the opportunity to divert input GST credits by various
unscrupulous means including un-vouched/wrongly vouched supplies would be very significant.
31
Vide Articles 258 and 258A.
32
Discernible from the provisions enacted in Articles 73 and 162.
33
“Transfer” implies appropriation of moneys for expenditure (recognized as “tax-expenditure”) on account of the proceeds of
a tax accounted for in a specific head of account or a specific Consolidated Fund to another head of account related to the same
Consolidated Fund, or, as the case may be, another Consolidated Fund in which the proceeds of another tax are to be accounted for
as stipulated in the applicable law referred to in Article 283.
34
Vide section 53 of every SGST Act, section 53 of the CGST Act and section 18 of the IGST Act

56

Role of Integrated Goods and Services Tax in Securing the Interests of the States

Article 274. This role would have to be understood
in the light of the fact that Parliament has not
made law35 in the manner envisaged in clause
(2) of Article 286 stipulating explicit principles
to determine whether a given supply is “outside
a State” (e.g., when the place of supply which
conforms to the non-GST law regulating contracts
or sales of goods happens to be in international
waters), or “in the course of import into India” or
“in the course of export out of India”, except to
the extent some principles may be implied in the
provisions enacted without reference to the nonGST law regulating contracts and sale of goods,
in the proviso to sub-section (1) of section 5 and
in sections 9,11,13,14 ,15 and 16 of the IGST Act.
While section17 of the IGST Act provides in
principle for the apportionment of IGST to the
Union as a portion equal to CGST as if the interstate supply is intra-state for this purpose, it also
provides that the remaining (i.e., one-half) portion
of IGST would be dis-integrated and distributed
supply-wise to every “destination State” in which
“the place of (that) supply” is located. In addition,
it would also have to be noted that instead of
providing for grants-in-aid as envisaged in Article
275 in support of such States whose “own” tax
revenues may, in spite of compliance with Article
274, be somehow rendered vulnerable to harm
during select accounting periods by the Reform,
the GST (Compensation to States) Act, 2017
(‘GST Compensation Act’) enacted by Parliament
provides for(i) the levy of a central GST Compensation Cess
(‘GST Cess’) in addition to the CGST and
IGST leviable on supplies of goods belonging
to a subset of supplies of goods36 with negative
35

externalities for consumption;
(ii) the establishment37 of GST Compensation
Fund as part of the Public Account of India;
(iii) definitions of “transition period” not exceeding
five years from July 1, 2017 and of “projected
growth rate”;
(iv) uniform prior specification38 of nominal
projected growth rate of revenue subsumed
for every State as 14 per cent per annum for
every State without reference to the growth
rate projected for the Union;
(v) computation39 of base year revenue of a State
and projected revenue for any year thereafter;
and
(vi) calculation and interim release and final
release of compensation to “loss-making”
States during the transition period40.
It is important to note that(a) the GST cess is also a “goods and services tax”
for purposes of the Constitution including
for purposes of defining the mandate of the
GST Council provided in sub-clause (c) of
clause (4) of Article 279A and required to
be exercised by avoiding disharmony in the
levy of GST cess on inter-state and intra-state
supplies of goods with negative externalities
for consumption; and
(b)

for credits to the
the provision41
GST
Compensation
Fund
in
the
GST
Compensation
Act
implies
that
such
credits
would
have to be by appropriation42 of moneys
accounted for as GST Cess revenues in the
Consolidated Fund of India as stipulated in
clause (3) of Article 266.

Similar to the principles stipulated in the law enacted in sub-section (1) of section 4 and in section 5 of the CST Act.
Listed in column 2 of the Schedule to the GST Compensation Act, referred to in subsection (2) of section 8 of that Act
37
Vide section 10 of the GST Compensation Act
38
Vide section 3 ibid.
39
Vide sections 3,4 and 5 ibid.
40
Vide section 7 ibid.
41
Vide Section 18 of the GST Compensation Act
42
In the manner stipulated in Article 112 requiring “charging” the Consolidated Fund of India and further culminating in Article 114
36
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3. Apportionment of IGST, Appropriation
and Assignment
For ensuring accountability in the Union
of States43, the Constitution of India stipulates
that central tax revenues {including revenues
accruing by levy of IGST, CGST, UTGST and
GST (Compensation) Cess}and state tax revenues
(including revenues accruing by levy of every
SGST), whether paid in compliance, or collected
with interest and/or penalty if any in satisfaction of
a notice of demand or recovered from a defaulter
after issue of coercive processes, would, subject to
assignment of the whole or part of the net proceeds
of some central taxes and duties to the States, have
to be accounted for in the respective Consolidated
Funds. The respective Consolidated Funds along
with the respective Contingency Funds and the
respective Public Accounts may be taken to form
part of the central treasury or a state treasury
as the case may be. Payments of moneys into,
custody of moneys in and withdrawal of moneys
from the respective treasury are regulated by law
made by the respective Legislature as provided
in Article 283 of the Constitution of India. India
being a Union of States, accountability implies
that Parliament is not competent to make law to
regulate the payment of moneys into, custody of
moneys in and withdrawal of moneys from any
state treasury and that no State Legislature is
competent to make law to regulate the payment of
moneys into, custody of moneys in and withdrawal
of moneys from the central treasury. Accordingly,
the Executive in the Union is accountable to
Parliament which is the Legislature of the Union;
and the Executive in every State is accountable to
the Legislature of that State.
Assignment of central tax revenues to the
States is provided in Articles 268, 269 and 270
named “India” as well as “Bharat”,vide Article 1.
Vide clauses (1A) and (1B) of Article 270.
45
Constituted by invoking Article 280.
43
44
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of the Constitution. The Constitution does not
provide for the assignment of any state tax
revenues to the Union. After the amendment of
Article 270 in 2016, a prescribed percentage of the
moneys accounted for in the Consolidated Fund of
India as(1) CGST revenues; and
(2) IGST revenues computed in accordance
with the destination-state-wise portions of IGST
as apportioned by a recommendation of the GST
Council to the Union, are also assigned44 to the
States, to be distributed among them in
accordance with the recommendations of a
Finance Commission45. No withdrawal of moneys
from the Consolidated Fund of India is involved
since Articles 268, 269 and 270 provide that the
moneys so assigned to States do not form part of
the Consolidated Fund of India, thereby implicitly
forming part of the Consolidated Funds of the
respective States to which they are distributed
post-assignment.
Instead of assignment of a percentage of
IGST revenues to all the States as a collective
and subsequent “distribution” of the assigned
percentage among the States as in the case of
CGST revenues referred to in clause (1A) of
Article 270, assignment to the States is limited to
the IGST revenues which accrue to the Union as
a consequence of supply-wise apportionment of
IGST between the Union and every destination
State. Assignment of a percentage of central
tax revenues among States and the distribution
of the percentage of central tax revenues so
assigned among the States inter-se, relate to the
recommendations (including recommendations
as to the principles of distribution of the assigned
central tax revenues among the States) of a Finance
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Commission. However, recommendations of
the GST Council on the apportionment of IGST
between the Union and every destination State
would have to be inter-state-supply-wise and
would have to relate to the respective Union and
State portions of the integrated rate of IGST levy,
portions of which may vary from one accounting
period to another and from one destination State to
another depending upon the extent of interests of
the destination State in IGST which would need to
be secured against any harm, in compliance with
the stipulation in Article 274.
Unlike the Finance Commission constituted by
invoking Article 280 for specific periods of tenure
from time to time, the GST Council constituted by
invoking the immediately preceding Article 279A
has no fixed tenure (such as a “transition period”)
to discharge its mandate to recommend supplywise “apportionment of Goods and Services Tax
levied on supplies in the course of inter-State trade
or commerce under article 269A”46 between the
Union and every destination State. Also, while
the GST Council has mandate to recommend
principles that govern the place of supply to help
identify every destination State, it has no mandate
to recommend a priori any “principle” regulating
apportionment of IGST between the Union
and every destination State. It has a continuing
mandate to recommend actual apportionment of
IGST between the Union and every destination
State posteriori, i.e., only after reviewing the
empirical data relating to the net CGST and net
SGST revenues accounted for in every accounting
period after July 1, 2017 in the respective
Consolidated Funds, duly securing the interest
of every destination State as stipulated in Article
274. It is important to note that the Constitution
does not provide for(a) any limited transition period to secure the
46

interests of the States in IGST;
(b) protection of any interest of the Union in
Article 274; and
(c) legislative competence to any delegate
including Parliament, to define the term “supply”
otherwise than as intended in the Constitution.
The provisions enacted47 in the central
and state GST statutes to legally transfer
moneys representing input GST credits from
one Consolidated Fund to another, imply the
appropriation of moneys from every Consolidated
Fund to meet what may be referred to as “tax
expenditure” to ensure that revenues by levy
of every GST which ought to form part of the
respective Consolidated Fund, does form part
of such Fund for purposes of accountability, by
making good every sum of money not paid by
taxable persons as GST due, by availing advance
input GST credits. Within the Consolidated Fund
of India also, moneys are appropriated from
one head to credit another to account for CGST
revenues and for IGST revenues separately since
input CGST credits cannot be used by registered
taxable suppliers to compute SGST payable out of
SGST due, but input IGST credits may be used
by registered taxable suppliers to compute SGST
payable out of SGST due.
Article 246A enacted in 2016 in Chapter
I of Part XI of the Constitution regulating the
relations between the Union and the States makes
a paradigmatic change in the manner in which
legislative competences are allocated in the
Constitution to the Union and every State. The
change is provided without reference to the Lists
in the Seventh Schedule; and the overlap of the
legislative competences of the Union and every
destination State provided in clause (1) of Article

i.e., apportionment of IGST. Vide sub-clause (c) of clause (4) of Article 279A
See footnote 34

47
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246A is repugnance-free (i.e., notwithstanding the
provision made in Article 254). The provisions
enacted in Article 246A could, but do not,
include provisions to enable lawmaking by
every competent Legislature to avoid cascading
of the levies by regulating the “use” of advance
input GST credits by specifically providing for
legislative competence(i) to Parliament to provide for the use of GST
levied by the Union on input supplies as
provided in clause (2) of Article 246A (i.e.,
IGST) and accounted for in the Consolidated
Fund of India in advance of appropriation to
pay part or whole of the GST levied by the
Union or any State on output supplies as
provided in clause (1) of that Article (i.e.,
CGST or SGST); and
(ii) to Parliament and to every State Legislature,
as the case may be, to provide for the use of
GST levied by the Union/any State on input
supplies as provided in clause (1) of Article
246A (i.e., CGST/SGST) and accounted for in
the Consolidated Fund of India/the State, may
be used in advance of appropriation to pay
GST levied by the Union on output supplies
as provided in clause (2) of that Article (i.e.,
IGST).
Without such provisions enacted in Part XI
to enable Parliament and every State Legislature
to make law to facilitate seamless use of input
GST credits to avoid cascading, it is impossible
to attribute any meaning of the provisions enacted
in clauses (3) and (4) of Article 269A and clause
(1B) of Article 270 of Part XII referring to “use”
of IGST to pay SGST or CGST and to the “use”
of SGST to pay IGST, and to the references to
the Consolidated Funds in Article 269A. Most
significantly, neither Article 269A nor Article
270 refers to use of input CGST credits to pay
IGST dues even though Article 269A refers to
the use of input SGST credits to pay IGST dues
and Article 270 refers to the use of input IGST
credits to pay CGST dues. There is also no explicit
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provision enacted in the Constitution to prohibit
the use of input CGST credits to pay SGST dues
and vice versa, though it may be argued that such
prohibition is implied in the provisions enacted in
clause (1) of Article 266.
While “use” of advance input GST credits
would have to be regulated by GST law,
the “transfer” of moneys (representing taxexpenditure to account for such use) from one
Consolidated Fund to another or from one head
of account to another within the Consolidated
Fund of India would have to be regulated by the
procedures for appropriation enacted respectively
in Articles 112 to 114 and in Articles 202 to 204.
This would be so since the moneys accounted for
in any Consolidated Fund on account of input
GST paid has not been assigned for credit to the
other Consolidated Fund. As such, the stipulations
made in clause (3) of Article 266 would have to be
complied with.
The same stipulations would apply in the case
of moneys representing GST cess accounted for
in the Consolidated Fund of India if such moneys
have to be transferred to the GST Compensation
Fund. However, payment of compensation to
“loss-making” States is not a purpose provided in
the Constitution even after the amendment of the
Constitution in 2016. Appropriation of moneys
from Consolidated Funds for extra-constitutional
purposes is prohibited in clause (3) of Article
266. It follows that the enactment of the GST
Compensation Act has not complied with the
stipulation made in Article 245 that lawmaking
would have to be “subject to the Constitution”
{clause (3) of Article 266 in which regulates the
accountability of every Executive to the respective
Legislature in the Union of States}.
4. Procedure for Purposeful Apportionment
of IGST
Even assuming that the Constitution is further
amended to formally provide for the legislative

60

Role of Integrated Goods and Services Tax in Securing the Interests of the States

competences of the Union and every State to make
law to provide the remedy of taxable persons
being enabled to avail advance input GST credits
seamlessly to tackle the mischief48 of “cascading”
of the GST levies, the mischief of harm of varying
degrees to the interests of vulnerable States
as protected in Article 274 would still remain
unaddressed. The GST law would have to provide
a remedy to avoid such harm duly recognizing that
devolution of tax revenues from the Union to every
State is only a means to enable good governance at
the sub-national levels of government by avoiding
harm to the interests of the States-

(ii) apportionment of IGST between a given
destination State and the Union in any
accounting period would not necessarily be
the same as apportionment between another
destination State and the Union since the
extent of the “interest” of every State as
protected in Article 274 would, subject to
variables of market participation, differ from
State to State and from one accounting period
to another such period.

(i) in the pre-GST central sales tax leviable before
July 1,2017 on inter-state supplies of goods
other than alcohol and petroleum products as
protected in Article 274; and

This section would also avoid references to
GST Compensation Act51 which, as argued in the
previous section, has not been enacted subject to
the Constitution, in compliance with Article 245.

(ii) in the central IGST in which the States have
interests after July1, 2017.
There has been a suggestion49 that the July
2017 Reform which was based on the framework
envisaged since 2009 as noted in section 1 of this
paper, would have to avoid reliance on IGST.
Continued reliance by the July 2017 Reform
on IGST is however assumed as a given in this
section, irrespective of the merits of the suggestion
to avoid reliance on the levy of IGST. The essence
of the innovation in conceiving of IGST as the
pivot of the July 2017 Reform is its “integrated”
nature; and as such(i) the pre-appropriation “apportionment of
IGST” would not be the same as the postappropriation apportionment of sums of
money payable out of the Consolidated Fund
of India such, for example, as apportionment50

of sums of money representing grant-in-aid
of the revenues of States referred to in clause
(1A) of Article 275; and

Subject to the caveat in the previous paragraph,
the purpose of the Constitution which provides for
the inter-state-supply-wise apportionment of IGST
between the Union and every destination State in
addition to assignment of central tax revenues
to the States, needs interpretation in the light of
the discussions in the previous sections of this
paper. Such provision for additional devolution
of moneys from the Consolidated Fund of India
to the Consolidated Fund of every State implied
by apportionment of IGST may be assumed to
acknowledge the inevitable consequences of
the Union sharing the political space which had
been reserved till June 30, 2017 to the States for
the levy and collection of taxes on a sub-set of
supplies of goods, which may be referred to as
“sale or purchase of goods within a State”. The
consequences include possible harm to the interests
of the States in IGST as protected in Article 274, if

see Francis Bennion, “Statutory Interpretation” (1984), Part XIV, pp 631-656 regarding “mischief rule”.
Cnossen (2013).
50
Between the State of Assam and the autonomous Tribal Councils within that State.
51
Even if, as pointed out by an anonymous reviewer, the compensation principle is taken into consideration the procedure for
apportionment of IGST by the GST Council as discussed in this section would not change since the question of compensation even if
constitutionally valid would arise only after apportionment of IGST among the Union and every destination State is recommended by the
GST Council.
48
49
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it is not apportioned equitably between the Union
and the destination State related to every interstate supply of goods and/or services52.
Equitable
apportionment
would
also
imply that the term “supply” would have to be
interpreted as understood in common parlance as
involving the acquisition by the recipient of the
supply, a “right” in rem or a “right”in personem53
in exchange for consideration payable/paid for as
expenditure from her/its current income (or other
moneys at her/its disposal as functions of her/its
future income) and the making of profit (or loss)
by the supplier, thus affecting her/its income. As
noted already, the term “supply”, used in defining
“goods and services tax” in Article 366, remains
deliberately undefined in the Constitution and as
such is subject to interpretation as understood in
common parlance as stipulated in Article 36754.
This avoids any need to restrain Parliament by an
amendment of Article 274 to provide safeguards
similar to safeguards about the definition of
“agricultural income” provided in that Article.
As long as the term “supply” is interpreted as
understood in common parlance, the taxes in which
the States have an interest as referred to in Article
274 are not taxes levied by the States themselves
(e.g., tax on agricultural income vide Entry 46 List
II Seventh Schedule, SGST), but are central taxes,
revenues accruing by levy of which are assigned
to, or sharable with, States partly or wholly. But in
spite of the stipulation made in Article 367,the term
“supply” has been defined elaborately in section
7 of the CGST Act and somehow also in section
7 of every SGST Act. Though the definitions are
identical for the time being except for the meaning
of the word “Government” referred to therein,
the Constitution does not provide for legislative
52
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competence to define the term “supply” from time
to time to any delegate (or multiple delegates) in
relaxation of the stipulation made in Article 367.
Depending on the facts relevant to a given supply,
it is likely that the definition of supply enacted
in the GST statutes may lead to an interpretation
different from what is understood in common
parlance. Such interpretation would lead to
inequities in the apportionment of IGST between
the Union and the destination State related to such
supply.
Also, however the term “supply” is
interpreted, the time of every supply would be
the moment when the recipient of the supply
acquires the value sought by her/it in sourcing the
supply- that is to say, the rights in rem in the goods
supplied or the rights in personem in the services
contracted for, as the case may be. Such moments
are determinable only with due reference to the
non-GST law regulating contracts and/or sale of
goods. Accordingly, the place of every supply
would be the place at which the recipient secures,
by acquiring the rights sought in accordance
with the non-GST law regulating the underlying
contract, the value in the supply sourced by her/
it. In defining the categories “sale in the course
of inter-state trade or commerce”, “sale outside
a state”, “sale in the course of import into India”
and “sale in the course of export out of India”, the
1956 Reform relied on the recommendations55 of
the Law Commission based on concepts relating
to the Sale of Goods Act,1930. On the contrary,
the central and state GST statutes do not at all
refer to concepts related to the law regulating
contracts and sale of goods, in defining the various
sub-sets of “supply” referred to in clause (2) of
Article 246A and in clause (1) of Article 286. The

As pointed out by an anonymous reviewer, this however does not imply that the periodical distribution, in accordance with the
rules made under the IGST Act, of the portion of IGST which remains after providing the a priori apportionment to the Union in
accordance with section 17 of the IGST Act has not been regular.
53
See for example Salmond on Jurisprudence (Twelfth Edition) Indian Economy reprint 2006, p.238
54
read with section 20 of the General Clauses Act.1897
55
Vide Law Commission of India Second Report (July 1956)
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GST Council has no mandate to recommend any
amendment to non-GST law but is duty-bound
to tailor its recommendations in harmony56 with
the implications of non-GST law regulating the
acquisition of rights valued by the recipient for
consideration, in accordance with the contracts
underlying every supply.
It is also important to note that(i) from July 1, 2017, every state-level tax on the
sale and purchase of goods has been subsumed
in SGST by the repeal of corresponding
statutes; and while input SGST credits are
allowed by GST law in paying output IGST
due, input SGST credits are not allowed by
GST law to pay output CGST due;
(ii) from July 1, 2017, by partially or wholly
repealing/amending central excise statutes
and amending the Finance Act,1994, Cenvat
(a central pre-GST levy) has been subsumed
in CGST, credit of which if paid on input
supplies would not be available in paying
SGST on output supplies;
(iii) the levy of IGST was both to replace CST
as an instrument to avoid cascading of the
levies in the value chain of supplies and to
balance, by equitable apportionment of IGST
to the Union and every destination State, the
imbalances if any in reconciling the input
SGST/CGST credits used in paying IGST
due on output supplies and input IGST credits
used in paying SGST/CGST due on output
supplies; and
(iv) prior to July 1, 2017, CST revenues were
fully assigned to every State from which the
movement of the goods sold in the course of
inter-state trade or commerce originated and
no part of the CST revenues was retained
by the Union; and while CST Act has been
amended, in spite of Article 245, to somehow
define “goods” otherwise than as defined in
clause (12) of Article 366, it has not been
repealed.
56

As stipulated in clause (6) of Article 279A.

As already noted, CST is one of the taxes in
which States have interest as stipulated in Article
274, and to avoid any harm to such interests,
it would be legitimate to argue that revenues
accounted for in the Consolidated Fund of India in
accordance with the apportionment to the Union
of IGST as recommended from time to time by
the GST Council would have to be assigned to the
States in full (i.e.,100 %) and distributed Statewise in accordance with the recommendations of a
Finance Commission as envisaged in clause (1B)
of Article 270.
The rest of the revenues accounted for in the
Consolidated Fund of India by the levy of IGST
and computed in accordance with the respective
supply-wise portions of IGST apportioned to
every destination State and appropriated from
the Consolidated Fund of India for crediting the
Consolidated Fund of every destination State in
every accounting period would have to be such
as would avoid harm to the interests of such
State in IGST as protected in Article 274, if the
revenues accruing by levy of the respective SGST
in any accounting period happens to be inadequate
when seen in the light of the rate of growth of the
revenues of the Union by way of CGST in the
same accounting period. The GST Council would
have to make its recommendations in accordance
with its mandate as provided in clauses (4), (5)
and (6) of Article 279A. According to the mandate
provided in sub-clause (c) of clause (4) of that
Article the GST Council has the duty to make
recommendations “to the Union and States” on(i) model Goods and Services Tax Laws,
(ii) principles of levy,
(iii) apportionment of Goods and Services Tax
levied on supplies in the course of inter-State
trade or commerce under article 269A (i.e.,
IGST); and
(iv) principles that govern the place of supply.
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It is evident that the GST Council has no
mandate to make recommendations a priori on the
“principles” for the apportionment of IGST. It has
the duty to make recommendations on destinationState-wise apportionment of IGST posteriori
after considering empirical data on the accrual of
CGST revenue and of every SGST revenue net
of transfers made to the Consolidated Fund of
India on account of input IGST credits used, but
inclusive of transfers of IGST revenues made to
the respective Consolidated Funds on account of
the use of input CGST/SGST credits in paying
IGST dues.
Thus, in order to recommend apportionment
of IGST between the Union and every large and
small State, the procedure adopted by the GST
Council would have to enable(i) the ascertainment, after the close of every
accounting period (usually quarter ending
respectively on June 30, September 30,
December 31 and March 31), accurate data
relating to the sums of money accounted
for in every Consolidated Fund as CGST
and every SGST (net of input CGST/SGST
credits availed in paying IGST due and
duly accounting for the sums transferred by
appropriation into every Consolidated Fund
on account of input IGST credits availed in
paying CGST/SGST dues);
(ii) consider the respective rates of growth of
revenue by levy of CGST and by levy of every
SGST during every accounting period over
the previous accounting period;
(iii) identify every State [including every State
referred to in sub-clause (g) of clause
(4) of Article 279A] in case of which the
rate of growth of SGST revenues during
the accounting period over the previous
accounting period is less than the rate of
growth of CGST revenues;
(iv) compute the implicitly varying portions of
IGST to be apportioned destination State-wise
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to the Union and to every destination State so
as to make the rate of growth of the relevant
GST revenues accruing to the State during the
accounting period equal to the rate of growth
of CGST revenues during the same period;
and
(v) in case the rate of growth of GST revenues
accruing to any State referred to in subclause
(g) of clause (4) of Article 279A during the
accounting period is found to be less than
the rate of growth of CGST revenues even
after the whole of IGST is apportioned to that
State, consider if grants-in-aid to such State in
support of revenue in the manner envisaged in
Article 275 would have to be recommended.
In case of every destination State relating
to which account-period-wise rate of growth of
SGST is found better than the rate of growth of
CGST in any accounting period, the whole of
IGST would have to be apportioned to the Union.
It will then be for the Finance Commission to
make its recommendations for the distribution as
provided in clause (1B) of Article 270, among the
States the whole (i.e., 100 %) of the total sum of
moneys computed by applying the destinationState-wise portions of IGST apportioned to the
Union in every accounting period. The purpose
of the stipulation of protecting the interests of the
States in IGST and CST made in Article 274 of the
Constitution would be served(i) on the one hand, by ensuring vide Article
269A, adequate revenues by way of levy
of every SGST and by way of the moneys
computed in accordance with the portion of
IGST apportioned to every State; and
(ii) on the other, by distributing in full vide Article
270, the sum of the moneys computed in
accordance with State-wise-portions of IGST
apportioned to the Union and assigned to
States.
As long as the State Policy continues to rely
on the instrument of IGST playing its pivotal
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roles, the purpose at (i) above would have to
continue to be served in every accounting period
commencing from the July 1, 2017, since the
duty of the GST Council to award the respective
proportions of IGST to the Union and every
destination State is unrelated to any fixed tenure of
the Council; or to any “transition period”, because
such tenure or transition period is not envisaged
in the Constitution. The purpose at (ii) above
would have to be served in accordance with the
recommendations of Finance Commissions which
may be constituted from time to time for fixed
tenures in accordance with Article 280.
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Analytical Models of Tax Evasion in a Black Economy: Lessons
for Macroeconomic Analysis and Fiscal Policies in India
Saumen Chattopadhyay 1
Abstract
Tax evasion and a wide range of undisclosed and illegal activities in the different spheres of the
economy have led to the growth of the black economy in India. While the existence of the black economy
is not a new phenomenon in the developing world, the size of the black economy is estimated to be
substantially large in case of India. In this paper, we deal with the question of tax evasion in a black
economy within simple macroeconomic models and draw lessons for macroeconomic analysis and fiscal
policies in India. In particular, this paper suggests a modified framework for deriving the autonomous
expenditure multiplier in the presence of the black economy.
1. Introduction
Not all the economic activities in an economy
are necessarily legal. There are some economic
activities which are either not reported or partially
reported or falsely reported. Therefore, they remain
unrecorded or falsely recorded which render
data unsuitable and unreliable for any economic
analysis and assessment of the performance of
the economy. Some of these economic activities
can be illegal by definition like drug trafficking
and smuggling. Some activities carried out in the
formal and legitimate sphere can also be illegal
because taxes are evaded out of the incomes
generated from these activities. This generation
of tax evaded income or what are called black
incomes are essentially in the nature of black
profits. This is achieved by splitting total profit
into white profit and black profit by resorting to
accounting manipulations. Since taxes are paid
only out of white profits, tax collection declines
as black profits emerge which fuel the growth of
the black economy. Black profits are by definition
1

illegal and by nature, these illegal incomes are
surreptitious. The macroeconomic implications of
black profits as it manifests in black consumption
and in various channels of black investment remain
relegated from the conventional mainstream
macroeconomic analysis. In the legal sector,
there are various modes of committing illegalities
for the illegal generation of black profits such
as underreporting of production, manipulation
of accounts to show lower profits by escalating
costs, claiming unjustified tax concessions, trade
mis-invoicing, leakages from the government
expenditure to mention the major ones. Incomes
generated from these illegalities constitute an
illegal economy or what we would like to call the
black economy in the Indian context. However,
the recorded economy or the white economy is not
entirely legal and reliable as a part of the recorded
estimates, e.g., gross domestic product (GDP)
and trade estimates, exports and imports contain
illegal generation of income such as leakages
from the government expenditure. Illegitimate
tax accounting involves both tax evasion and tax
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avoidance which is often contested to be unfair and
contentious. Moreover, the continuous conversion
from the black to the white and vice versa, renders
the distinction between the white and the black
rather blurred and fuzzy. The substantial size of the
black economy as evident from the wide range of
illegalities however, has remained mostly outside
the purview of macro-economic analysis and from
the discourse on growth and development in the
Indian context. Some of the major studies on black
economy in the Indian context are Kabra (1982),
Acharya and Associates (1985) and Kumar (1999,
2016, 2017). There have been many attempts to
quantify the size of the black economy in the Indian
context. On 8 November, 2016 the Government
of India announced the policy of demonetisation
with one of the major objectives being elimination
of corruption.
This paper aims at a macroeconomic analysis
of the issue of tax evasion and its impact on the
income determination at a conceptual level. In a
simple Keynesian model, a simple cut in the tax
rate imposed on income provides a stimulus to
the income generation process. If tax evasion is
construed to be a reduction in the effective income
tax rate, the question is how does it affect the level
of GDP. Methodologically, it remains a difficult
issue to grapple with because of the crucial
distinction between short run and the long run and
unknowability of the macroeconomic impact of the
dispensation of the black profits generated because
of its clandestine nature, and a wide degree of
variation across the space and over time. The paper
begins with a few conceptual issues related to the
definition of the black economy and determination
of income in presence of the black economy. This
is followed by a revisit of the two models of
income determination attempted by Peacock and
Shaw (1982a, 1982b) and Bhattacharyya (1994)
to capture the impact of tax evasion on income
determination. In the second model, determination
of the black economy is endogenous to the system.
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2. Conceptualising corruption, black economy
and black money
To begin with, we need to steer clear of the
confusion among the concepts of corruption,
black economy and black money as available in
literature and policy discourse. The conventional
definition of corruption as the abuse of public
office for private gains is partial and biased as
the broader domain of illegalities include the
private sector too as pointed out by Holmes
(2015). ‘The abuse of public office for private
gains’ was as the definition of corruption invoked
by the Transparency International (TI) till 2012.
The World Bank (1997) favoured this definition
too. After 2012, the TI veered towards a broader
definition of corruption as the abuse of entrusted
power for private gain (Holmes 2015). Despite
many studies in India and abroad, the confusion
regarding the definitions of black economy or
what is also called the underground economy, the
shadow economy or the non-measured economy
in the international studies has not yet been
settled. Black incomes are generated when taxes
are evaded on factor incomes, which is mainly
in the form of profit incomes (Kumar 1999).
The scope for evasion out of wages and salaries
is highly restricted in comparison because of the
widespread prevailing system of deduction of
taxes at source. This is the only way the concept
of the black economy is made analytically and
conceptually comparable to the conventional
notion of GDP.
Black incomes are generated in the course of
accounting for profit in the categories of mixed
income and business income by taking recourse to
two main ways (Kumar 1999) and a combination
of them. One is artificial and therefore illegitimate
escalation of costs and two, underreporting of
output and/or sales both amounting to lowering
of reported profits to evade taxes and this is
associated with concomitant generation of black
profit (Kumar 1999). In contrast, black money

Aarthika Charche - Vol 6 No.1, 2021

emerges when a part of black income generated
is held in cash. In order to evade detection by the
tax authorities and the enforcement machineries,
there exists a strong tendency to enter into illegal
transactions in cash rather than cheque or internet
banking. But, in practice, only a small fraction
of black income is held in cash and the rest is
invested in assets mostly non-productive. Black
money is a stock concept similar to the notions of
reported stock of money supply being reported as
a stock, while black economy is a flow concept as
the estimate of GDP is a flow variable measured
during the year.
Bribes, contrary to the popular perception,
should not be counted as black incomes as
bribes are in the nature of transfer payments not
connected with any income generating activities
and furthermore, counting bribes may lead to
the problem of double counting (Kumar 1999).
All illegalities are corrupt activities but in
popular perception, corruption includes bribery.
Inability to separate out bribe income and illegal
transaction in the estimation of the black economy
has created confusion among the various notions
of black economy, shadow economy, underground
economy and non-measured economy. Black
economy as defined above is analytically correct
and is at par with the definition of GDP as argued
by Kumar (1999).
This confusion regarding the relationship
between stock and flow as it is indicated in the
difference between the concepts of black money
and black economy is clearly exemplified in the
Quantity Theory of Money which connects GDP
in nominal terms with the stock of money through
the income velocity of circulation. This confusion
became apparent in case of demonetisation which
was announced by the Government of India in
November 2016 to unearth the black money from
the economy which was expected to act as an
instrument for tackling the menace of corruption.
A one-time elimination of the black money which
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is a stock through demonetisation could not have
dealt with the sustained generation of black income
which is a flow variable. Further, only a small part
of black incomes generated is held in cash and
the rest is invested illegally in various channels
of black investments both within the economy
and outside the economy as the controversy
surrounding the money held in the Tax havens like
Swiss bank accounts indicate.
3. Can we afford to ignore black economy from
the analysis of the Indian economy?
The claim that the black economy is a parallel
economy and therefore it can be ignored for all
practical purposes is hardly tenable. It is not a
parallel economy as it is commonly believed
because black incomes are mostly generated in
the sphere where white incomes are generated
in addition to the illegal sector where incomes
generated are illegal by definition. Therefore,
the black economy and the white economy are
intertwined with often mutually reinforcing
tendencies. Further, all the sectors of the economy
are not equally affected because of the varying
extent of black income generation across the
different sectors because of institutional differences
in creating conducive conditions for tax evasion.
Tax evasion is more feasible in the services
sector followed by the industry which distorts
our understanding of the structure of the Indian
economy in terms of sectoral income shares, and
category wise, wages and profits (Kumar 1999). It
becomes clearer from the following:
Total Economy = white economy *(1+ black
economy/white economy)
Since the ratio (black economy/white
economy) varies across the sectors, the total
economy cannot be studied by focussing on the
white economy alone. Further, all macro variables
are not equally affected by the generation of black
incomes.
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Barring a few attempts (Kumar 1999, 2016,
2017; Chattopadhyay 2002; 2018), the black
economy has remained ignored both in theoretical
and empirical research within a macroeconomic
framework. While it is true that we do not have a
very reliable and consistent time series estimates
of the size of the black economy along with
its components like black consumption, black
investment as black profits interact with the circular
flow of income through black consumption and
various channels of black investments. A closer
analysis of the various forms of black investments
indicates that most of these are generally in
the form of leakages from the circular flow of
income (Kumar 1999). These black investments
in the form of illegal transfers which are mostly
unproductive in nature, leak out from the circular
flow of income. Out of this, a part is stashed away
through mis-invoicing of exports and imports. A
fraction of the government expenditure accrues to
the profit earners illegally as cuts and commissions.
There are many instances of such leakages which
turned out to be major issues in Indian politics in
the past.
4. Estimates of the size of the black economy
Quantification of the size of the black
economy depends on how the black economy
is conceptualised and understood. Estimation
depends crucially on making assumptions
regarding its source, factors responsible and
indicators through which the various facets of the
black economy manifest. We give a brief account
of some of the major attempts made in the recent
times to estimate the size of the black economy in
the Indian context. In a sophisticated econometric
exercise called MIMIC (multiple indicators,
multiple causes) conducted by Chaudhuri and
Schneider (2011) the size of the hidden economy
increased from 8.99 percent in 1960-61 to 23.20
percent in 1997-98 in terms of GDP. Mitra and
Sharma (2016) made an attempt to measure the
amount of tax evasion assessed in terms of tax
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liability. In the early 1990s, it was 79 percent and
it declined to 59 percent in 2003. In a study done
by Kumar (2016), the size of the black economy
exceeded 60 percent. In a detailed empirical
study, Mukherjee and Rao (2017) estimated the
size of the black economy for the three periods
2009-10, 2010-11, 2011-12 which was 30.05,
26.57 and 25.40 percent of GDP respectively at
2007-08 prices. As indicated above, the various
estimates of the black economy are not strictly
comparable because every method sought to
capture a different aspect of the black economy
from a different angle. Notwithstanding these
differences and contestations involved with regard
to the reliability of the estimates, what appears to
be acceptable is that the size of the black economy
is large and has been growing (Kumar 2016). To
make the notion of black economy comparable to
that of the conventional estimate of the economy,
which is nothing but the sum of factor incomes,
black economy too should be defined as tax
evaded factor incomes, profit incomes and as
argued by Kumar (1999), fiscal approach stands
out as a better method because of its ability to
avoid duplication and in achieving conformity
with the definition of the GDP. The range of
illegal activities in the realms of legal and illegal
economic activities questions the authenticity
of the recorded data. Owing to the very nature
of black income, however, the behaviour of the
economic agents in terms of consumption and
investment decisions undergo changes which has
consequences for the white economy.
5. Macro-economic relationships in presence of
the black economy
In this section we show how the black
economy and the white economy remain entangled
and how the macro-balances are achieved in
a closed economy set up. To start with, basic
macroeconomic structure with black economy is
presented.

Aarthika Charche - Vol 6 No.1, 2021

69

5.1. Basic macroeconomic structure with black
economy
Table-1 presents the basic macroeconomic
structure with black economy in terms of income
- expenditure matrix. We use the superscripts, W
and B to distinguish between the two sets of macro
variables for the white and the black economy
respectively. To spell out the structure of the
macro-economy consisting of both black and the
white, we need to locate the various components
of the black incomes, where are they generated
and how the macro variables like consumption,
investment and government expenditure undergo
modification by the very existence of the black
economy.

As argued above, since black incomes are
in the nature of profit incomes, we differentiate
between two categories of individuals, the wage
earners and the profit earners. Though a distinction
has been made between the income taxes and
corporate income taxes as the way it exists in
practice, and one part of the profit is retained and
the other part is distributed, these two distinctions
are not maintained in the following analysis when
the models of income determination are revisited.
We assume that the wage earners do not pay taxes
and the profit earners pay taxes out of distributed
profits. Blurring of these distinctions does not lead
to much of a compromise with the explanatory
power of the model.

Table 1: The income-expenditure matrix in presence of the black economy
Macroeconomic
Variables
Consumption
Government
Expenditure
Investment

Households
White

Black

-C = -Cw -CP

-CB

+C

+GB

+GR

- IBP

+IW

-IWP

GDP
Wages
Net profits
Tax net of
transfers
Interest payments
SumΣ

Firms
Current
Capital
White
Black
White
Black

Government

SumΣ

White
0
-G

+IB

-IWf

- IBf

0
0

Y
+W
+PWD

-W
+PBD

-PW

0
-PB

+PWU

+PBU

-Tf

-TP
+INTg
0

0

0

0

0

0

0
+T

0

-INTg

0

0

0

Source: Author’s analysis (Chattopadhyay 2018), based on Godley and Lavoi (2007).
Notes: The sum across the column shows inflow (+) and outflow (-) for each of the economic entities
while the sums across the rows show the same for each of the macroeconomic categories. The sums are
zero both across the rows and the columns.
Other than mis-invoicing of revenue and
cost, the other common source of black income
generation is the cuts and commissions arising
out of government expenditure. These constitute

various sources of leakages from the capital
expenditure of the government incurred on
infrastructure, on public delivery of services and
welfare programmes.

Analytical Models of Tax Evasion in a Black Economy

70

Government expenditure (G) = Incurred to
buy goods and services produced by the firms and
interest payments (GR) plus cuts and commissions
accrue to the profit earners as black income (GB).

generated and the white consumption (CW)
incurred by both the wage earners and the profit
earners:
C = CW + CB = CWW+ CWP + CBP		

(5)

R

The expenditure (G ) which creates demand
for the goods and services produced by the firm
would be less by this amount of leakage (GB).
The firms pay taxes (Tf) out of white profits
(P ). The post-tax profit is segregated into
distributed profits which accrue to the profit
earners (PWD) and the remaining part is retained as
undistributed profits by the firms (PWU).
W

PW- Tf = PWT= PWD+ PWU			(1)
Similarly, a part of the black profits accrue to
the profit earners and the remaining is retained by
the firms, PBD and PBU respectively. Black profit
distributed can be conceived to be at the disposal
of the capitalists for consumption and investments
at the household level while the retained portion
of the black profits are used by the firms for its
expansion and defraying expenses related to the
activities of the firms. The firm invests IWf out of
PWU and IBf out of PBU (retained black profit).
PB= PBD+ PBU				(2)
Therefore, the total amount of investment
consists of a white and a black part. White private
investment is composed of investment made by
the profit earners and the firms themselves.
IW= IWf + IWP				(3)
Similarly, as explained above, the firms retain
black profits and make illegal investments out of
it, IBf and the profit earners invest IBP. So the total
amount of black investments (IB ) equals
IB= IBf + IBP				(4)
Total consumption, C comprises two parts,
the black consumption (CB) out of black profits

Black consumption by the profit earners: CBP
Black Saving SB= PBP + GB - CBP		

(6)

Total amount of black profits is equal to
PTB = PBP + GB				(7)
In Table 1, the sums of the rows and the
columns are all zero. This ensures attainment of the
macro-balance in this closed economy framework
even in the presence of the black economy.
The various channels of black investments
do not contribute to capital formation at par with
the white investments because these channels
constitute the source of black income generation
and are invested for high return in activities which
are illegal and non-traceable (Kumar 1999).
The multiplier effect of investment in land and
gold which is largely imported is highly limited.
This is because land is a non-reproducible asset.
Estimates of capital flight show that India has lost
significant amount of investible resources through
trade mis-invoicing. Illicit flows from India during
1948-2008 was estimated to be around 1.5 percent
of GDP and 22.8 percent of exports on an average
on an annual basis (Kar 2011). This resulted in
an outflow of US$ 462 billion at the end of 2008.
To put it differently, incomes generated out of
corruption in developing countries are not invested
in productive activities with backward and forward
linkages (Johnston 1975). Black investments are
also held in the form of cash which is a leakage
from the circular flow of income. Black incomes
are generated through illegal means, and they are
mostly used in illegal activities which encourages
indulgences in corrupt practices. These are mostly
invested in activities which are less productive
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such as purchase of gold, and property and in
giving bribes.

multiplier in a model similar to that of Peacock
and Shaw (1982a).

5.2. A Simple Keynesian Model of Tax evasion

In a closed economy, income is determined by
consumption expenditure and autonomous part of
aggregate demand.

Peacock and Shaw (1982a and 1982b) made
an attempt to model the impact of tax evasion
in a simple Keynesian model. They argued that
the study of tax evasion was mostly carried out
within a microeconomic framework to study the
tax evaders’ behaviour in a particular institutional
setting within a socio-cultural and political
context. Tax evasion was also a matter of concern
for the government because it entailed revenue
loss which is partly reflective of poor enforcement
by the tax administration. In contrast, the study of
tax evasion in a macro model was not found to be
exciting enough as tax evasion essentially implied
a decline in the effective tax rate which in a way, was
not very different from tax cut multiplier discussed
in macroeconomics textbook. Of course, it would
affect revenue collection by the government and
consequently, government expenditure too. In
both the cases, it was a decline in the effective tax
rate either because of the tax payers’ behavioural
response to tax policy or it was a policy induced
reduction in tax rate. In a simple Keynesian model
as T = τ.Y where T is the total direct tax collection
and Y is income which is assumed to be equal to
taxable income, and τ is the effective income tax
rate rather than the statutory tax rate. The simple
Keynesian autonomous expenditure multiplier
shows that a decline in the effective tax rate which
is tantamount to tax evasion leads to an increase
in the magnitude of the expenditure multiplier as a
tax cut triggers a rise in consumption expenditure
on account of a rise in disposable income. Peacock
and Shaw (ibid.) argued that consumption out of
tax evaded income was likely to be greater than
that of consumption out of declared or white
income. This is possible because there would be
a natural tendency to hold black income in the
form of cash and spend it quickly to satisfy unmet
demands. This is shown below by deriving the

Y = C + A 				

(8)

Where, Y is total income, C is consumption
expenditure and A is autonomous expenditure
which consists of autonomous private investment
and government expenditure.
Let ‘e’ be the degree of evasion which implies
a constant proportion of income is evaded.
Therefore, YW, YB, YT are white income, black
income and total income respectively.
YW = (1-e).Y and YB = e.Y 		

(9)

YT = YW+ YB		
Consumption expenditure consists of white
consumption, CW, black consumption and
CB and corresponding marginal propensities
to consume out of white and black incomes,
cWand cB respectively. The autonomous parts of
consumption expenditure for white and black are
C0W and C0B respectively.
CW = C0W + cW(1-τ).YW
and CB = C0B + cB.YB			(10)
Generation of black incomes is not demand
determined. It is determined by the extent of
accounting manipulations which reduces the
income reported, YW out of which taxes are paid
and generate YB by a constant proportion ‘e’ of
total income. Therefore we can write the income
determination relationship in a simple Keynesian
model as follows from (8), (9) and (10). The
equilibrium level of income Y* is determined by
the level of aggregate demand.
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Y* = C0W + cW(1-τ).YW + CB0 + cB.YB + A
Y*= cW(1-τ).(1-e).Y + cB.e.Y + A0		

(11)

where A0 = A + CW0 + CB0		
Y* = (A0)/[1- cW.(1-e).(1-τ) - cB.e]

(12)

Y*= (A0)/[1- cW (1-τ) – e{cB - cW(1-τ)}] (13)
If we assume, {cB - cW (1-τ)}> 0,
Y* |e> 0 >Y* |e=0
The government expenditure multiplier can
therefore be expressed as a derivate of income in
response to an incremental increase in government
expenditure. We obtain from (13),
δY/ δG = 1 / [1- cW (1-τ) – e{cB - cW(1-τ)}] (14)
If there is no tax evasion, i.e., e = 0, and
therefore no generation of black income, we
obtain the text book type conventional result for
the equilibrium level of income as the distinction
between white and the black becomes immaterial.
Y* = (A0)/[1- c.(1-τ)]			

(15)

Peacock and Shaw (1982a) showed that in
the extreme case where marginal propensity
of consume (mpc) out of tax evaded income is
one, i.e., the entire amount of tax evaded income
is spent, there will be no loss of tax revenue.
However, as tax evasion continues, illegalities
would persist and in reality, it is unlikely that mpc
out of tax evaded income will be one which ignores
the existence of black channels of investments
which are essentially leakages from the circular
flow of income (Kumar, 1999). The loss in income
tax collection would amount to (τ.YB) every
year commensurate with the generation of black
incomes. Further, the analysis of the entire story
of tax loss due to tax evasion remains incomplete
in absence of indirect tax collection.
Zameck (1989) in a modified framework of

the one developed by Peacock and Shaw (1982a),
included indirect tax as a second determinant of
tax yield. He showed that as long as mpc is less
than one, as the evaders do not distinguish between
white and black income, inclusion of indirect tax
cannot prevent tax revenue loss. In fact, if mpc
out of black income is equal to one, tax evasion
might lead to an increase in tax revenue. However,
as long as black investments, a significant part of
it, leaks out of the circular flow of income, both
direct and indirect tax collection would suffer.
Despite tax evasion, tax collection does not
suffer as equilibrium income exceeds in presence
of tax evasion. Tax collection goes up because of a
still higher profile of consumption which negates
tax loss due to tax evasion fully and tax collection
does not suffer compared to when there was no tax
evasion.
This textbook type analysis does not capture
different aspects of the black economy. While
a complete model of income determination in
presence of the black economy is outside the
purview of this paper, we need to take note of the
following in the context of the above model: (i)
No distinction is made between wage and profit
income. There is just one category of income. If
we assume that tax is evaded out of profit incomes
and the distribution of income shifts in favour
of profit over time, the overall consumption
propensity which is a weighted average of mpc
out of white and black would fall reducing thereby
the value of the multiplier; (ii) Tax is evaded on Y
by a constant proportion ‘e’ as Y is segregated into
white and black income. (iii) No reference is made
to the black investments. In this simple framework
of multiplier analysis, investment and government
expenditure are taken to be given during the period
of working out of the multiplier. In a dynamic set
up, both these autonomous components will vary
on account of tax evasion which will affect fiscal
deficit. In the process, black investments emerge
as a separate category with varying and uncertain
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macroeconomic implications; (iv) black income is
not endogenous to the system as the black incomes
arise out of income generated in the formal sector
by means of tax evasion as a separate entity.
There emerges a gap between production
and income (Y and YW) as a part of income is
converted to black incomes which are not reported
to the tax authorities. As pointed out by Kumar
(1999), the size of the black economy being 30
percent does not mean that 30 percent output is
being underreported. Indirect tax evasion which
has not been considered in this model, adds to this
widening of the gap. Out of a same production
base, both direct and indirect tax evasion take
place.
5.3. Endogeneity of Black Income generation
There have been several attempts (Lai and
Chang 1998; Bhattacharyya 1994) to extend
the model of Peacock and Shaw (ibid.). One
is inclusion of indirect tax in the model as how
increased consumption will lead to a higher
collection of indirect tax collection which would
augment total tax collection consisting of both
direct and indirect taxes. However, the multiplier
analysis in presence of a black economy, notably
by Peacock and Shaw (1982a) and Bhattacharyya
(1994) among others, has remained partial, as it
does not take into account the black economy in
its totality as discussed above.
Bhattacharyya (1994) questions the rise
in the value of the multiplier in presence of tax
evasion as argued by Peacock and Shaw (1982a
and b) as it defies conventional understanding of
the impact of the black economy on the output of
the white economy which is adverse and therefore
it is apparently counter-intuitive. In the simple
Keynesian model, multiplier is derived under the
assumption that investment remains given during
the period which is untenable in actual scenario.
He proposes a slightly different model where
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black incomes are determined endogenously along
with the determination of white or recorded GDP.
Instead of assuming that black income generation
is always a particular fraction of recorded white
GDP, he uses the major conclusions derived
from the micro-theoretic Allingham-Sandmo
(1972) model about the possible determinants
of tax evasion, two of which are tax rate and the
probability of detection of evasion which are policy
variables. The following model, which is based
on primarily Bhattacharyya (1994), is a revised
version of the model given in (Chattopadhyay
2018) in its recognition of the distribution of
income and determination of black profit as a
function of white profit.
Bhattacharyya (1994) suggests that black
income is linked with the white income generation
and two policy variables. Black GDP, YB is
determined by the tax rate, τ, the probability
of detection, π and it is assumed to be a certain
fraction of YW.
YB = β1.τ+β2.π +β3.YW; β1, β3> 0, β2< 0.

(16)

We suggest a modification of this relationship
linking black income generation with white
income generation which seek to determine profit
rather than income as in the Keynesian model
because black incomes are profit incomes as
argued by Kumar (1999). This class distinction
shows how black income generation makes the
income distribution more skewed which can
dampen the value of the multiplier as consumption
propensity out of profit incomes is less than that of
wage incomes.
Total profit is split into white and black,
P = PW + PB
There is an autonomous component of black
profit and it depends positively on the generation
of total profit as shown below. The addition of
PB0 indicates an independent existence of black
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income generation mainly in the sphere of illegal
activities.
P = P 0 + β3.P				(17)
B

B

PB= PB0+ β3(P) = PB0+ β3(PW + PB)
(18)

We add two policy variables as determinants
of black profit, the tax rate and probability of
detection. From (17), and (18),
PB = PB0 + β1.τ+β2.π +β′3(PW) 		
where β′3 = β3(1-β3)-1			

Since, Y = (1/α).P we obtain the following
from above (24)
YW = {(cB - 1)(PB0+ β1.τ+β2.π) + A} }/α[β′3.sB+sW]
			
(25)

Therefore,

PB = PB0+ β3(1-β3)-1(PW)		

where α denotes the share of profit in GDP

(19)

We continue with the formulation of the
consumption function.

The value of the multiplier falls in sharp
contrast to the P and S model (ibid.) where the
value of the multiplier rose. This is because a part
of the expenditure is also directed towards the
sector which generates black profits in view of the
endogeneity of the black income generation. The
positive impact of black consumption is evident
as higher it is, the lower is the dampening effect of
(cB - 1)(PB0+ β1.τ+β2.π). If it is one, the dampening
effect vanishes similar to what it is in case of P and
S model.

C = CW0 + cW(PW)d + CB0 + cB.PB
C = A0+ cW(PW)d + CB0+ cB.PB		

(20)

Where A0 = CW0+ CB0
And (PW)d = (1- τ).PW

δYW/δG = 1/ α [1+β′3- cW.(1-τ) - β′3cB]

Profit consisting of post-tax profit and black
profit is determined by invoking Kalecki’s (1971)
profit determination relation as follows,
PWT + (PB) = A0+CWP + CBP+ IBP+ IWP +
Primary deficit (PD)
(21)
PW = {(cB - 1)(PB0+ β1.τ+β2.π) + A}/[1+β′3-cW.
					
(1-τ) - β′3cB]		
(22)
Where A consists of the autonomous
components of consumption, investment, white
and black and government expenditure.
PW = {(cB - 1)(PB0 + β1.τ+β2.π) + A}/[β′3.sB+sW]
			
(23)
Let us assume for the white economy, the
distribution of income between profit and wage is
as follows,
P = αY and W = (1-α)Y			

The multiplier value of autonomous
government expenditure (G) in presence of tax
evasion goes down,

(24)

= 1/ α [β′3 (1- cB ) + 1- cW.(1-τ)]
δYW/δG = 1/α [β′3.sB+ sW]			(26)
Where, sW = marginal propensity to save
(mps) out of disposable income white and sB is the
additional term for the black economy muted by β′3
as this is what indicates the fraction of increased
white GDP that goes into black GDP. The mps out
of black profit, sB is therefore leakage due to black
GDP. Higher the share of profit (α), lower is the
value of the multiplier.
The leakage from the government expenditure
in the form of cuts and commissions and leakages
arising out of black investment lower the value of
the numerator. In fact the cuts and commissions
from G accrues to PB0 .
The only difference with P and S model is
the rise in the denominator by β′3 which can be
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treated as equivalent to ‘e’, the degree of evasion.
The appearance of β3 is because of the joint
determination of white and black GDP by the
aggregate demand, C and A like it was in the P and
S model.
Since (cB - 1) < 1, and β2 assume negative
values.
If β1τ > β2 π, (cB - 1){β1τ + β2π }<0
and if β1τ < β2 π,
(cB - 1).{β1τ + β2 π }> 0.
In a dynamic model where a part of black
investments leaks out of the circular flow of
income (Chattopadhyay 2002), the value of the
multiplier would fall further compared to the white
investment which is put back into the circular
flow of income as it adds to demand unlike black
investments.
6. Concluding remarks
This paper provides a critique of the general
understanding of the macroeconomics of the black
economy at three levels. First, given the nature of
the black incomes, the distinction between wages
and profits is important to take into account the
worsening income distribution which is not evident
from the reported data. The international literature
has not yet recognised that black incomes are profit
incomes despite the world over prevailing system
of tax deduction at source of wage income and the
very method of accounting manipulation for black
income generation which makes black income
essentially in the nature of black profit. Second,
the loss to the exchequer has deleterious impact
on the extent of state intervention as government
expenditure remains constrained by the decline
in tax collection. Third, the leakage of investible
resources would affect the growth potential of the
economy and even, it affects adversely the quality
of public services and facilities. In fact, in an open
economy the value of the multiplier would fall
further because black consumption would lead
to a rise in the import propensity to consume.
Admittedly, only a dynamic framework can do
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justice to the adverse impact of the black economy
on the white and recorded part of the economy.
However, this is beyond the scope of the paper.
Once unproductive nature of black investments is
taken into account, the economy will settle for a
suboptimal level. There is a need for recognition
of the black economy in Indian macroeconomic
analysis as the black economy is not a parallel
economy but an integral part of the economy,
casting doubt on data and therefore, any macroeconomic analysis based on reported data if the
analysis is devoid of the black economy.
It is therefore imperative that the adverse
impact of the black economy on the Indian
economy is recognised and the systemic nature of
corruption in both public and private are thoroughly
investigated, understood and incorporated in the
economic analysis. Collective thinking by the
government, business and the bureaucracy in
the interest of the democratic functioning of the
institutions and impactful policymaking have
become the need of the hour. Though the total size
of the economy is larger than the recorded part of
the economy, the important issue is that the total
size of the economy would have been larger in
absence of tax evasion and corruption. The true
dynamics of an economy cannot be fully captured
in simple Keynesian type models of income
determination with investment, both white and
black being held constant during the period of
analysis.
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Access to Institutional Credit by Caste among Agricultural
Households in India: A Decomposition Analysis
S. Madheswaran 1 and Karthick V 2
Abstract
Enhancing access to financial services such as credit, insurance and savings in rural areas is a major
policy priority in India. In particular, agricultural credit has been an important focus of policymakers.
The case of agricultural credit is particularly significant because of the crucial role that agriculture plays
in the rural economy in terms of employment and income generation. The Reserve Bank of India, central
and state governments therefore encourage bank lending to rural borrowers through a combination of
lending targets for banks and softer terms for rural borrowers. However, rural India is characterised by
the divisive features of an entrenched caste system. While the influence of caste on economic transactions
might be declining due to the spread of better functioning markets, there is little doubt that caste continues
to play an important role in shaping both economic and social transactions. Against this backdrop,
this paper estimates the determinants of access to agricultural credit by employing a non-linear probit
regression model. Formal agricultural credit market discrimination is measured using a sub-sample of
credit–accessed households and employing Heckman’s two-step procedure. Formal agricultural credit
market discrimination is measured by employing a decomposition method to decompose the gross amount
of credit differential into endowment differences and discrimination coefficients. All these estimations are
based on using the unit level data from 70th Round of NSSO’s Debt and Investment Survey data. Our main
results suggest that both commercial and cooperative banks discriminate against lower caste borrowers
in the credit market. Other things being equal, a reduction in this discrimination may contribute for
effectiveness of access and delivery of agricultural credit services to the socially disadvantaged groups.
1. Introduction
The agriculture sector receives around 90% of
formal credit from the commercial and cooperative
banks (NSSO 2013) in India. Commercial banks
are large and centralised entities under the Reserve
Bank of India (RBI) regulation, and 75% of their
adjusted net bank credit (ANBC) are targeted for
the entire priority sectors (PSL), such as, agriculture
(18%), micro-enterprises (7.5%), and advances
to weaker sections (10%) (RBI 2019). Credit to
agriculture comprises 8% for marginal and small
farmers (MSF, whose land size is less than 2
hectares), and 10% for weaker sections including
MSFs, Scheduled Castes (SCs), Scheduled Tribes

(STs), etc. About 28% of the ANBC is issued to
the agricultural sector every year, and MSFs gets
about 18%. However, the cooperative banks are
decentralised and independent entities under the
Cooperative Societies Act, 1912. Most states
follow a three-tier cooperative structure: Primary
Agricultural Cooperative Societies, District
Central Cooperative Banks, and State Cooperative
Banks. As of 2016-17 financial year, 93,913 rural
cooperative bank branches were lending to farmers
(RBI 2017). As a result, both commercial and
cooperative banks’ compound annual growth rates
of agricultural credit flow, term loans, and crop
loans have increased to 15.1%, 18.9%, and 13.4%,
respectively (NABARD 2019). All this growth was
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materialised by many policies and programmes
such as the nationalisation of commercial banks
(1969 and 1980), the establishment of Regional
Rural Banks (1975) and the National Bank for
Agriculture and Rural Development (1982), the
Special Agricultural Credit Plan (1994–1995),
Kisan Credit Cards (1998–1999), the Doubling
Agricultural Credit programme (2004), the Interest
Subvention Scheme (2010–2011), and the Pradhan
Mantri Jan Dhan Yojana (2014). Consequently,
access to credit yielded a positive impact on
agricultural productivity and household income
(Carter 1989; Carter and Weibe 1990; Binswanger
and Khandker 1995; Pitt and Khandker 1996;
Khandker and Farooqui 2003; Bhalla and Singh
2010; Awotide et al. 2015; Narayanan 2015).
However, whether all needy agricultural
households (AHHs) have access to credit
irrespective of their socioeconomic disadvantage
is a vital question in India, because the caste
system, as a historical social institution, always
works as predictor of economic outcomes. It
determines access to resources and opportunities
such as capital (Kijima 2006), capital and labour
(Banerjee and Munshi 2004), education and
occupation (Munshi and Rosenzweig 2006),
occupation and employment (Thorat and Attewell
2007; Madheswaran and Attewell, 2007; Ito
2009; Prakash 2015), income and expenditure
(Deshpande 2000), maternal health benefits
(Mishra et al. 2021), and irrigation water
(Anderson 2011).
Though both supply and demand-side
economic factors influence access to credit by
AHHs, the social status/background may have
a distinct and significant influence on access to
credit. Social caste is an enclosed entity of class
in India (Ambedkar 2004), and most MSFs belong
to SCs and STs (Dev 2012). This intertwined
factor may affects the SCs and STs access and
size to agricultural credit. Many studies have
found that the influence of caste on access to

formal agricultural credit is strong, even though
the Government of India (GoI) implements many
inclusive policies and programmes (Omvedt
1978; Rudra 1978; Gough 1980; Sarap 1990;
Jodhka 1995; Drèzeet al. 1997; Pal 2002; Sahuet
al.2004; Burgess and Pande 2005; Vaidyanathan
2006; GoI 2007; Jeromi 2007; Singh et al. 2008;
Posani 2009; Mohanty 2013; Kumar et al. 2007;
Kumar 2013a, b; Kumar et al. 2015; Kumar et al.
2017; Prasad 2015; Rao 2017, 2018; Umanathet
al. 2018; Karthick and Madheswaran 2018).
Thus, given this importance of social caste
system in access to rural credit, this article
examines the influence of the caste background
of AHHs on formal agricultural credit and
discrimination to access credit in rural India. In
general, castes are categorised into four major
groups. They are SCs (the most disadvantaged),
STs (also very disadvantaged), Other Backward
Classes (OBCs; of middling disadvantage), and
Forward castes (the traditionally privileged higher
castes). Earlier studies mentioned above have not
measured the discrimination coefficient against
SCs/STs at the commercial and cooperative
institutions. This study is a modest attempt
to measure discrimination against Scheduled
Caste in the access to agricultural credit market.
Other things being equal, a reduction in this
discrimination may contribute for effectiveness of
access and delivery of agricultural credit services
to the socially disadvantaged groups in the society.
The rest of the paper is organized as follows.
Section 2 explains the empirical framework
and methods to estimate the caste and other
determinants of access to institutional credit.
Section 3 describes the variables and data sources.
Section 4 analyses the empirical results on the
determinants for access to formal credit and
decomposition. Finally, Section 5 concludes and
discusses policy implications.
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2. Empirical framework and methods

4. Empirical results

Access to agricultural credit is analyzed by
employing a non-linear probit regression model.
Formal agricultural credit market discrimination
is measured using a sub-sample of credit–accessed
households. To correct for the sample selection
problem in the generation of sub-samples,
Heckman (1979) two-step procedure is used.
Formal agricultural credit market discrimination
is measured by employing Oaxaca (1973) and
Blinder (1973) decomposition method. This
method decomposes the gross amount of credit
differential into endowment differences and
discrimination coefficients in the credit market in
our study. The gross amount of credit differential
can be decomposed by separating credit equations
for both and these functions are estimated via
OLS. The technical details of estimation methods
are summarised in Annexure.

4.1. Agricultural resources by caste

3. Variables and data descriptions
This paper uses the unit-level data from 70th
Round of the All – India Debt and Investment
Survey (AIDIS) conducted by the National Sample
Survey Office (NSSO) for the year 2012–2013.
The Survey provides detailed information on the
incidence and extent of debt, interest rates, access to
formal sources of loans, asset ownership and other
household-level socioeconomic variables. AHHs
mean households of irrigated area, unirrigated
area, orchards and plantation area, forest area, and
area of aquaculture purpose. Agricultural credit
means credits of previously unpaid and currently
received loans used for agriculture’s current
and capital expenditures. This paper uses data
on the rural Hindu households due to their most
significant proportion (82.1%) in the total rural
population of India (Census 2011). Total sample
size of Hindu – AHHs in this Survey is 31,162.
The variables used in the estimation and their
definitions and descriptive statistics (Mean and
Standard Deviation) are given in Table 1.

Generally, inequality of access to credit
arises due to the disparity in economic resources,
especially land, in Indian agriculture. The share of
MSF farmers in the country is 86%, and they own
only 47% of the operated area (Gulati and Juneja
2019). Among the MSFs, due to the persistent caste
structure, the resources are distributed less among
SCs and STs (Dev 2012). For instance, despite
their second-highest share (23%) among Hindus,
SCs’ self-employed AHHs were smaller (13.9%)
than others in 2012 (Table 2). At the same time, the
third-highest shareholders FC (19.9%), possessed
the highest (24.1%) self-employed AHHs. On the
other hand, SCs’ landlessness was more than their
households’ share, but the landlessness was less
for other groups. This is due to the high rate of
land marginalisation among SCs (Rao 2017) and
the failure of land reform policies in India (Besley
and Burgess 2000). Due to this failure of land
redistribution, most of the SCs are still working as
casual labourers, and their share of casual labour
(28%) was higher than their AHHs’ (23%) shares
in 2012. As a result, SCs are still casual labourers
or landless households.
The share of land-operated AHHs increased
overall, but for SCs, this share was lower than
others. The average sizes of the agricultural area
were relatively much lower among SCs (0.58
hectares) than other groups, while FCs held more
than one hectare during this period. This disparity
might be due to the historical denial of rights to
possess resources among SCs. Further, this lack
of inputs and resources reduces their bargaining
power in access to credit, as their disadvantage
becomes an advantage to the relatively more
affluent sections of society in the credit market
(Kumar et al. 2010).

Logarithm of average assets (in rupees)

If AHHs land size is <1 hectare = 1; 0 otherwise

Asset

Marginal

Age of AHHs head (in years)

If the head has no schooling = 1; 0 otherwise

Age

Illiterate

Inverse Mills Ratio

Commercial bank credit
FC
SC
ST
11.020
10.340
10.328
(1.052)
(0.927)
(1.069)
1.122
0.459
0.465
(1.889)
(0.759)
(0.873)
14.517
13.586
13.270
(1.034)
(0.852)
(1.017)
0.493
0.749
0.540
(0.500)
(0.434)
(0.499)
0.226
0.159
0.248
(0.419)
(0.366)
(0.433)
0.163
0.059
0.163
(0.369)
(0.235)
(0.370)
0.118
0.033
0.048
(0.323)
(0.179)
(0.214)
5.533
5.623
5.523
(2.961)
(2.7500
(2.469)
52.233
51.218
47.586
(13.450)
(13.279)
(12.023)
0.284
0.603
0.612
(0.451)
(0.490)
(0.488)
0.138
0.106
0.148
(0.345)
(0.308)
(0.356)
0.191
0.123
0.146
(0.393)
(0.328)
(0.353)
0.304
0.139
0.078
(0.460)
(0.346)
(0.269)
0.083
0.029
0.015
(0.276)
(0.169)
(0.123)
0.883
1.200
1.212
(0.311)
(0.254
(0.342)

Note: Figures in non-parenthesis are means and figures in parenthesis are standard deviations.
Source: Authors

IMR

Graduate

Secondary

Middle

If the head has educated up to 5th standard = 1; 0
otherwise
If the head has educated up to 8th standard = 1; 0
otherwise
If the head has educated up to 12th standard,
certificate or diploma courses = 1; 0 otherwise
If AHHs head has completed graduation = 1; 0
otherwise

Family members (in numbers)

HH size

Primary

If AHHs land size is >4 hectare = 1; 0 otherwise

Large

Semi

If AHHs land size is between >1 and <2 hectare =
1; 0 otherwise
If AHHs land size is between >2 and <4 hectare =
1; 0 otherwise

Irrigated land of household (hectare)

Irrigated

Small

Log of credit amount

Definitions

Dependent
variable

Variables

Table 1: Definitions and descriptive statistics of the variables
Cooperative bank credit
FC
SC
ST
10.542
10.189
9.927
(1.201)
(1.095)
(1.070)
0.965
0.703
0.509
(1.733)
(1.405)
(1.094)
14.332
13.676
13.257
(1.202)
(1.002)
(0.942)
0.471
0.597
0.463
(0.499)
(0.491)
(0.499)
0.239
0.236
0.294
(0.427)
(0.425)
(0.456)
0.174
0.120
0.177
(0.379)
(0.325)
(0.382)
0.116
0.047
0.066
(0.320)
(0.212)
(0.249)
5.188
5.339
5.466
(2.639)
(2.406)
(2.512)
51.660
51.592
48.853
(12.616)
(13.445) (12.011)
0.339
0.603
0.673
(0.474)
(0.490)
(0.470)
0.144
0.129
0.106
(0.352)
(0.335)
(0.308)
0.205
0.147
0.127
(0.404)
(0.354)
(0.333)
0.256
0.093
0.081
(0.437)
(0.290)
(0.273)
0.055
0.029
0.013
(0.228)
(0.168)
(0.115)
0.899
1.128
1.160
(0.321)
(0.307)
(0.334)
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Table 2: Distribution of agricultural resources by caste, India, 2012
Particulars
Total Hindu households (%)
Self-employed AHHs (%)
Landless households (%)
Casual labour AHHs (%)
Land-operated AHHs (%)
Operational area of AHHs (%)
Average area (hectare)
Average irrigated area (hectare)
Average asset value (Rs. in Lakhs /AHH)
Outstanding (Rs.in Lakhs /AHH)
Net worth (Rs.in Lakhs /AHH)

ST
12.4
14.5
10.0
16.0
14.3
13.4
0.87
0.76
6.46
0.60
5.86

SC
23.0
13.9
31.1
28.2
16.6
10.7
0.58
0.49
8.32
0.63
7.69

OBC
44.7
47.5
43.0
41.5
46.1
46.4
0.92
0.76
14.83
0.87
13.96

FC
19.9
24.1
16.0
14.3
22.9
29.5
1.22
1.02
22.32
1.22
21.09

All
100
100
100
100
100
100
0.92
0.77
14.26
0.92
13.34

Source: Authors’ calculation using unit level data in NSSO (2013).
Similarly, average asset values consisting of
agricultural land, buildings and other constructions,
agricultural machinery and implements, livestock
and poultry, transport equipment, bullions and
ornaments, and other financial assets were unevenly
distributed in rural India by caste of AHHs. For
instance, the average asset values of STs, SCs,
OBCs, and FCs were Rs. 6.46, Rs. 8.32, Rs. 14.83,
and Rs. 22.32 lakhs per AHH, respectively. A
better wealth status soothes the households during
a crisis and strengthens to derive a flow of income
and social status as an essential ‘capital’ (Kannan
2016). These inadequate economic resources or
resource-less status of both SCs and STs create a
weak ‘initial condition’ in their access to credit.
Unlike economic resources that are demand-side
factors, formal lenders consider creditworthiness
such as income, debt, and credit history of the
farmers to determine access to credit. In many
cases, non-repayment of earlier loans prevents
households from access to credit and the large and
FC farmers’ credit history is flawless. This is not
supported by our data in Table 2 where FCs have
higher defaulters as their average outstanding
was higher than others during 2012. Therefore,
SCs’ and STs’ access to credit ought to have been
higher across formal sources. However, the less

advantage of net worth (average values of asset −
average loan outstanding) reduces access to credit
to these groups. As a result, high disparities of net
worth prevailed across social groups (Table 2).
4.2. Distribution of formal agricultural credit
by caste
In general, MSFs are mostly belonging to
SCs and STs and face unequal treatment in credit
access than large and FC farmers. This unequal
access to formal credit results in unequal crop
yields and land productivity between social
groups (Rao 2017). This is supported by the shares
of borrowed AHHs (BHHs) which is lesser to SCs
and STs than FCs (Table 3). Again, both STs and
SCs credit shares are one-fourth time lesser than
FCs. The difference/gap between shares of BHHs
and credit show the disparity in access to credit.
This is called the BHH-Credit gap; these gaps are
higher to STs and SCs than FCs irrespective of
formal credit sources. For instance, commercial
banks’ BHH-Credit gaps are 3.4% to STs, 5.6% to
SCs than FCs, which is negative. For cooperative
banks, these figures are 3.2% and 2% to both STs
and SCs, respectively. These credit gaps confirm
that FCs receive more credit than they ought to,
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whereas STs and SCs receive lesser credit than
they ought to be. Further, the ratio of their mean

credit indicates that both SCs and STs avail half
of the shares of FCs’ credit in commercial and
cooperative bank credit markets.
Table 3: Distribution of formal credit by castes, 2012
Particulars

ST
Commercial bank credit
Borrowed Agricultural Households (BHHs) share (%) 9.0
Credit share (%)
5.6
BHH-Credit gap (%)
3.4
Mean credit (Rs. in Lakhs /AHH)
56,260
Ratio (=non-FC / FC)
0.4
t-Value (between mean amount of FC and non-FC)
6.69*
Cooperative bank credit
BHHs share (%)
7.7
Credit share (%)
4.5
BHH-Credit gap (%)
3.2
Mean credit (Rs. in Lakhs /AHH)
35,577
Ratio (=non-FC / FC)
0.5
t-Value (between mean amount of FC and non-FC)
7.4*
Source: Same as in Table 2
Note:* indicates significance at 1% level.
The statistically significant t-values of average
credit show the existence of caste discrimination
in access to credit in agriculture. The AHHs of
SCs are the most deprived as compared to others
in commercial banks, while AHHs of STs are the
most disadvantaged group in cooperatives during
2012 and hence, caste discrimination prevails in
the credit market. The size of this discrimination
is quantified below through estimation of the
determinants of agricultural credit.
4.3. Determinants of Agricultural Credit
The Probit model estimates of determinants
of access to formal credit are given in Table 4.
The coefficients of caste dummies (SC and ST)
are negative and highly significant. This implies
that the SCs and STs have less likelihood of access
to formal credit than FCs. Generally, economic
factors show that asset and irrigated area are vital
to access to formal credit. The factors affecting
access to institutional credit shed light on supply-

SC

OBC

FC

11.0
5.4
5.6
44,555
0.3
9.93*

52.1
49.2
2.9
85,416
0.7
4.21*

27.9
39.8
−11.9
1,29,297
1.0
-

12.4
10.5
2.0
51,456
0.7
5.67*

49.0
48.5
0.5
60,521
0.8
4.07*

30.8
36.6
−5.7
72,385
1.0
-

side constraints. Asset value is positively related
with access to institutional credit, as it impacts
lenders’ assessments of farmer creditworthiness
and repayment capacity. Access to formal finance
is also influenced by landholding size. Institutional
credit agencies favour large farmers as they have
more collateral to offer, and their dominance over
cooperatives makes it easy for them to access
institutional credit. This reinforces the assertion
that vulnerable small and marginal farmers most in
need of institutional credit are often kept out of its
ambit.The marginal effect coefficient shows that
compared to large landholders, access to formal
credit among marginal and small land classes
decreased by 23.5% and 5.9%, respectively.
The education level dummies show that more
educated AHHs are more likely to access credit
than illiterates. Their marginal effect coefficient
explains that access to credit to the primary,
middle, secondary, and graduate-level education
is increased by 4.5%, 5.7%, 5.2%, and 5.3%,
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respectively, than illiterates. Besides social and
economic factors, the education variables explain
that education level creates awareness of credit and
other agricultural training programmes. Lending
sources will also have faith in well-educated heads
of AHHs as they might repay the loans quickly
by working in the non-agricultural employment
sector. The negatively significant geographical
factors show that all regions have less likelihood
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of access to credit than the western states. Finally,
we have performed the Likelihood-Ratio (LR)
test to examine the marginal contribution of each
factor to the outcome variable (access to credit).
The highly significant LR test (22.59 significant
at 1 % level) shows that social factor (Caste) is
crucial for access to formal credit. Hence, the
socially disadvantaged groups like SC/ST are
found to have less access than their counterparts.

Table 4: Determinants of Access to Formal Credit: Estimates of Probit model
Dependent Variable: Access to formal agricultural credit (Yes= 1; 0 otherwise)
Independent Variables
Probit results
Marginal Effect
Category
Name
Coefficients
t-values
Coefficients
t-values
Borrowed Agricultural
OBC
0.0133
(0.66)
0.0046
(0.66)
Households (BHHs)
SC
−0.0977***
(−3.65)
−0.0334***
(−3.73)
share (%)
ST
−0.1328***
(−4.89)
−0.0451***
(−5.02)
Economic Factors
Irrigated
0.0879***
(6.01)
0.0305***
(6.00)
(Large is reference
Asset
0.1084***
(11.43)
0.0377***
(11.44)
group
Marginal
−0.6469***
(−13.16)
−0.2357***
(−12.90)
for marginal, small and
semi)
Small
−0.1761***
(−3.69)
−0.0592***
(−3.83)
Semi
0.0179
(0.37)
0.0063
(0.37)
Demographic Factors
HHsize
0.0190***
(5.79)
0.0066***
(5.79)
(Illiterate is
Age
0.0046***
(7.38)
0.0016***
(7.38)
reference group
Primary
0.1251***
(5.01)
0.0445***
(4.91)
for primary, middle,
second, and graduate)
Middle
0.1608***
(6.93)
0.0574***
(6.76)
Second
0.1461***
(6.22)
0.0521***
(6.09)
Graduate
0.1469***
(3.48)
0.0528***
(3.38)
Geographic Factors
North
−0.2090***
(−7.03)
−0.0695***
(−7.39)
(West is reference
Central
−0.0916***
(−3.64)
−0.0315***
(−3.68)
group)
East
−0.0695**
(−2.51)
−0.0239**
(−2.54)
Northeast
−0.9505***
(−21.49)
−0.2443***
(−34.09)
South
−0.1889***
(−6.63)
−0.0632***
(−6.91)
Constant
−1.7445***(−12.38)
Log pseudo likelihood
−17487.4
Wald Chi-square
3362.68
Pseudo R-square
0.102
N
31,162
Source: Authors
Notes: ***, **, and * are significance levels at 1%, 5%, and 10%, respectively.
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Now we turn to analyse the factors determining
the borrowing amount. In this section, we analyse
what determines farm households’ access to
institutional credit, where borrowing amount
is taken to be the dependent variable. These
may be indicative of the demand-side factors
that determine the amount of institutional credit
obtained. The selectivity corrected OLS results
of the credit functions separately for FCs, SCs,
and STs are presented in Table 5. It explains that
irrespective of credit sources, the irrigated area of
SC is negatively significant in commercial banks
while insignificant in cooperative banks. It shows
that they have less advantage in getting more
credit in commercial banks. This less advantage
in commercial banks’ credit amount affects SCs in
their agricultural productivity.
The variable, assets, is the collateral against
which a loan is advanced. Farmers’ credit
worthiness and repayment capacity is assessed
based on their assets. Asset ownership influences
both access to institutional credit and the amount
borrowed. The other crucial asset for an agricultural
household is the landholding size, which also
denotes the scale of production. The distribution of
operated farm size indicates access to the primary
factor of production. Although the high asset
values influenced access to credit positively to
all AHHs irrespective of formal sources, the SCs’
amount of credit is lower in commercial banks as
their coefficient is 0.3056. All marginal, small,
and semi-medium farmers receive a lesser amount
of credit than large farmers irrespective of social
groups and lenders’ type. This confirms that not
just land but the size of the land is an influencing
economic factor in the credit market. However,
both marginal and small SC farmers’ amount of
credit is lower at the commercial bank than other
marginal farmers. Again, this result confirms not
only land size but also caste influences the credit
market.

The significant demographic factor is
the educational level of the household head.
Inevitably, obtaining credit from any legitimate
financial institution requires paperwork and
submission of documents, which may dissuade
less educated farmers from approaching the banks.
The empirical results confirm this, as socially
disadvantaged groups like SC and ST are found
to have less access than their counterparts. Most
of these farmers also belong to small and marginal
land-size classes, with poor resource bases and
less education. In addition, age is found to have a
positive influence on amount of institutional credit.
These results confirm that differences in access to
education, training, and technical advice among
the socially marginalised castes could have led
to the variations in crop yields, land productivity,
and access to credit.
4.4. Decomposition of Gross Amount of Credit
Differentials
In this section, we decompose the gross
amount of credit differentials by caste into
endowment difference and unexplained difference
(discrimination). The estimated Blinder–Oaxaca
decomposition (1973) results are presented
in Table 6. It indicates that discrimination
coefficients against SCs in the commercial bank
and cooperative bank credits are 34% and 9%,
respectively, while STs discriminated by 31% and
29%, respectively, in the credit markets. A more
considerable amount of discrimination is seen in
commercial banks (34% for SCs and 31% for STs)
than in the cooperatives (9% for SCs and 29%
for STs). Further, Oaxaca and Ransom’s (1994)
approach decomposes the unexplained component
(discrimination) into two parts, namely, the benefit
of being FC and the cost of being SC in the credit
market. This result shows that the costs of being
SC in commercial bank is 16% and cooperative
bank is 5% whereas benefit of being FC is 7% and
2%, respectively, in these markets.

0.48236
14.95
0.2869
0.2677
459

0.0379
46.86
0.2907
0.2845
1,385

0.2001
551

−0.1340
12.47
0.2176

−0.1306
(−0.5)
5.7359*
(5.32)

0.0528
(1.05)
0.3466*
(6.08)
−0.1922
(−0.68)
−0.0266
(−0.1)
0.0898
(0.33)
−0.0175
(−0.98)
0.0013
(0.35)
0.2480***
(2.82)
0.0619**
(1.98)
0.2375**
(1.99)
0.3174**
(1.88)

−0.2054
17.1
0.2358
0.222
678

0.1140*
(2.79)
0.4284*
(8.79)
0.0876
(0.4)
0.0318
(0.18)
0.0377
(0.21)
0.0139
(0.91)
−0.0011
(−0.31)
0.1392**
(2.14)
0.1437**
(2.25)
0.2060***
(2.51)
0.6255***
(2.94)
−0.1953
(−0.88)
4.3752*
(5.24)

Notes: The figures within parentheses are t-values. ***, **, and * are significance levels at 1%, 5%, and 10%, respectively

Source: Authors.

−0.22548
13.63
0.2349
0.2176
546

0.3308
41.64
0.2869
0.28
1,255

Rho (ρ)
F
R2
Adj. R2
N

0.0383
(0.3)
5.6301*
(11.49)

0.4839*
(1.99)
4.0116*
(3.74)

−0.1865
(−0.92)
7.1588*
(6.59)

0.3068*
(2.53)
5.4603*
(9.29)

HHsize
Age
Primary
Middle
Second
Graduate

IMR
Constant

Irrigated
Asset
Marginal
Small
Semi

FC
0.0808***
(4.08)
0.3385***
(11.58)
−0.4803***
(−3.74)
−0.2399**
(−2.11)
−0.0522
(−0.47)
0.0220**
(2.02)
0.0013
(0.56)
0.0356**
(2.41)
0.0004**
(2.01)
0.1737***
(2.35)
0.1252***
(2.98)

0.2035***
(3.51)
0.4061***
(6.96)
−0.4385*
(−1.85)
−0.2445
(−1.08)
−0.1802
(−0.79)
0.0379*
(1.92)
0.0010
(0.27)
0.0254**
(2.19)
0.426***
(3.19)
0.1456***
(2.87)
1.1184***
(3.15)

−0.0505
(−0.9)
0.3056***
(5.14)
−1.0351***
(−4.77)
−0.7946***
(−3.62)
−0.3648
(−1.48)
0.0104
(0.76)
0.0035
(1.17)
0.0278*
(2.23)
0.1302*
(2.14)
0.0647*
(2.56)***
0.1979***
(2.92)

0.0641***
(3.73)
0.3753***
(11.63)
−0.7104***
(−6.88)
−0.4873***
(−4.79)
−0.3870***
(−3.81)
0.0014
(0.14)
0.0020
(1.03)
0.0152**
(2.18)
0.0209*
(2.27)
0.1151***
(2.62)
0.1193*
(2.13)

Cooperative bank credit
SC
ST

Commercial bank credit
FC
SC
ST

Economic
factors

Demographic
factors

Independent variables
Category
Name

Table 5: Augmented Credit Equation: Selectivity bias-corrected OLS results
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Similarly, the cost of being ST is 10% and
11% whereas benefit of being FC is 4% and 6%
in these markets, respectively. This confirms
that the formal agricultural credit policies are
partly ineffective in India. There is still clear and
substantial evidence of discrimination in the formal
credit markets against SCs and STs. A large share
of endowment difference (viz. irrigation land,
asset values, and education level of the head of the
household) between FCs and SCs/STs indicates a
need to distribute other endowments to the SCs/
STs to generate more wealth to access more credit.
If we look at all agricultural production loans
irrespective of their source, the data shows that
farmers who belong to the lowest caste-group,
the Scheduled Castes (SC), receive fewer loans
on average than higher castes. However, we find
that these caste-based differences disappear once
we take into account other characteristics of the

borrowers, such as the amount of land they own,
their wealth and education levels, and various
household demographics. Indeed, in an ideal
world, a lender such as a bank would evaluate the
creditworthiness of a borrower using information
that can predict future repayment ability, such as
repayment histories and ownership of assets that
can be used as security. Lower caste borrowers
might well be poorer and have fewer assets, and
hence receive loans less often. The government
should ensure that the SCs/STs get endowments
such as land for cultivation, full participation in
schooling, employment, and health programmes
to reduce pre-market discrimination. The results
suggest that policymakers may adopt a broader
range of strategies to tackle this persisting
discrimination instead of suggesting more credit
to lower castes.

Table 6: Decomposition Results for the Formal Credit (%), 2012
Blinder–Oaxaca method

Components of Decomposition

FC vs SC
FC vs ST
Commercial bank credit
Explained/endowment difference
Unexplained difference/discrimination
Benefit of being FC in the credit market
Cost of being non-FC in the credit market

65.6

68.8

34.4

31.2

-

-

-

-

Oaxaca and Ransom
method
FC vs SC
FC vs ST
76.7
(0.033346)
23.3
7.1
(0.012016)
16.2
(0.027286)

86.5
(0.039207)
13.5
3.6
(0.011926)
9.9
(0.032918)

93.5
(0.034503)

83.0
(0.037213)

1.8
(0.013166)
4.6
(0.033128)

5.6
(0.012859)
11.4
(0.026255)

Cooperative bank credit
Explained/endowment difference
Unexplained difference/discrimination
Benefit of being FC in the credit market
Cost of being non-FC in the credit market
Source: Authors.

90.6

70.6

9.4

29.4

-

-

-

-
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5.

Conclusion and implications

Inadequate and weak access to institutional
credit among farmers is a major barrier to the growth
and development of agriculture in India. Despite
several efforts by the government to achieve
financial inclusion through the establishment of
cooperative banks, Regional Rural Banks, and the
expansion of rural branches of commercial banks,
among other measures, a significant segment
of farmers remains outside the ambit of formal
financial services. The access of small/ marginal
and Scheduled caste/ Scheduled Tribes farmers to
institutional credit is again very low. This study
examined the role of caste in determining access
to formal credit using national-level data. The
empirical results show that, in a caste-embedded
society, the wealth resources of marginal, small,
SC, and ST agricultural households are meagre
and below the rank of large and FC farmers. This
disparity might be due to the historical denial of
rights to possess resources among SCs. Hence,
this lack of inputs and resources will undoubtedly
reduce the bargaining power of SCs in access
to credit, as their disadvantage becomes an
advantage to the relatively more affluent sections
of society in the credit market. Further, there is
a credit gap between FC and SC/ST households
irrespective of credit sources. The Oaxaca–
Blinder decomposition results show that there is
an evidence of caste discrimination in the formal
credit market, along with large share of endowment
differences. We also find that both commercial and
cooperative banks discriminate SCs/STs in access
to credit. This inequality of access to credit proves
that the policies and programmes initiated by the
government are not adequate enough to achieve
inclusive growth.
The findings imply that strategies for
developing agriculture in India may include

87

efforts to bring socially marginalised farmers
and small and marginal farmers under the
coverage of institutional credit. Relaxation on
minimal collateral requirements, the promotion of
microcredit through collective action, initiatives
promoting financial literacy and mandated
reductions in paperwork may all be considered
as policy options for making agricultural
institutional credit more inclusive. Also the
formal credit agencies may develop more flexible
products and services to enable different social
groups’ households to access credit. The existing
RBI guidelines advocate commercial banks to
strengthen and appraise the farmers by training
them in financial activities. Further, the BHHCredit gaps are high among SCs and STs. Although
the PSL prioritised both SCs and STs with other
sub-categories, there is no statistical record to
show whether their access to credit is low or high.
However, studies confirm that there is a decline in
access to credit among STs and SCs. Therefore,
it is necessary to revamp the PSL scheme by
creating separate fund allocation for SCs/STs or
increasing the allocation of funds from 10% to
more for better access to credit. In the light of ongoing discussion on targeting of doubling farmers
income, agricultural credit being an important tool
of agriculture development policy, the findings
of the study is relevant to policymakers as it
throws light on access of marginalised farmers to
institutional finance and the reasons for lack of
it. Further, proper evaluation and implementation
of programmes and policies are needed to restore
social justice.
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Annexure : Methodology
Access to agricultural credit is analyzed by
employing a non-linear probit regression model,
as their estimated results are asymptotically
consistent and efficient (Cameron and Trivedi
2005). In the probit model, the dependent variable
is binary (1 = access to credit, 0 = otherwise),
and independent variables are quantitative and
qualitative. This model involves estimating the
probability of access to credit with the vectors of
explanatory variables . Therefore, it is assumed to
, i.e.
have an underlying response variable

From Equations (1) and (2),
(3)
where F is the cumulative distribution function
for u and the observed y values are the outputs
of a binomial process with probabilities xi of
from trail to trail. Hence, the likelihood function
is
(4)

Further, the formal agricultural credit market
discrimination is measured using a sub-sample of
credit – accessed households. Involving these subsamples generate a sample selection problem. To
address this problem, Heckman (1979) developed
a two-step procedure. The probit model estimates
the discrete choice model on the entire sample in
the first step. From this solution, the inverse Mills
ratio [IMR λ ] will be calculated and added as
an explanatory variable in the credit function to
tackle the selectivity bias. Therefore, this model’s
sample selection equation is
(5)
and the equation of primary interest (determinants
of credit) is
(6)
The sample selection rule is that y is observed only
when I is greater than zero. Hence, the model
with a bivariate normal distribution ( and ),
zero mean, and correlation , would be

(1)
where
is unobservable. Hence, the
observable dummy variable
is
(2)

(7)
Where,
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The formal agricultural credit market
discrimination is measured by employing Oaxaca
(1973) and Blinder (1973) decomposition method.
This method first employed in the labour market
to decompose the wage differential between male
and female. This method decomposes the gross
amount of credit differential into endowment
differences and discrimination coefficients in
the credit market in our study. The gross amount
of credit differential can be decomposed by
separating credit equations for both FC and SC,
and these functions are estimated via OLS:
(8)
(9)

where
denotes the geometric mean of the
is the vector of
average amount of credit,
mean values of the regressors,
is the vector
of estimated coefficients, and is the error term.
Within this framework, the Oaxaca and Blinder
decomposition is as follows:
(10)

where the first term on the right-hand side can
be interpreted as endowment differences. The
second term in these equations is regarded as
the discrimination coefficients. Since the Blinder
– Oaxaca (1973) method is trapped in an Index
number problem, to solve this problem, Reimer
(1983 & 1985), Cotton (1988), Neumark (1988),
and Oaxaca and Ransom (1994) have proposed an
alternative decomposition where the actual credit
structure lies somewhere between upper bound
(FC) and lower bound (SC) credit structure.
Further, this model decomposes the credit market
discrimination coefficient component into two
parts. One part represents the benefit of being in
the credit market. The other part represents the
cost of being in the credit market. The Oaxaca
and Ransom, and Cotton decomposition model is
as follows:

		

where in (11), the first term on the RHS is
endowment differences between SC and FC,
the second term represents the benefit of being
in the credit market, and the third term refers to
the cost of being SC in the credit market (for the
methodology understanding, see Madheswaran
and Attewell 2007).
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Economic Activity in Pandemic Times through the Lens
of Google Mobility Data: A Comparative Analysis of
Kerala and Karnataka Districts
D Narayana 1 and Shagishna K 2
Abstract
Google Mobility Data (GMD) is a useful source both for its granularity and real time character. An
almost instantaneous measure of district level economic activity was unthinkable without this source.
The analysis shows that in Kerala and Karnataka activity in work places was almost back to the preCOVID-19 levels and footfalls in supermarkets and pharmacy had crossed the January - February 2020
levels by a huge margin by end of February 2021. But public transportation, retail trade and recreation
were down by over a quarter. Parks in South Kerala and the Hill districts were empty but not so in
Malabar. In Karnataka too, the parks in Bengaluru urban and Dharwar districts have seen 50 percent
lower footfalls but Mysuru and Dakshina Kannada districts had reached the pre-COVID levels. The
economy seems to have reached the pre-COVID levels by the fourth quarter of 2020-21 but for tourism
and trade. The second wave has hit both the states hard and economic activity has fallen by more than 50
percent in all sectors in the rural areas and by over two thirds to three quarters in the urban centres. The
district level analysis of activity has shown that caution needs to be exercised while using state averages
as they hide the changes in work and trade regimes. The correspondence between GMD and quarterly
estimates of Gross Value Added (GVA) suggests that GMD could be handy for real time assessment of
economic activity. In fact, they are better than GVA estimates for assessing retail trade and recreation
activity.
1. Introduction

employment to informal.

Gross Domestic Product (GDP) answers the
quest of policy makers for a measure of economic
activity. However, two problems are often
mentioned with regard to this measure. Firstly, it
comes with a time lag and secondly, it is a crude
measure built on many conventions and does
not address the issues around specific activities.
National income statisticians have addressed the
first problem by publishing quarterly GDP and
the second problem at least partly by developing
Satellite Accounts. Despite such innovations, GDP
often fails in its purpose when there is a sudden
structural change such as demonetisation and the
related change in the relationship between the
formal and informal sectors or a shift from formal

As pointed out by RBI (2020) ‘monitoring
economic activity through high frequency
indicators has become paramount for the proactive public policy over the years’ (p.43). But
they too suffer from the first problem mentioned
above. COVID-19 pandemic and the lockdowns
added a new dimension to the problem and ‘real
time spatial information on the economic activity
became critical to draw appropriate inferences
for swift and nimble – footed policy decisions’
(RBI, 2020: p.43). The Federal Reserve Banks of
Philadelphia and New York innovated and came
out with monthly Coincident Index (combining
four state level variables) and Weekly Economic
Index (combining ten indicators) respectively.
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The Reserve Bank of India has attempted to
build Coincident Indicators (CI) with four daily
high frequency indicators. The four variables
used are, i) total vehicle registration; ii) electricity
consumption; iii) air quality index; and iv) Google
and Apple mobility data. CIs have been computed
for 22 states and for the nation as a weighted
average of the state CIs. The computed CIs show
co-movement with Index of Industrial Production
(IIP) growth. But CIs viewed as a measure of
economic activity of the states raises many
questions. How is vehicle registration a measure
of economic activity in a state with no vehicle
production? For the nation as a whole and for
states such as Tamil Nadu and Haryana it may be
a reasonable measure of manufacturing activities
as they have a large share in manufacturing value
added of the respective states, or the nation. But
not for other states. The same criticism applies to
electricity consumption. Google Mobility Report
too has its problems. It has five dimensions not all
of which is a measure of economic activity.
The latest Economic Survey 2020-21 (ES,
2020-2021) uses the Google Mobility Index to
validate the Stringency (of lockdowns) Index for
the Indian states. The mobility index is computed
by taking the average of the monthly averages of
daily values of five variables excluding Residence
(ES, 2020-2021, Vol 1, p.25). These averages could
be hiding more than they reveal. For instance,
footfalls in major urban centres might not have
returned to the pre- COVID levels as a transition
to online has taken place in a big way whereas in
rural and semi-urban areas where e-commerce has
not taken off footfalls may still reflect the level
of activity. Adding up the two and taking it as a
measure of economic activity may be faulty. A
careful analysis of the district level data may be
of use here.
Thus, Google mobility data has emerged as
one of the most used measures of economic activity

owing to its real time availability, granularity and
its components. This paper seeks to explore the
Google mobility data in some detail and analyse
what light it can throw on the economic recovery
path of the first COVID wave and the decline
during the second wave in the districts of Kerala
and Karnataka.
2. Data
Community Mobility Reports show movement
trends by region across different categories of
places3. The headline number compares report
date with a base period calculated as a percentage
change. So, a number such as +25 for a category
means activity is 25 percent higher for that category
compared to the base period. These datasets show
how visits and length of stay at different places
change compared to a baseline. The changes are
calculated using the same kind of aggregated and
anonymized data used to show popular times for
places in Google Maps. Changes for each day are
compared to a baseline value for that day of the
week. The baseline is the median value, for the
corresponding day of the week, during the 5-week
period Jan 3–Feb 6, 2020. It is the median value
of five values obtained during the base period. The
datasets show trends over several months with the
most recent data representing approximately 2-3
days ago. What data is included in the calculation
depends on user settings, and connectivity. These
reports are based on data from users who have
opted-in to Location History for their Google
Account, so the data represents a sample of users.
The above Community Mobility Reports
provide data on six categories of places as shown
below.
a) Grocery & pharmacy (supermarket and
pharmacy is also used in the reports)
Mobility trends for places like grocery markets,
food warehouses, farmers markets, specialty
food shops, drug stores, and pharmacies.

Google LLC “Google COVID-19 Community Mobility Reports”. https://www.google.com/covid19/mobility/ (Accessed: 05 June 2021)

3

Aarthika Charche - Vol 6 No.1, 2021

b) Parks
Mobility trends for places like local parks, national
parks, public beaches, marinas, dog parks,
plazas, and public gardens.
c) Transit stations
Mobility trends for places like public transport
hubs such as subway, bus, and train stations.
d) Retail & recreation
Mobility trends for places like restaurants, cafes,
shopping centers, theme parks, museums,
libraries, and movie theatres.
e) Residential
Mobility trends for places of residence.
f) Workplaces
Mobility trends for places of work
3. Methodology for data analysis
The Google Mobility Report provides the
percentage changes in six categories mentioned
above for each day. We have used the data from
1 July 2020 to 5 June 2021 for all the 14 districts
of Kerala and 31 districts of Karnataka. In order
to manage this massive volume of data averages
of three consecutive week days are taken. As
our focus is on economic activity, week days are
selected. To obtain the data of same week days,
four-week intervals are taken generating data
points from July 2020 to June 2021. While the
data are available from February 2020, we have
selected the period from July 2020 because even
after the lockdown was lifted in the first week
of June, there were local lockdowns of differing
duration across the districts. Since July 2020 there
were only local containment zones with partial
restrictions on economic activities till the second
wave hit us .
In addition to the equally spaced data points
over 11 months, we have taken February 19, 20
and 21 which are the dates of almost full economic
activity in 2021. February 20 and 21 are Saturday
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and Sunday which will allow us to compare week
days with weekends. We have also taken May 24
2021 to reflect the impact of the second wave. For
May 2021 we have taken only a week day as we
do not expect the findings to be very different from
those observed for February where week days are
compared with week-ends.
4. Results and findings from analysis
4.1. Economic Activity in Kerala at the end of
February 2021
We begin by looking at the data for the districts
of Kerala for 19 to 21 February 2021. Tables 1 and
2 present the data.
The issue before us is to interpret the mobility
data to arrive at the changes in level of activity in
the economy. We begin with the google mobility
data on retail and recreation for the districts of
Kerala. Retail and recreation include restaurants,
cafes, shopping centres, theme parks, museums
and movie theatres. The average variation from
the base period for the state as a whole is -21
percent indicating that average footfalls in retail
and recreation centres on 19 February 2021 is
21 percent lower than that during 3 January –
6 February 2020. While there are one or two
exceptions like Malappuram and Kollam, the
values for the districts are around the state
average. The variation across the districts is small.
However, the 21 percent fall cannot be taken as an
equivalent fall in economic activity as larger cafes
and restaurants have increasingly moved towards
delivery of food parcels limiting in-house dining.
But the fall in the recreation centres could be large
as restrictions continue in the movie theatres and
music halls. They have increasingly become live
streaming curtailing the activity in the recreation
centres. Thus, a fall by one-fifth in footfalls could
mean a lower fall in economic activity; it is the
recreation sector which has not recovered not so
much the retail sector.

Economic Activity in Pandemic Times through the Lens of Google Mobility Data
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The picture with regard to the supermarket and
pharmacy which includes farmer markets, food
warehouses and drug stores is entirely different
from that of retail. As restrictions have eased,
activity has picked up and they are over a quarter
higher than they were during the pre- COVID days.

In some districts it is over 50 percent higher. The
small negative number in Thiruvananthapuram is
probably a result of large increase in e-commerce
in the groceries and the mushrooming of roadside
sale of vegetables. Overall, the numbers clearly
suggest a return to normal activity.

Table 1: Google Mobility Data for the Kerala Districts, 19 February 2021

District
Alappuzha
Ernakulam
Idukki
Kannur
Kasaragod
Kollam
Kottayam
Kozhikode
Malappuram
Palakkad
Pathanamthitta
Thiruvananthapuram
Thrissur
Wayanad
Kerala

Variation (%) from the Base Period
Retail
Supermarket
and
and
Public
Parks Transport
Workplaces Residences
Recreation Pharmacy
-12
-26
-22
-20
-23
-12
-26
-20
-8
-23
-21
-27
-22
-25
-21

+49
+20
+4
+38
+22
+41
+29
+42
+65
+50
+30
-4
+27
+50
+28

-10
-11
-43
+11
+20
-34
+3
+25
+2
+17
-15
-28
-19
-45
-9

-14
-22
-9
-19
-12
-14
-24
-13
-4
-11
-28
-17
-18
-14
-14

-5
-16
-2
-1
-5
-6
-11
-9
-2
-1
-2
-14
-6
-6
-8

+9
+12
+11
+9
+7
+8
+13
+10
+4
+11
+9
+10
+10
+11
+8

Source: gstatic.com/covid19/mobility/2021-02-19_IN_Kerala_Mobility_Report_en-GB.pdf
Public transport too shows the level of activity
to be lower by about 14 per cent. Interestingly, it is
lower by about a fourth in Ernakulam, Kottayam
and Pathanamthitta. The influence of Shabarimala
pigrimage and domestic tourism seems to be
playing an important part here. In the other
districts it is about 15 per cent lower. Footfalls
in parks show a curious phenomenon. While in
the northern Malabar districts the activity levels
have crossed the base levels by 10 to 20 per cent,
districts south of Thrissur report 10 to 25 per cent
lower activity and Idukki and Wayanad over 40
per cent lower. The last two could be owing to

the lower activity in tourism. Thus, tourism and
recreation related activity levels are still about a
fourth to fifth lower in the state in the last quarter
of 2020-21.
Work place mobility suggests that levels of
activity have almost reached those that existed
in January 2020. Although all-Kerala average is
8 per cent lower, it is largely contributed by the
high negative values in Ernakulam, Kozhikode,
Thiruvananthapuram and Kottayam. The first
three are the major IT centres of Kerala and Work
from Home (WFH) is widely prevalent in the
three districts. Hence, 15 per cent lower level of
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mobility could as well be equivalent to the normal
of January - February 2020. An indication of it
could be seen in the last two columns of Table 2
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where these districts report numbers that are no
different from the others (last two columns refer to
February 20 and 21, Saturday and Sunday).

Table 2: Google Mobility Data for the Kerala Districts, 19-21 February 2021
Variation (%) from the Base Period
Supermarket and
District
Public Transport
Workplaces
Pharmacy
Date19 Date20 Date21 Date19 Date20 Date21 Date19 Date20 Date21
Alappuzha
+49
+55
+40
-14
-6
-17
-5
+4
+8
Ernakulam
+20
+26
+10
-22
-18
-25
-16
-3
-1
Idukki
+4
+9
-5
-9
+1
-10
-2
+7
+7
Kannur
+38
+52
+38
-19
-17
-26
-1
+3
+5
Kasaragod
+22
+32
+10
-12
-5
-18
-5
+2
+3
Kollam
+41
+47
+34
-14
-10
-16
-6
+2
+4
Kottayam
+29
+36
+14
-24
-23
-29
-11
+1
-2
Kozhikode
+42
+42
+38
-13
-13
-20
-9
0
+4
Malappuram
+65
+70
+52
-4
-3
-8
-2
+9
+9
Palakkad
+50
+54
+39
-11
-7
-21
-1
+9
+8
Pathanamthitta
+30
+36
+24
-28
-22
-33
-2
+6
+7
Thiruvananthapuram
-4
+2
-10
-17
-12
-19
-14
-2
+0
Thrissur
+27
+29
+16
-18
-21
-29
-6
+6
+6
Wayanad
+50
+68
+69
-14
-13
-27
-6
+5
+0
Kerala
+28
+33
+18
-14
-11
-19
-8
+2
+4
Source: Same as Table 1
Table 2 presents the data of three consecutive
days of February to compare the economic
activities of 19 February with that of 20 and 21.
Residence, Parks, and Retail and Recreation are
not considered for analysis as they are not expected
to make a difference during weekends as 20 and
21 are Saturday and Sunday. On the other hand,
variables such as Supermarket and Pharmacy,
Public Transport, and Workplaces are showing
similar trends to that of Table 1. There are district
wise variations, but despite these variations
supermarket and pharmacy across the districts
shows large increases compared to the baseline.
Mobility in public transit points is lower and the
reduction is larger on Sundays indicating that

people are confined to their homes on holidays. As
regards work places, Kerala is back to the levels of
January 2020. The metropolitan areas do not show
large reductions during the weekends as WFH
does not make a difference as they are not work
days.
In sum, activity in work places in Kerala
towards the end of February 2021 is almost back
to the levels of January 2020, the pre COVID 19 days; activity in supermarket and groceries
is higher by more than 25 per cent and public
transport is still languishing as activity in retail
and recreation and parks is still lower by a quarter.
But there is a small difference in that parks in
Malabar report increased activity but not in the
southern districts.
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4.2. Economic Activity in Karnataka at the end
of February 2021

similar to that in Kerala as seen from the google
mobility data presented in Tables 3 and 4.

The recovery in economic activities in
Karnataka by the end of February 2021 is very
Table 3: Google Mobility Data for the Karnataka Districts, 19 February 2021

District

Variation (%) from the Base Period
Retail
Supermarket
and
and
Public
Parks
Recreation Pharmacy
Transport Workplaces Residences

Bagalkot
-7
+37
+14
+8
-3
+9
Bengaluru Rural
-9
+44
+5
-13
-8
+12
Bengaluru Urban
-32
-5
-44
-18
-40
+12
Belagavi
-8
+56
-2
+18
0
+10
Bellary
-15
+37
-34
0
-6
+8
Bidar
-18
+65
-7
-8
-8
+7
Bijapur
-8
+48
-36
+13
-2
+11
Chamarajanagara
-10
-*
-10
+12
-1
+5
Chikkaballapur
-13
+39
+1
+22
+4
+11
Chikkamagaluru
-18
+27
-7
+15
-3
+9
Chitradurga
-16
+105
-25
-4
-11
+13
Dakshina Kannada
-15
+23
+13
-7
-6
+10
Davanagere
-3
+31
-32
+10
-3
_9
Dharwad
-12
+46
-47
-2
-4
+11
Gadag
-13
+50
-19
+7
-13
+8
Gulbarga
-7
+37
-19
-8
-5
+7
Hassan
+6
+16
+3
-14
-6
+11
Haveri
-17
+52
-24
+6
-3
+8
Kodagu
-23
+30
-32
+7
0
+7
Kolar
-24
+84
-31
-1
-1
+10
Koppal
-12
+36
-24
+13
-11
+5
Mandya
-26
+33
+4
+4
-12
+8
Mysusru
-20
+11
+1
+8
-14
+9
Raichur
-10
+56
-45
-4
-8
+8
Ramanagara
-13
+122
0
+1
-3
+10
Shimoga
-21
+46
+26
-6
0
+9
Tumkur
-5
+37
-19
+20
-5
+12
Udupi
-16
+15
-16
+6
-6
+11
Uttara Kannada
-2
+20
-15
-2
-2
+6
Yadgir
-17
+24
+30
-14
-12
+7
Karnataka
-26
+10
-27
-7
-27
+10
Source: gstatic.com/covid19/mobility/2021-02-19_IN_Karnataka_Mobility_Report_en-GB.pdf
Note: *Data for Chamarajanagara is not shown because of poor quality.
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Taking the retail and recreation sector in
Karnataka, it may be seen that the overall fall is
of the same order as that in Kerala (Table 3). This,
however, is largely on account of the massive 32
percent fall in Bengaluru urban. The other urban
centres such as Mysuru too show larger declines.
While the recreation part of the sector may be
facing subdued activity everywhere, the fall in
footfalls in the retail sector in the urban centres
need not mean lower level of economic activity
as delivery of food parcels and goods may be
back to the pre-COVID levels. An indication of
it is available from the data on footfalls in the
supermarket and pharmacy sector. The overall
average increase is only 10 percent but in every
district the increase is more than 15 percent. The
exceptions are Bengaluru urban and Mysuru both
of which are major urban centres. If we discount
the online sale of grocery in the urban centres, then
the economic activity has grown much beyond the
levels in January – February 2020.
Turning to public transport and workplaces in
Karnataka during February 2021, it may be seen
that unlike Kerala there is a close correspondence
between the two in the districts of Karnataka
(Table 3). The two major exceptions are Bengaluru
urban and Mysuru. The footfalls in workplaces in
both the districts show large fall, probably because
of the presence of large information technology
workplaces and the transition into a work from
home regime. As regards public transport, in
most of the rural districts the activity levels have
either reached the levels of January – February
2020 or surpassed them by a substantial margin.
The large negative value for Bengaluru urban has
pulled the state average down but cannot be taken
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as a reflection of the overall level of economic
activity. Similarly, the large fall in footfalls in
workplaces for the state as a whole is misleading.
The contribution of Bengaluru urban (-40%)
and Mysuru (-14%) are behind this number and
cannot be taken as a fall in workplace activity.
In fact, for most of the districts – 20 out of 30 –
the percentage fall is less than 6%. Thus, it may
be said that both public transport and workplace
activity in Karnataka has almost reached the pre
-COVID levels by February 2021.
Taking the data for week-ends, 20-21 February
2021, it may be seen that footfalls on Saturday
and Sunday in supermarket and pharmacy in
most of the districts are more than those during
the weekday (Table 4). The average for Karnataka
does not reflect it as the slightly higher fall in
Bengaluru urban pulls the average down. The
pattern is more or less similar as regards public
transit and workplaces. The numbers for the weekends are either comparable or higher than those for
the week day. Again, taking the overall average
may not be appropriate and focusing on the values
of the districts it may be concluded that economic
activity has almost reached the pre-COVID levels.
Taking the experience of the two states, it may
be said that most of the economic activity has been
inching towards the pre-COVID levels by the end
of February 2021. The exception was recreation
as restrictions were still in place for many of the
activities and tourist flow had not begun. The
analysis also showed that the state averages of
mobility numbers are poor measures of economic
activity as they do not adequately reflect the
impact of changes like work from home.
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Table 4: Google Mobility Data for the Karnataka Districts, 19-21 February 2021

District
Bagalkot
Bengaluru Rural
Bengaluru Urban
Belagavi
Bellary
Bidar
Bijapur
Chamarajanagara
Chikkaballapur
Chikkamagaluru
Chitradurga
Dakshina Kannada
Davanagere
Dharwad
Gadag
Gulbarga
Hassan
Haveri
Kodagu
Kolar
Koppal
Mandya
Mysusru
Raichur
Ramanagara
Shimoga
Tumkur
Udupi
Uttara Kannada
Yadgir
Karnataka

Variation (%) from the Base Period
Supermarket and
Public Transport
Workplaces
Pharmacy
Date19 Date20 Date21 Date19 Date20 Date21 Date19 Date20 Date21
+37
+39
+43
+8
+6
+2
-3
-1
-11
+44
+44
+56
-13
-9
-4
-8
+1
-3
-5
-7
-10
-18
-11
-5
-40
-14
-11
+56
+49
+48
+18
+18
+15
0
+3
-3
+37
+48
+28
0
0
-4
-6
-2
-8
+65
+73
+74
-8
-6
-4
-8
-5
-9
+48
+44
+40
+13
+12
+11
-2
-1
-6
+131
+12
+13
+23
-1
0
-7
+39
+44
+44
+22
+25
+29
+4
+12
+8
+27
+33
+43
+15
+18
+15
-3
+2
-10
+105
+133
+101
-4
+4
+8
-11
-3
-11
+23
+18
+11
-7
-4
-5
-6
-3
-1
+31
+33
+25
+10
+14
+15
-3
-1
-6
+46
+47
+37
-2
-1
-6
-4
+1
-7
+50
+16
+12
+7
-3
-8
-13
-6
-20
+37
+37
+43
-8
-8
-7
-5
-2
-7
+16
+34
+37
-14
-12
-4
-6
+1
-7
+52
+58
+47
+6
+14
+4
-3
+1
-15
+30
+49
+37
+7
+5
-1
0
0
-6
+84
+73
+95
-1
-1
+6
-1
+6
-2
+36
+60
+67
+13
+13
+1
-11
-11
-19
+33
+36
+37
+4
-6
-3
-12
-5
-5
+11
+11
+4
+8
+8
+9
-14
-5
-7
+56
+46
+47
-4
-2
-4
-8
-5
-10
+122
+106
+116
+1
+1
+11
-3
0
-9
+46
+47
+30
-6
-4
-2
0
+5
0
+37
+28
+35
+20
+24
+41
-5
0
-2
+15
+23
+5
+6
+9
+7
-6
-6
+4
+20
+29
+21
_2
+3
+3
-2
+6
0
+24
+44
+34
-14
-8
-13
-12
-6
-19
+10
+7
+2
-7
-3
0
-27
-7
-7

Source: Same as Table 3
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4.3. Second Wave of Pandemic and the Collapse
of Economic Activity
The economic activity was tending to reach
the pre-COVID levels by February-March 2021
when the second wave hit many parts of both the
states. This section assesses the fall in economic
activity in May following the lockdowns. Table
5 presents the google mobility data for a week
day in May (24 May) for Kerala. It may be seen
that footfalls in retail and recreation centres have
fallen by around 65 percent in most of the districts.
Movie halls and convention centres which were
closed for most of 2020-21 begin the year 202122 with no better prospects. Restaurants and cafes
which had just gotten over a difficult year are
faced with the same prospects that faced them
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last year. Supermarkets and pharmacies have not
seen a sharp fall in activity during the lockdowns.
Grocery supplies are essentials and cannot be cut
and hence activities have only seen a mild fall.
Unlike in February 2021 when the economic
activity was rising there is a close relationship
between public transportation and workplace
foot falls across districts (Table 5). And both
show more than 50 percent fall on a weekday in
May compared to the pre-COVID days. Further,
the discordance between the two owing to work
from home in the districts with large cities seen
in February is not to be seen in May. For instance,
the differences between the two in Ernakulam and
Thiruvananthapuram are lower than in many other
districts.

Table 5: Google Mobility Data for the Kerala Districts, 24 May 2021

District

Variation (%) from the Base Period
Retail
Supermarket
and
and
Public
Parks Transport
Workplaces Residences
Recreation Pharmacy

Alappuzha
-56
-14
-32
-56
-45
Ernakulam
-71
-14
-37
-65
-57
Idukki
-63
-9
-62
-54
-45
Kannur
-62
0
-5
-55
-44
Kasaragod
-56
-23
+18
-50
-46
Kollam
-62
-2
-36
-57
-49
Kottayam
-67
+4
-13
-60
-53
Kozhikode
-67
-7
-4
-54
-51
Malappuram
-69
-15
-29
-58
-58
Palakkad
-70
-10
-13
-64
-53
Pathanamthitta
-56
+13
-4
-57
-41
Thiruvananthapuram
-66
-29
-54
-58
-54
Thrissur
-74
-32
-51
-67
-59
Wayanad
-64
+2
-60
-57
-49
Kerala
-67
-13
-29
-57
-52
Source: gstatic.com/covid19/mobility/2021-05-24_IN_Kerala_Mobility_Report_en-GB.pdf
A comparison of Table 5 with Table 6 suggests
that Karnataka has been hit harder by the lockdowns
following the second wave. Retail and recreation
activity has fallen by three – quarters overall with
most of the rural centres showing a fall of over

+36
+37
+31
+33
+27
+36
+37
+36
+39
+39
+29
+34
+39
+31
+34

60 percent and urban centres showing declines of
close to 80 percent. Surprisingly, supermarkets
and pharmacies are showing a fall of over a
quarter and major urban centres reporting more
than 50 percent fall. While public transportation
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and workplace footfalls have shown a decline of
50 percent in most of the districts, it is closer to
75 percent in major urban centres. Thus, overall,
the second wave has hit economic activity very

hard with the stringent lockdowns and curfews.
The livelihoods which were getting some support
through recovery are again in dire straights for the
vast majority of people.

Table 6: Google Mobility Data for the Karnataka Districts, 24 May 2021

District
Bagalkot
Bengaluru Rural
Bengaluru Urban
Belagavi
Bellary
Bidar
Bijapur
Chamarajanagara
Chikkaballapur
Chikkamagaluru
Chitradurga
Dakshina Kannada
Davanagere
Dharwad
Gadag
Gulbarga
Hassan
Haveri
Kodagu
Kolar
Koppal
Mandya
Mysusru
Raichur
Ramanagara
Shimoga
Tumkur
Udupi
Uttara Kannada
Yadgir
Karnataka

Variation (%) from the Base Period
Retail
Supermarket
and
and
Public
Parks Transport
Workplaces Residences
Recreation Pharmacy
-59
-67
-80
-66
-59
-62
-65
-56
-59
-74
-60
-75
-70
-79
-52
-59
-69
-56
-78
-63
-61
-80
-74
-65
-62
-71
-68
-73
-58
-65
-76

-23
-16
-52
-6
+19
+1
-26
+67
+12
-42
+47
-45
-37
-49
-36
-20
-55
-11
-68
+27
-18
-55
-43
-40
+40
-12
-20
-34
-15
-27
-43

+6
-41
-77
-44
-37
-38
-51
-29
-11
-36
-46
-21
-55
-72
-15
-39
-26
-24
-74
-40
-51
-22
-48
-54
-6
+15
-31
-35
-48
+22
-57

-47
-60
-69
-47
-32
-53
-46
-41
-18
-58
-47
-56
-56
-62
-42
-45
-67
-54
-73
-49
-54
-64
-44
-57
-46
-54
-46
-50
-46
-61
-58

-45
-46
-75
-50
-46
-46
-52
-47
-46
-54
-48
-55
-56
-63
-51
-46
-64
-48
-59
-48
-51
-64
-59
-49
-52
-49
-54
-54
-44
-56
-67

+34
+33
+36
++36
+26
+25
+34
+30
+32
+36
+33
+33
+37
+42
+33
+27
+39
+31
+34
+33
+30
+40
+35
+29
+32
+35
+38
+36
+28
+29
+33

Source: gstatic.com/covid19/mobility/2021-05-24_IN_Karnataka_Mobility_Report_en-GB.pdf
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4.4. Economic Activity through July 2020 to
June 2021
Having compared the levels of economic
activity towards the end of February 2021 and
May 2021 with the pre-COVID levels this section
seeks to take a look at the trends over the period
from July 2020 to June 2021. The thirteen points
28 days apart almost corresponding to the months
shown in Fugures 1 to 6 present the trends in levels
of activity of selected districts in the two states.
The numbers shown on the X-axis stand for 1 – 1,
2, 3 July, 2 – 29, 30, 31 July, 3 – 26, 27, 28 August,
4 – 23, 24, 25 September, 5- 21, 22, 23 October,
6- 18, 19, 20 November, 7- 16, 17, 18 December,
8 – 13, 14, 15 January, 9 – 10, 11, 12 February,
10 – 10, 11, 12 March, 11 – 7, 8, 9 April, 12 – 5,
6, 7 May, 13 – 2, 3, 4 June. The Y-axis shows the
3-day average variation in mobility from the base
period.
Through July 2020 activity in workplaces
decreased in all the districts of Kerala (Figure 1)
falling below 35 per cent of the base period. There
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was a sharp pickup in August, a mild drop in
November and improvement through December
to April 2021. After that came the sharp fall during
the second wave of COVID-19 and lockdown by
the state government. The improvement in Kannur
was rapid reaching almost the base level by end of
January 2021. But in most of the districts the level
was 10 – 15 per cent lower than the base period.
Thiruvananthapuram however, shows an entirely
different pattern from the rest largely influenced
by WFH.
As regards public transportation, there are
variations across the districts but the common
pattern is one of a sharp rise in August –
September followed by maintaining the level up
to December. End of December showed another
sharp jump followed by a dip in January. The
peaks reached in December are very different
across the districts (Figure 1). It slowly falls after
the end of Decemeber and hits a high during the
month of March 2021, when the economy was
back to normal after the first wave. A sharp decline
in public transportation comes during the month
of April with the lockdowns of second wave.

Figure 1: Variation in Mobility in Workplaces and Public Transit Points, Kerala

Source: https://datastudio.google.com/reporting
Note: X – axis measures Months and Y- axis % variation.
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Figure 2 shows the variation in mobility in
supermarket and grocery. The common pattern
across most of the districts is the one depicted by
Ernakulam, namely a sharp dip in August; enter
positive territory in September and a continuous
rise beyond. Malappuram has continued to remain
in the positive territory throughout with a dip in
August. The pattern in Thiruvananthapuram is
comparable to that of Ernakulam but the variation
has remained entirely in the negative territory.

Turning to retail and recreation, it may be seen
that the reduction is very large (Figure 3). While
the situation is improving in all the districts
(similar to Kozhikode), the activity levels are still
20 -30 per cent lower. Kannur showed a sudden
rise but fell back to the negative territory quickly
during the second wave.One common trend in all
the activities was that the depth to which activity
levels have fallen in May - June 2021 were
comparable to that during the first wave.

Figure 2: Variation in Mobility in Supermarket and Pharmacy

Source: Same as Figure 1
Note: X – Axis measures Months and Y – Axis % Variation in Supermarket and Grocery
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Figure 3: Variation in Mobility in Retail and Recreation

Source: Same as Figure 1
Note: X – Axis measures Months and Y – Axis % Variation in Retail and Recreation
In Karanataka, one does not see the steady
improvement from August 2020 to March 2021 as
seen in Kerala. Rural Karnataka has not seen the
large fall in mobility during the first wave and the
recovery from August 2020 onwards as regards
public transit and mobility in workplaces (Figure
4, Bengaluru Rural, Udupi, Chikkamagaluru).
Bengaluru Urban did witness a pattern similar to
Kerala – slow recovery from August 2020 reaching
a peak in February - March 2021. It is the same
story with regard to supermarket and pharmacy
and retail and recreation (Figures 5 and 6) with
the rural behaving differently from the urban. And
Begaluru Urban showing a pattern almost similar
to Kerala. What is common between the two
states is the sharp fall during the second wave in
April - June 2021 in both rural and urban areas. In
fact, the fall during the second wave in Karnataka
is more severe than that during the first wave.

Going by the experience of the first wave,
recovery is bound to be slow and long drawn and
it may take almost a year to reach the pre-COVID
level of activity. Many of the small enterprises
may find it difficult to survive this ordeal without
massive support from the government.
4.5.

Correspondence Between GMD and
Quarterly GDP Growth Rates

The real test of the GMD as a measure of
economic activity is how well that corresponds
with the quarterly gross value added (GVA) in the
economy. The GVA data is taken at the national
level as we do not have quarterly data for the states.
As the base for GMD is January – February 2020,
that is the fourth quarter of 2019-20 (Q4,2019-20),
comparison of the GVA of four quarters of 202021with Q4,2019-20 can be carried out to examine
the correspondence4.

These quarterly data have been published by the National Statistical Office (NSO) on 31 May 2021, Press Note_31-05-2021.pdf
downloaded from mospi.nic.in (accessed on 10 June 2021).

4
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Figure 4: Variation in Mobility in Workplaces and Public Transit Points, Karnataka

Source: https://datastudio.google.com/reporting
Note: X – axis measures Months and Y- axis % variation
Figure 5: Variation in Mobility in Supermarket and Grocery

Source: Same as Figure 1
Note: X – Axis measures Months and Y – Axis % Variation in Supermarket and Grocery
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Figure 6: Variation in Mobility in Retail and Recreation

Source: Same as Figure 1
Note: X – Axis measures Months and Y – Axis % Variation in Retail and Recreation
The GVA at basic prices (2011-12 prices)
for Q4 of 2019-20 has been estimated to be Rs.
33.90 lakh crore. It fell to Rs. 25.66 lakh crore
in Q1, 2020-21 (fall of 24.31%) but had begun
recovering in the second quarter and was lower by
10.55 percent compared to Q4, 2019-20. By the
third quarter, it had almost reached the level of Q4,
2019-20 (lower by only 1.49%) and by January –
March 2021, it had surpassed the previous year’s
level by 3.72 percent. The economy had gotten
over the COVID 19 trough and was back to the
pre-COVID level of activity.
The overall level of economic activity does
not allow us to relate the different components
of GMD to the economic activity. Going down
to the sectoral level of economic activity, it may
be seen that GVA in all the industrial sectors had
fallen during the national lockdown during April
– May 2020 – manufacturing (38%), construction
and trade (53% each), public administration
(22%) – and overall a fall of 24 percent. The only
exception was financial services which showed an
increase in activity level by 21 percent. There was
revival from July onwards in almost all sectors.
Electricity, Gas and Water Supply which had not
shown a decline during the lockdown grew by
around 9 percent in the second quarter of 2020-21
and continued to remain at that level through Q3
and Q4. Manufacturing quickly reached almost

95 percent of the pre-COVID level in Q2 and
continued at that level in Q3 before surpassing
that level in Q4, 2020-21. Construction too
regained and surpassed the Q4, 2019-20 level in
Q4, 2020-21. Only trade, hotels, transport and
communications continued to remain at 75 percent
of the Q4, 2019-20 level in Q2, 2020-21 and just
over 80 percent in Q3 but almost reached the preCOVID level in Q4, 2020-21.
These sectoral movements of economic
activity as reflected by the quarterly GVA numbers
estimated by NSO are in broad agreement with the
conclusions drawn regarding the activity levels
for the two states using GMD. The only point of
disagreement would be with regard to trade, hotels,
transport and communications. The GMD suggest
that levels in Q4,2020-21 are still about 20 percent
lower compared to the pre-COVID levels but
quarterly GVA estimates suggest near normality.
There is reason to doubt the benchmark-indicator
estimates of NSO as the smaller trade, hotels and
transport enterprises would have found it difficult
to survive whereas the larger among them would
have survived by resorting to parcel services and
e-commerce etc. The attrition of the smaller ones
would not have been adequately captured in the
NSO estimates but GMD would not miss them.
Thus, GMD not only provides us a real time
measure of economic activity but also would

108

Economic Activity in Pandemic Times through the Lens of Google Mobility Data

better reflect activity in trade, hotel and transport
and such other sectors.
The first wave saw a 40 percent drop in
manufacturing activity and 50 percent drop in
construction in the first quarter of 2020-21. But
both the sectors witnessed quick recovery and
surpassed the Q4, 2019-20 level of activity in Q4,
2020-21. The second wave could also be showing
an almost similar decline in these two sectors as the
lock downs and night curfews since April would
have hit them. But they would recover quickly
as the lockdowns are eased as the restrictions on
them have been milder during the second wave.
But the hardest hit sector is trade, hotels, transport
and communications. Firstly, the decline was over
50 percent during the first wave and recovery
was slow. Secondly, the sector is taking a hit on
an already lower level of activity and it is likely
that the attrition would be large among the smaller
enterprises as their holding power would be much
lower. These would not be able to start unless there
is massive government support.
5. Conclusion

the urban areas, the transition to work from home,
e-commerce and such other developments have
led to a situation where decline in footfalls do not
necessarily imply declining levels of economic
activity. In the rural areas they may. An average
of the two of GMD is difficult to interpret in
the absence of a clear idea of the weights of the
different areas in specific economic activities.
Analysis of the GMD at the district level is a useful
exercise here to guard against misinterpretation of
data.
One clear implication from the analysis of
GMD for the two states is that the economies had
almost reached back to the pre-COVID levels by
the fourth quarter of 2020-21, except for trade,
hotels, transport and communications. The second
wave is causing a drastic fall in economic activities
as in Q1 of 2020-21. And the fall is more drastic
compared to the first wave and without adequate
government support many enterprises may become
extinct causing severe harm to livelihoods and
lives. This is true for both Kerala and Karnataka
and probably for the whole country.
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BOOK REVIEW
Vito Tanzi. (2020). ADVANCED INTRODUCTION TO PUBLIC FINANCE. Edward Elgar
Publishing. Cheltenham (UK): ISBN 978 78990 699 8 (cased); ISBN 978 78990 701 8 (paperback);
ISBN 978 78990 700 1 (eBook)
Accumulated stock of knowledge on theoretical, empirical and policy aspects of public finance is
huge and vast in the forms of reference books, text books, journal articles and public reports. The book
under review is an addition to this stock of knowledge with a careful choice of contents and analyses in
unique ways.
The book is well organized into 12 chapters under two parts. Part I deals with public finance objectives
by broad introduction to public finance, needs for public finance, and nature of public finance under
different types of government. Part II deals with public finance instruments and techniques by 9 topics:
Government tools, Guiding tax principles, Development of modern tax systems, Tax choices and tax
techniques, From laissez faire to welfare state, On growing use of regulations, Fiscal deficits and public
debt, Public spending and Fiscal federalism.
Chapter 1 on introduction to public finance brings the classical debates on the roles of markets
and government in efficient allocation of resources; importance of collective interests in public finance;
approach to public finance from local to global levels; broadened scope of public finance as evolved from
pure taxation to public spending, public debt and regulations which need newer principles of neutrality,
efficiency, equity, sustainability, optimality etc; role of political and democratic processes in decision
making though public choice approaches; and inter-generational issues in public finance between living
and future generations.
Chapter 2 explains the needs for public finance by strong economic justifications for government
interventions for provisions of pure public goods, quasi-public goods, merit goods, patriotic goods,
and to guaranteeing minimum incomes for people in special socio-economic settings (e.g., disabled,
orphaned and a single woman with dependent child/children). Further, market failure due to monopolies,
monopolistic competition, asymmetry in information and externalities justifies for the government
intervention.
Chapter 3 distinguishes the nature and roles of public finance by types of government, such as,
individualistic, organic, paternalistic and monopolist states. This analysis shows that public finance is
relevant and applicable in general institutional/national contexts of the government with a mix of positive
and normative roles.
The traditional role of public finance had been focused on raising revenue to government by way
of taxes and minimize public spending. Thus, early books on public finance were mainly the books
on taxation! In contrast, chapters in Part II look at public finance in broader and extended contexts.
For instance, Chapter 4 explains the non-tax sources of revenue to government through regulation,
conscription, ownership of assets, public enterprises, use of contingent liabilities, timing maneuvers (e.g.,
delayed payments and maturity of debts), fines and fees, appeals to patriotism especially during war times
and natural calamities, privatization of government operations, and rationing and price controls. Chapter
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5 highlights the guiding principles of taxation. This includes the classical canons of taxation (certainty,
convenience, economy and equity), and modern approaches by non-distortionary taxes (or those taxes
which have zero dead weight loss/or cost/excess burden, such as, a lump-sum tax), low compliance costs,
ability to pay principle, benefit principle and optimal taxation. This Chapter also includes interesting
debates on the familiar Laffer Curve – whether or not a higher marginal tax rates result in both output
and revenue losses. Chapter 6 extends the discussions in Chapter 4 on the evolved sources of revenues
to government, such as, taxes on wealth, income, sales (e.g., VAT and GST), foreign trade (or customs
duties), special events and legal documents (e.g., stamp and registration duties in India). However,
these sources represent different tax bases and structures in actual economies. In practice, as Chapter
7 highlights, tax choices and techniques are country-specific and calls for deeper analyses into types of
taxes, economic efficiency and equity implications of taxes, capacity of taxes to contribute to revenue
targets of governments, facility of tax administration to collect and to avoid tax evasions and avoidance,
and issues related to international and intra-national tax exporting/shifting and competition.
Rest of the chapters in Part II have focused on the declining support for laissez faire and emerging
importance of welfare reforms and policies to deal with disease, want, ignorance, squalor and ignorance
(Chapter 8), arguments for and against the regulatory functions – fiscal actions executed through nonfiscal tools by governments (Chapter 9), linkage between fiscal deficits and public debts and arguments in
favour of appropriateness of public debt (Chapter 10), increasing role of public spending with emphasis
on productive nature of expenditure (Chapter 11), and economic arguments for fiscal decentralization and
constitutional issues in division of economic functions in fiscal federalism (Chapter 12).
Throughout, this book has extensive references to the major contributions of economists from past
to present. This approach establishes the historical roots of present-day public finance as well as lays the
historical foundations for future public finance. The book is very handy and concisely written within 160
pages. It is aimed at international and diversified readership comprising students, teachers, researchers,
and policymakers in public finance and administration including taxation, economic history of public
finance, and international policy advising institutions in public finance. However, this readership in India
would specially benefit from the ideas in this book due to their relevance and applicability for Indian
public finance, now and future.
The book is written without numbers, equations, tables, figures, and footnotes or endnotes. There
are citations in the text and a bibliography at the end. Nevertheless, the book is successful in presenting
the advanced introduction to public finance to all diversified readers in a lucid way because the book
focuses on ideas rather than techniques throughout. The author must be congratulated and thanked for
this important contribution and Edward Elgar for publishing this book for the benefit of global readers.
Dr M.R. Narayana
Fiscal Policy Institute
Bengaluru 560060
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BOOK REVIEW
D. Narayana, Sharad Rajan and Nupur Tyagi. (2021). BASIC COMPUTATIONAL TECHNIQUES
FOR DATA ANALYSIS. SAGE/TEXTS: Sage Publications India Pvt Ltd (New Delhi). ISBN:978-935388-620-2 (PB)
This book explains the computational steps for calculation of basic statistical methods, using MSEXCEL spreadsheet/worksheet software (2019 version). The statistical methods include the measures
of central tendency (mean, median and mode) and dispersion (standard deviation, variance, skewness
and kurtosis), correlation coefficients (Pearson’s single correlation coefficient and Spearman’s rank
coefficient), and simple regression analysis (including estimation and hypothesis testing). In addition,
the book includes application of basic statistical methods for business and finance for calculation of
compounding (future value of money), investment decision criteria (Net Present Value and Internal Rate
of Return), and loan amortization.
The above contents are presented in a simple but lucid manner. For a beginner of MS-EXCEL, the
book includes four chapters on the (a) preliminaries on getting started by introducing basic commands/
operations on data entry, sorting, filtering etc. (b) basic arithmetic operations including power function
and pivot tables, (c) importance and sources of data from official sources, and (d) data visualization
techniques, such as, line graph, histogram, pie chart and scatter plot.
A large number of English-language textbooks with numerical examples are available on the
above statistical methods and operational manuals for tools and functions of the MS-EXCEL are freely
downloadable from electronic sources and the EXCEL spreadsheet itself gives enough operational
information of all keys and functions of formulas (logical, mathematical and trigonometric,
statistical, engineering and cube). However, the book under review stands out unique by its many
competitive advantages. First, this book is self-composite in terms of explaining the concept,
definition and computation of statistical methods with numerical examples and with MS-EXCEL.
Second, this book introduces important databases and explains how to download and use data from
the national and internal sources to MS-EXCEL, such as, Reserve Bank of India, Ministry of
Statistics and Programme Implementation, National Data Achieve, National Stock Exchange, Bombay
Stock Exchange, World Bank and United Nations. Third, the entire book is a source of self-learning and
learning by doing and by replication.
In addition to beginning students, researchers and teachers in social sciences, business and
management, the book is useful to all in other subjects if they wish to pursue a quantitative approach.
Further, the book is very useful to development practitioners and trainers in government as a single point
reference and computer manual on MS excel. The authors and publisher must be congratulated and
thanked for this useful contribution.

Dr M.R. Narayana
Fiscal Policy Institute
Bengaluru 560060
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