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Abstract: Subsidies play a crucial role in shaping Indian agriculture by influencing production patterns,
farmer incomes, and overall economic stability. This paper examines the economic implications of
agricultural subsidies, analyzing their impact on productivity, resource allocation, and market distortions.
While subsidies on inputs such as fertilizers, electricity, and irrigation have contributed to increased
agricultural output, they have also led to inefficiencies and environmental concerns. The study explores the
balance between short-term farmer welfare and long-term sustainability, emphasizing the need for policy
reforms to enhance subsidy effectiveness. A critical evaluation of current subsidy structures and alternative
approaches, such as direct benefit transfers, is also discussed.
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1. INTRODUCTION

Agriculture has long been the backbone of the Indian economy, employing over half of the population and
contributing significantly to the nation's GDP. However, despite its critical role, the sector faces numerous
challenges, including fluctuating market prices, inadequate infrastructure, and issues related to sustainability and
environmental degradation. In this context, government subsidies have played a pivotal role in shaping the
dynamics of Indian agriculture. Subsidies are financial aids provided by the government to support agricultural
activities, aiming to enhance productivity, ensure food security, stabilize prices, and promote rural development.
These subsidies encompass a range of areas, including fertilizers, electricity, seeds, irrigation, and minimum
support prices (MSPs). While they have contributed to the green revolution and increased agricultural output, their
economic implications are multifaceted. This paper explores the role of subsidies in Indian agriculture from an
economic perspective, analyzing their impact on productivity, resource allocation, market efficiency, and
sustainability. It also delves into the challenges associated with subsidy programs, such as fiscal burden, market
distortions, and environmental concerns, while suggesting policy reforms for a more balanced and efficient
subsidy system. Through this exploration, we aim to provide a comprehensive understanding of how subsidies
influence the agricultural landscape in India and their role in shaping the future of the sector.

2.HISTORICAL OVERVIEW OF AGRICULTURAL SUBSIDIES IN INDIA

The history of agricultural subsidies in India is a tale of evolving government intervention aimed at boosting
agricultural productivity, ensuring food security, and stabilizing rural livelihoods. The role of subsidies has grown
significantly over the decades, driven by changing economic, political, and environmental needs. Below is a

detailed overview of how agricultural subsidies have developed in India.
Post-Independence Era (1947-1960s): Laying the Groundwork

Following India’s independence in 1947, the agricultural sector faced numerous challenges: low productivity,
food shortages, and a largely agrarian economy. The government recognized that to foster economic growth and
ensure food security, substantial reforms were necessary. However, during this period, subsidies were relatively
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limited. Initial Supportive Measures: The immediate post-independence years saw limited use of subsidies, but
the foundation for future agricultural policy was laid. The government’s focus was on increasing food production
and reducing dependence on foreign imports. Initially, subsidies were concentrated on the provision of minimum
support prices (MSP) for key staple crops such as wheat and rice, to stabilize farmers’ incomes and protect them
from price volatility. The Food Corporation of India (FCI) was established in 1965 to ensure procurement and
distribution of essential grains. Irrigation and Credit Support: Subsidies were provided for irrigation infrastructure
in key agricultural areas, and credit facilities were gradually extended to farmers. However, these efforts were still
in their infancy and primarily targeted large farmers who had the means to access institutional credit.

The Green Revolution (1960s-1970s): The Rise of Large-Scale Subsidies

The 1960s and 1970s marked a watershed moment in Indian agriculture with the advent of the Green Revolution.
This era saw a major shift in the way the government approached agricultural policy, with a focus on enhancing
crop yields using modern technologies, including high-yielding variety (HYV) seeds, chemical fertilizers, and
pesticides. Fertilizer: A key aspect of the Green Revolution was the widespread adoption of chemical fertilizers.
The government, in a bid to make fertilizers affordable to farmers, introduced substantial fertilizer subsidies. This
policy ensured that fertilizers were available at prices significantly lower than their market cost, leading to
increased fertilizer consumption and, ultimately, a boost in agricultural productivity. Power and lIrrigation
Subsidies: Alongside fertilizer subsidies, the government also provided subsidies for irrigation, especially in the
form of subsidized electricity for farmers. This policy was aimed at encouraging the expansion of irrigation
networks, including tube wells and pump sets, which were vital for increasing crop yields, particularly in water-
scarce regions. Agricultural Subsidies: The Green Revolution also saw the introduction of subsidized credit
schemes to facilitate the purchase of modern inputs such as seeds, machinery, and fertilizers. The government,
through institutions like NABARD (National Bank for Agriculture and Rural Development) and commercial
banks, extended loans at lower interest rates to encourage farmers to adopt new technologies.

3. THE 1980S-1990S: EXPANSION AND ENTRENCHMENT OF SUBSIDY SYSTEMS

The 1980s and 1990s witnessed a massive expansion in agricultural subsidies, as the government sought to further
consolidate the gains of the Green Revolution and address emerging challenges in the agricultural sector
.Continued Fertilizer Subsidies: Fertilizer subsidies continued to expand in this period. The cost of fertilizers
remained heavily subsidized to ensure their availability at affordable rates. By the late 1990s, India was one of
the largest consumers of chemical fertilizers globally. The government’s strategy was to keep the cost of fertilizers
low to increase the adoption of modern farming technigques. Power and Water Subsidies: The 1980s and 1990s
also saw the continued provision of subsidies on irrigation and electricity for agriculture. These subsidies played
a critical role in encouraging the use of pump sets and the expansion of irrigation systems in both northern and
southern India. This helped ensure multiple cropping cycles annually, but the indiscriminate use of subsidized
water and power also led to significant environmental issues, particularly the depletion of groundwater reserves.
Minimum Support Prices (MSP) and Procurement Policies: During this time, the government also
strengthened its MSP policies, ensuring that farmers had a guaranteed price for key crops like wheat, rice, and
later, sugarcane. These price guarantees were vital to ensuring farmers’ incomes, especially in the face of market
volatility. The government established procurement agencies like the Food Corporation of India (FCI) and the
NCCF (National Cooperative Consumer Federation) to ensure that crops produced at MSP rates were bought
and stored. Increasing Fiscal Burden: As subsidies on fertilizers, water, power, and credit grew, the fiscal burden
of these subsidies also escalated. While these subsidies were designed to stimulate agricultural production and
protect farmers, the inefficiencies of the system became apparent. There was growing concern about the
misallocation of subsidies, with wealthier farmers often benefiting more than the smallholder farmers, who were
supposed to be the primary

. The 2000s: Fiscal Strain and Calls for Reform

By the early 2000s, the growing fiscal deficit caused by the burgeoning subsidy burden became a significant
concern for the government. Agricultural subsidies, particularly on fertilizers and power, consumed a large portion
of the national budget, and their rising costs posed a serious challenge to economic stability.

Subsidy Reforms: In response to the mounting fiscal pressure, the government began experimenting with subsidy
reforms aimed at rationalizing the subsidy system. A notable shift was the introduction of Direct Benefit
Transfers (DBT) in the fertilizer sector, where subsidies were provided directly to farmers’ bank accounts rather
than through fertilizer distributors. This was intended to reduce inefficiencies and curb leakage.
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Introduction of the National Agricultural Policy (2000): In 2000, the government launched the National
Agricultural Policy (NAP), which emphasized market-oriented reforms and aimed to make Indian agriculture
more competitive. While the policy encouraged reducing the fiscal burden of subsidies, it continued to support
the need for subsidies in areas like fertilizers, power, and irrigation, recognizing their importance in maintaining
agricultural growth.

Environmental Consequences: However, the subsidies were beginning to take a toll on the environment. The
overuse of chemical fertilizers and unsustainable water usage due to subsidized power led to environmental
degradation. Soil quality was deteriorating, groundwater levels were depleting rapidly, and water-intensive
crops were being grown in regions facing water scarcity.

The 2010s to Present: Sustainability and Targeted Reforms

In the 2010s, the government faced new challenges in the form of climate change, shrinking water resources, and
rising income disparities among farmers. The subsidy system began to shift toward sustainability and targeted
assistance for small and marginal farmers.

Promotion of Sustainable Agriculture: In recent years, there has been a shift in focus towards more sustainable
farming practices. The government began promoting organic farming, water-efficient irrigation technologies,
and the adoption of precision farming to reduce dependency on chemical fertilizers and pesticides. Programs like
the Pradhan Mantra Kristi Sinchayee Yojana (PMKSY) and the National Mission for Sustainable
Agriculture (NMSA) were introduced to promote efficient water use and sustainable agricultural practices.
Direct Cash Transfers and Farmer Welfare Schemes:

The Pradhan Mantri Kisan Samman Nidhi (PM-KISAN) scheme, introduced in 2019, marked a shift from
input subsidies to direct cash transfers for farmers. Under this scheme, eligible farmers received cash transfers,
which could be used for a variety of farming needs. This move was seen as a more transparent and direct way of
assisting farmers, reducing dependency on input-based subsidies.

1. Subsidy Reduction and Better Targeting: Despite these reforms, subsidy expenditure remained high,
particularly in the fertilizer and electricity sectors. However, the government continued efforts to make
subsidies more targeted, such as by using DBT mechanisms to ensure that subsidies reached the farmers
who needed them most. Throughout these phases, agricultural subsidies have been a double-edged sword.
While they have been crucial in increasing food production and ensuring the livelihoods of farmers, they
have also led to inefficiencies, environmental harm, and fiscal imbalances. As India moves forward, the
challenge remains to balance the need for agricultural support with sustainability and fiscal
responsibility.

4. TYPES OF AGRICULTURAL SUBSIDIES IN INDIA

e Agricultural subsidies in India play a crucial role in supporting farmers, ensuring food security, and
promoting sustainable agricultural practices. These subsidies can be broadly categorized into the following
types:

e Input Subsidies

o Fertilizer Subsidy: The government provides subsidies to make fertilizers affordable for farmers, particularly
urea, which is heavily subsidized under the Nutrient-Based Subsidy (NBS) scheme. Seed Subsidy: Quality
seeds, including high-yield and drought-resistant varieties, are distributed at reduced prices to encourage
better crop productivity. Irrigation Subsidy: The government provides financial aid for irrigation
infrastructure, such as tube wells, bore wells, and drip irrigation systems, to promote efficient water usage.

e Electricity Subsidy: Power used for irrigation and farm operations is provided at subsidized rates or even
free in some states to reduce the cost of farming.

e Price Support Subsidies

e Minimum Support Price (MSP): The government announces MSPs for major crops, ensuring farmers get a
guaranteed price for their produce, thereby protecting them from market fluctuations. Procurement Subsidy:
Through agencies like the Food Corporation of India (FCI), the government procures grains from farmers at
MSP and distributes them under public distribution systems (PDS).

e Credit Subsidies
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e Interest Subvention Scheme: Farmers are provided loans at concessional interest rates, often with additional
subsidies for timely repayment. Kisan Credit Card (KCC) Scheme: This initiative offers short-term credit to
farmers at reduced interest rates to meet their agricultural needs.

e Subsidies on Machinery and Technology

e Farm Mechanization Subsidy: Financial assistance is given for purchasing tractors, harvesters, and other
modern farming equipment to improve productivity. Solar Pump Subsidy: Encourages the use of solar-
powered irrigation systems by providing cost-sharing benefits.

¢ Insurance Subsidies

e Pradhan Mantri Fasal Bima Yojana (PMFBY): The government subsidizes crop insurance premiums,
reducing farmers’ financial burden in case of crop loss due to natural calamities.

e Subsidies for Sustainable Agriculture

¢ Organic Farming Subsidy: Financial aid is provided to farmers shifting to organic farming practices.

e Subsidies for Soil Health and Micro-irrigation: Programs such as the National Mission on Sustainable
Agriculture (NMSA) support soil health cards and water conservation techniques.

e These subsidies collectively shape Indian agriculture by making farming viable, reducing risks, and
encouraging technological advancements. However, they also come with challenges, such as fiscal burdens
and environmental concerns, requiring policy reforms for better efficiency and sustainability.

5. ECONOMIC IMPACT OF SUBSIDIES ON INDIAN AGRICULTURE

e Agricultural subsidies in India have played a pivotal role in shaping the agricultural economy by
influencing production, income levels, and market dynamics. While these subsidies have provided
significant benefits, they also pose challenges that impact the overall efficiency of the sector.

e Increased Agricultural Productivity

e Subsidies on inputs like fertilizers, seeds, and irrigation have helped farmers adopt modern techniques,
leading to increased crop yields.

e Mechanization subsidies have enhanced efficiency, reducing labor dependency and improving farm
productivity.

e  Price Stabilization and Farmer Income Security

e  The Minimum Support Price (MSP) ensures that farmers receive a fair price for their produce, protecting
them from market fluctuations.

e Procurement policies under the Food Corporation of India (FCI) ensure that surplus production is
absorbed, reducing the risk of distress sales.

e Reduction in Cost of Production

e Subsidized electricity and fertilizers lower input costs, making farming more viable, especially for small
and marginal farmers.

e  Cheaper credit through interest subvention schemes allows farmers to invest in better technology and
infrastructure.

e Promotion of Food Security

e Subsidized agricultural production contributes to an abundant food supply, reducing inflation and
ensuring food security through schemes like the Public Distribution System (PDS).

e Regional and Crop-Specific Growth

e Subsidies have contributed to the success of the Green Revolution, particularly in states like Punjab,
Haryana, and Uttar Pradesh, leading to self-sufficiency in food grain production.

e However, over-reliance on wheat and rice due to MSP support has led to monocropping, affecting crop
diversification.

e Environmental and Fiscal Challenges

e Overuse of Fertilizers and Water Depletion: Heavy subsidies on fertilizers (especially urea) have led to
excessive usage, degrading soil quality and causing water pollution.

e Energy Subsidy and Groundwater Exploitation: Free or cheap electricity has encouraged excessive
groundwater extraction, leading to depletion and sustainability concerns.

e Fiscal Burden: The increasing cost of subsidies places a significant strain on government finances,
limiting investment in long-term agricultural reforms.

e Market Distortions and Policy Concerns

e Subsidies often create market distortions, discouraging private sector participation and innovation.
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o Inefficiencies in subsidy distribution, including leakages and misallocation, reduce the effectiveness of
these schemes.

6. FISCAL IMPLICATIONS OF AGRICULTURAL SUBSIDIES

e Agricultural subsidies in India significantly impact the government’s fiscal health, influencing public
expenditure, budget allocation, and long-term economic sustainability. While these subsidies support
farmers and ensure food security, they also pose financial challenges that require careful policy
management.

¢ Rising Fiscal Burden

e The increasing cost of subsidies, particularly for fertilizers, irrigation, power, and MSP procurement,
places a substantial burden on the government's budget.

e Example: In recent years, fertilizer subsidies alone have crossed 1.5 lakh crore annually, reducing fiscal
space for other development programs.

e Budgetary Allocation and Trade-offs

o Asignificant portion of the Union and state budgets is allocated to agricultural subsidies, reducing funds
available for investments in infrastructure, research, and rural development.

e  Over-reliance on subsidies diverts resources from long-term structural reforms such as irrigation projects,
rural roads, and market infrastructure.

e Impact on Fiscal Deficit

e Excessive subsidy spending contributes to higher fiscal deficits, limiting the government’s ability to
manage inflation and maintain macroeconomic stability.

e Borrowing to finance subsidies can lead to increased public debt, affecting future economic growth.

o Efficiency and Leakages in Subsidy Distribution

e A considerable portion of subsidies does not reach the intended beneficiaries due to inefficiencies,
corruption, and leakages.

o Direct Benefit Transfer (DBT) schemes, such as the fertilizer subsidy reform, aim to reduce leakages and
improve fiscal efficiency.

e Market Distortions and Private Investment Deterrence

o Heavily subsidized agriculture discourages private sector participation in areas like agro-processing,
contract farming, and technological innovation.

o Distorted price signals due to MSP-based procurement have led to excessive production of certain crops
(e.g., wheat and rice), creating stockpile burdens and inefficiencies in food distribution.

e Environmental and Long-Term Cost Implications

e Subsidized electricity and fertilizers encourage overuse, leading to soil degradation, groundwater
depletion, and environmental damage.

e The long-term costs of environmental damage may surpass short-term fiscal benefits, requiring
corrective policies.

e Need for Fiscal Reforms in Subsidy Policy

e Targeted subsidies: Shifting from blanket subsidies to direct income support (e.g., PM-Kisan) can
enhance fiscal efficiency.

e Rationalization of MSP and procurement policies: Encouraging crop diversification and reducing
stockpiling inefficiencies can ease fiscal stress.

e Technology-driven subsidy delivery: Using Aadhaar-linked DBT mechanisms can minimize leakages
and improve financial accountability.

e The Debate: Pros and Cons of Agricultural Subsidies

e Agricultural subsidies in India have been a subject of intense debate due to their significant economic,
social, and environmental implications. While these subsidies support farmers and contribute to food
security, they also lead to inefficiencies and fiscal burdens. This section examines the advantages and
disadvantages of agricultural subsidies from an economic perspective.

e  Pros of Agricultural Subsidies

e  Support for Small and Marginal Farmers

e  The majority of Indian farmers are smallholders with limited financial resources. Subsidies on inputs like
fertilizers, seeds, and electricity make farming more affordable for them.

Copyright@ REST Publisher 81



Ganesh Manikanta.et.al / Contemporaneity of Language and Literature in the Robotized Millennium, 7(2) 2025, 77-84.

e  Subsidized credit through schemes like the Kisan Credit Card (KCC) reduces the debt burden on farmers.

e Ensuring Food Security

e Subsidies promote higher agricultural production, ensuring a steady supply of food grains.

e Government procurement under the Minimum Support Price (MSP) system helps stabilize food
availability and supports the Public Distribution System (PDS).

¢ Rural Development and Employment Generation

e Agriculture is a major source of livelihood in India, and subsidies help sustain rural economies.

e By making modern equipment and technology more accessible, subsidies contribute to increased
productivity and rural employment.

e  Price Stabilization and Inflation Control

e MSP and procurement subsidies protect farmers from price fluctuations and provide income stability.

e Ensuring a steady food supply at controlled prices prevents excessive food inflation.

e Encouragement of Technological Adoption

e Subsidized machinery, irrigation systems, and fertilizers encourage farmers to adopt modern and efficient
farming practices.

e The promotion of solar irrigation pumps and organic farming subsidies supports sustainable agricultural
development.

e Cons of Agricultural Subsidies

e Fiscal Burden and Inefficiency

e Agricultural subsidies form a significant part of the government budget, straining public finances.

o Example: Fertilizer subsidies alone have exceeded 1.5 lakh core annually, reducing funds for
infrastructure and research investments.

e Market Distortions and Overproduction

e Heavy subsidies on certain crops (like wheat and rice) encourage overproduction, leading to excessive
stockpiling and food wastage.

o Market price distortions discourage diversification into high-value crops like pulses, oilseeds, and
horticulture.

e Environmental Degradation

o Excessive fertilizer use (especially urea) leads to soil degradation, water pollution, and loss of
biodiversity.

o  Free electricity subsidies for irrigation encourage over-extraction of groundwater, causing depletion in
states like Punjab and Haryana.

e Leakages and Corruption in Subsidy Distribution

e A significant portion of subsidies fails to reach the intended beneficiaries due to bureaucratic
inefficiencies and corruption.

e Example: The diversion of subsidized fertilizers for non-agricultural purposes.

e Discouragement of Private Sector Participation

e  Continuous government intervention through subsidies limits private investment in agricultural markets
and infrastructure.

e Dependence on subsidies reduces farmers' incentive to adopt self-sufficient and market-driven farming
practices.

7.CASE STUDIES AND GLOBAL COMPARISONS DETAIL
Case Studies
Punjab and Haryana — The Green Revolution Impact: The introduction of high-yield varieties (HYVs) of wheat
and rice, coupled with subsidies on fertilizers, electricity, and irrigation, transformed these states into India’s food
bowl. Positive Outcome: Increased agricultural productivity, food security, and rural development. Negative
Impact: Excessive reliance on groundwater due to subsidized electricity has led to rapid depletion of water tables,
causing severe water shortages. Soil degradation: Continuous monoculture farming and excessive chemical
fertilizer use have reduced soil fertility. Policy Implication: Diversification to less water-intensive crops, reducing
electricity subsidies, and promoting sustainable farming practices.
Mabharashtra — Irrigation Subsidies and Farmer Distress:
Despite significant investments in irrigation projects, inefficient water management and corruption have resulted
in poor implementation.
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Positive Outcome: Some farmers benefited from improved access to irrigation, particularly sugarcane and cotton
growers.

Negative Impact: Rising input costs, frequent drought conditions, and inefficient water distribution have
exacerbated rural distress, leading to high farmer suicide rates.

Policy Implication: Improved transparency in irrigation subsidies, promotion of micro-irrigation techniques, and
drought-resistant crop varieties.

Andhra Pradesh — Direct Cash Transfers and Input Efficiency:

The Rythu Bandhu scheme in Telangana provides direct income support to farmers instead of traditional subsidies.
Positive Outcome: Unlike MSP or fertilizer subsidies, direct cash transfers allow farmers to make their own
investment decisions, leading to better resource allocation.

Negative Impact: The scheme benefits landowners rather than tenant farmers, leading to unequal distribution of
benefits.

Policy Implication: Expanding cash transfers to tenant farmers and smallholders to improve efficiency and
inclusivity.

8. GLOBAL COMPARISONS
United States (US) — Farm Bill Subsidies:
e The US government provides agricultural subsidies through the Farm Bill, primarily
benefiting large agribusinesses.

e Key Features:

o Direct payments to farmers rather than price controls.

e Crop insurance schemes to reduce risks associated with weather fluctuations.

e Heavy investment in precision agriculture and research.

e Comparison with India: Unlike India’s input-heavy subsidies, US policies focus on risk management
and technological development.

e Policy Learning for India: Shift from price-based support (MSP) to direct payments and technology-
driven farming incentives.

European Union (EU) — Common Agricultural Policy (CAP):

CAP is one of the world’s largest agricultural subsidy programs, focusing on sustainable farming.

Key Features:

Conditional subsidies tied to environmental and biodiversity goals.

Farmer income support with an emphasis on rural development.

Comparison with India: While India subsidizes inputs, the EU focuses on sustainable agriculture and
rural economic development.

e Policy Learning for India: Introduce eco-friendly subsidies, rewarding farmers for crop diversification
and organic farming.

e China - Targeted and Gradual Reform:

e China has transitioned from price support to direct payments, emphasizing large-scale commercial

farming.

Key Features:

Investment in mechanization, technology, and smart farming.

Gradual phasing out of inefficient subsidies.

Promotion of cooperatives and farmer collectives.

Comparison with India: China has managed to modernize its agriculture more rapidly by reducing

dependency on direct input subsidies.

e Policy Learning for India: Encourage farmer-producer organizations (FPOs), increase mechanization,
and phase out inefficient subsidies.

9. Policy Recommendations for the Future

e Gradual Transition to Direct Benefit Transfers (DBT):

e Replace input subsidies with direct cash transfers to farmers, ensuring better resource utilization.
e Prevent leakages and corruption by using Aadhaar-linked digital platforms.

e Sustainable and Climate-Resilient Agriculture:

e  Shift subsidies from chemical fertilizers to organic and bio-fertilizers.

Copyright@ REST Publisher 83



Ganesh Manikanta.et.al / Contemporaneity of Language and Literature in the Robotized Millennium, 7(2) 2025, 77-84.

e Incentivize farmers for crop diversification and adopting eco-friendly techniques.

e  Promote rainwater harvesting and micro-irrigation to reduce water consumption.

e Targeted and Inclusive Subsidy Allocation:

e Ensure small and marginal farmers benefit from subsidy programs rather than large landowners.

e Introduce conditional subsidies that encourage efficient and sustainable farming practices.

e Market-Oriented Reforms:

e  Gradually phase out MSP dependency and strengthen contract farming and price stabilization funds.

e  Strengthen farmer-producer organizations (FPOs) to enhance collective bargaining power and improve
market access.

e Investment in Agricultural Technology and Research:

e Increase funding for research in climate-resilient and high-yield crop varieties.

e  Promote the use of precision farming, drones, and Al-driven monitoring for better resource management.

e  Support digital platforms for real-time price discovery and efficient supply chain management.

e Irrigation and Water Management Reforms:

o Move from flood irrigation to efficient water use through drip and sprinkler systems.

e Introduce pricing mechanisms for groundwater usage to prevent excessive exploitation.

e Strengthen watershed development programs and community-based water conservation initiatives.

10. CONCLUSION

While subsidies have played a critical role in India's agricultural growth, their long-term economic and
environmental implications necessitate reform. A balanced approach, incorporating global best practices and
targeted support mechanisms, can ensure sustainable agricultural development and fiscal prudence. By learning
from countries like the US, EU, and China, India can design a more efficient subsidy system that benefits farmers
while maintaining ecological and financial sustainability.
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