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Introduction:
Subsidy is a transfer of money from the government to an entity. It leads to a fall in the price of the subsidised product.
A subsidy is a direct or indirect payment to individuals or firms, usually in the form of a cash payment from the government or a targeted tax cut.
In economic theory, subsidies can be used to offset market failures and externalities to achieve greater economic efficiency.
The term subsidy refers to a financial assistance in a form of discount or monetary grants provided by the Central government to the public entities or private institutions. The objective is to make products offered by these institutions affordable for public consumption. The transfer of money to the public/private institutions induces them to sell a product at lower prices. The subsidized products are necessary for the larger public good and are a means of supporting the community’s welfare.
Subsidies are provided by both the Central and the State governments and are a part of ‘non-planned’ expenditure. People receive subsidies in a form of cheap food products, tax rebates, cash payment, etc.
Subsidies are one of the quintessential attributes of any welfare state. India, at the eve of independence was left with uphill task of socio-economic development. Markets were almost nonexistence, masses lived in abject poverty and illiteracy, we were not producing enough food to satiate hunger of masses, life expectancy was just 32 years; in short, there was crisis in every sphere; be it agriculture, industry, health or education; partly due to colonial legacy.
While subsidies have helped some poor people to do firefighting in life, main allegation on a subsidy economy is that, through subsidies, money meant for poorest is appropriated by richer sections of the society due to mistargeting and leakages.





Literature Review:
The effect of a subsidy is to shift the supply or demand curve to the right (i.e., increases the supply or demand) by the amount of the subsidy. If a consumer is receiving the subsidy, a lower price of a good resulting from the marginal subsidy on consumption increases demand, shifting the demand curve to the right.
a welfare state without subsidies cannot be imagined. Governments have to extend subsidies to achieve objectives of socio- economic policy. By this, they aim at-
1. Making basic necessities affordable to poor people through extension of consumer services.
2. To prepare a foundation of various economic sectors in which private sector can participate later. When economy is at lower stages of development, it is often unviable and unaffordable for private sector to step in production. This is mainly because there are limited resources with private investors and there are informational externalities/uncertainties. In such case government do handholding by supporting private sector by extending subsidies and withdrawing them when private sector becomes competitive.        
Subsidies should be aimed at specific development objectives. On achievement of these objectives subsidies should be phased out. It is only then that subsidies can go well with an undistorted market economy.
However, in a democracy, subsidy once extended becomes a politically sensitive issue and governments suffer huge political risk if they phase out such subsidies. Overtime, new subsidies are extended which pile up on older ones and they soon consume scarce revenue resources of government. This takes a heavy toll on other expenditure of the government. They are forced to cut allocation to developmental and infrastructure avenues. Further, higher subsidy expenditure pushes up fiscal and revenue deficits as government starts spending more than it earns. This fiscal deficit can be closed preferably by raising more revenue through new taxes (proactively) or by borrowing money.
Most significant consequence of either of this alternative is that money is squeezed out of economy and which results in lower consumption/demand. This, in turn hits the growth in economy. Less growth results in lower collection of taxes. On other hand subsidy burden remains same or even increases. Further, higher borrowing results in higher amount of interest to be paid. So, in short, careless or politically motivated subsidy results in lower revenues for government and higher unproductive expenditure.  
Further, if government is unable to borrow money or to raise taxes, it will have to print new currency to finance deficits, which increases money supply in the economy. This creates inflationary trends in economy. Incoherent subsidy regime unintendedly does more harm than good for the cause it stands – socio- economic development. 

Unanswered Questions:

•	How does a Subsidy affect supply?
The Impact of a Subsidy The effect of a subsidy is to shift the supply curve downward by the amount of the subsidy. Effectively this is an increase in supply. The impact of the subsidy is to lower prices for consumers but to increase the price received by producers.

•	Why is Subsidy not good?
Some may argue that subsidies help in lowering cost of living. To an extent this reasoning is correct but it does not support long term good. Lower demand forces prices to come down. But in case of subsidized items, people do not feel the heat of prices going up.

•	Why Subsidies should not be given?
Subsidies may also lead to perverse or unintended economic effects. They would result in inefficient resource allocation if imposed on a competitive market or where market imperfections do not justify a subsidy, by diverting economic resources away from areas where their marginal productivity would be higher.

•	How are Subsidies paid for?
A subsidy is a direct or indirect payment to individuals or firms, usually in the form of a cash payment from the government or a targeted tax cut. In economic theory, subsidies can be used to offset market failures and externalities in order to achieve greater economic efficiency.

•	Do you pay back a Subsidy?
The government isn’t going to come after you, but you will have to pay back at least some of the subsidy on your taxes. If you’re off just a bit, it shouldn’t make that much difference. However, the estimated income you claim will be checked against your actual income when you file your federal income tax return.

•	What are green box Subsidies?
The Green box subsidies are provided by governments through variety of programmes like the provision of income support to farmers during crop failure, incentives to farmers to protect environment, subsidies for research and development, food aid to the poor people etc.

•           What are the different subsidies provided to the farmers?
The different subsidies provided to the farmers by the government are:  Input subsidy: It is on fertilizer, seed, power irrigation, bank loan, irrigation, etc. Price subsidy: MSP is declared to ensure farm products are sold at or above MSP.  Infrastructure subsidy: To install solar pumps, etc., are a kind of infrastructure subsidy.  Export subsidy

•          What is the highest subsidy in India?
The food grains and other eatables provided under the food subsidy is the highest in India. The food subsidy is distributed through PDS.




Central Sector & Sponsored Schemes
	Scheme
	Ministry
	Description

	Technology up-gradation fund scheme (TUFS)
	Ministry of textiles
 (GOI)
	To induct the latest technology for textile units. It is meant for the jute and textile industry.

	Establishment/Modernization for the food processing industry
	Ministry of food processing (GOI)
	To setup, modernize, or upgrade food processing industries. It is applicable to all segments.

	Integrated development of leather sector (IDLS)
	Ministry of industries and commerce (GOI)
	It is meant to upgrade leather-based industries for productivity gains.

	Credit Linked Capital Subsidy Scheme for Technology Upgradation (CLCSS)
	Ministry of MSME (GOI)
	It aims to upgrade technology in the MSME sector and make them competitive

	Technology and Quality up-gradation for MSME (TEQUP)
	Ministry of MSME (GOI)
	It aims to make the MSME sector energy efficient and increase their competitiveness.

	Government subsidy for small business for cold chain
	Ministry of food processing (GOI)
	Its aim is to integrate the cold chain and preservation facilities from the farms to the end consumers.

	Extension of financial assistance for coir units in the brown fibre sector
	Ministry of MSME (GOI)
	It provides financial assistance to different coir units.

	Marketing assistance scheme by NSIC
	Ministry of MSME (GOI)
	 It is meant to provide assistance for marketing products at various exhibitions, trade fairs, promotional events, and buyer-seller meet.

	ISO 9000/ISO14001 certification reimbursement scheme
	Ministry of MSME (GOI)
	Financial assistance to the MSME sector for marketing. Bar code registration is encouraged, and the registration fees is reimbursed.

	Support for entrepreneurial and managerial development of SMEs
	Ministry of MSME (GOI)
	The funding requirement of innovative business ideas is met through the scheme.

	Lean manufacturing competitiveness scheme for MSMEs
	Ministry of MSME (GOI)
	It aims to encourage the MSME sector to adopt lean manufacturing techniques.

	Prime Minister Employment generation programme (PMEGP)
	Ministry of MSME (GOI)
	Khadi and Village industries commission or KVIC implement the scheme, and State KVIC is also a partner.





How are Subsidies implemented?
Depending upon the recipient and sector there are different ways by which government provides the subsidies to the people; some of the ways are:
· Cash subsidy
A cash subsidy is a direct money transfer to the intended recipient’s account or the company by the government. Farm exporters, LPG subsidy, are examples of a cash subsidy.
· Tax concession
Another type of subsidy is tax concessions given to the targeted sector. Through the tax concessions, the individual’s or companies’ tax obligations are reduced.
· Interest subvention
Reduced interest rates or interest payment waives off is another form of subsidy extended by the government to the targeted sector to facilitate growth or support the sector in challenging times.
Different types of subsidies provided by the Government in India
Government’s main aim for providing subsidies is to ensure that the country’s population are not deprived of essential commodities. Subsidized goods are well within reach of the population. There are different types of subsidies offered by government; some of them are:
· Food Subsidy
· Education Subsidy
· Export/Import Subsidy
· Housing Subsidy
· Oil & Fuel Subsidy
· Tax Subsidy
· Transport Subsidy
Depending upon the social and economic impact, the subsidies can be broadly divided into two categories, these are:

	Economic Subsidy
	Social Subsidy

	Irrigation and Flood Control
	Health Care

	Transport
	Education

	Industry
	Women Empowerment

	Communication
	Sanitation

	Power and Energy
	Housing

	Agriculture
	Water Supply


Distribution of Subsidies: 
	Indian Budget Expenditure

	Year
	2020-21
	2021-22
	2022-23

	Central Sector Schemes
	13%
	13%
	15%

	Central sponsored Schemes
	9%
	9%
	9%

	Subsidies
	6%
	9%
	8%







The Government starts subsidy schemes for various purposes; some of the benefits are:
· Lower the prices of essential commodities and at the same time provide necessary essential commodities to a large section of the population at low rates.
· Subsidies to industries are meant to stop the decline in the industrial sector due to multiple factors. It is an indirect method to support employment and manufacturing in the country.
· Subsidized education has long-term benefits to the country and the society besides providing skilled manpower to industries.
· Subsidies like MNREGA help in fighting unemployment and poverty eradication in the country.
The subsidy is a type of incentive given by the government to individuals or industries to make them more competitive or live a dignified life respectively. It is provided through grants, cash, tax breaks, etc and has extensive benefits to society.

Disadvantages of Subsidies
· Shortage of supply. Though one of the advantages of subsidies is the greater supply of goods, a shortage of supply can also occur.
· Difficulty in measuring success. Subsidies are usually effective and helpful.
· Higher taxes.










Conclusion:
Subsidies are meant for poor people and they shall ensure equitable redistribution of resource. Subsidies extended to rich are regressive. They help in keeping poverty intact and create inefficiencies in economy which culminates in inflation and corruption. In such case economy is retarded as we have seen in India’s case. When India grew in first decade of millennium at average rate of 7.5% it was found that this growth was jobless and unsustainable. India’s economy faced supply side constraints, which didn’t increase productivity as compared to GDP. RBI had to then control spiralling inflation by steep hikes in interest rates. Rationalization of subsidy regime will improve markets in India which will then attract more investment. This in short, can turn the wheel of a virtuous economy which creates more employment and attacks poverty at its roots.
Good and Bad effects of subsidies on the Economy
When government subsidies are implemented to the supplier, an industry is able to allow its producers to produce more goods and services. This increases the overall supply of that good or service, which increases the quantity demanded of that good or service and lowers the overall price of the good or service.
By aiding particular businesses and industries, subsidies put other businesses and industries at a disadvantage. The result is a diversion of resources from businesses preferred by the market to those preferred by policymakers, which leads to losses for the overall economy.
Subsidies that help the Society
Farm subsidies are government financial benefits paid to a specific industry – in this case, agribusiness. 1﻿ These subsidies help reduce the risk farmers endure from the weather, commodities brokers, and disruptions in demand. Out of all the crops that farmers grow, the government only subsidizes five of them.
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