





























Trends in and Patterns of Public Spending on
Social Sectors in Uttar Pradesh

Lakshmi Kumari! & Prof. Bharti Pandey?

ABSTRACT

Social Sector, the backbone of the development, has assumed immense significance in Uttar Pradesh
in the past decades. The Development economists and policymakers are unanimous in their view
that the development of the social sector is crucial for accelerated economic development. Investment
in the social sector by the government is positively related to overall human development. One of
the key measures of progress for any nation or area is human development, and social sector
spending plays a significant role in advancing human development. Over the years, the government
has increased its budget for the social sector. This is partly due to the increasing population demand
and the need to address issues like illiteracy, poverty and healthcare access. This study examines
the trends and patterns of public expenditure on the social sectors in Uttar Pradesh, focusing on
key areas such as education, health, water supply, and sanitation. The present paper also provides
acritical evaluation of trends in revenue and capital expenditure of total spending in Uttar Pradesh.
Our finding is based on an analysis of time series data of social sector expenditure in Uttar Pradesh
over two decades, from 2004-05 to 2023-24. The analysis highlights the importance of well-planned
resource allocation and greater visibility to ensure inclusive development and maximize the impact
of social sector investment.
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Introduction

Social Sector is the backbone of the development and has assumed immense significance in
Uttar Pradesh in the past decades, and investment in the social sector by the government is positively
related to human development and promotes the inclusive growth of the state.

Without any proper budgetary provision for the different social sector overheads that provide
the necessities such as health and family welfare, education, housing, roads and buildings, nutrition,
rural infrastructure, etc., human development is practically impossible. Human development promotes
enhancements in people's quality of life by focusing on various health and education metrics. By
investing in education, healthcare, and skill development, human resources are transformed into
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human capital, which serves as the primary driver of economic growth. (Eggoh et al. 2015). Human
development is a fundamental indicator of progress for any nation, and investing in the social sector
is crucial for enhancing human development. Over the years, the government has augmented its
budget allocation for the social sectors. This increase is partly attributable to the growing population
demands and the necessity to address challenges such as illiteracy, poverty, and healthcare
accessibility. This study examines the trends and patterns of public expenditure on the social sectors
in Uttar Pradesh, focusing on key areas such as education, health, water supply, and sanitation. The
present paper also provides a critical evaluation of trends in revenue and capital expenditure of total
spending in Uttar Pradesh. Our finding is based on an analysis of time series data of social sector
expenditure in Uttar Pradesh over two decades, from 2004-05 to 2023-24. The analysis highlights
the importance of well-planned resource allocation and greater visibility to ensure inclusive
development and maximize the impact of social sector investment.

Literature Review

The social sector has not obtained as much weight as it deserves in Indian public finance research;
it gained some importance after the new economic policy (1991). Because of the rising concern of
inequality and social issues persisting in India, the focus has shifted towards the social sector.
"However, in the past 3 decades, particularly after the economic reforms, researchers have shown
interest in this area. However, some researchers have worked with different methodologies on the
relationship between public expenditure and social development (Akinkugbe and Mohanoe, 2009;
Mahmud, 2008; Anand and Ravallion, 1993; Dreze and Sen, 1990; etc). Some studies have been
found on the impact of social sector expenditure on human development using proxies of per capita
income, education, poverty, inequality, and health (Chattopadhyay, 2018; Agrawal, 2015; Goswami
and Bezbaruah, 2011).

Based on the input and output-oriented DEA model by Mohanty and Bhanumurthy (2018), it
finds that Uttar Pradesh is among the most deficient states in terms of public spending, as their
finding is based on expenditure on social sectors (education, health). Thus, they conclude that if UP
increases its social sector outcomes by 20-25 percent, it may push the growth by 2-3 percent further.
The government's major responsibility in a developing nation is to enhance people's quality of life
by investing in health, education and other social services (Agarwal, 2015). Education and Health
are regarded as merit goods with positive externalities, and if it is entirely left on the market, health
and education may become inaccessible for poor and vulnerable groups. To ensure fairness and
equity for providing education and health or any social services, the government needs to intervene
in these sectors (Birdsall et al., 1990).

Objective of the Study

U To analyse the trend and pattern of public spending on the social sector in Uttar Pradesh.

Research Methodology

The present study is based on secondary data, and all the necessary information is gathered
from the Annual Publication of the Reserve Bank of India— ‘State Finances: A study of Budget’,
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Annual Budget Document of the Government of Uttar Pradesh. The study is based on time series
data over two decades, from 2004-05 to 2023-24, to examine the trend in public spending on the
social sector in UP.

Trend in Total Expenditure in Uttar Pradesh

It is necessary to examine the trend of overall expenditure of the economy, as social sector
expenditure is associated with it. The table-1 shows the trend in total expenditure, including revenue
and capital expenditure in Uttar Pradesh over two decades, from 2004-05 to 2023-24.The figure-1,
based on table-1, shows an upward trend in revenue expenditure from 2004-05to0 2023-24. A
fluctuation has been seen in capital expenditure, as it was 35664.55 crores in 2004-05, then it went
down to 28624.11 crores in 2010-11, and then showed an upward trend till 2023-24.

Table 1: Total Expenditure in Uttar Pradesh (Rs. in Crores)

Years Revenue Expenditure Capital Expenditure Total Expenditure
2004-05 44610.35 35664.55 80274.90
2005-06 46617.14 17728.56 64345.70
2006-07 55698.90 20783.76 76482.66
2007-08 65223.21 23061.21 88284.41
2008-09 75968.89 29929.23 105898.12
2009-10 89373.60 33701.66 123075.26
2010-11 107675.61 28624.11 136299.72
2011-12 123885.17 30837.15 154722.32
2012-13 140723.60 33746.58 174470.18
2013-14 158146.90 42502.73 200649.63
2014-15 171027.30 64581.14 235608.44
2015-16 212736.00 88137.80 300873.8
2016-17 236592.26 96832.88 333425.14
2017-18 266223.52 55599.36 321822.88
2018-19 301727.95 89842.66 391570.61
2019-20 298833.04 84518.65 383351.69
2020-21 298543.46 80167.20 378710.66
2021-22 337581.38 102381.85 439963.23
2022-23 379978.06 125927.49 505905.55

2023-24 (RE) 454771.32 177591.05 632362.37

Source: Budget Document, Uttar Pradesh Government.
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Source: Based on Table 1

Table 2: Revenue and Capita Expenditure as a % of Total Expenditure

Years As a % of Total Expenditure
Revenue Expenditure Capital Expenditure
2004-05 55.57 44.42
2005-06 72.44 27.55
2006-07 72.83 27.17
2007-08 73.88 26.12
2008-09 71.74 28.26
2009-10 72.62 27.38
2010-11 79.00 21.00
2011-12 80.07 19.93
2012-13 80.66 19.34
2013-14 78.82 21.18
2014-15 72.59 27.41
2015-16 70.71 29.29
2016-17 70.96 29.04
2017-18 82.72 17.27
2018-19 77.05 22.94
2019-20 77.95 22.04
2020-21 78.83 21.16
2021-22 76.72 23.27
2022-23 75.1 24.89

2023-24 (RE) 72.00 28.08
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Source: Calculated by the Authors Budget Document, Uttar Pradesh Government.
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Source: Based on Table 2

Table & Figure-2 present trends in revenue and capital expenditure as a percentage of total
expenditure from 2004-05 to 2023-24. As we can observe, the share of revenue expenditure in total
expenditure was increasing till 2012-13; after that, it declined. Similarly, the share of capital
expenditure in total expenditure first declined to 19.34 per cent from 44.42 per cent before reaching
28.08 per cent in 2023-24.

Trends in Social Sector Expenditure in Uttar Pradesh

The total spending on the social sector, the share of social sector expenditure in the total State
budgetary allocation, and the ratio of gross state domestic product (GSDP) by the State government
is shown in table and figre-3. Estimates show that there was a tremendous increase in absolute
terms in the social sector expenditure from Rs.16,932 crores in 2004-05 to Rs. 2,75,342 crores in
2023-24.0ver the period, public spending on social sector has shown a significant increase in the
proportion of GSDP, as it was 6.4 per cent in 2004-05 to 18.05 per cent in 2023-24. Its share in total
expenditure has shown a marginal increase from about 28.6 per cent in 2004-05 to 38.5 per cent in
2023-24.
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Table 3: Trends in Public Expenditure on Social Sector in Uttar Pradesh

Year Expenditure on Social Sector Expendi'ture as | Social Sector Expenditure as %
Social Sector (Rs. Crores) % of Total Expenditure of GSDP
2004-05 16,932 28.6 6.4
2005-06 20,141 33.7 7.2
2006-07 24,032 32.1 8.0
2007-08 30,006 34.4 9.3
2008-09 39,507 37.8 114
2009-10 47,250 39.0 12.8
2010-11 50,674 37.7 12.7
2011-12 59,716 38.8 8.2
2012-13 67,436 38.8 8.8
2013-14 76,555 38.1 9.5
2014-15 86,322 36.6 10.3
2015-16 1,08,196 36.3 11.9
2016-17 1,29,756 40.0 12.8
2017-18 1,17,089 36.7 11.08
2018-19 1,34,473 34.4 12.2
2019-20 1,42,288 37.1 12.4
2020-21 1,43,517 37.9 131
2021-22 1,69,095 38.5 14.03
2022-23 2,35,607 40.2 18.05
2023-24(RE) 2,75,342 38.5 o

Sources: Calculated by the Authors on the basis of RBI, State Finances Report (Various Issues).
Note: GSDP is at Constant Prices.

Figure 3: Social Sector Expenditure as % of Total Expenditure and GSDP
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Years

2004-05
2005-06
2006-07
2007-08
2008-09
2009-10
2010-11
2011-12
2012-13
2013-14
2014-15
2015-16
2016-17
2017-18
2018-19
2019-20
2020-21
2021-22
2022-23

2023-24 (RE)

Source: Calculated by the Authors on the basis of RBI, State Finance Report (Various Issues).
Note: GSDP is at Constant Prices.

Table 4: Share of Expenditure on Education

Expenditure on
Education as % of Total

Expenditure

125
15.2
14.7
14.1
13.2
13.8
16.1
17.1
17.3
16.0
15.0
155
16.7
14.8
12.4
14.6
145
13.6
13.8
10.2

Expenditure on Education
as % of Social Sector
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Figure-4, 5 and 6 (Based on Table 4)
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Table-4 illustrates the trends in education spending as a percentage of total expenditure, social
sector expenditure and GSDP. Regarding education spending as a percentage of total expenditure,
we cannot observe a consistent increase, as it shows fluctuations to some extent. It was 12.5 per
cent in 2004-05, increased to 16.7 per cent and then declined till 2023-24. However, the share of
education in social sector expenditure peaked at 45.77 per cent in 2006-07 and subsequently decreased
to 23.52 per cent in 2023-24. As a percentage of GSDP, it shows an upward trend from 2.82 per cent
in 2004-05 to 5.36 per cent in 2022-23.
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Table 5: Share of Expenditure on Public Health and Family welfare

Expenditure on Expenditure_on Health Expenditure on Health
Years Health as % of Total as% of Sougl Sector 5% of GSDP
Expenditure Expenditure
2004-05 38 1331 0.86
2005-06 5.1 15.22 1.1
2006-07 5.7 17.90 1.43
2007-08 4.8 13.91 1.29
2008-09 4.7 12.48 1.43
2009-10 5.0 12.78 1.64
2010-11 4.8 12.78 1.63
2011-12 4.4 11.24 0.92
2012-13 50 12.80 1.13
2013-14 4.6 12.16 1.16
2014-15 51 13.87 1.43
2015-16 4.5 12.43 1.48
2016-17 49 12.16 1.56
2017-18 53 14.43 1.6
2018-19 4.6 13.46 1.64
2019-20 5.2 14.02 1.74
2020-21 5.7 15.01 1.97
2021-22 53 13.81 1.93
2022-23 6.2 13.23 2.38
2023-24 (RE) 6.5 14.89

Source: Calculated by the Authors on the basis of RBI, State Finance Report (Various Issues).



Figures 7, 8, 9 (Based on Table 5)
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Table-5 along with Figures-7, 8 and 9 shows trends in public spending on health including
public health and family welfare. The estimates indicate that the share in total expenditure has
shown a barely increase. It was 3.8 per cent in 2004-05 to 6.5 per cent in 2023-24 and expenditure
on health as a share of GSDP has shown no notable change and remained stagnant at less than 2 per
cent from 2004-05 to 2021-22 but in 2022-23 it jumped to 2.38 per cent. But the share of health in
social services recorded a gradual increase from 13.31 per cent to 14.89 percent in 2023-24.

Conclusion

This paper analyzes the trends and patterns of public spending in social sectors over the past
two decades. Upon observing the financial allocation for capital and revenue expenditure, we find
that the share of revenue expenditure in total expenditure increased till 2012-13; after, it declined.
Similarly, the share of capital expenditure in total expenditure first decreased from 44.42 per cent to
19.34 per cent before reaching 28.08 per cent in 2023-24. Estimates show a significant upward
trend in absolute terms for social sector, but when we consider the share of the social sector in total
expenditure, it hovers around 35 per cent. Additionally, the social sector has exhibited a notable
increase in the proportion of GSDP, likely indicating the government’s prioritization of this sector.
Expenditure on the social sectors, particularly in education and public health, is widely believed to
positively impact human development and economic growth; thus, an increase in public spending
on social sectors yields better social outcomes. However, in the education sector, the share of education
in total expenditure and the social sector displayed a declining trend over the study period; in terms
of GSDP, it reflects an upward trend. Despite numerous government efforts, expenditure in the
education sector has not increased when compared with the growing population of the states.
Conversely, in the health sector, the trend indicates that there has been no significant change in
health and family welfare concerning GSDP, remaining stagnant at less than 2 per cent from 2004-
05 to 2022-23, except in 2023-24 when it reached 2.38 per cent. It is concluded that without adequate
investment in the social sector, such as education and health, no country can be considered properly
developed. However, in the case of Uttar Pradesh, we observe that the government expenditure on
education and health is still low. To rectify this deficiency, the State government must allocate
substantial funds to social sectors and ensure a more effective utilization of the already allocated
resources. The share of education as a percentage of GSDP is increasing, which is a positive sign,
but in health, it remains stagnant at less than 2 percent. It is crucial for the government to significantly
increase spending, as this has a direct impact on the life expectancy of the population.

References

1 Agarwal P. (2015). Social Sector Expenditure and Human Development: Empirical Analysis of Indian States.
Indian Journal of Human Development, Vol. 9, No. 2, pp 173-189.

1 Akinkugbe O., MohanoeM. (2009). Public Health Expenditure as a Determinant of Health Status in Lesotho.
Social Work in Public Health, Vol. 24,No. 1-2, pp 131-147.

1 Alam M., Alam D. (2020). Social Sector Expenditure and Human Development: An Analysis of Indian States.
International Journal of Humanities and Social Science Research, Vol. 6, No. 4,pp 91-97.

f  Anand S., Ravallion M. (1993). Human Development in Poor Countries: On the Role of Private Incomes and
Public Services. Journal of Economic Perspectives,Vol. 7, No. 1, pp 133-150.



UPUEA Economic Journal (UEJ), Volume-3 « Special Issue ¢ January-June, 2025

f  Baldacci E., Guin Siu M.T., Mello L.D. (2003). More on the Effectiveness of Public Spending on Health Care
and Education: A Covariance Structure Model. Journal of International Development, Vol. 15, No. 6, pp 709-
725.

1 Birdsall N., James E. (1990). Efficiency and Equity in Social Spending: How and Why Governments Misbehave.
World Bank Publications, Vol. 274.

f  Chattopadhyay S. (2008). Social Sector Expenditure in India in the 2000s: Trends and Implications. Journal of
Development Policy and Practices, Vol. 3, No. 1, pp 16-40.

1 DevS. M., Moji J. (2002). Social Sector Expenditures in the 1990s: An Analysis of Central and State Budgets.
Economic and Political Weekly, Vol. 37, No. 9, pp 853-66.

Dreze J., Sen A. (1990). IndiaEconomic Development and Social Opportunity. Clarendon Press Oxford.

Eggoh J., Houeninvo H., Sossou G.A. (2015). Education, Health and Economic Growth in African Countries.
Journal of Economic Development, Vol. 40, No. 1, pp 93.

f  Goswami B., Bezbaruah M.P. (2011). Social Sector Expenditure and Their Impact on Human Development:
The Indian Experience. Indian Journal of Human Development, Vol. 5, No. 2.

f  Guhan S.(1995). Social Expenditures in the Union Budget. Economic and Political Weekly, Vol. 30, No.18-19,
pp 1095-1102.

1  GuptaS., Clements B., Tiongson E. (1998). Public Spending on Human Development. Finance and Development:
A Quarterly Publication of The International Monetary Fund, Vol. 35, No. 3, pp 10-13.

1 Mahmud W. (2008). Social Development in Bangladesh: Pathways, Surprises and Challenges. Indian Journal
of Human Development, Vol. 2, No. 1.

f  Maurya N.K,, Jaiswal S. (2022). Public Expenditure in Uttar Pradesh: Trends and Patterns. Journal of Economic
Policy & Research, Vol. 17, Issue April-September, pp 49-60.

f  Mohanty R.K., Bhanumurthy N.R. (2018). Assessing Public Expenditure Efficiency at Indian States. National
Institute of Public Finance and Policy,New Delhi, NIPFP Working Paper No. 225.

! Ravallion M. (1997). Good and Bad Growth: The Human Development Reports. World Development, Vol. 25,
No. 5, pp 631-638.

State Finances: Study of Budgets (Various Years), Reserve Bank of India.
Union Budget Papers(Various Years), Government of Uttar Pradesh.



An Analytical Study of Non-Performing Assets
of Baroda U.P. Gramin Bank
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ABSTRACT

Non-Performing Assets (NPAs) pose significant challenges to the banking sector, particularly in
Regional Rural Banks (RRBs) that serve the rural populace. This study conducts an analytical
analysis of NPAs in one of the prominent RRBs in Uttar Pradesh: Baroda U.P. Gramin Bank.
Utilizing data from 2018 to 2024, the research examines trends in Gross and Net NPAs, evaluates
the effectiveness of NPA management strategies, and provides recommendations for enhancing
asset quality.

Keywords: Uttar Pradesh, Non-Performing Assets, Regional Rural Banks, Baroda U.P. Gramin
Bank

Introduction

Regional Rural Banks (RRBs) play a pivotal role in strengthening the rural economy by offering
banking services to farmers, artisans, and small-scale industries. They serve as a bridge between the
rural population and the formal financial sector. Among the prominent RRBs operating in Uttar
Pradesh is Baroda U.P. Gramin Bank, and it has undergone structural reforms through
amalgamations to increase operational efficiency and outreach.

Baroda U.P. Gramin Bank was formed on April 1, 2020, following the merger of Baroda U.P.
Gramin Bank, Purvanchal Bank, and Kashi Gomti Samyut Gramin Bank. Sponsored by Bank of
Baroda, it caters to a vast rural clientele spread across eastern Uttar Pradesh. While these banks
have expanded their footprint and improved financial inclusion, they face serious challenges related
to asset quality, particularly in the form of non-performing assets (NPAs). The rising volume of
NPAs hampers their ability to lend, affects profitability, and poses systemic risks. An in-depth analysis
of the NPA trends in these banks provides insights into the effectiveness of their credit policies and
the need for reformative measures.

The Indian banking sector has witnessed substantial growth over the past decades, yet it grapples
with the persistent issue of non-performing assets (NPAs). NPAs adversely affect the profitability
and liquidity of banks, undermining their ability to extend credit and support semi-urban populations,
which are particularly vulnerable due to their exposure to agriculture and small-scale industries.
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2. Assistant Professor, Department of Applied Economics, Sri Jai Narain Misra P.G. College, Lucknow, (U.P.).



UPUEA Economic Journal (UEJ), Volume-3 « Special Issue « January-June, 2025

This study focuses on one of the major RRBs in Uttar Pradesh: Baroda U.P. Gramin Bank. By
analyzing its NPA trends and management practices, the research aims to identify challenges and
propose strategies to enhance financial health and service delivery.

Challenges Faced by the Bank
1. High Initial NPA Levels: Post-amalgamation, the bank inherited a significant volume of stressed
assets from its predecessor entities, which inflated its gross and net NPA ratios.

2. Rural Credit Risk: Serving primarily agricultural and small-scale borrowers, the bank is more
susceptible to repayment defaults due to crop failures, seasonal income, and natural calamities.

3. Limited Technological Infrastructure: Although improvements are underway, the bank still
lags in implementing advanced analytics and monitoring systems for real-time risk assessment.

4. Recovery Difficulties: Legal hurdles and the socio-economic nature of its borrower base make
it challenging to enforce loan recovery through traditional mechanisms.

5. Manpower and Training Gaps: The need for more trained staff in credit risk assessment and
asset monitoring affects the bank’s ability to handle loans efficiently.

Review of Related Literature

Patidar (2012) examined the impact of priority sector lending on the total nonperforming assets
of banks. Multiple regression models and ratio analysis have been used. The result reveals that there
is a significant impact of priority sector lending on the total non-performing assets of public sector
banks. Along with this impact, priority sector lending in the case of private sector banks was not
significant.

Swamy (2013) used the panel data regression technique to analyze the determinants of asset
quality and profitability of banks for the years 1997 to 2009. The study shows that priority sector
credit and NPAs are not significant.

Abree and Mendes (2000) found that there is a positive similarity between the loans and the
profitability of banks.

Wood (2003) found that the higher loan ratio has a negative impact on the profit of banks.

Singh (2016) NPAs in RRBs are influenced by factors such as inadequate credit appraisal, lack
of monitoring, and external economic shocks.

Sharma and Goyal (2017) emphasized the role of effective recovery mechanisms and credit
risk management in mitigating NPAs.

Research Objectives

The primary objectives of this research are:

1. To analyze the trends in Gross and Net NPAs of Baroda U.P. Gramin Bank from 2018 to 2024.
2. To evaluate the effectiveness of NPA management strategies employed by the bank.

3. To provide recommendations for improving asset quality and reducing NPAs.
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Methodology
Research Design

This study adopts a descriptive and analytical research design, utilizing quantitative data to
assess NPA trends and management practices.

Data Collection

Secondary data were collected from official bank reports, financial statements, and credible
online sources. The data span from the financial years 2020-21 to 2023-24.
Data Analysis Tools

Data were analyzed using Microsoft Excel for trend analysis, percentage calculations, and

graphical representations.

Data Analysis

Baroda U.P. Gramin Bank

Baroda U.P. Gramin Bank, post-amalgamation in 2020, has shown significant growth in its
operations. Key financial indicators are as follows:

Table 1: Baroda U.P. Gramin Bank Financial Indicators (2021-2024)

Financial Year Gross NPA (%) Net NPA (%) Total Business (" Cr)
2018-19 12.26 5.49 -
2019-20 10.43 4.05 -
2020-21 9.78 7.18 72,015.25
2021-22 9.78 7.18 75,381.52
2022-23 7.53 4.04 85,425.60
2023-24 5.85 2.25 92,986.42

Trend Analysis of Gross and Net NPA (Baroda UP Bank)

2018-19 2019-20 2020-21 2021-22 2022-23 2023-24
Financial Year

Source: Baroda U.P. Gramin Bank Official Reports
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The data indicate a consistent decline in Gross NPA from 9.78% in 2020-21 t0 5.75% in 2023
24, reflecting effective NPA management strategies.

The data reflect a consistent decline in both Gross and Net NPA ratios, indicating improved
credit management and recovery mechanisms.

The higher NPA levels suggest challenges in credit appraisal and recovery mechanisms.

Key Findings

1. FromFY 2018-19to 2023-24, Gross NPA fell from 12.26% to 5.85%, and Net NPA dropped
from 5.49% to 2.25%. This indicates steady improvement in the bank’s loan portfolio quality
and effective recovery practices.

2. After the 2020 merger, there was a visible impact in terms of business expansion and more
aggressive NPA control, likely driven by the consolidated resources and renewed governance.

3. The total business increased from around ~ 72,015 crore in 2020-21 to nearly ~ 93,000 crore
in 2023-24, reflecting a healthy expansion in both deposits and advances.

4. The fall in Net NPA, especially in the last two years, suggests enhanced internal control
mechanisms and better credit appraisal procedures.

Challenges interpreted from Data

5. High Initial NPA Burden:

In 2018-19 and 2019-20, the Gross NPA remained above 10%, reflecting a legacy burden of
bad loans that took several years to resolve.

6. Stagnant Net NPA (2020-22):

Despite efforts, the Net NPA hovered at 7.18% during FY 2020-21 and 2021-22, indicating
issues in actual recoveries even though overall asset quality was improving.

7. Rural Credit Volatility:

High exposure to agriculture and small borrowers means that despite better management, the
bank remains vulnerable to monsoon failures, commodity price crashes, and local economic
slowdowns.

8. Infrastructure and HR Gaps:

The slow decline in early years implies limitations in technological integration and lack of
well-trained staff in early risk identification and recovery efforts.

Recommendations
1. Strengthen Credit Appraisal: Implement rigorous credit assessment procedures to evaluate
borrowers’ repayment capacity effectively.

2. Enhance Recovery Mechanisms: Establish dedicated recovery teams and leverage legal
frameworks for efficient NPA resolution.
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3. Adopt Technology Solutions: Utilize data analytics and credit scoring models to monitor loan
performance and predict potential defaults.

4. Staff Training: Conduct regular training programs for staff on credit risk management and
NPA recovery strategies.

5. Customer Engagement: Foster strong relationships with borrowers to understand their financial
conditions and provide timely support.

Discussion

The financial data from FY 2018-19 to 2023-24 reveals significant trends in the performance
of Baroda UP Bank in managing its Non-Performing Assets (NPAS):

The bank’s Gross NPA ratio fell from 12.26% in 2018-19 to 5.85% in 2023-24, and Net NPA
declined from 5.49% to 2.25% during the same period. This downward trajectory demonstrates the
bank’s enhanced credit management, better risk controls, and intensified recovery efforts. The consistent
improvement suggests a structural shift in the bank’s approach toward asset quality monitoring.

Following its amalgamation in 2020, Baroda UP Bank showed both expansion and operational
resilience. Total business volume rose from ~ 72,015 crore in 2020-21 to ~ 92,986 crore in 2023-
24, reflecting renewed depositor confidence and lending growth. Despite inheriting stressed assets
from predecessor institutions, the bank successfully reduced its NPA burden without compromising
on expansion.

The stagnant Net NPA ratio of 7.18% during FY 2020-21 and 2021-22 indicates initial
difficulties in effective recovery post-merger. However, a sharp drop to 2.25% by FY 2023-24
suggests that systemic reforms—possibly in loan appraisal systems and recovery mechanisms—
were gradually implemented and began to yield results.

The bank’s clientele is predominantly rural, with a high share of agricultural and priority sector
lending. This structure makes the bank vulnerable to external shocks such as erratic monsoons, crop
failures, or fluctuating commodity prices, which often lead to loan defaults. While these risks are
inherent, their effects are visible in the slow pace of recovery during certain fiscal years.

Initial high NPAs and slow reductions in the early post-merger years point to limitations in staff
training, lack of advanced credit-monitoring tools, and systemic inefficiencies in the recovery process.
The eventual turnaround was likely supported by focused efforts in digitalization and targeted risk
assessment, although full optimization remains a work in progress.

Conclusion

The analysis of Baroda UP Bank’s Non-Performing Assets (NPAs) over the period 2018-19 to
2023-24 highlights a significant improvement in asset quality and financial discipline. The consistent
reduction in both Gross and Net NPA ratios reflects the bank’s proactive efforts in strengthening
credit appraisal, recovery mechanisms, and internal risk management systems. Despite challenges
such as inherited bad loans, rural economic vulnerabilities, and operational limitations, the bank
has demonstrated resilience and adaptability—especially following its structural transformation
post-merger.



UPUEA Economic Journal (UEJ), Volume-3 « Special Issue ¢ January-June, 2025

Furthermore, the steady increase in total business underscores growing customer confidence

and effective outreach in rural and semi-urban markets. However, sustaining this progress requires
continuous investment in technology, employee training, and borrower education to prevent future
asset stress. Going forward, a balanced strategy that integrates credit growth with risk mitigation
will be essential to ensuring long-term financial stability and inclusive development through rural

banking.
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The Impact of UPI Adoption on Financial
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in Rural Uttar Pradesh
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ABSTRACT

This study examines the impact of the Unified Payments Interface (UPI) on financial inclusion and
household financial resilience in rural Uttar Pradesh. As India experiences a digital transformation
in its financial ecosystem, UPI has emerged as a critical tool for expanding access to financial
services in underserved areas. The objective of this research is to explore how UPI adoption
influences bank account usage, transaction frequency, savings behavior, and the ability of rural
households to manage financial shocks. Adopting a descriptive and analytical methodology based
on secondary sources—including peer-reviewed journal articles, government data, and fintech
research reports—the study investigates both the enabling factors and challenges of UPI use in
rural settings. Key drivers identified include increasing smart phone penetration, supportive
government schemes, and the role of banking correspondents. However, barriers such as digital
illiteracy, gender disparities, and weak internet infrastructure persist.

The findings suggest that UPI has contributed positively to financial inclusion by promoting regular
digital transactions, encouraging savings, and enhancing access to formal credit channels. It has
also improved financial resilience, particularly by enabling faster responses to emergencies, reducing
dependence on informal lending sources, and fostering more disciplined financial behavior. Women,
smallholder farmers, and informal sector workers stand out as key beneficiaries when supported
with targeted interventions.

The paper concludes that while UPI holds transformative potential, its success in rural areas
depends on strengthening digital literacy, enhancing connectivity, and implementing inclusive
policies that address structural inequities. The study also highlights the need for future field-based
research to assess long-term behavioural impacts and to evaluate integration with other development
sectors such as agriculture, health, and education.
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INTRODUCTION

India’s financial ecosystem has undergone a remarkable digital transformation in recent years,
propelled by government policy initiatives and technological innovations. Digital financial services,
particularly mobile-based platforms, have emerged as critical enablers of financial inclusion by
offering accessible and low-cost financial tools to the underserved population (Gulia & Singh,
2024). One such transformative development is the Unified Payments Interface (UPI)*—an instant,
real-time mobile payment system introduced by the National Payments Corporation of India (NPCI)?
in 2016. UPI enables seamless peer-to-peer and peer-to-merchant transactions and allows users to
link multiple bank accounts through a single mobile application (Mandal, 2024).

By facilitating low-cost, high-speed digital transactions, UPI has significantly altered the financial
inclusion landscape, especially in rural and semi-urban regions. UPI adoption has enhanced the use
of formal financial services—such as savings, credit, and insurance—in rural areas, thereby
contributing to improved household-level financial resilience (Prasad, Jain, Surana, Shill, Kankariya,
& Poddar, 2024). Financial resilience refers to a household’s ability to withstand income shocks,
manage financial obligations, and recover from economic setbacks. Access to digital financial services
through platforms like UPI helps promote financial behavior such as savings, timely credit access,
and informed decision-making (Dubey & Gupta, 2024).

Rural Uttar Pradesh characterized by low literacy levels, income instability, and limited access
to traditional banking infrastructure, presents a compelling case to evaluate UPI’s role in driving
inclusive financial growth. Despite being India’s most populous state, rural UP lags behind in digital
literacy and financial access indicators (Srivastava, Sharma, & Deshpande, 2019). While UPI offers
immense potential, challenges such as internet accessibility, smart phone penetration, digital trust,
and awareness continue to hinder its full adoption (Vishwakarma, Mishra, Shailendra, & Lal, 2024).

This study investigates how UPI adoption influences financial inclusion and household financial
resilience in rural Uttar Pradesh. It examines the extent of digital integration, the impact on coping
mechanisms during financial shocks, and identifies key barriers and enablers—such as infrastructure,
literacy, and policy support—that affect adoption in these regions.

RESEARCH OBJECTIVES

The objective of this paper is to:
*  Measure the extent and patterns of UPI adoption in rural UP.
*  Analyze UPI’s effect on savings, credit usage, and financial coping strategies.

* ldentify policy and infrastructural gaps limiting UPI adoption and suggest strategies for
improvement.

LITERATURE REVIEW

The rapid expansion of digital payment systems has played a crucial role in enhancing financial
inclusion across India. Various studies have established that digital transactions have bridged access
gaps for marginalized populations by reducing the dependency on traditional banking infrastructure.
Digital payments have significantly enhanced financial accessibility and inclusion in rural India by
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providing low-cost, user-friendly platforms that facilitate secure and efficient transactions (Prasad,
Jain, Surana, Shill, Kankariya, & Poddar, 2024).

The introduction of the Unified Payments Interface (UPI) by the National Payments Corporation
of India (NPCI) in 2016 marked a major turning point in the country’s digital payment ecosystem.
UPI offers an interoperable, real-time payment framework that has grown rapidly in both urban and
rural contexts. A recent report by Ernst & Young and the Confederation of Indian Industry® (EY &
Cll, 2024) reveals that UPI is now the preferred payment method for 38% of individuals in rural and
semi-urban areas, highlighting its increasing reach beyond metro regions. However, despite this
reported preference, UPI’s active usage in rural areas remains relatively low. According to a study
by Deccan Herald* (DH, 2022), only 3-7% of rural users actively transact via UPI, with major
barriers including digital illiteracy, limited smartphone penetration, and inadequate internet
connectivity.

The concept of household financial resilience, broadly defined as a household’s ability to manage
financial stress, maintain economic stability, and recover effectively from income or expenditure
shocks, is closely linked to financial inclusion. While digital platforms like UPI have the potential
to enhance resilience through better savings, credit access, and financial planning tools, there is
limited empirical research that directly explores this relationship in rural Indian contexts. Financial
inclusion among rural agricultural households has been assessed, but the specific contribution of
UPI to household financial coping mechanisms remains unexamined (Antil, Swain, & Kumar, 2022).

Notably, there exists a critical gap in the literature focusing on the role of UPI in promoting
financial inclusion and resilience among rural households in Uttar Pradesh. Most studies tend to
generalize findings across states or focus on urban or pan-India trends, overlooking region-specific
socioeconomic dynamics and digital challenges that are particularly pronounced in rural UP.

METHODOLOGY

This study adopts a qualitative and secondary data-based approach to examine the impact of
UPI adoption on financial inclusion and household financial resilience in rural Uttar Pradesh. It
relies on analysis of existing literature, government reports, and journal-based studies to identify
patterns, challenges, and outcomes related to digital payment adoption. The focus is on synthesizing
evidence from credible sources to draw insights relevant to the rural context of Uttar Pradesh,
without conducting primary field surveys or empirical analysis.

UPI ADOPTION TRENDS IN RURAL UTTAR PRADESH

The adoption of the Unified Payments Interface (UPI) in rural Uttar Pradesh has witnessed
gradual growth, driven by technological penetration and supportive policy frameworks. According
to Gulia and Singh (2024), while UPI adoption in urban areas is robust, rural adoption is still
evolving but has shown marked improvement due to increased access to mobile internet and growing
trust in digital transactions (Gulia & Singh, 2024). Smartphone penetration plays a pivotal role in
this transition. The availability of low-cost smart phones and improved mobile internet coverage
has enabled rural users to access UPI platforms with greater ease (Mandal, 2024). Furthermore,
government-led initiatives such as the Digital India programme and Pradhan Mantri Jan Dhan Yojana
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(PMJDY)® have accelerated digital financial literacy and increased the number of bank account
holders, setting the foundation for UPI usage. Awareness campaigns under these programmes have
particularly helped first-time users in rural areas navigate digital payments confidently (Swapna &
Kanthimathinathan, 2025).

Banking agents, or Bank Mitras, serve as intermediaries between rural communities and financial
institutions. These agents assist individuals in on boarding onto digital platforms and troubleshooting
payment-related issues, enhancing trust and adoption rates (Gulia & Singh, 2024). Additionally, the
integration of UPI with local Kirana stores and self-help groups (SHGs) has expanded its practical
utility in day-to-day transactions. Access to formal financial services in rural agricultural households
is significantly influenced by proximity to financial institutions, socioeconomic status, and awareness
levels—factors that also directly impact the adoption of UPI-based services in such regions (Antil,
Swain, & Kumar, 2022).

Despite these positive developments, multiple barriers persist. A significant hurdle remains
digital literacy, especially among older adults and women in rural households. While younger rural
users are relatively more confident in using UPI, the elderly and less-educated groups often depend
on intermediaries or avoid digital payments altogether (Vishwakarma, Mishra, Shailendra, & Lal,
2024). Gender disparity is another pressing issue. Women in rural areas face unique challenges,
such as restricted access to mobile devices, limited autonomy in financial decision-making, and
lower literacy levels, all of which reduce their likelihood of adopting UPI (Swapna &
Kanthimathinathan, 2025). Infrastructure challenges further constrain adoption. Inconsistent
electricity supply, poor network connectivity, and limited access to banking facilities in remote
villages often interrupt transactions or discourage users from embracing digital payments fully
(Mandal, 2024). These systemic issues suggest that while the groundwork for UPI adoption is in
place, deeper structural improvements are necessary to achieve widespread and inclusive digital
financial integration in rural Uttar Pradesh.

IMPACT ON FINANCIAL INCLUSION

The Unified Payments Interface (UPI) has significantly influenced financial inclusion in rural
Uttar Pradesh by enhancing bank account usage, increasing digital transaction frequency, and altering
savings behavior. Its impact is particularly notable among marginalized groups, including women,
small farmers, and informal sector workers.

Bank Account Usage and Digital Transaction Frequency

The introduction of UPI has streamlined banking operations for rural residents, leading to a
notable increase in bank account utilization. A report by Ernst & Young and the Confederation of
Indian Industry (2024) revealed that UPI is the preferred transaction mode for approximately 38%
of individuals in rural and semi-urban India, particularly among those aged 18 to 35 (EY & ClIlI,
2024). This preference indicates a shift from cash-based transactions to digital platforms, fostering
greater financial inclusion.

Furthermore, the convenience of UPI has led to more frequent digital transactions. A study by
Gulia and Singh (2024) observed that rural users who adopted UPI engaged in digital transactions
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more regularly than before, suggesting an increased comfort with digital financial tools (Gulia &
Singh, 2024). This shift not only enhances transaction efficiency but also integrates users more
deeply into the formal financial system.

Savings Behavior

UPI’s ease of use has also influenced savings behavior among rural populations. The seamless
nature of digital transactions has encouraged users to manage their finances more effectively, leading
to improved savings habits. For instance, the ability to monitor transactions in real-time via mobile
applications has heightened financial awareness, prompting more prudent spending and increased
savings (Antil, Swain, & Kumar, 2022). However, comprehensive studies quantifying this behavioural
change in rural Uttar Pradesh are limited, indicating a need for further research in this area.

Inclusion of Marginalized Groups

UPI has played a pivotal role in integrating marginalized groups into the financial mainstream.
Women, in particular, have benefited from UPI’s user-friendly interface. The “UPI for Her” initiative
by Women’s World Banking (2024) identified that approximately 200 million women in India are
poised to adopt digital payments, highlighting UPI’s potential to enhance women’s financial
empowerment (WWB, 2024)°. Despite this potential, challenges such as financial illiteracy and
cultural factors continue to hinder widespread adoption among rural women. Swapna and
Kanthimathinathan (2025) found that while rural women recognize UPI’s usefulness, these barriers
often prevent a positive attitude toward its adoption (Swapna & Kanthimathinathan, 2025).

Additionally, Shome (2024) points out that although UPI has brought convenience and safety
to women vendors, it is not a standalone solution. Many still face barriers like access to smartphones
and consistent network connectivity (Shome, 2024). Shekhawat (2024) emphasizes that grassroots
community networks play a critical role in promoting UPI merchant adoption among women micro
entrepreneurs, helping bridge the digital gender divide in financial transactions (Shekhawat, 2024).

Small farmers and informal sector workers have also experienced increased financial inclusion
through UPI. The platform’s accessibility allows for direct transactions, reducing reliance on
intermediaries and minimizing transaction costs. This direct access to financial services enables
better financial management and planning, crucial for these groups’ economic stability.

Case Studies lllustrating Improved Access and Usage

In Ayodhya, Uttar Pradesh, a targeted project demonstrated UPI’s positive impact on women
entrepreneurs. The initiative led to a doubling of average monthly transactions among women
merchants, from 12 in June 2024 to 24 in December 2024, showcasing enhanced business operations
and financial inclusion” (WWB, 2024).

Additionally, a study by Citizen Matters® focusing on women street vendors in Kolkata and
Bengaluru revealed that UPI adoption facilitated more secure and efficient transactions, contributing
to increased financial security and business growth (Shome, 2024). These caselets underscore UPI’s
potential to transform financial practices among marginalized groups in rural settings.
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IMPACT ON HOUSEHOLD FINANCIAL RESILIENCE

The adoption of the Unified Payments Interface (UPI) has significantly improved household
financial resilience in rural Uttar Pradesh. This resilience manifests in better coping mechanisms
during financial shocks, enhanced access to credit, and a shift from informal to formal financial
systems.

Coping During Financial Shocks

UPI’s real-time digital payment capabilities have helped rural households mobilize funds quickly
during crises such as medical emergencies or agricultural losses. This is especially crucial in areas
with limited physical banking infrastructure. The ease of transferring money via mobile apps and
QR codes enables timely access to funds from relatives, government subsidies, or savings accounts
(FE, 2024). Additionally, UPI’s integration with insurance platforms has simplified premium payments
and claims, improving risk mitigation in rural areas (BFSI, 2024).

Access to Credit and Timely Payments

One of UPI’s transformative contributions is enhancing visibility into users’ financial behavior,
thereby supporting credit scoring and access. A government-backed study found that a 10% rise in
UPI transactions correlates with a 7% increase in credit availability for rural users, owing to improved
digital trails for financial service providers®. The Reserve Bank of India’s initiative to link pre-
approved credit lines with UPI through small finance banks is expected to ease seasonal borrowing
needs, particularly for smallholder farmers®™ (Reuters, 2024).

Moreover, timely payments for agricultural inputs, school fees, or loan instalments via UPI
contribute to improved household financial discipline and planning (Soni & Sharma, 2023).

Emergency Fund Building and Reduced Informal Dependency

The simplicity of setting aside small amounts through UPI-linked saving tools has encouraged
households to build emergency buffers. In cooperative banks and rural societies, UPI is increasingly
being integrated into recurring deposit and micro-savings products, encouraging regular saving
habits (Antil, Swain, & Kumar, 2022). This financial buffer helps absorb shocks without turning to
high-interest informal lenders.

The shift away from informal lenders is notable. A study by Kumari (2024) in the shows that
UPI has enabled access to low-cost microcredit platforms, especially among women-led households,
reducing their reliance on local moneylenders (Kumari, 2024). This transition strengthens rural
financial ecosystems and reduces long-term financial vulnerability.

POLICY IMPLICATIONS AND RECOMMENDATIONS

To deepen the impact of UPI on financial inclusion and household resilience in rural Uttar
Pradesh, a multi-pronged policy approach is essential. Despite the remarkable growth of UPI,
challenges such as digital illiteracy, poor internet connectivity, and socio-cultural barriers limit its
full potential in underserved regions (Sahoo & Mahakud, 2023).
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Firstly, scaling UPI usage requires strengthening the digital infrastructure. The government
should prioritize expanding mobile network coverage and subsidizing smartphones through rural
digital inclusion schemes. Collaborations between telecom companies and fintech providers can
ensure that even remote areas gain seamless access to digital platforms (Sharma & Singh, 2022).

Secondly, digital literacy programs must go beyond one-time workshops. Continuous,
community-based training, especially via local banking agents, SHGs, and Anganwadi workers,
can ensure better retention and trust in digital payments. Introducing gamified learning apps in
regional languages could help promote UPI adoption among rural youth and women (Kumar, Rani,
& Mehta, 2022).

Targeted efforts should address gender and income disparities. Women in rural households
often lack direct access to mobile phones and bank accounts. Policies that mandate joint mobile
ownership, create women-only digital banking camps, and integrate UPI with DBT schemes for
women-led households can help close this gap™ (NABARD, 2023). For low-income groups, micro-
incentives—such as cash back for first-time users or UPI-linked food distribution systems—can
motivate digital behavior change.

Finally, promoting UPI in agricultural value chains, mandis, and through rural cooperatives can
institutionalize its usage in daily transactions. This would transform digital inclusion into long-term
financial empowerment.

CONCLUSION

This study highlights the transformative potential of the Unified Payments Interface (UPI) in
advancing financial inclusion and strengthening household financial resilience in rural Uttar Pradesh.
UPI adoption has facilitated broader access to banking services, improved transaction efficiency,
and encouraged the use of digital platforms for savings and credit among rural populations. It has
been particularly beneficial for marginalized groups, including women and smallholder farmers, by
enabling easier access to government benefits, supporting micro-transactions, and reducing reliance
on informal financial channels.

The role of UPI in fostering a more inclusive rural economy is evident in the rise of digital
literacy, improved financial behavior, and enhanced capacity to withstand economic disruptions.
These positive outcomes are especially visible in regions with adequate infrastructure, local training
programs, and initiatives that build community trust in digital finance. Moreover, UPI’s integration
with government schemes and its growing network of banking agents and fintech solutions continues
to extend its reach across underserved areas.

Future research should explore the long-term behavioural impacts of digital financial services,
especially among women, older adults, and populations in remote or tribal regions. Longitudinal
studies and field-based investigations would provide deeper insights into the sustainability and
effectiveness of digital inclusion. Additionally, examining how UPI intersects with agriculture,
healthcare, and education payments could open up new avenues for innovative and targeted policy
interventions.
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A Study of Transfer Dependency of Municipal
Corporations: The Indian Perspective

Divye Gattani?

INTRODUCTION

The Indian economy began to witness a compositional shift in growth from rural to urban-
based economic activities, as firms and industries established themselves in urban areas, and rural-
to-urban migration increased in search of a better lifestyle and job opportunities. Municipal
corporations are assigned the responsibility for urban planning and development, along with public
delivery of services in our nation, as urban areas are becoming the powerhouse of economic growth
and prosperity. These growing ‘Urban Agglomerations’ would require massive reforms and
transformations in infrastructure, with good governance practices to ensure efficient public delivery
of services to facilitate their growth by not constraining their capacities as ‘engines of growth’. We
need to shift our focus towards the efficient management of these urban areas to harness their
maximum potential. These areas differ in their demands and fiscal needs across different regions,
making it difficult to meet their needs.

Arrow-Musgrave and Samuelson translated that each level of government would seek to
maximize the social welfare of its respective constituency, directing towards decentralization and
fiscal federalism. Local governments are closer to their constituency and have a superior knowledge
of the preferences and demands of residents and their conditions, with the local outcome being
pareto superior to that of a centralised one, as well as in accordance with the inter-regional differences
in areas. The first-generation theory of fiscal federalism (FGT) was associated with decentralized
provision of local public goods and decentralization of expenditure responsibilities, but the power
of ‘majority taxes’ was left with the central authorities, emphasizing the importance of decentralized
governments. ‘Decentralization theorem’—developed by Wallace E. Oates- states that “each public
service should be provided by the jurisdiction having control over the minimum geographical area
that would internalize benefits and costs of such provision” (Tiebout, 1956: 416; Oates, 1972). FGT
emphasised the role of transfers in addressing the cost disability, which arises due to a mismatch
between expenditure obligations and revenue collections. A ready bailout to local government was
becoming inefficient, with local governments’ lack of incentive to mobilize their revenue to fund
their expenditure requirements, and being heavily dependent on intergovernmental transfers. Second
generation theory of fiscal federalism (SGT) regarded politicians as ‘rent seeking individuals” who

1. DAV PG College Varanasi, (U.P.).
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would see their objectives and have imperfect information about the local level, leading to inefficiency
in the delivery of core public services pointing to “principal-agent problem’ where principal being
‘citizens’ and agents being ‘politicians’. SGT argued for the decentralization of revenue
responsibilities with “‘hard budget constraints’ and referred to local taxation playing a very important
role in mobilizing municipal corporations’ revenue and power to expand local taxes will improve
the efficiency levels of service delivery. Thus, effective decentralization will not only improve the
efficiency levels but will also help in evaluating the outcomes by providing information about the
fiscal needs and fiscal ability of local areas. The evolution of public finance pointed towards fiscal
federalism and the sharing of responsibilities with decentralized government to maximize the social
welfare of the nation.

FISCAL FEDERALISM- INDIAN EXPERIENCE

India was a two-tier government till 1992 after it goes through a major structural reform with
73" and 74" constitution amendment giving constitutional status to local government bodies and a
proper framework for improving the central-state and local relations becoming a three-tier government
system. The constitution gave the authority to states to assign them with functions and responsibilities
providing an illustrative list of 18 functions which the state governments ‘may’ assign (under the
12" schedule). Finance commission was appointed with the role to suggest measures needed to
augment the consolidated fund of state based on recommendations made by state finance commissions
and maintaining a sustainable and stable fiscal environment consistent with equitable growth of
municipal corporations. The institutionalisation of local governments changed the face of
development in our nation with local bodies now working at the ground level with the primary
responsibility of delivery of public services. The terms of reference (TOR) of local governments for
the first time was included in the 11" Finance commission report and further finance commission
reports have recommended measures along share of grants to local bodies. Municipal corporations
were endowed with functions which benefitted the local residents.

Devolution of ULB's
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The above figure shows the devolution of grants by respective finance commissions which
increased highly after the constitutional amendment (from 1000 crore. in 10" FC to 1,21,199 crore
in 15" FC). Finance commission takes into consideration the terms of reference (TOR), past database
records to recommend measure and grants to urban local bodies(ULBs). The major problem with
finance commissions in preparing their reports for local government was they were handicapped
with the data supplied to them being difficult to even calculate, compare and analyze the resource
gap of urban local bodies. Indian decentralization started facing problems where state finance
commissions were not constituted on time and reports were based on discretionary transfers, some
states were even reluctant to share the functions with municipal corporation. State governments
enjoyed absolute power to endow them with the authority to levy tax, it was on their discretion to
transfer funds to local bodies which created inter state disparity in decentralization of functions in
actual practices to municipal bodies. The lack of database availability also started questioning the
credibility and accountability of this municipal corporations. Finance commissions have taken several
initiatives and measures to overcome various problems faced by municipal corporations.

11 FC FC-XI stated that first charge on the grants should be to maintenance of accounts and development of databases
and the remaining amount should be used for maintenance of basic core services. It recommended a formula for
devolution on the basis of population(40%), area(10%) and income distance (20%). C&AG was entrusted with
the responsibility for control over database and maintenance of accounts.

12" FC FC-XII recommended that 50% of grants should be utilised towards solid waste management practices scheme in
PPP model along with creation of database and maintenance of public accounts using modern technology and
accounting practices. It retained the same formula of devolution of FC-XI and recommended exploration of other

tax revenue streams for increased tax collections.

13" FC FC-XIII recommended two components of grants; basic and performance grant where basic was tied with no
conditions and 9 conditions were tied for the urban local bodies along with maintenance of accounts to draw the
performance grants.

14" FC FC-XIV recommended two components of grant with composition of basic (80%) and performance (20%) with 3
conditions attached to them. The SFCs reports significantly differ in quality thus, FC decided to take the common
issues into consideration in those reports. It recommended a trust based approach and said no further conditions
should be imposed by states to the release of funds. Local bodies need to harness their potential of revenue
collection and states should work towards proper reforms and regular revision of tax rates adjusted for inflation
with strengthening the tax base. Municipal corporations should take initiative to directly approach the market for
finance through municipal bonds and an intermediary body should be set up to assess their credit ratings and

credit worthiness.

15" FC FC-XV recommendations came up at the time of crisis where municipal corporations were at the front lines.
They recommended that all those states who have not constituted their SFCs, must constitute and act upon their
recommendations with publishing an action taken report before march 2024 to the state legislature otherwise no
grants would be further released to them. Urban local bodies need to make their unaudited annual accounts of
previous and audited annual accounts database of before previous available on the public domain and show a
consistent rise in their tax collections to meet the entry level qualification for grants. A challenge fund was
constituted for million-plus cities linked to their performance in improving the air quality and meeting the criteria

of service level benchmarks.
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The initiatives taken by finance commission and government gave some positive result with an
increase in municipal corporation’s total expenditure directing towards delivery of core public
services, improvement in its own revenues and database availability of MCs with the help of reforms
and intergovernmental transfers.

Figure 2 Figure 3
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The above figure shows that total expenditure as a % of GDP has increased along with municipal
corporations revenue as a % of GDP but despite the efforts of government and finance commissions
on transforming municipal corporations, they merely took an incentive and were still heavily
dependent on them for transfers to even fund their maintenance expenditures. The transfers were
designed to reduce the fiscal asymmetry between municipal bodies to meet their fiscal needs but
instead they became heavily dependent on them with decline in their own revenue losing out their
fiscal identity, autonomy as third tier of government.
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The above figure shows the municipal corporation’s own revenue as a share of total revenue
receipts has declined from (64% in 2017-18(A) to 60% in 2022-23 (RE)) and transfers increased
from (34.8% in 2017-18(A) to 40.3% in 2022-23 (RE)) clearly pointing out to the failure of leveraging
them as financially self-sustaining agencies and they being dependent on states and central
government for transfers marks losing out their fiscal autonomy and credibility as an institution.
Municipal corporation’s database still points out to several lacunae in preparation of accounts,
misutilisation of funds, lack of monitoring in their services pose a severe challenge to the working
of municipal corporations.

A world bank report estimates that India will need approx. 70 lakh crore rupees by 2036 to
address its urban infrastructure needs marking a requirement of 4.6 lakh crores per year which is
currently only at 1.3 lakh crore per year pointing out to a major resource gap which needs to be
covered in these urban local bodies. Thus, resource mobilization from their own revenue sources is
very important to meet their infrastructure needs in future. Growing urbanisation will increase the
potential of municipal corporations to mobilise their own revenues with support of right reforms
and policies of state finance commissions (SFCs). An estimate by (ADB- in the Indian municipal
finance) states that municipalities have the potential to raise their property tax revenues by (about
110%) without any fundamental change in their system of valuation and tax structure. Thus, major
reforms to meet their resource gap will help them to go beyond the efficiency levels of
intergovernmental transfers maintaining their strong fiscal identity and autonomy as third tier of
government. Resource gap is measured as a mismatch between the decentralisation of revenue
streams and expenditure obligations of local governments by giving us a clear estimate of dependency
on other sources to finance their own expenditures.

There is an increasing need to study the finances of municipal corporations and resource gaps
existing in them to anticipate their requirements and reforms needed to improve their situations.
This paper aims to study the transfer dependency of municipal corporations across states to meet
their resource gaps and assessing the performance of municipal corporation finances across the
country. It also includes the study of inter-state variations in municipal corporation finance.

METHODOLOGY

Resource gap arises when there is a difference between the amount of revenue generated by
their own sources and the amount spent on own expenditures by municipal corporations, in this
situation municipal corporations depend on intergovernmental transfers, to fund their expenditures.

Resource Gap= own source revenue/own expenditure.
Fiscal dependency=1-Resource Gap

1. The study includes both revenue account resource gap as well as capital account resource gap
separately.

2. Revenue account resource gap = own source revenue receipts/own revenue expenditure. Capital
account gap = own source capital receipts/own capital expenditure.

3. Data of municipal corporations across 26 states and 2 union territories is taken for the period
2017-18 to 2023-24. Data of ‘2017-18 and 2018-19’, taken from 201 municipal corporations,
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2017-18 were from actual estimates and 2018-19 from revised estimates. The data of ‘2019-20
to 2023-24’, taken from 231 municipal corporations, 2019-20,2020-21 and 2021-22 were from
actual estimates and 2022-23,2023-24 from revised and budget estimates. Data for capital
accounts is available from 2019-20 to 2021-22(A), 2022-23(RE),2023-24(BE).

The data not available have zero values.

5. Revenue account resource gap will show to what extent municipal corporations revenue
expenditure is supported by their own revenue receipts and not through financial assistance or
grants from state or central governments while capital account gap shows to what extent
municipal corporations capital expenditure is supported by their own capital receipts and not
through financial assistance or grants from central and state governments.

6. Fiscal dependency shows dependency of municipal corporations on intergovernmental transfers
and other sources to fund their expenditures.

7. Higher resource gap shows own revenue funds a large portion of expenditures with lower
fiscal dependency, while lower resource gap shows own revenue funds small portion of
expenditures with higher fiscal dependency.

FINDINGS

The study shows that municipal corporation’s own revenue has declined and the share of transfers
from central and state governments to municipal corporations has increased over time. Inter-state
variations in resource gap were clearly visible where few states municipal corporations have
performed consistently better in mobilizing their own revenues to fund their expenditures while on
the same period few states have performed very low in their revenue efforts. Municipal corporations
in states like Telangana (112%) and Goa (109%) even generated surplus from their own revenue
and states like Andhra Pradesh(97%), Maharashtra (84%), Rajasthan (79%) and Gujarat (72%)
were among the top performing states in mobilizing their own revenue receipts to meet their revenue
expenditure while on the other hand states like jammu and Kashmir(23%), Bihar(27%), Uttarakhand
(28%) and Uttar Pradesh(29%) were the low performing sates being heavily dependent on
intergovernmental transfers to finance their expenditures.

Capital account resource gap gave some significantly different results where municipal
corporations of states like Goa(1959%), Himachal Pradesh (255.73%), Telangana(194.65%) showed
a very huge surplus of their own capital receipts after meeting their capital expenditures, putting
concerns over the capital receipts lying unutilized while on the other hand municipal corporations
of States like Delhi (119%), Andhra Pradesh (71.86%) were the top performing states in mobilising
their own capital receipts to fund their capital expenditures while municipal corporations of states
like Haryana(0.50%), Uttar Pradesh (1.14%), West Bengal (1.76%), Uttarakhand (-77.14%) have
performed worse in maintaining their capital account resource gap. Majority of municipal corporations
were not even able to meet 50% of their capital expenditures with their own capital receipts posing
a serious problem to municipal finances of the country.

The analysis shows that municipal corporation expenditures are rising but on the same side
their own revenue are declining building a huge resource gap in municipal corporations across
states making them heavily dependent on intergovernmental transfers. Dependency on transfers is a
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problem for municipal corporation’s fiscal autonomy and fiscal identity as third tier of government.
They lack the motivation to improve their revenue sources which questions their credibility and

accountability as a government body managing urban areas development as ‘engines of growth’ of

our nation.

Figure 6

Own revenue/own revenue expenditure (Revenue account Gap)
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Bottom 5 performing states
1.Jammu and kashmir(23%
2. Bihar (27%)

TOP 5 performing states

1. Telangana (112)
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3.Andhra Pradesh (97%)
4.Maharas

5.Gujurat (72%

3. Uttarakhand (
4. Uttar Pradesh (29"
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Table 1: Revenue account fiscal gap in ratio

State/UT 2017-18 (z,gj\i'st% 2019-20 2020-21 2021-22 (z,gezvzlsiz (zglz;-gz;
(Accounts) Estimates) (Accounts) (Accounts) (Accounts) Estimates) Estimates)
1 2 3 4 5 6 7 8

1. Andhra

Pradesh 0.96 0.91 0.86 1.01 1.02 1.09 0.92

2. Arunachal

Pradesh 0 0 0.50 0.37 0.20 0 0

3. Assam 0.89 0.33 0.33 0.40 0.44 0 0

4. Bihar 0.29 0.29 0.23 0.25 0.24 0.29 0.28

5. Chhattisgarh 0.75 0.50 0.27 0.28 0.46 0.55 0.46

6. Delhi 0.75 0.60 0.55 0.48 0.53 0.62 0.68

7. Goa 1.20 0.89 1.14 1.31 1.21 0.94 0.97

8. Gujarat 0.70 0.69 0.70 0.69 0.69 0.70 0.90

9. Haryana 0.52 0.48 0.45 0.40 0.55 0.59 0.93

10. Himachal

Pradesh 0.40 0.39 0.29 0.28 0.36 0.38 0.36
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11. Jammu and
Kashmir 0.59 0.52 0.09 0.12 0.18 0.06 0.07
12. Jharkhand 0.49 1.30 0.44 0.40 0.46 0.40 0.65
13. Karnataka 0.48 0.55 0.52 0.53 0.26 0.98 1.08
14. Kerala 0.22 0.43 0.45 0.47 0.37 0.50 0.26
15. Madhya
Pradesh 0.67 0.22 0.44 0.43 0.47 0.46 0.61
16. Maharashtra 1.17 1.04 0.74 0.64 0.95 0.67 0.71
17. Manipur 0 0 0.43 0.82 0.34 0 0
18. Mizoram 0.22 0.18 0.43 0.42 0.43 0.52 0.18
19. Odisha 0.38 0.34 0.26 0.31 0.35 0.37 0.39
20. Punjab 0.51 0.65 0.71 0.72 0.67 0.61 0.54
21. Rajasthan 1.12 1.01 0.20 0.22 0.30 0.45 0.59
22. Sikkim 1.47 1.25 0.78 0.63 0.55 0.47 0.40
23. Tamil Nadu 0.38 0.53 0.48 0.47 0.49 0.58 0.64
24. Telangana 1.17 1.06 1.10 1.06 1.03 1.14 1.31
25. Tripura 0.15 0.30 0.54 0.55 0.40 0.53 0.53
26. Uttar Pradesh

0.30 0.26 0.30 0.30 0.28 0.30 0.31
27. Uttarakhand 0.25 0.29 0.31 0.31 0.22 0.26 0.28
28. West Bengal 0.55 0.42 0.82 0.94 0.74 0.76 0.79

Source: Author’s compilation from reports.

Table 2: Capital account fiscal gap in percentageSource: Author’s compilation from reports.

State/UT 2019-20 2020-21 2021-2022 | 2022-23 (Revised | 2023-24 (Budget
(Accounts) (Accounts) | (Accounts) Estimates) Estimates)

1 2 3 4 5 6
1.Andhra Pradesh 102.24 97.95 62.96 51.10 45.08
2. Arunachal
Pradesh 0 0 0 0 0
3. Assam 0 0 =0 0 0
4. Bihar 132.95 19.85 23.89 10.96 5.71
5. Chhattisgarh 24.09 34.10 29.59 10.79 7.73
6. Delhi 82.15 163.12 345.80 4.10 3.77
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7. Goa 2,679.74 985.09 2,903.51 2,886.79 342.59
8. Gujarat 21.97 13.81 8.87 40.32 25.87
9. Haryana 1.85 0.01 0.28 0.00 0.37
10. Himachal
Pradesh 345.01 402.57 161.96 177.16 191.95
11. Jammu and
Kashmir 0 0 0.07 1.85 2.02
12. Jharkhand 4.07 3.88 2.28 0.40 10.59
13. Karnataka 1.09 0.93 0.74 0.58 14.37
14. Kerala 11.88 13.07 13.46 23.68 44.06
15. Madhya
Pradesh 22.35 90.17 42.14 69.94 22.27
16. Maharashtra 14.28 7.20 9.69 13.44 20.59
17. Manipur 0 0 0 0 0
18. Mizoram 0 0 0 0 0
19.0disha 31.36 30.46 30.70 25.78 25.86
20. Punjab 5.98 6.25 6.64 6.65 5.92
21. Rajasthan 21.95 14.92 19.77 14.63 13.11
22. Sikkim 0.00 0.00 0.00 0.00 0.00
23. Tamil Nadu 32.27 34.74 36.78 40.81 29.58
24. Telangana 92.74 291.41 151.94 58.00 379.18
25. Tripura 0 0 0 0 0
26. Uttar Pradesh

0.61 1.07 1.59 1.00 1.46
27. Uttarakhand -93.23 -58.31 -86.82 -92.04 -55.27
28. West Bengal 991 5.19 -1.26 -3.11 -1.94
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A Study of Financial Stability through Education
in India

Dr. Shambhu Nath Singh! & Dr. Amita Kushwaha?

ABSTRACT

Financial stability is an essential component of individual well-being and national economic
resilience. In a rapidly developing nation like India, where economic disparities and financial
exclusion remain significant challenges, education plays a transformative role in promoting financial
literacy, inclusion, and long-term financial stability. This study explores the intricate relationship
between education and financial stability in the Indian context, with a particular focus on how
educational attainment both general and financial-specific impacts an individual’s financial behavior,
decision-making capabilities, and overall economic security.

The research investigates the role of formal education and targeted financial literacy programs in
enhancing financial awareness, promoting responsible saving and investment behavior, and reducing
debt burdens. Drawing on both primary and secondary data sources, the study employs a mixed-
methods approach that includes surveys, interviews, and analysis of existing economic and
educational data from government and financial institutions. Quantitative findings are supplemented
with qualitative insights from diverse demographic segments, including rural and urban populations,
gender groups, and different socioeconomic backgrounds.

Key findings reveal that individuals with higher levels of education demonstrate significantly better
financial planning, saving habits, and risk management strategies. In particular, access to financial
education early in life correlates with greater confidence in handling personal finances, increased
use of formal banking services, and reduced reliance on informal credit systems. The study also
identifies major barriers to financial education in India, including limited access to quality schooling
in rural areas, lack of standardized financial curriculum in public education, and low digital literacy
which hinders access to online financial resources. Furthermore, the research highlights the
effectiveness of government and non-government initiatives such as the Pradhan Mantri Jan Dhan
Yojana, National Strategy for Financial Education (NSFE), and various NGO-led financial literacy
workshops. However, it notes that many of these initiatives suffer from inadequate outreach,
insufficient follow-up and limited integration with broader educational reforms.

Based on the findings, the paper recommends a multi-pronged strategy to enhance financial stability
through education. Key recommendations include integrating financial literacy into school and
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college curricula, leveraging technology and mobile platforms for outreach, training educators in
financial subjects, and fostering public-private partnerships to fund and implement inclusive financial
education programs. The paper also emphasizes the need for a culturally contextualized approach
that respects linguistic and regional diversities in India.

In conclusion, the study affirms that education is a powerful enabler of financial stability. By
equipping individuals with the knowledge and tools necessary to make informed financial decisions,
education can bridge the gap between economic potential and financial reality. For India, where a
large portion of the population remains vulnerable to financial shocks, investing in financial
education is not only a social imperative but a critical pathway to inclusive and sustainable economic
growth.

Key words: Financial Stability, Education and Sustainable Development.

Introduction

Financial stability refers to a condition where the financial system functions effectively without
significant disruptions, ensuring sustainable economic growth. In India, rapid financialization,
digitization, and socio-economic diversity present unique challenges and opportunities. Financial
stability is essential for economic growth, and education plays a critical role in fostering a financially
aware and resilient population.

In India, where financial inclusion has grown but financial literacy remains uneven, education
emerges as a powerful tool to strengthen financial systems. Education, particularly financial education,
has been increasingly recognized as a foundational element in building financial resilience and
reducing systemic risks. This paper explores the link between education and financial stability in
the Indian context, examining the current state of financial literacy, government initiatives, challenges,
and policy recommendations.

Financial education involves imparting knowledge and skills that enable individuals to make
informed and effective financial decisions. It includes budgeting and saving, understanding banking
and credit systems, risk management and insurance, investment planning and awareness of digital
financial tools

India’s financial system has seen major reforms post-liberalization, including the development
of capital markets, expansion of banking services, and digital payment systems. Despite progress,

challenges persist like, low financial literacy, especially in rural areas, rising household debt,
vulnerability to financial frauds and inadequate retirement planning.

Review of Literature

1. Theoretical Link between Education and Financial Stability: The human capital theory, as
proposed by Becker (1964), suggests that education enhances an individual’s productivity and
decision-making capacity, including in financial matters. Educated individuals are more likely
to make informed financial decisions, manage resources efficiently, and plan for the future
(Lusardi & Mitchell, 2014).

2. Education and Financial Literacy: Several studies have established a strong correlation between
general education levels and financial literacy. Lusardi and Mitchell (2007) found that individuals
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with higher educational attainment tend to have greater understanding of financial concepts
such as interest compounding, inflation, and risk diversification. Similarly, OECD (2016)
emphasized that financial education contributes to the development of financial knowledge,
attitudes, and behaviors that support sound financial decision-making.

Financial Education and Behavioral Outcomes: Research by Atkinson and Messy (2012)
suggests that financial education leads to more responsible financial behaviors, such as
budgeting, saving, and prudent borrowing. Financially literate individuals are more likely to
invest in long-term assets, maintain credit discipline, and avoid high-cost debt traps. This
behavior significantly contributes to personal financial stability.

Education and Financial Resilience: A study by the World Bank (2014) on financial capability
in developing countries, including India, found that those with basic education and exposure
to financial concepts were better prepared to handle financial emergencies. Education was
linked to increased savings, insurance uptake, and diversification of income sources-key
elements of financial resilience.

Impact on Vulnerable Populations: Women, rural populations, and the elderly often lack access
to financial education. According to Agarwal et al. (2017), financial literacy programs targeted
at women in rural India improved their ability to manage household finances and access formal
financial services. The study highlights the role of education in reducing gender and regional
disparities in financial inclusion and stability.

Digital Financial Literacy: As digital financial services expand, digital financial literacy has
become crucial. The Reserve Bank of India (2020) emphasized that lack of digital literacy
could expose individuals to frauds and poor financial decisions. Education systems incorporating
digital financial concepts have shown to improve adaptability and confidence in using digital
platforms.

Limitations of Financial Education Programs: Hastings, Madrian, and Skimmyhorn (2013)
argue that the effectiveness of financial education programs may depend on timing, delivery
mechanisms, and follow-up reinforcement. One-time programs may not result in lasting
behavioral change unless reinforced by practical application and personalized coaching.

COVID-19 and Financial Resilience: The COVID-19 pandemic underscored the importance
of personal financial buffers. Research by the World Bank (2021) noted that individuals with
savings or access to formal financial systems were better able to withstand income shocks and
maintain basic consumption levels during lockdowns.

Role of Education in Enhancing Financial Stability

1.

Improving Financial Literacy: Educated individuals are more likely to access and use financial
services effectively, reducing the risk of defaults and financial distress.

Reducing Information Asymmetry: Financial education mitigates the gap between financial
institutions and consumers, leading to more transparent and efficient markets.

Encouraging Responsible Borrowing and Saving: Well-informed citizens are less likely to
engage in overleveraging and more likely to build emergency savings, contributing to
macroeconomic stability.
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4. Building Trust in Financial Institutions: An educated populace is better positioned to evaluate
financial products and institutions, strengthening trust and system resilience.

Government and Institutional Initiatives

1. National Centre for Financial Education (NCFE): NCFE develops financial literacy materials
and conducts programs targeting various demographics.

2. RBI and SEBI Campaigns: The Reserve Bank of India (RBI) and Securities and Exchange
Board of India (SEBI) run mass awareness campaigns and school-based programs.

3. Financial Literacy Week: Organized annually by RBI to raise awareness on key themes such as
digital payments, fraud prevention, and savings.

4. Integration into School Curricula: CBSE and NCERT have begun integrating financial concepts
into middle and high school syllabi.

Analysis and Interpretation

1. Education as a Catalyst for Financial Awareness: Analysis of global and regional data shows
that individuals with higher levels of education are significantly more likely to understand and
utilize financial tools. Education enhances cognitive ability, critical thinking, and decision-
making skills, which are essential for managing income, budgeting, saving, investing, and
avoiding debt traps. Education equips individuals with the analytical ability to evaluate financial
options, understand risks, and make long-term plans. This reduces impulsive financial behavior
and increases resilience to economic shocks.

2. Correlation between Educational Attainment and Financial Inclusion: Empirical evidence from
countries like India, Kenya, and Brazil demonstrates a strong positive relationship between
education and financial inclusion. Educated individuals are more likely to have access to bank
accounts, credit services, insurance, and investment products. With basic literacy and numeracy
skills, individuals can engage confidently with financial institutions, understand formal
documentation, and participate in the broader economy. This integration into the financial
system supports personal financial stability and economic development.

3. Financial Education as a Specific Form of Empowerment: Beyond general education, financial
education directly improves financial behavior. Programs implemented in schools, workplaces,
and rural communities have shown measurable improvements in saving behavior, debt
management, and financial planning. Targeted financial education fills gaps not addressed by
general schooling. Its role is critical in contexts where individuals face complex financial
products or rapid digitalization. It empowers individuals to avoid scams, use digital wallets
safely, and plan for retirement.

4. Impact of Education on Financial Behavior and Risk Tolerance: Studies indicate that higher
education is associated with better risk management and diversification strategies. Educated
individuals are more likely to invest in diverse assets and understand insurance mechanisms,
which reduces financial vulnerability. Education fosters not just access to tools but the confidence
and discipline to use them wisely. It enhances risk assessment skills, leading to better long-
term financial outcomes.
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Socioeconomic Implications of Educational Gaps: Analysis shows that lack of education
correlates with persistent poverty, indebtedness, and vulnerability to financial shocks.
Marginalized communities with low literacy often rely on informal lending and are excluded
from growth opportunities. Education serves as a social equalizer. Bridging educational gaps
is essential for achieving inclusive financial stability. Without educational outreach, financial
inclusion strategies may fail to reach the most vulnerable.

Case Evidence from India: In India, the Pradhan Mantri Jan Dhan Yojana (PMJDY') dramatically
increased access to banking. However, studies reveal that many beneficiaries do not actively
use their accounts due to lack of understanding or trust, where financial literacy programs have
been implemented-such as through the National Centre for Financial Education (NCFE)-usage
and financial outcomes have improved. Mere access to financial tools is insufficient. Education
ensures effective utilization. In India’s diverse context, region-specific, language-inclusive
financial education is vital for sustainable financial empowerment.

Conclusion

Education especially financial education has a profound impact on personal financial stability.

It not only improves individual decision-making and economic resilience but also contributes to
broader economic security and social well-being. Policies focused on improving financial literacy,
particularly among underserved populations, are essential for achieving equitable financial stability.

1.

Positive Correlation between Education and Financial Stability: Numerous studies and data
analyses suggest a direct positive relationship between the level of education and financial
stability. Individuals with higher educational qualifications are more likely to experience income
security, plan for the future, manage credit responsibly, and maintain financial buffers such as
savings and insurance.

Education Improves Financial Literacy and Capability: Education both general and financial-
specific builds financial literacy, which is the foundation for effective money management.

Income Generation and Employment Opportunities: Higher education levels are associated
with greater employability and higher income levels, which directly impact one’s ability to
save, invest, and insure against financial risk.

Role of Financial Education in Early Life: Incorporating financial education into school curricula
has shown long-term positive effects on financial behavior in adulthood. Students exposed to
basic concepts like budgeting, banking, and investment tend to become financially responsible
adults.

Education Reduces Financial Vulnerability: Lack of education often correlates with financial
exclusion, over-reliance on informal credit systems, and vulnerability to fraud. Educated
individuals, on the other hand, are more likely to engage with formal financial systems and use
digital financial tools effectively.

Gender and Regional Gaps: In many developing countries, including India, gender and regional
disparities in education reflect similar disparities in financial stability. Women and rural
populations with lower educational access often exhibit weaker financial literacy and face
greater financial instability.
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7. Education and Long-Term Financial Behavior: Educated individuals show higher participation
in retirement savings, insurance schemes, and investments. They are also more likely to set
and achieve financial goals, creating intergenerational stability.

Suggestions

The relationship between education and financial stability is deeply interconnected and
multidimensional. Education, both formal and financial, significantly influences an individual’s
ability to earn, save, invest, and manage financial risks. It empowers people with the knowledge,
skills, and confidence needed to make informed financial decisions, thereby reducing vulnerability
to economic shocks and promoting long-term well-being.

Educated individuals are more likely to engage with formal financial systems, plan for their
future, and contribute positively to economic development. Conversely, lack of education often
correlates with poor financial decisions, dependence on informal credit sources, and a higher risk of
financial instability. Thus, education serves as a foundational pillar not just for personal development,
but for fostering a financially stable and resilient society.

1. Integrate Financial Education Early in Life

Promote Adult and Community Financial Literacy Programs
Encourage Digital Financial Literacy

Expand Access to Education for Underserved Groups
Partner with Financial Institutions and NGOs

oo e w N

Policy-Level Interventions

In the Indian context, education emerges as a crucial driver of financial stability. The correlation
between education especially financial literacy and the ability to manage personal finances is evident
across rural and urban populations alike. Education enhances awareness, empowers informed
decision-making, and fosters responsible financial behavior, such as saving, budgeting, investing,
and using formal financial services. Despite significant progress through schemes like the National
Financial Literacy Assessment Test (NFLAT) and Pradhan Mantri Jan Dhan Yojana (PMJDY), a
large segment of the Indian population still lacks the financial knowledge necessary to make stable
and secure financial choices. This gap is more pronounced in rural areas, among women, and within
economically weaker sections. Thus, education is not just a tool for literacy but a foundation for
financial empowerment. Bridging the educational and financial literacy divide is essential for
sustainable and inclusive economic development in India.
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Volatility in Indian Stock Market and Rising
Number of Stakeholders

Dr. Aditi Pandey?, Dr. Shivangi Sharma? & Vanshika Vinayam?

INTRODUCTION

In economic theory, it is assumed that in periods of uncertainty (wars, floods, natural man-
made disasters) all individuals prefer liquidity and avoid all kinds of long-term, mid-term investment.
There are various examples of such slowdowns and recessions in history where financial institutions
(opting for the Roosa effect) do not want to lend (low yields). Thus, in market credit and investment
drop, as was case in housing crisis, which resulted not only in loss of GDP and employment, but
also led to a crash in stock market (2008 to 2010). Another and greater uncertainty arose during the
COVID-19 pandemic, which essentially was a health hazard but led to destruction in various supply
chains and industries because individuals were confined to their homes. In both periods, the stock
markets of India, BSE, and NSE crashed to unprecedented lows. During the period of the housing
crash, all markets BSE, NIFTY, commodity market, etc took 2 years to revive, but in Covid, it took
only six months. Since then, BSE and NSE scaled new heights in all four past Covid years, e.g.,
Sensex was a time low in March 2022 at 27,000, and Nifty in the same period was at 9000. SENSEX
scaled the level of 60,000 in just 548 days, and then it took only 158 days for Sensex to breach the
market of 70,000 in December 2023. It further gained momentum and reached the highest peak to
date as of 25 September 2024. The level was 85978. So-called astrologist, investment companies.
(Hiren Ved, Mark Mobius, Jeffrey Christwood, Anand Rathi, Varun Goyal, Ridham Desai) predicted
that Sensex would breach the mark of one lakh between 2025 and 26. Morgan Stanley still predicts
105,000 marks for Sensex by December 25. Yet, Indian markets are down by more than 13%.

A cursory glance at the table indicates that, despite a stable and growing GDP, the Indian stock
market is volatile. One also has to remember that a crash in a stock market means a lot of money of
investors is wiped out. A thousand-point drop in the Sensex or a 300-point drop in the Nifty would
mean that investors have lost nearly a thousand crore in a day. This may be in terms of book value,
but its wealth effect cannot be denied. So, if Sensex has come down from 86,000 to 74,000, nearly
21 lakh crores of investors “ money has been wiped out, yet the number of investors, folio, schemes,
and even primary listing is increasing. In economic theory, if buyers increase, the price goes up, but
the same is not true in the stock market. Here, buyers could in case increase.
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2. Department of Economics, University of Allahabad, (U.P.). E-mail: shivangieco08 @gmail.com
3. Research Scholar, Department of Economics, University of Allahabad, (U.P.). E-mail: vanshikavinayam@gmail.com
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From around 86,000 to 74,000 on 8™ April 2025. (Diagram.)

BSE Sensex Trend Line Over The Last 1-Year

In the chart below, we have shown the monthly closing figures of BSE Sensex from January 2024 to March 21, 2025

BSE Sensex hit a lifetime
84,000 high of 85,978.25 on Sept 27
last year.

82,000

80,000 As evident in the chart,
Sensex has recovered

in the recent sessions

\

78,000

Index
76,905.51

76,000
74,000

72000 7175211
January '24 closing May '24 closing September 27, 2024 all time high February '25 closing

Source: BSE India

This paper is an attempt to explain the dilemma faced by investors in present economic
circumstances. The data used for analysis is monthly and taken from the pre-COVID period to make
fairer conclusions. One must remember that during this period, government policies underwent
significant changes in India, as well as globally, particularly in terms of inflation, which was high
due to the government’s specific relief packages aimed at enhancing aggregate demand during the
Covid pandemic. So now, all over the world, policy rates are rising, giving breathing space to banks
to enhance deposit rates and provide customers higher returns with no risk. So now, customers can
choose between deposits and financial assets (risk-free) investment and the stock market (risky).
This paper is divided into the following parts. 1. Literature review.2. Objectives and methodology.3.
Data analysis. and 4. Findings and recommendations.

Part 1
Review of Literature

Investment decisions as per economic theory depend upon micro/macroeconomic fundamentals
of the firm/ industry/ economy. There are various new theories of Financial Investment. A brief look
at them would be helpful to understand the fundamentals on which, as per economic investment
behaviour, to be placed.

The Capital Asset Pricing Model (CAPM) is a theory of portfolio choice developed by Markowitz
(1952, 1959). It was a special case of expected utility where investors are concerned with the mean
and variance of the Payoff for selected portfolios. Markowitz’s main finding was that the covariance
of chosen asset return is the main cause of profit. Tobin (1958) in the liquidity Preference theory
established the mean variance framework as the standard approach to portfolio theory. Brennan
criticized this in 1989. The investors believe in mean and variances of on assets. Sharpe (1964) and
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Lintner (1965) introduced equilibrium formula

E =r+b (E_-r)

Where,

E_ = Expected Return on Asset i

r.= Return on Risk free Assets

E = Expected Return on the Market Portfolio

b,= Cov(r; r)

Despite the assumption of the mean, various preferences and how much unity of investors
believe the capital asset pricing model was considered a crucial development in finance.

Arbitrage Pricing Theory (Ross, 1977) is a method used to estimate the returns on assets and
portfolios. This model is based on the linear relationship between assets, expected risk, and returns.
Avrbitrage is the practice of buying in a set at a lower price and simultaneously selling it at a higher
price. Investors assign macroeconomic factors that may affect the returns on the asset through the
regression process.

The Efficient Market Hypothesis occupies its place and is different from fundamental and
technical analysis because share prices can’t be predicted here, and this model follows a random
walk that can present in stochastic process. Market efficiency hypothesis assumes that if the market
is competitive, symmetric information and no friction cost present in the market then difference in
assets returns exist because of difference in risk. Only investors who have greater risk-bearing
capacity can earn higher returns. All available information becomes reflected in the stock prices, so
no investor can make a higher profit without bearing higher risk, and investors are not able to avail
the opportunity of arbitraging. The efficient market hypothesis was derived from Fama’s research in
the 1970s.

Behavioral Finance Attacks on Arbitraging and the Rationality of Efficient Market Hypothesis.
Behavioral Finance assumes that investors are Irrational because of errors in the information process
and behavioral biases and do not believe in the optimization of returns. Behavioral finance stands
on two pillars: (a) Irrationality in investors and (b) limits to Arbitrage. The theories of Behavioral
Economics have been developed as a separate field of research since 1960. But economists right
from the 16th and 17th centuries had been trying to explain realistic human behaviour while dealing
with economic decisions. For example, many economists tried to explain human behaviour in risky
and uncertain situations of gambling, lottery, etc. In the 21st century, very important behavioural
economic theories have been developed that claim that the most important cause of individual
choice is heuristics, i.e., the thumb rule which humans follow instinctively for most of the choices
and rationality takes a back seat. Kahneman and Tversky are two of the important pioneers of this
theory. This new emerging field is important, and more focus should be given because through the
Randomized Control Trial, Psychological experiments (field based / lab based) arguments and
premises of Behavioral Finance can be tested and biases can be controlled. Contemporary researches
are coming from Neuro Economics (Field of Behavioral Economics) which discuss the impact of
Neural Network on decision making. So, it is used in finance by transmitting new information by
Neurons on how quickly and how much investors’ decisions get affected. All the above theories are
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based on the fact that investment is a conscious decision made by investors to maximize returns.
But is this true? This research paper analyses the behaviour of Indian investors in the last five years
with the following objectives.

Part Il
Objectives And Methodology

The main objective of this research paper is to explain the investors’ behaviour during the
period of uncertainty in India. Nearly 90% of the economy faced recession during 2020-21, leading
to a drop in world GDP by around 3%, world trade by around 4% and unemployment by around 7%.
Due to this, it was expected that prices of hedge instruments like gold, property, commodity and
metals would rise and speculative instruments like equities and crypto currencies would fall. But
the table 2 graph 1 and graph 2 fact is that during 2020-21 the Sensex, Crypto currencies and other
speculative instruments are rising while the price of gold, metals, minerals oil as well as property
were decreasing. On one hand, FDs and term deposits with financial institutions were declining, but
AUM under mutual funds were rising, which may be termed as semi speculative investment like
equities. The Research question thus one,

1 Why are speculative instruments gaining new heights even after safe instruments with high
returns are available?

Is there any causal relationship between the sensitive index and mutual funds?

To predict the values for AUM up to 2026, provided that the GDP of India would grow at 6.5%
per annum.

Methodology

The analysis is analytical and descriptive based on secondary data from various authentic sources.
Various statistical tools are used to analyse the investor’s behaviour. Granger causality test is used
to explain the relationship between Sensex and mutual funds in the specific context of India. AUM,
=q +B,AUM  +B,SENSEX +E,

Limitations

The data used as mentioned, is secondary and monthly so as to capture all short and long-run
trends together to find out what causes impact, short-run disturbances, and what causes changes in
long-term trends. There are always some limitations in every research paper based on data, time,
period, etc. In this research paper, the growth of different funds under large, middle, and small caps
has not been done. Nor does the study include the changing behaviour of mutual fund companies in
selecting investments between equity and bonds. In mutual funds, investment can be done in both
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equities and securities. Most mutual funds have distinct funds for equities and securities, but now a
lot of funds have hybrid instruments that continuously change the ratio of equity and security.
While investment and equity impact the Sensex directly and proportionally and shall be termed as a
speculative but investment in securities cannot be compared to that of equity. Therefore, AUM of
funds are not 100% related with stock market, so the returns may not be representative.

Part Ill: Data analysis

In this paper, as mentioned, the researcher is taking data from 2018 up to March 2025 monthly
to capture pre-COVID, post-COVID Covid, and the Trump period. Trump, since being elected as a
presidential candidate of the republican party, has started building a .... MAGA (Make America
Great Again) even if other nations face difficulties. This has created uncertainty around the world,
especially after he was finally elected. One must remember that the Indian economy started slowing
down long before Covid due to a variety of reasons, more importantly, Policy decisions. Various
steps were taken by the government (GST implementation, note bandi, operation twist) to enhance
transparency and reduce the cost of borrowing. Many steps were not welcomed by the market, but
the stock market was rising, and Government/ private institutions had started a narrative that the
stock market always beats the return of deposits and hence is risk neutral in the medium and long-
term. This narrative was created by a large number of advertisements by AFMC as well as government
policy by lowering the yields on risk less instruments (PPF, FD, government securities). Therefore,
funds remained stable (1 August 2018 to 1 March 2020) when the stock market crashed from around
40,000 to 30,000. Its impact on the AUM of the mutual fund can be seen with a lag of one month.
But even during the peak of the Covid period, March 2020 to 2021, the Sensex began to rise.
Sensex rose for nearly 4 years at a rapid speed. By September 2024, it started declining, and since
then, there has been greater volatility, but the overall trend is declining. As against this, AUM has
not been declining, i.e., the number of buyers and investment funds is not declining but rather
shows a marginal positive trend. (Diagram 2). This does not agree with economic theory, where
buyers are ready to buy, but share prices are declining. Investors have remained invested now for
almost 6 to 9 months despite losing money and looming uncertainties. This needs an explanation.
This faith of investors is further proved by regression analysis but disproved by correlation analysis.

Regression analysis and correlation analysis are based on quite a long series of data, and R
square as well as adjusted R square are high enough to believe that AUM investment is not declining
despite the recent downturn. It must also be mentioned that in the last few years, the role of media,
especially social media and new investment portals like Zerodha, Angel One, etc, have gained
prominence. New investors, especially the tech-savvy 20 to 40 years old investors, do not have to
go to a stockbroker, mutual fund consultant, etc., in whom the investor did not have complete faith
but had no option. With the growth of these apps in which investors can invest at any point of time
with the help of the mobile, his confidence and comfort have gone up. Therefore, the wait and
watch Policy has given way to now adhere. This may be another reason why folio is small and big
are increasing despite down turns.
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Table 2: AUM and SENSEX value from 2018-2025 (Annexure A)
Graph 1: Scatter Diagram of AUM and SENSEX
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Graph (2): Trend Line of AUM
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Graph (3): Trend Line of SENSEX
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Table 3: Regression Analysis

SUMMARY OUTPUT

Regression Statistics

Multiple R 0.97114894

R Square 0.94313026

Adjusted R Square 0.94238198

Standard Error 320651.28

Observations 78
ANOVA

Significance
df SS MS F F

Regression 1 12959E+14 1.2959E+14 1260.3874 4.5496E-49
Residual 76 7.8141E+12 1.0282E+11
Total 77  1.374E+14

Table 4: Correlation Analysis

AUM SENSEX
AUM 1 0.97114894
SENSEX 0.97114894 |1

Granger Causality

Table 5: Stationarity Test for AUM and SENSEX
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ADF TEST

Null Hypothesis: DAUM has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=11)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -6.962743 0.0000
Test critical values: 1% level -3.517847

5% level -2.899619

10% level -2.587134

*MacKinnon (1996) one-sided p-values.

Null Hypothesis: DSENSEX has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=11)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -9.044998  0.0000
Test critical values: 1% level -3.517847

5% level -2.899619

10% level -2.587134

*MacKinnon (1996) one-sided p-values.
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GRANGER CAUSALITY

Pairwise Granger Causality | ests
Date: 03/23/25 Time: 22
Sample: 2018M08 2025M02

Lags: 2

Null Hypothesis: Obs  F-Statistic  Prob.
DSENSEX does not Granger Gause DAUM 76 0.59795 0.5527
DAUM does not Granger Cause DSENSEX 919723 0.0003

The Granger causality test was done after testing the stationarity of both series. The result was
very clear that mutual fund investments follow the Sensex with a gap of more than one month i.e.
Sensex leads the way for mutual fund investment. A similar test has been done by the author on
Nifty, with almost similar results. To explain the causality, one must understand the nature of mutual
funds. There are two types of investments done by mutual fund experts: active and passive. The
active investments are those in which funds are invested in various stock/debt instruments to beat
the returns of Sensex. The managers choose the stocks that are out-performing the index but are not
always able to do it. This is a zero-sum game in which some succeed in selecting the stocks which
outperform while some do not, and therefore, there are always losers and gainers. In the second
case, i.e. the passive funds where investment is not done to outperform the Sensex but is done in
index funds or index traded fund no research is required. Nowadays, passive funds are becoming
very popular as no great research is required and the benefits are exactly equal to the index which is
chosen. In 2010, hardly 5% to 10% mutual fund investment was done in index funds. But by 2019,
this percentage rose to more than 20%. This is because of two reasons: (1) The cost of investment is
negligible because of low search and professional cost. (2) These investments are very diversified
(some of them are active-passive funds with investment baskets equalling the share and might of its
stock underlying in any index) hence less risky although returns are also average and that is better
because otherwise investment in mutual fund and stock would become nearly synonyms. Therefore,
it needs no great imagination to conclude that a mutual fund always follows the movements in
Sensex, although in some very uncertain period individuals shift their investment from mutual
funds to gold and property. At that time, a decrease in folios and investment may affect the stock
market itself as happened in March 2020 to June 2020. But even in this period of Covid (pre-and
post) the causality has been holding quite fine. It’s very difficult to isolate any particular cause that
could predict the human behaviour which is very complex.

Forecasting For AUM

The researcher further tried to forecast the values of AUM and Sensex based on the data between
2018 and 2025. The main reason was that this period included two uncertain periods and along a
stable certain period, i.e. it captures animal spirits of individuals during highs and lows. Given
below is a co-regression, which is also known as an autocorrelation plot. It helps in identifying
patterns and dependencies with data. A single glance demonstrates that separations are too low.
Random correlations are, hence, zero. So, one can easily conclude that the association is too robust.
The same data is used to find out the autoregressive moving average (ARMA) combining, both
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autoregressive (AR) and moving average (MA) components. This is done to protect the future
values based on past values and past errors. After finalising the values, one finds that future values
are forecasted in Table 2, and the forecasted values are placed. The forecasted value of March 2025
(on a long-run basis) comes to be 69,000, which is not very close as well as downside of 75,000 (in
real) but certainly closer to 90,000 that all experts assumed of. The animal spirits help to stabilise
because when share rises fast, the buyers do not make purchases and when the market crashes, the
bulls do not sell. The risk aversion of beers and the risk-loving nature of bulls developed on various
psychological characteristics. The new behavioural economics can explain in a better manner than

traditional economic fundamentals.

Identification of AR, MA

Correlogram for DAUM

Date: 03/23/25 Time: 22:24
Sample (adjusted): 2018M09 2025M02
Included observations: 78 after adjustments

Autocorrelation  Partial Correlation AC PAC Q-Stat Prob
| | 1 0.284 0.284 6.5468 0.011
T [ 2 0.053 -0.030 6.7781 0.034
T | 3 0.174 0.182 9.3079 0.025
o W 4 -0.001 -0.113 9.3079 0.054
m T 5 0.095 0.150 10.072 0.073
I R 6 0.096 -0.012 10.872 0.092
) N 7 0.002 0.006 10.873 0.144
o R 8 -0.021 -0.069 10.910 0.207
1 [ 9 0.133 0.183 12520 0.186
Y I 10 0.063 -0.050 12.882 0.230
NN N 11 -0.064 -0.058 13.264 0.276
T I 12 0.073 0.064 13.763 0.316
o Il 13 0.002 -0.024 13.764 0.391
h N 14 0.030 0.059 13.848 0.461
N N 15 0.039 -0.060 13.995 0.526
Selection of ARMA Model : p,q,r (3,1,1)
Dependent Variable: D(AUM)
Method: ARMA Maximum Likelihood (OPG - BHHH)
Date: 03/23/25 Time: 22:27
Sample: 2018M09 2025M02
Included observations: 78
Convergence achieved after 15 iterations
Coefficient covariance computed using outer product of gradients
Variable Coefficient Std. Error t-Statistic Prob.
C 50828.46 21567.48 2.356718 0.0211
AR(B; 0.223300 0.110807 2.015224 0.0475
MA(1 0.378125 0.111326 3.396567 0.0011
SIGMASQ 1.09E+10 1.69E+09 6.457913 0.0000
R-squared 0.145004 Mean dependent var 54331.73
Adjusted R-squared 0.110343  S.D. dependent var 113654.0
S.E. of regression 107200.4  Akaike info criterion 26.05696
Sum squared resid 8.50E+11 Schwarz criterion 26.17782
Log likelihood -1012.221  Hannan-Quinn criter. 26.10534
F-statistic 4.183387 Durbin-Watson stat 1.940700

Prob(F-statistic) 0.008605
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Forecasting

8,500,000
Forecast: AUMFORECAST
Actual: AUM
8,000,000 Forecast sample: 2025M 02 2025M 12
Included cbservations: 11
7,500,000 RootMean Souared Emor 2347070
Mean Absolute Ernor 2347070
Mean Abs. Percent Error 0034720
7,000,000 / Theil heguality Coef.  0.000174
Bias Proportion 1.000000
6,500,000 Wariance Proportion NA
Covariance Proportion NA
&000.000 Theil U2 Coefficient MNA
T Symmetrc MAPE 0034735
5,500,000
M2 M3 M4 M MG MY M8 MO MIO M11 Mi2
2025
— AUMFORECAST -25E.
Table 2
Month Actual AUM(In Cr.) Forecasted AUM (In Cr.)
01-Aug-24 6604057 NA
01-Sep-24 6800485 NA
01-Oct-24 6850321 NA
01-Nov-24 6804913 NA
01-Dec-24 6932959 NA
01-Jan-25 6804760 NA
01-Feb-25 6758305 NA
01-Mar-25 NA 6824029.071
01-Apr-25 NA 6834880.683
01-May-25 NA 6863461.635
01-Jun-25 NA 6918140.386
01-Jul-25 NA 6960042.010
01-Aug--25 NA '7005902.598
01-sep-25 NA 7057590.827
01-oct-25 NA 7106425.922
01-Nov-25 NA 7156145.054
01-Dec-25 NA (20/7165.498
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Part IV

Findings and Recommendations

In the study of Sensex and AUM of mutual funds, there is very strong evidence that despite
uncertainties due to the COVID-19 pandemic, the investment and number of investors have sharply
increased in both areas. There could be a variety of reasons for it, the stimulus packages, government
accommodative monetary policy, individuals’ confidence in these instruments, lower to negligible
returns in alternative instruments, increased foreign investment, and global unconventional monitory
policies. Whatever the reason, the growth has been spectacular and is against stylized economic
theories or models. This growth can be analysed from the angle of Behavioural Economics. What
one finds is that all over the globe, the savers are moving out of traditional Hedge instruments
towards riskier investments in search of higher returns. In fact, the returns in traditional instruments
like Bank and Post offices deposits returns are almost zero in most countries. In reality, the returns
are negative. More importantly, in the case of India, a new tech-savvy youth of middle and new rich
class have grown in rise. Nearly 3 crore males and females belong to this group. In the age group of
20 to 35, many are not even married or have one or no child. They wish to become rich for themselves
as well as their families, which, as per modern behavioural economics, is not irrational. They do not
believe in bank FD or post office as the return there is bound to be limited. Moreover, with new
investment apps, each individual (especially youth) has a smartphone and can invest in minutes.
This has become more a same for them and money are ..... to invest even small seems as their
scholarship so that they could earn a little and spend more lavishly. This generation Z and others are
the new torchbearers of financial investment. A large number of profiles in Zerodha, Angel, are a
result of all this new financial behaviour. So any geopolitical scenario like war or Trump tariffs will
affect the market, but these negative effects will not be sustained in the Indian financial market. The
number of domestic financial investors is set to rise and cross 20 crores by 2030.
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Financial Inclusion or Debt Trap? Unpacking
the Realities of DAY-NRLM'’s Credit Expansion

Dr. Alpana Lal* & Himanshu Gangwar?

ABSTRACT

The Deendayal Antyodaya Yojana — National Rural Livelihoods Mission (DAY-NRLM) is India’s
flagship rural poverty alleviation program, designed to empower women through Self-Help Groups
(SHGs) and facilitate financial inclusion. Since its inception in 2011, NRLM has mobilized over
9.73 crore rural women into 89.4 lakh SHGs, disbursing loans worth ~2.87 lakh crore (approximately
USD 41 billion) to enhance rural livelihoods. While the initiative has significantly improved access
to credit and banking services, concerns have emerged regarding loan dependency, repayment
sustainability, and the true extent of women’s financial empowerment. This paper critically examines
whether NRLM’s credit expansion effectively fosters self-sustaining rural enterprises or inadvertently
risks creating a cycle of debt. Findings reveal that while SHGs have greater financial access, many
remain dependent on continuous borrowing rather than generating sustainable income. Challenges
such as limited market access, low financial literacy, and male-dominated financial decision-making
hinder true economic autonomy for women. Additionally, despite mandated social inclusion targets,
ultra-poor and marginalized communities still face barriers in accessing NRLM benefits. To mitigate
these concerns, policy recommendations include strengthening mechanisms for loan repayment
tracking, improving market linkages for SHG enterprises, enhancing financial literacy programs
tailored specifically for women, and ensuring targeted support for the most vulnerable groups.
Ultimately, NRLM’s credit model presents both opportunities and risks. While it has made significant
strides in financial inclusion, its long-term success hinges on transitioning SHGs from credit
dependence to self-sufficiency, ensuring that rural financial empowerment translates into lasting
economic resilience rather than perpetuating cycles of debt.

Keywords: Financial Inclusion, Self-Help Groups (SHGs), Women Empowerment, Credit
Dependency, Debt Sustainability.
INTRODUCTION

The Deendayal Antyodaya Yojana — National Rural Livelihoods Mission (DAY-NRLM) is one
of India’s most ambitious poverty alleviation initiatives, designed to empower rural women through
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institutional credit, financial literacy, and livelihood opportunities. Since its launch in 2011, NRLM
has played a transformative role in rural finance, mobilizing over 10 crore women into 90.87 lakh
Self-Help Groups (SHGs) as of 2024. By providing easy access to credit and fostering self-
employment, the program aspires to strengthen household incomes and create a more resilient rural
economy. However, the rapid expansion of credit-driven microfinance raises a critical question—is
NRLM truly fostering financial empowerment, or is it inadvertently pushing rural women into a
debt trap?

To understand NRLM'’s impact, it is essential to examine its evolution from earlier rural credit
schemes. Previous programs, such as the Integrated Rural Development Program (IRDP) (1978)
and the Swarnjayanti Gram Swarozgar Yojana (SGSY) (1999), aimed at providing subsidized credit
to the rural poor. However, these schemes suffered from high default rates, inadequate institutional
support, and inefficiencies in loan recovery. NRLM was launched to address these shortcomings by
shifting the focus from subsidy-driven credit to self-sustaining, demand-driven lending through
SHGs. Unlike earlier programs, NRLM introduced financial training, capacity building, and peer-
led repayment mechanisms, reducing rural women’s dependence on informal moneylenders.

NRLM’s model closely resembles the Grameen Bank microfinance system of Bangladesh,
pioneered by Dr. Muhammad Yunus. Both approaches emphasize women-led entrepreneurship,
group-based lending, and low-collateral loans to ensure financial inclusion for the poorest sections
of society. However, there are notable differences. While NRLM provides subsidized loans through
public sector banks and formal institutions, Grameen Bank operates as an independent microfinance
entity with market-driven interest rates. Additionally, NRLM loans are often used for a mix of
income-generation and household needs, whereas Grameen Bank strongly emphasizes entrepreneurial
investments. Despite the success of microfinance in Bangladesh, studies have also highlighted
concerns about over-indebtedness and repayment distress, raising questions about whether NRLM
might be facing similar risks.

This paper critically evaluates NRLM’s credit expansion by analyzing loan disbursement patterns,
repayment challenges, financial risks, and gender-based disparities, supported by the latest available
data. It also explores emerging concerns such as rising non-performing assets (NPAs) in SHG loans,
climate-induced financial vulnerabilities, and the digital financial divide, which could undermine
the program’s long-term sustainability. While NRLM has undeniably provided rural women with
unprecedented access to formal finance, it is imperative to assess whether this financial inclusion is
truly empowering them or inadvertently pushing them into a precarious cycle of debt.

OBJECTIVES AND METHODOLOGY

Objectives

»  Assess the financial sustainability of SHGs — Are they evolving into self-sufficient enterprises,
or are they stuck in a cycle of borrowing?

»  Evaluate women’s empowerment through NRLM — Does economic participation translate into
financial decision-making power?

*  Analyze loan dependency risks — Are SHGs using loans for income generation, or are they
simply servicing previous debts?
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*  Examine NRLM’s inclusion model — Are the poorest and most marginalized benefiting, or is
credit flowing to better-connected SHGs?

Methodology

This study adopts a mixed-method approach, integrating quantitative analysis, qualitative review,
and contrast analysis. The quantitative analysis examines loan disbursement, repayment trends, and
NPAs using NRLM’s 2023-24 reports, assessing whether credit expansion aligns with financial
inclusion goals. The qualitative review analyzes policy reports and case studies to evaluate NRLM’s
social impact, particularly on women’s autonomy and economic independence. The contrast analysis
compares NRLM'’s objectives with ground realities, focusing on loan sustainability, repayment
challenges, and gender dynamics in financial decision-making. This approach provides a
comprehensive evaluation of NRLM’s effectiveness and potential risks in rural financial
empowerment.

FINDINGS: IS NRLM A SUSTAINABLE MODEL OR A DEBT TRAP?

1. The Credit Boom: Financial Inclusion or Overdependence?

NRLM has significantly expanded rural credit access, disbursing ~ 1.12 lakh crore to 39 lakh
SHGs in FY 2023-24 alone. Through the SHG-Bank Linkage Program, millions of rural women
have gained access to formal banking services, reducing reliance on exploitative moneylenders
who charge exorbitant interest rates. This expansion marks a crucial step toward financial inclusion,
enabling women to invest in small businesses, agriculture, and other income-generating activities.

However, while credit availability has surged, concerns over loan repayment sustainability
persist. As of December 2023, total outstanding SHG loans stand at ~ 2.31 lakh crore, indicating a
growing long-term credit dependency. Many SHGs continue borrowing not for expansion but to
repay old loans, raising fears of a perpetual debt cycle. Unlike conventional businesses that generate
stable profits, many SHGs operate in low-margin sectors, making full loan repayment challenging.

Key Concern: Without robust repayment tracking mechanisms, SHGs risk shifting from financial
empowerment to continuous borrowing, undermining the goal of self-sufficiency. If unchecked,
this could mirror past microfinance crises where aggressive lending led to widespread over-
indebtedness and defaults.

2. Are SHGs Becoming Self-Sustaining Enterprises?

NRLM envisions Self-Help Groups (SHGs) evolving into profitable, self-sustaining enterprises,
yet many struggle to achieve long-term viability. Despite access to institutional credit, several
challenges hinder their ability to generate consistent income and repay loans effectively. Limited
market access restricts SHGs from scaling their businesses, as rural products often fail to reach
larger consumer bases. Additionally, low-profit margins in agriculture, animal husbandry, and small-
scale enterprises make it difficult for women to achieve financial stability. Many SHGs operate in
highly competitive, low-return sectors, increasing their reliance on additional credit for survival
rather than growth.
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A critical challenge is weak financial literacy among rural women, which affects loan utilization
and business decision-making. Many members lack formal training in bookkeeping, investment
strategies, and pricing models, leading to mismanaged funds and repayment struggles. This gap in
financial education often results in loan cycles where new credit is used to repay existing debt,
rather than funding expansion or innovation. As of 2023, only 5.76 lakh farmers have been integrated
into Farmer Producer Organizations (FPOs), significantly limiting rural market linkages and reducing
SHGs’ ability to scale up.

Key Concern: Many SHGs remain financially fragile, relying on fresh loans rather than
sustainable income generation. Without strategic interventions in market access, business training,
and financial planning, SHGs risk becoming credit-dependent rather than self-sufficient economic
units.

3. Women’s Empowerment: Financial Access vs. Financial Autonomy

NRLM has made significant strides in women’s financial inclusion, mobilizing 3.56 crore women
as Community Resource Persons (CRPs) and integrating them into the Self-Help Group (SHG)
model. This has enabled rural women to access formal credit, engage in income-generating activities,
and participate in financial networks. However, a critical concern remains—does financial access
translate into true financial autonomy?

Despite being primary borrowers, many rural women lack control over financial decision-making.
While they participate in SHGs, the actual power to allocate funds often rests with male family
members. In many cases, loans taken under women’s names are used for household expenses,
agricultural investments, or business activities managed by male relatives. As a result, women bear
the responsibility of repayment but have little say in how the funds are utilized, limiting their ability
to gain economic independence.

Another major barrier is the lack of financial literacy and leadership training, which prevents
women from fully understanding loan terms, negotiating better financial opportunities, and making
independent business decisions. Many SHG members remain dependent on group consensus or
male guidance, reinforcing existing patriarchal financial structures rather than challenging them.

Key Concern: While NRLM has successfully expanded women’s financial inclusion, true
economic agency remains elusive without broader social and structural reforms that empower women
beyond just access to credit.

4. Social Inclusion: Are the Poorest Truly Benefiting?

NRLM emphasizes inclusive development, mandating 50% SC/ST representation, 15% minority
participation, and 3% inclusion for persons with disabilities (PwDs). These quotas aim to ensure
that the most marginalized communities benefit from financial support and livelihood opportunities.
However, real-world implementation presents significant challenges, raising concerns about whether
the ultra-poor are truly benefiting from NRLM’s credit expansion.

One major issue is geographical disparity—some states receive more funding, better institutional
support, and stronger SHG networks, while others lag due to weaker administrative capacity. This
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uneven distribution results in varied success rates across different regions, with well-funded areas
experiencing stronger financial inclusion outcomes compared to underdeveloped ones.

Additionally, many ultra-poor households still struggle to access SHG loans, despite NRLM’s
objectives. Lack of awareness, documentation issues, and social exclusion often prevent the most
vulnerable groups from fully participating in SHG activities. In some cases, SHGs are formed simply
to meet quota requirements rather than genuinely serving the poorest households, reducing the
program’s intended impact.

Key Concern: While NRLM has successfully met its inclusion targets on paper, true financial
upliftment for the ultra-poor remains inconsistent. Without better targeting strategies, equitable
resource distribution, and stronger outreach efforts, NRLM risks excluding those who need financial
support the most.

POLICY RECOMMENDATIONS

Improve Loan Repayment Tracking — Implement a transparent and data-driven credit
monitoring system to track SHG loan repayments, detect signs of over-indebtedness, and ensure
financial sustainability. Regular impact assessments should be conducted to evaluate whether loans
are leading to income generation or dependency.

Enhance Market Access for SHGs — Expand rural market linkages, e-commerce platforms,
and supply chain integration to help SHG enterprises reach broader consumer bases. Government
and private sector collaborations should facilitate direct producer-to-consumer networks, reducing
reliance on intermediaries and increasing profitability.

Strengthen Financial Literacy & Leadership Training — Move beyond basic financial access
by equipping women with financial management skills, business planning knowledge, and leadership
training. Programs should focus on budgeting, investment strategies, and decision-making power,
ensuring women gain true economic autonomy rather than just loan accessibility.

Prioritize True Inclusion — Strengthen outreach efforts to ensure ultra-poor households, SC/
ST communities, minorities, and persons with disabilities (PwDs) receive real financial benefits.
This includes customized financial products, flexible repayment structures, and mentorship programs
to help marginalized groups transition from subsistence to self-sufficiency.

CONCLUSION

NRLM has undoubtedly expanded financial access for millions of rural women, fostering
economic participation and entrepreneurship. However, its long-term impact remains uncertain, as
many SHGs struggle with loan repayment, market access, and financial sustainability. While some
groups have successfully transitioned into self-sufficient enterprises, many remain reliant on
continuous borrowing, increasing the risk of long-term debt accumulation. Financial inclusion has
improved significantly, but the lack of proper loan repayment tracking raises concerns about the
sustainability of SHG credit cycles. Additionally, although women’s participation in economic
activities has increased, true financial autonomy remains elusive, as many still lack decision-making
power over funds.
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Akey challenge is that many SHGs are dependent on borrowing rather than operating profitable
businesses, making them vulnerable to financial instability. Furthermore, despite NRLM’s strong
inclusion policies, ultra-poor communities continue to face barriers to meaningful economic
upliftment due to geographical disparities and limited access to financial resources. Addressing
these issues requires strategic policy interventions, including transparent loan repayment tracking,
expanded market linkages, enhanced financial literacy and leadership training, and targeted support
for marginalized communities. Without these measures, NRLM risks becoming a system of perpetual
credit dependency rather than a model of sustainable financial empowerment.

Ultimately, NRLM’s credit expansion is a double-edged sword. While it has the potential to
transform rural livelihoods, it may also create cycles of rural indebtedness if not managed effectively.
To achieve true economic empowerment, the focus must shift from loan disbursement to long-term
financial sustainability, ensuring that SHGs evolve into independent, self-reliant economic units
rather than long-term credit dependents.
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Issues bhefore the Sixteenth Finance
Commission
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ABSTRACT

The onset of the era of Sixteenth Finance Commission, presentation of Budget2025-26 and the
launch of Fiscal Health Index by NITI Ayog has given a prospect to the academicians to dwell upon
the current situation of Indian economy. In the recent times, quite a number of reforms have taken
place in the budgeting system of India, FRBM & amended FRBM act are the landmarks. The
obligations of said rules were with central Government to ensure the fiscal responsibility
andtransparency with regional parity.

“The terms of Reference for the Sixteenth Finance Commission will be notified in due course of
time. The 16" FC’s recommendations, upon the acceptance by the government, would cover the
period of five years commencing Aprill, 2026.”” On 30" of January 2024, in the name of President
of India the public order has been issued for the constitution of the 16 FC. The FC shall make
recommendations for the devolution of consolidated fund, grants—in-aid and the measures needed
to augment the Consolidated Fund of states. The current paper shall put forward the issues and
challenges before the sixteenth finance Commission. The features of the Fiscal Health Index shall
also be a part of this study.

Keywords: Finance Commission, Recommendations,Fiscal health Index.

Introduction

The President of India appoints Finance Commission every five years or earlier to endeavor the
recommendations for fiscal mobilization. The Presidential Terms of References are the base of the
pattern of devolution that Finance Commission devices. In light of clause -1 of article 280 of the
Constitution the President of Indiaconstituted the finance commission on 31st December 2023,with
Dr.ArvindPangariya as the chairman. The federal set-up of India is a multi-jurisdictional union with
a strong and superior national government and internally autonomous member States. Indian fiscal
federalism basically evolves the pattern of devolution of resources among three tiers Government.
Previous FCs have recommended policy suggestions for improving the state level fiscal transparency
in budgetary processes and debt-deficitdynamics.
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On the launch of Fiscal Health Index report,CEO of NITI AyogSh. BVR Subrahmanyam,
announced,”The Fiscal Health Index report will be an annual publication focusing on the fiscal
health of Indian states, offering data-driven insights that will be leveraged for informed state-level
policy interventions to improve overall fiscal governance, economic resilience, and stability of the
nation”. His words throw light on the roadmap of the issues before Sixteenth Finance Commission.In
this paper the

Set of key evaluating key indicators of FHI and the TOR of the XVI FC shall be taken as the
base of discussion.

Federal System in India: India has a federal form of government hence the financing system is
also federal. The constitution of independent India accepted this basic principle of federal finance.
The basic principle of federal finance is that all the constituent units should have adequate resources
of revenue. Moreover wide spread inter-state disparity proclaims special status to some States.The
President of India appoints Finance Commission every five years or earlier to endeavor the
recommendations for fiscal mobilization. The Presidential Terms of References are the base of the
pattern of devolution that Finance Commission devices.

The remit of the FC, as laid out in its terms of reference (ToR), has expanded over the years due
to Presidential order under Article 280(2c) which provides for the Commission to consider “any
other matter referred to the Commission by the President in the interests of sound finance The
recommendations of finance commissions are based on the economic and financial data collected
from the Union and State Governments. Since Finance Commission is a temporary body and sets
forth recommendations for upcoming years need complete updating”.

Terms of Reference for sixteenth Finance Commission: India is a developing nation with the
challenges of regional disparity. To serve the purpose of development with a blend of rational
equity is the basic cause of the establishment of Finance Commission. The task of transfer of tax
proceeds among Centre and State has been the main focus of the recommendations of past 15
Finance Commissions.In the spirit of cooperative federalism the role of FCs in India is to make
recommendations The XVI FC will be submitting its report by 31 of October 2025, related to
above mentioned matters including recommendations for the financing for Disaster Management.

The Sixteenth Finance Commission shall make recommendations as to the following matters,
namely: —

1. The distribution between the Union and the States of the net proceeds of taxes which are to be,
or may be, divided between them under Chapter I, Part XI1 of the Constitution and the allocation
between the States of the respective shares of such proceeds;

2. The principles which should govern the grants-in-aid of the revenues of the States out of the
Consolidated Fund of India and the sums to be paid to the States by way of grants-in-aid of
their revenues under article 275 of the Constitution for the purposes other than those specified
in the provisos to clause (1) of that article; and

3. The measures needed to augment the Consolidated Fund of a State to supplement the resources
of the Panchayats and Municipalities in the State on the basis of the recommendations made by
the Finance Commission of the State. The Sixteenth Finance Commission may review the
present arrangements on financing Disaster Management initiatives, with reference to the funds
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constituted under the Disaster Management Act, 2005 (53 of 2005), and make appropriate
recommendations thereon.

Fiscal Health Index: “The Fiscal Health Index 2025 offers a valuable tool for assessing the
fiscal performance of Indian states. It highlights the need for continuous monitoring, prudent fiscal
management, and proactive measures to enhance states’ financial health. The Index underscores the
importance of revenue generation, efficient expenditure management, debt control, and adherence
to fiscal deficit targets for overall fiscal sustainability.”

The objectives of FHI are to put forth a comparative analysis of fiscal health of Indian States,
initially 18 states have been chosen for this standardized matrix. For the better fiscal health of the
Indian states and enhancing fiscal sustainability and resilience identification of areas of strength
and concern states are the main areas of focus. To promote fiscal transparency, accountability and
prudent fiscal management will be the assessing parameters for the policymakers.

Variables and Data Interpretation:Five major sub-indices are aggregated to form Fiscal health
Index and the data is sourced from Comptroller and Auditor General (CAG).”A comprehensive
overview of budgetary transactions for all states for the period 2022-23 is utilized for index calculation
and subsequent analysis.” Following five Major Sub-Indices are aggregated to form the FHI-

MAJOR SUB-INDICES MINOR SUB-INDICES

1.Quality of Expenditure 1.1 | Total Developmental Expenditure/Total Expenditure

1.2 | Total Capital Outlay/GSDP*

2.Revenue Mobilization 2.1 | State own Revenue/GSDP*

2.2 | State own Revenue/Total Expenditure

3.Fiscal Prudence 3.1 | Gross Fiscal Deficit/GSDP*

3.2 | Revenue Deficit/GSDP*

4.Debt Index 4.1 | Interest Payments/Revenue Receipts

4.2 | Outstanding Liabilitiess GSDP*

5.Debt Sustainability 5.1Growth Rate of GSDP*-Growth Rate of Interest Payments

Source: FHI Report 2025
*GSDP at current prices for the year 2022-23

The minor sub-indices are classified into one of the two categories:the Improvement Index or
the Deprivation Index.

Improvement Index:The minor sub-indices under Quality of expenditure, Revenue Mobilization,
and Debt Sustainability are considered as:

Ei—-Min(X)
Target X)) —Min(X)

«  Improvement Index for a State i= =100
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Max(X)-Xi « 100

*  Deprivation Index for a State i = 3~ -2

»  Xi= the value for particular minor sub-index under Fiscal Prudence and Debt Index

e Max(X) = the maximum value for particular minor sun-index across all states in the specified
period

e Target(X) = the lowest value(of the minimum of all the states in the each year) observed over
the past 9 years.

*  The major sub-indices are then computed by taking arithmetic mean of normalized values of
the corresponding minor sub-indices for each state.

»  The final composite FHI score is computed by taking the arithmetic mean of the five major
sub-indices computed in the above step.

FHI Score Relationship with Minor Sub-Indices under Fiscal Prudenceand Debt Index:
The Fiscal Health Index 2025 offers a valuable tool for assessing the fiscal performance of Indian
states. It highlights the need for continuous monitoring, prudent fiscal management, and proactive
measures to enhance states’ financial health. The Index underscores the importance of revenue
generation, efficient expenditure management, debt control, and adherence to fiscal deficit targets
for overall fiscal sustainability. The FHI report has been shared with all States/UTs to help them
evaluate their fiscal performance across key indicators. States are encouraged to adopt
sustainable fiscal practices suited to their economies and work towards fiscal prudence through
appropriate state-level interventions.As per the report of, FHI 2025: “As states are responsible
for approximately two-thirds of public spending and one-third of total revenue, their fiscal
performance is important for the country’s overall economic stability.”

FHI Score Relationship with Minor Sub-Indices Under Fiscal
Prudence and Debt Index
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The FHI categorizes states into four groups based on their performance:

»  Achievers: Odisha, Chhattisgarh, Goa, Jharkhand, Gujarat

*  Front-Runners: Maharashtra, Uttar Pradesh, Telangana, Madhya Pradesh, Karnataka
»  Performers: Tamil Nadu, Rajasthan, Bihar, Haryana

» Aspirational: Kerala, West Bengal, Andhra Pradesh, Punjab

Odisha excels in fiscal health with the highest overall index score of 67.8. It tops the Debt
Index (99.0) and Debt Sustainability (64.0) rankings with better than average scores under Quality
of Expenditure and Revenue Mobilization. The state has maintained low Fiscal Deficits, a good
debt profile, and an above average Capital Outlay/GSDP ratio. « Chhattisgarh and Goa follow, with
scores of 55.2 and 53.6, respectively. Chhattisgarh stands out for its Debt Index, while Goa stands
for Revenue Mobilization

Common Objectives and Principles of 16" Finance Commission and FHI:The (FHI)2025,
and the 16th Finance Commission share common objectives and principles aimed at enhancing
India’s fiscal health and promoting equitable development across states. Some of the common issues
are as following:

»  Fiscal Prudence: FHI puts forward the performance of Indian States in relation to fiscal
prudence, focusing on deficits, borrowing, and debt sustainability. Similarly, 16"Finance
Commissionemphasizes on fiscal discipline by considering states’ fiscal performance in its
recommendations.

»  Revenue Mobilization: The 16" FC has already done the homework of collecting the information
regarding revenue mobilization;the assessment of FHI 2025 has also observed the states’
ability to generate revenue through taxes and non-tax sources. States’ revenue generation efforts
had always remain the focus point of previous Finance Commission’s whiledetermining the
states’ share of central taxes.

» Balanced Regional Development: FHI 2025 aims to identify fiscal disparities among states
and encourages balanced development through improved fiscal practices. Basically, Finance
Commission are constituted form addressing regional disparities by considering factors like
population, area, and fiscal performance in its devolution formula.16th Finance Commission
shall also be devising the Horizontal Devolution formula for Inter-se distribution.

»  Transparency and Accountability: According to RBI (2001), “fiscal transparency is important
because fiscal soundness is one of the core requirements for financial stability and transparency
is needed for markets to be able to assess fiscal soundness accurately.”16th Finance Commission
also advocates for transparency in fiscal reporting and accountability in the utilization of central
funds.FHI 2025 Promotes transparency by publicly ranking states based on their fiscal health,
encouraging accountability in fiscal management.

Conclusion

Basically in India the role of fiscal federalism is related to taxation and expenditure
responsibilities and to devise system between the different levels of government. To tackle with two
important issues of vertical and horizontal imbalances is the challenge faced by the federal framework.
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The 16™FC is crucial because it India is moving towards five Trillion economy spectrum, and Fiscal
Sustainability is to be achieved for empowering Local Governments for equitable development and
inclusive growth.15" FC introduced some important decision like - 41%states’ share in divisible
pool,base 2011population census and TFR criteriaandempowering local Governments for horizontal
devolution.The 16" Finance Commission has been requested to make its report available by 31° of
October 2025.

To determine each state’s share of the divisible pool the traditional way of devolution was
based on the criteria of; Population, Income Distance Area Cover and Disaster management .In
light of FHI 2025 report and observation of the report of previous FCs it is clear that the formulaic
of devolution of resources may have some additional categories i.e. Fiscal Transparency,Debt
Management.
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Transforming Fiscal Policy: Strategies for
Economic Stability in India
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ABSTRACT

This paper examines the fiscal policy and fiscal consolidation in India, focusing on their implications
for economic stability, capital formation, employment generation, and income distribution. It
highlights the objectives of fiscal policy tailored to address the unique challenges faced by developing
countries, particularly in the Indian context. The analysis reviews the theoretical underpinnings of
fiscal policy, with an emphasis on its application in promoting economic growth and social justice.
Key findings suggest that India’s focus on prudent fiscal consolidation, as guided by the Fiscal
Responsibility and Budget Management (FRBM) Act, has successfully reduced fiscal deficits,
enhanced public investment, and improved the efficiency of tax revenue collection. The paper posits
that effective fiscal policies can significantly contribute to equitable economic growth, supporting
the broader goals of development and social cohesion. The implications for policymakers and
future research directions are also discussed.

Keywords: Fiscal Policy, Fiscal Consolidation, Economic Stability, Capital Formation, Employment
Generation, Income Distribution, India, Social Justice, Public Debt.

Introduction

Fiscal policy refers to the strategies that are determined by the government budget, income, and
expenditure. The primary objective of this policy is to ensure that the demand in the economy does not
excessively rise or fall, leading to economic instability. According to Dalton, fiscal policy is a process
through which the government employs various measures, including income, expenditure, and debt,
to achieve its predetermined goals. Arthur Smithies describes this policy as one wherein the government
uses its spending and income programs to positively impact national income, production, and
employment.The duration of this policy is primarily determined considering development, employment,
inflation, and social welfare. The scope and operational methodology of fiscal policy can vary for
each country, as it prioritizes the country’s economic condition and social structure.

Fiscal Consolidation

Fiscal consolidation refers to the prudent management of government finances aimed at ensuring
long-term economic stability by balancing government revenues (both tax and non-tax receipts)
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with expenditures. Its primary objectives include minimizing fiscal deficits, controlling public debt,
and supporting sustainable economic growth. Key features of fiscal consolidation include focusing
expenditures on essential sectors such as infrastructure, health, and education, optimizing revenue
through enhanced tax collection and reduced evasion, limiting fiscal deficits to avoid excessive
borrowing, managing public debt sustainably to prevent economic crises, and ensuring transparency
and accountability through audits and regulatory compliance.

Fiscal policy has several key objectives that evolve with changing times and circumstances.
The primary aim is to achieve full employment, ensuring all citizens have access to dignified and
self-sustaining jobs, which enhances individual welfare and strengthens the national economy.
Additionally, it focuses on maintaining economic stability by controlling inflation and unemployment,
thereby preventing potential crises through the regulation of demand and supply levels. Promoting
economic development is another critical goal, as the government strives to generate resources and
implement reforms for accelerated growth. Furthermore, ensuring equitable distribution of income
is essential to eliminate disparities and promote social harmony among all sections of society. Lastly,
fiscal policy emphasizes the proper utilization of resources, reallocating them from unproductive to
productive sectors to maximize developmental potential.

In developing countries, fiscal policy objectives are tailored to address their unique challenges
and circumstances. A primary objective is to promote capital formation, as raising adequate capital
is essential for economic growth in these regions. Additionally, governments aim for a high rate of
economic growth by effectively utilizing fiscal measures to enhance production, consumption, and
distribution. Increasing employment opportunities is another crucial focus, as job creation not only
fuels economic growth but also augments the country’s overall production capacity. Lastly, improving
income distribution remains a significant goal, ensuring that the benefits of growth are equitably
shared among different segments of the population, thereby fostering social stability and cohesion.

Review of Literature

Various scholars have explored the role of fiscal policy in economic stabilization and
development. According to Keynesian economics, government intervention through fiscal measures
is essential for managing economic fluctuations and promoting growth (Keynes, 1936, The General
Theory of Employment, Interest, and Money). Conversely, the New Classical and Supply-Side
theories argue for limited government intervention and emphasize tax cuts and deregulation as
means for driving economic growth (Friedman, 1962, Capitalism and Freedom). Research by Alesina
and Ardagna (2010, The Design of Fiscal Consolidation) suggests that prudent fiscal consolidation,
characterized by sustainable measures, can lead to a reduction in public debt and stimulate economic
growth. Other scholars, such as Giavazzi and Pagano (1990,”Can Severe Fiscal Contractions be
Expansionary?), demonstrate the positive effects of fiscal policies that focus on reducing deficits
and enhancing public investment on long-term economic performance.

Former Prime Minister of India, Professor Manmohan Singh, has been a proponent of using
fiscal policy as a tool for economic reform and growth, particularly during his tenure as Finance
Minister in the early 1990s. In his book Transforming India: Challenges to the World’s Largest
Democracy(2014), Singh argued for a balanced approach that combines fiscal consolidation with
economic liberalization to stimulate growth while maintaining social equity. He emphasized the
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importance of public investment in infrastructure and education to enhance productivity and
competitiveness, thus promoting a more inclusive economic environment.

Gita Gopinath and Abhijit Banerjee have also made significant contributions to this discourse.
Gita Gopinath, the Chief Economist of the International Monetary Fund, elaborates on the need for
fiscal policies that are responsive to economic downturns, particularly due to the disruptions caused
by the COVID-19 pandemic in her articles and publications since 2020. In her 2021 paper, Fiscal
Policy for the Crisis, she advocates for targeted fiscal measures that provide immediate relief while
promoting long-term structural reforms to bolster economic resilience.

Abhijit Banerjee, a Nobel laureate in Economic Sciences, underscores the necessity of
implementing well-designed fiscal programs aimed at poverty reduction and social welfare. In his
influential book Good Economics for Hard Times (2019), co-authored with Esther Duflo, Banerjee
emphasizes the importance of using fiscal policy to uplift marginalized communities and stimulate
inclusive growth, aligning with the objectives of equitable income distribution.

India’s fiscal landscape has undergone significant changes post-2000, particularly with the
introduction of the Fiscal Responsibility and Budget Management (FRBM) Act of 2003. The act’s
emphasis on reducing fiscal deficits and controlling public debt has been pivotal for enhancing
macroeconomic stability (RBI Reports, 2020). Recent analyses have also focused on the economic
impact of the COVID-19 pandemic and subsequent fiscal responses (World Bank, 2021).

Objective of the Paper

The objective of this paper is to analyze the fiscal policy and fiscal consolidation in India,
assessing their impact on economic stability, capital formation, employment generation, and income
distribution. It aims to explore how fiscal measures taken by the Indian government contribute to
long-term economic growth, social justice, and the equitable distribution of wealth in the context of
the unique challenges faced by developing countries.

Hypothesisof the Paper

1. Hypothesis 1: Effective fiscal policy in India positively contributes to economic stability by
reducing fiscal deficits and controlling public debt, thereby fostering long-term economic
growth.

2. Hypothesis 2: Fiscal consolidation measures enhance capital formation and employment
opportunities in India, which leads to improved income distribution and social equity.

By testing these hypotheses, the paper aims to provide empirical evidence on the impact of
fiscal policy and fiscal consolidation on India’s economic development and stability.

Methodology of this Paper

The methodology of this paper adopts a mixed-methods approach, combining quantitative and
qualitative analyses to explore fiscal policy and fiscal consolidation in India. Quantitative data on
fiscal indicators (e.g., fiscal deficit and tax revenue) and economic metrics (e.g., GDP growth and
unemployment rates) will be sourced from government reports and international organizations,
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followed by descriptive and econometric analysis to assess their impacts. Qualitatively, the study
will review relevant literature and case studies to contextualize findings within India’s socio-economic
landscape. The two hypotheses will be tested using regression analysis, providing insights into
fiscal policy’s role in promoting economic stability and social equity while acknowledging limitations
such as data availability and external economic influences.

Fiscal and Economic Stability in India

Enhancing the distribution of income and wealth is essential for establishing social justice.
This helps support the lowest sectors of society and maintains economic harmony.Fiscal consolidation
significantly influences economic stability and growth in several ways, and is closely linked to
effective fiscal policy. By controlling inflation, the Fiscal Responsibility and Budget Management
(FRBM) Act of 2003 helped reduce the fiscal deficit from 4.5% of GDP in 2013-14 to 3.4% in
2018-19, thereby stabilizing prices and keeping inflation in check through constraints on excessive
borrowing and government spending. Moreover, through prudent fiscal policy measures, the
government has aimed to achieve a balanced budget, thereby fostering confidence in the economy.

Additionally, the increase in capital expenditure, particularly during the COVID-19 pandemic,
prioritized sectors like MSMEs and displaced individuals, boosting capital spending from 1.6% of
GDP in 2014-15 to 3.2% in 2023-24. This approach mitigated negative economic impacts on
vulnerable sectors and improved essential infrastructure, ensuring long-term economic growth.
Furthermore, the digitization of the tax system has enhanced revenue collection efficiency, raising
tax revenues from 10% of GDPin 2014-15 to 11.8% in 2023-24, thereby enhancing the government’s
capacity to invest in public services and further implement effective fiscal policies.

Fiscal Indicators - Rolling Targets as a Percentage of GDP

Head of fiscal policy Revised Estimates Budget Estimates
2023-24 2024-25
1. Fiscal Deficit 5.8 51
2. Revenue Deficit 2.8 2.0
3. Primary Deficit 2.3 15
4. Tax Revenue (Gross) 11.6 11.7
5. Non-tax Revenue 13 12
6. Central Government Debt 57.8 56.8

(Source: Medium Term Fiscal Policy cum Fiscal Policy Strategy Statement)

In the Indian context, the Union Budget data for 2023-24 (Revised Estimates) and 2024-25
(Budget Estimates) reflects the government’s focus on fiscal consolidation. The fiscal deficit is
projected to decline from 5.8% to 5.1% of GDP, indicating reduced borrowing needs. The revenue
deficit is also expected to fall from 2.8%6 to 2.0%, showing improved revenue-expenditure balance.
The primary deficit, which excludes interest payments, is estimated to come down from 2.3% to
1.5%, suggesting tighter control on spending. On the revenue side, gross tax revenue remains
stable, inching up from 11.6% to 11.7%, while non-tax revenue slightly dips from 1.3% to 1.2%.
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Importantly, the central government’s debt as a percentage of GDP is projected to reduce from
57.8% to 56.8%, reflecting a gradual move towards fiscal sustainability.

Conclusion

This paper underscores the critical role of fiscal policy and fiscal consolidation in steering
India’s economic trajectory towards stability, growth, and equity. Through a rigorous analysis of
fiscal strategies shaped by the Fiscal Responsibility and Budget Management (FRBM) Act, it is
evident that prudent fiscal management has effectively reduced deficits, controlled public debt, and
bolstered public investment. The findings indicate that such fiscal measures not only stabilize the
economy but also enhance capital formation and employment opportunities, ultimately promoting a
more equitable distribution of income.In the context of developing nations, the adaptability of fiscal
policy to local challenges is paramount. India’s unique socio-economic landscape necessitates a
focus on capital formation, job creation, and equitable growth, which are integral to its long-term
developmental strategies. The progressive reforms undertaken in taxation and government spending—
including increased capital expenditure during the pandemic—demonstrate a commitment to fostering
economic resilience while addressing societal needs.Furthermore, by integrating a consumption-
driven growth model, the Indian government’s fiscal policies aim to stimulate economic activity
and improve living standards for its citizens. The anticipated shifts in income tax rates and interest
rates signify a roadmap towards elevating India to a high-income status by 2047, provided there is
a sustained balance between demand and supply.

Ultimately, the paper highlights the crucial interplay between effective fiscal policies and the
broader objectives of social justice, economic development, and public welfare. As India navigates
its path towards sustained economic prosperity, ongoing research and policy innovation will be
essential in adapting fiscal strategies to meet evolving challenges and opportunities. Effective fiscal
management not only lays the groundwork for economic stability but also fosters inclusive growth
that uplifts all segments of society, promoting social cohesion in a rapidly changing world.
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Homestay Activities and their Impact on
Entrepreneurial Income in Himalayan
Tourism Regions
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Introduction

Homestays have emerged as a transformative model within rural tourism by offering a symbiotic
relationship between local cultural preservation and income generation for host communities. Unlike
conventional tourism accommodations, homestays facilitate direct interaction between visitors and
residents allowing travellers to experience local traditions, cuisine and lifestyles while simultaneously
creating localized economic opportunities (Scheyvens, 2002; Goodwin & Santilli, 2009). This form
of tourism has become increasingly prominent in developing regions where rural households often
diversify their income sources in response to seasonal agriculture or migration trends.

In the context of India’s hill states like Uttarakhand, the homestay sector has gained significant
grip as a viable and inclusive mechanism for livelihood generation. This form of tourism not only
capitalizes on the region’s cultural and ecological richness but also presents a sustainable alternative
to outmigration and agrarian distress both persistent challenges in Himalayan economies (Kumar &
Thakur, 2014). When developed with strong community participation, homestays contribute
substantially to rural household incomes and catalyse local economic development (Roy & Roy,
2015; Singh & Mishra, 2020). They do so by engaging family members in diverse roles such as
hosts, culinary specialists, guides and performers, thereby integrating tourism into the socio-economic
fabric of rural life and enhancing both economic and social capital. The economic value of homestays
extends well beyond the provision of accommodation. It encompasses a wide array of ancillary
services including local cuisine, cultural experiences, handicrafts and eco-guiding, all of which
foster employment opportunities within the household and the broader community (Pusiran & Xiao,
2013; Bhatia, 2013). These services often draw on locally available skills and resources, reinforcing
the principle of endogenous development. By facilitating localized value chains, homestays strengthen
backward and forward economic linkages through which local agricultural producers gain new
markets through homestay kitchens and artisans benefit from increased sales of handicrafts and
souvenirs (Goodwin & Santilli, 2009; Mitchell & Ashley, 2010). The multiplier effect of this model
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lies in its capacity to retain tourist expenditure within the local economy, thereby minimizing economic
leakage and maximizing local ownership and benefit sharing.

Homestay-based tourism also exhibits strong alignment with the principles of sustainable
development and responsible tourism, particularly in the context of global preferences shifting
toward experiential and eco-friendly travel (UNWTO, 2017). As a community-driven model, it
supports several Sustainable Development Goals (SDGs), particularly those related to poverty
alleviation (SDG 1), gender equality (SDG 5) and the promotion of sustainable cities and communities
(SDG 11). A particularly salient feature of the homestay economy is its potential for women’s
empowerment. Female household members often take leadership in hospitality services, cooking,
guest relations and cultural performances which enhances household income along with shifts in
intra-household dynamics, granting women greater autonomy and social recognition (Scheyvens,
2002; Pusiran & Xiao, 2013). Evidence further suggests that increased incomes from homestays are
reinvested in children’s education and improved healthcare access, highlighting the sector’s
transformative impact on household welfare (Mitchell & Ashley, 2010).

In Uttarakhand, proactive policy support has facilitated the scaling of homestay enterprises
through initiatives like the Deendayal Upadhyaya Grah Awas Yojana, which provides financial
assistance, entrepreneurial training and infrastructural support to aspiring homestay operators
(Uttarakhand Tourism Development Board [UTDB], 2018). These institutional efforts reflect a
growing policy consensus around the role of community-based tourism in achieving inclusive,
environmentally sensitive development in mountain regions. The success and scalability of homestay
ventures depend on a collection of interlinked enablers such as digital marketing, capacity building,
access to tourist markets, infrastructure and seasonal pricing strategies (Bhati & Pearce, 2016). The
need to improve digital literacy, especially in remote areas, remains a barrier to optimizing the
sector’s full economic potential.

Review of Literature

Cultural experiences in homestays are increasingly valued by tourists seeking authentic,
immersive encounters with local traditions and practices. According to Telfer and Sharpley (2008),
homestays provide an intimate environment where tourists can directly engage with the host
community, facilitating genuine cultural exchange. These interactions often involve participation in
local festivals, traditional arts and regional ceremonies that contributes to a deeper understanding
of the host culture (Bramwell & Lane, 2000). Moreover, cultural tourism is considered a sustainable
form of tourism as it promotes the preservation of local heritage while generating economic benefits
for the community (Richards, 2011). Through these experiences, tourists enjoy unique cultural
insights and also contribute to the local economy by purchasing locally produced goods and services
(Lietal., 2017). As a result, homestays serve as vital spaces for cultural preservation and community
empowerment (Seyfi, Hall, & Rasoolimanesh, 2019). The digital transformation of tourism marketing
has profoundly affected homestay businesses, with online platforms such as Airbnb and Booking.com
becoming essential tools for host visibility and revenue generation. Guttentag (2015) explores how
these platforms enable homestay owners to reach a global audience, enhancing their marketability
and bookings. Further, customer reviews and ratings play a critical role in building trust and credibility,
which are essential for attracting new guests (Zervas et al., 2017). The influence of online promotion
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is amplified by social media where homestay owners can interact directly with potential customers,
creating personalized experiences and fostering brand loyalty (Schivinski et al., 2020). These digital
tools allow homestay owners to cater to niche markets such as eco-tourism or adventure tourism by
crafting specific marketing messages that resonate with targeted consumer segments. Pricing is a
vital strategy for homestay operators to optimize their revenue, taking into account fluctuations in
demand based on seasonal and regional factors. As noted by Melnyk and Barna (2022), dynamic
pricing models allow hotels to adjust rates during peak and off-peak periods ensuring profitability
throughout the year. Research indicates that homestay operators who effectively manage their pricing
strategies during high-demand seasons can maximize income while competitive pricing during low
seasons helps maintain steady bookings (Kimes, 2011). However, as Bandalouski et al. (2021)
suggest, seasonal pricing must be carefully managed to avoid alienating customers as excessive
price changes can lead to dissatisfaction. Clear communication about pricing changes, as emphasized
by Tsiotsou and Ratten (2010) is essential for maintaining guest loyalty and positive reviews.

Local cuisine plays an essential role in enriching the homestay experience, offering tourists a
direct connection to the region’s culinary heritage. Hjalager (2002) argues that food is a powerful
medium for cultural exchange with homestays providing guests with the opportunity to experience
authentic local dishes prepared by their hosts. This gastronomic aspect of homestays has been linked
to increased tourist satisfaction as visitors seek unique food experiences (Boniface & Cooper, 2009).
Furthermore, offering local cuisine supports the local economy by promoting regional food producers
and farmers, creating a sustainable loop of local economic growth (Messerli et al., 2019). By featuring
local ingredients and traditional recipes homestays contribute to the preservation of culinary heritage
while simultaneously providing economic benefits through increased spending on food-related
services (Hall & Gossling, 2016). Sustainability has become a critical consideration for both tourists
and operators in the hospitality sector and homestays are increasingly adopting eco-friendly practices
to appeal to environmentally conscious consumers. Becken and Hay (2012) highlight the growing
importance of sustainability in tourism, noting that many tourists prioritize eco-friendly
accommodations particularly in rural or nature-based settings. Homestays that integrate sustainable
practices such as reducing energy consumption, minimizing waste and local sourcing are seen as
more attractive to tourists seeking to reduce their environmental footprint (Tiwari, 2025). Research
by Gossling et al. (2012) demonstrates that these practices benefit the environment and also enhance
guest satisfaction and loyalty, as consumers increasingly align their travel choices with their values.
Sustainable practices also contribute to the economic stability of host communities by preserving
natural resources and creating a niche market for eco-tourism (Graci & Dodds, 2010). Adventure
tourism has emerged as a key attraction for homestay operators, particularly those located in regions
with natural landscapes such as mountains, forests and coastal areas. Weaver and Lawton (2006)
suggest that offering adventure activities like hiking, trekking and kayaking significantly enhance
the appeal of homestays particularly for tourists seeking active and immersive experiences. This
segment of tourism is increasingly popular among younger travellers who are willing to pay a
premium for unique and adrenaline-fueled experiences (Ryan, 2003). Research by Hurma et al.
(2019) indicates that homestays that offer adventure tourism activities attract a distinct clientele
and generate additional revenue through bookings for tours, rentals and excursions. Furthermore,
providing these activities increases guest satisfaction and loyalty, as visitors often have more
memorable stays when engaged in outdoor adventures (Steynberg & Grundling, 2023).
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Objectives of the Study

The primary objective of this study is to investigate the correlation between perceived homestay
activities and income generation among homestay entrepreneurs. Specifically, the study aims to
examine how various homestay practices such as cultural experiences, online promotion, seasonal
pricing, local cuisine services, sustainable practices and adventure-based offerings are perceived to
influence entrepreneurial income. It seeks to analyse the strength and direction of these relationships
to determine which activities are most strongly associated with enhanced income outcomes.

Research Methodology

This study adopts a descriptive-correlational research design to examine the relationship between
perceived homestay activities and the income generation of homestay entrepreneurs in Uttarakhand.
The study was conducted across key tourism-centric regions of Uttarakhand, where homestay
operations are prevalent. A multistage sampling technique was employed. In the first stage, prominent
districts with a high density of registered homestays were purposively selected. In the second stage,
a simple random sampling method was used to select 225 homestay entrepreneurs, ensuring diverse
geographical and demographic representation. This sample size was deemed adequate based on
statistical power requirements for correlation analysis (Cohen, 1988).

Primary data were collected using a structured questionnaire, which was validated through
expert review and pre-testing. The instrument measured homestay entrepreneur’s engagement in
six key homestay activities such as cultural experience offerings, online promotion, seasonal pricing
strategies, local cuisine services, sustainable practices and adventure-based activities. Respondents
were also asked to report their annual income derived specifically from homestay operations.
Responses were recorded using Likert-type scales and actual income ranges, subsequently
transformed into continuous variables for statistical analysis. Secondary data were obtained from
government tourism databases, homestay registration records and prior academic studies, which
supported the contextualization of findings and identification of regional trends.

Prior to analysis, data were screened for completeness and normality. Pearson’s product-moment
correlation coefficient (r) was employed to examine the relationship between perceived homestay
activities and income generation, as the data met parametric assumptions. All tests were conducted
at a 5% level of significance (p < 0.05) using IBM SPSS Statistics (Version 26). Correlation values
were interpreted according to established benchmarks (Cohen, 1988), where 0.1-0.3 indicates a
low correlation, 0.3-0.5 moderate, and €”0.5 high.

The following alternative hypothesis (H) was tested:

Ha: There is a significant correlation between perceived Homestay activities and Income
generation of homestay entrepreneurs.

Results and Discussion

This section presents the findings related to income opportunities created by different Homestay
activities to of homestay entrepreneurs engaged in operating are discussed as following:
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Table 1. Correlation Between Homestay Activities and Income Generation (n = 225)

Homestay Activities Income p-value Degree of
Generation Correlation

Cultural Experience 0.62* <.001 High

Online Promotion 0.57* <.001 Moderately High
Seasonal Pricing 0.71* <.001 High

Local Cuisine Services 0.48* <.001 Moderate
Sustainable Practices 0.41* <.001 Moderate
Adventure Activities 0.53* <.001 Moderately High

Source: Author’s Computation

Note: All correlations are statistically significant at the 0.05 level (2-tailed); * = r (Pearson
correlation coefficient)

The findings presented in Table 1 indicate a statistically significant and positive correlation
between a range of homestay activities and income generation among homestay entrepreneurs in
Uttarakhand. All examined activities demonstrate significance at the 0.05 level, with Pearson’s
correlation coefficients (r) ranging from 0.41 to 0.71.

Among these, seasonal pricing strategies show the strongest correlation with income (r = 0.71,
p < .001), suggesting that dynamic and demand-responsive pricing models effectively optimize
revenue streams in rural tourism markets (Ghimire, 2023). This highlights the capacity of market-
sensitive interventions to improve income predictability and profitability. Cultural experience
offerings also exhibit a high degree of correlation with income (r = 0.62, p < .001), confirming the
long-established view that cultural commodification add experiential value and stimulate tourist
spending (Scheyvens, 2002; Sharma & Dyer, 2009). Authenticity in local performances, crafts and
festivals increases visitor satisfaction and return rates, leading to higher earnings. Online promotion
reveals a moderately high correlation (r = 0.57, p < .001), aligning with recent literature that
emphasizes the role of digital visibility in enhancing market access for rural tourism operators
(Kapri & Sharma, 2024). Effective use of digital platforms especially third-party booking websites
and social media amplifies the outreach and attracts niche travelers seeking immersive stays
(Schivinski et al., 2020).

Likewise, adventure activities correlate moderately high with income (r = 0.53, p < .001).
These activities cater to growing global interest in nature-based and active tourism, which is often
linked to higher expenditure patterns among tourists seeking unique, adrenaline-based experiences
(Buckley, 2010; Kuenzi & McNeely, 2008). Local cuisine services show a moderate correlation
with income (r = 0.48, p < .001), reflecting the importance of gastronomic tourism in enriching the
overall travel experience. Consumption of region-specific food serves as both a cultural learning
avenue and a revenue source (Everett & Aitchison, 2008). Lastly, sustainable practices such as
waste management, water conservation and use of eco-friendly infrastructure display a moderate
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positive relationship (r = 0.41, p < .001) with income generation. While these practices may not
yield immediate financial returns, they strengthen brand reputation and long-term business viability
(Lane & Kastenholz, 2015; Kontogeorgopoulos et al., 2014).

Conclusion

The study reveals a statistically significant and positive relationship between various homestay
activities and income generation among entrepreneurs in Uttarakhand. Seasonal pricing shows the
strongest correlation, highlighting the effectiveness of demand-responsive pricing in maximizing
revenues. Cultural experiences and online promotion also demonstrate strong links to income,
emphasizing the value of authenticity and digital visibility in enhancing tourist engagement and
financial returns. Adventure activities and local cuisine moderately influence income, reflecting
global trends in experiential and culinary tourism. Though sustainable practices exhibit a relatively
lower correlation, they contribute to long-term business credibility and resilience. The findings
affirm that integrating cultural, promotional, strategic and sustainable practices substantially improve
the economic viability of rural homestays. These insights offer actionable direction for tourism
entrepreneurs and policy stakeholders aiming to strengthen income streams through targeted,
experience-driven interventions. Policymakers and tourism bodies can support these efforts through
targeted training and infrastructure development to create sustainable growth in rural tourism.
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ABSTRACT

As per the economic theory, saving and investment are correlated, and this fundamental concept of
macroeconomics highlights the relationship in determining a country’s economic growth and
performance. On this basis, income generation plays a crucial role in the growth of developing
countries like India. India’s modelling of employment opportunities and self- employment are very
important for Income generation, and in the creation of such things, the role of microfinance in
providing loans to start a new business of small business cannot be overlooked. It has been observed
that most people still borrow loans from the unorganized sector even in the era of 21st century. It
cannot be overlooked that the financial inclusion through the latest scheme would be an instrument
to bring economic change. For such reason, to provide loans and refinance the businesses, Mudra
Yojana was launched by the PM Modi in 2015, and since then, States’s of Governments have been
providing loans up to 10 lakhs to the non-corporate, non-formal Small/micro enterprises, and such
loans are classified as MUDRA loans under PMMY. Thus, the financial initiative taken in the form
of the MUDRA Scheme will facilitate the micro units and will be able to provide credit and funds to
develop their small businesses. However, the early stages showed significant interest by the people,
but it slowed over the years. The paper throws light on the performance of the scheme in India and
also brings out the performance of the Mudra Yojana in the economic stability of Uttar Pradesh.

In this paper, the analysis of different categories of schemes has been done through trend forecasting
and using some statistical tools as described in the research methodology. The MUDRA Yojana
aims to provide financial support to entrepreneurs in three categories, namely, Shishu, Kishor, and
Tarun. Based on the results and discussion, it can be said that people are encouraged to develop
entrepreneurship by taking the initiative to start their work. The analysis further demonstrates that
the performance of the MUDRA yojana is significant under Kishor and Tarun categories, whereas,
Shishu category has fallen, because of which total disbursement has also dropped. The CGR is
lower than the SAGR, reflecting that growth in the number of loans wasn’t perfectly linear—early
years had slower growth, while later years accelerated. However, an attempt has been made by us
to study the inception of MUDRA Yojana and evaluate its impact on the economic stability of Uttar
Pradesh.
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INTRODUCTION

Since independence, India has faced two major problems of socio-economic development,
unemployment and poverty. These problems cannot be separated from other problems such as
illiteracy, the gap between financial Status, corruption/bribery, leakages, gender discrimination,
lack of financial literacy, etc. Hence, there is a need for poverty alleviation and wage employment
programs. Tackle these problems government of India is putting Special emphasis on entrepreneurship
promotion. It has also been emphasized by different groups and committees to make these schemes
more effective. In the past, the government of India has taken various steps to eradicate these socio-
economic problems in India through various schemes, such as MGNREGA, Start-up India, Pradhan
Mantri Jan Yojana, etc.

After identifying the need for self-employment in India government has launched the MUDRA
or Micro Units Development and Refinance Agency Ltd. Scheme on 8th April, 2015 to provide
financial and managerial assistance to entrepreneurs who will further employ a large number of
People targeted towards mainstreaming young, educated, or Skilled workers. People of the weaker
section of the economy are unaware of credit, insurance, loans, and other financial services and
generally depend on local lenders who grant them money on high interest rates. A shortage of
financial resources is the major problem faced by these people. To improve this weaker section
MUDRA scheme, facilitate those who are not capable of starting their own business.

It has been seen in the PMMY scheme, adequate relaxation is provided to women as almost
50% of the Indian population of them are directly a indirectly benefited, and they contribute to the
economic parameters of the nation. It has also been observed that most of the micro and small
enterprises are run by women, however, their economic contribution has been ignored, and their
services have been taken for granted. Now it’s a time to recognize the role of women’s fraternity in
the growth of an economy and take necessary measures to value the rural, uneducated females in
the growth process simultaneously, along with the urban, uneducated, and educated females as
well. The Mudra Yojana also targets to suppress poverty by providing easy access to self-employment
to poor households which resulting in an improvement in livelihood on a sustainable basis to achieve
economic stability.

LITERATURE REVIEW

Venkatachalam and Simon [2015] conducted a study on microfinance and access to credit for
rural and poor people as small entrepreneurs who are often cut off from the banking system because
of limited branch presence, “Last Mile Financiers” of small/micro businesses.

Appreciating the MUDRA, authors asserted that bank has to take the initiative to reach out to
new innovators, counsel them and wherever possible, connect them with their other clients, to help
develop their market as MUDRA’s main role is to create a relationship between creative people and
successful clients which could be game-changing institutional innovation.

Verma [2015] in his study has appreciated the Government’s move in this direction and submitted
that the design of MUDRA Bank would not only cater to the financial problems of MSMEs but also
give moral support to the vast pool of young population to materialize their dreams of becoming an
entrepreneur.
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Shahid and Irshad [2016] attempted to know about the genesis of MUDRA Yojana and its
objectives. The authors used secondary data to analyse the product offerings and performance of
the scheme in the state of Karnataka. The study concluded that MUDRA creates a vision of formalizing
the informal and thereby funding the unfunded. The role of MUDRA as an apex refinancer has been
appreciated and aims to fill a yawning gap in India’s microfinance space. The authors also asserted
that there is a bigger change in the area of micro-finance and the scheme will boost the first-generation
entrepreneurs, the weaker section, the low-income group, and the unfunded population.

A study conducted by Rudrawar and Uttarwar (2016) has stressed that the asked metamorphosis
would be achieved from the PMMY scheme. They asserted that if applied duly at the bottom of the
aggregate, it may act as a game- changing idea and may increase, boost, and prosper the Indian
frugality. Authors argued that in the future, MUDRA will be a catalyst for the development of
employment, GDP, and entrepreneurship at large.

Agarwal and Dwivedi’s (2017) study concentrated on understanding the impact of Pradhan
Mantri Mudra Yojana (PMMY) on fiscal addition and assessed its current progress and performance
in the state of Uttar Pradesh. They observed that PMMY has brought a bigger change in the area of
microfinance. Appreciating the scheme, they also stated that it would promote competition to give
credit support to the weaker section, the low-income group, and the unfunded population. They
further asserted that this action of fiscal addition will increase the openings for credit conditions
and refinance, and that the scheme is sure to take our nation forward towards a bright future and
make India a more sustainable and advanced country. Godha and Nama (2017) in their composition
have analysed the government action of MUDRA in terms of salient features of PMMY, MUDRA
Bank. MUDRA product immolations, MUDRA places and liabilities, fiscal addition, PMMY; progress
made under PMMY, and state-wise PMMY report. They concluded that there’s a huge change in the
area of microfinance as the scheme is anticipated to promote competition and give credit support to
the weaker section, the low-income group, and the unfunded population. They further admit that the
pace of fiscal inclusiveness as PMMY increases the opportunities for credit conditions and
refinancing.

Gurudatt Raikar and Mallikarjun Naik [2021] in their paper titled “Brief Case Study of PMMY
Scheme in Karnataka” opined that small industries and start-ups play a vital role in raising the
standard of living of the people of India, particularly in rural India. The author has viewed that the
performance of MSMEs has a greater impact on the social-economic development of the country in
terms of production, employment generation, and also contributions to the GDP of the Country.

After reviewing and analysing the literature, it is clear that MUDRA Yojana plays a greater role
in the Indian economy, but the study of its role and effective implementation in states like Uttar
Pradesh is still lacking.

OBJECTIVES OF THE STUDY

1. To study the PMMY Scheme and its implementation.

2. To give recommendations for the effective implementation of PMMY Uttar Pradesh.

3. To explore the generation of employment opportunities through PMMY in Uttar Pradesh.
4. To study the Role of Mudra Yojana in the economic stability of Uttar Pradesh.
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RESEARCH METHODOLOGY

As per the review’s objectives, the examination was subjective, and it was conducted utilizing
auxiliary information taken from yearly reports published on the Public Authority of India’s site.
The data is collected from secondary sources like newspapers, magazines, and various websites,
including the MUDRA Yojana website. Annual Report of MUDRA stats-wise performances for
presentation in tables & its analysis. For data analysis, various statistical tools such as mean, standard
deviation, coefficient of variation (CV), simple annual growth rate (SAGR), and compound growth
rates (CGR) have been taken into consideration and applied in appropriate places.

DATA ANALYSIS AND INTERPRETATION

The collected data has been analysed and interpreted using a graphic Presentation, through
trend forecasting. The study brings out the Performance of MUDRA Yojana in the economic stability
of Uttar Pradesh and also reveals the efforts of the Government to make it more effective. It also
throws light on the salient features of the Scheme that have helped the young educated and skilled
people to come up for entrepreneurial activities. The study will highlight

the Performance of the product, which may help financial institutions to devise programs and
Products that are better tailored to meet their requirements, considering the socio-demographic,
psychological, and economic factors. MUDRA loan is provided for various purposes such as income
generation and employment creation in manufacturing, services, retail, and agriculture allied products.

The products would be covered under their categories, which are as follows: -

Components of Mudra Yojana

SHISHU KISHOR TARUN
UP to 50,000- 5,00,001-
50,000 5,00,000 10,00,000

From the table (1), it can be seen that the number of loans sanctioned under the Pradhan Mantri
Mudra Yojana (PMMY) increased from 34,880,924 in 2015-16 to 66,777,013 in 2023-24, showing
a clear upward trend. However, there are fluctuations—e.g., a dip in 2020-21 (50,735,046) likely
due to the COVID-19 pandemic, followed by a recovery. The sanctioned amount grew significantly
from 137,449.27 Crore in 2015-16 to 541,012.86 Crore in 2023-24. Despite a slight dip in 2020-21
(321,759.25 Crore), the overall trend is strongly upward, indicating increased financial support
under the PMMY scheme. The disbursed amount also rose from 132,954.73 Crore in 2015-16 to
532,358.35 Crore in 2023-24, mirroring the sanctioned amount. The disbursed amount consistently
remains slightly lower than the sanctioned amount each year, which is expected due to procedural
delays, borrower eligibility, or other factors.

Table 1 further reveals that about 53 million loans were sanctioned annually over the 9 years.
This high average reflects the scale of the PMMY scheme in supporting micro-entrepreneurs.
Whereas, anaverage of 321,032.63 Crore amount was sanctioned yearly, showing substantial financial
allocation to the scheme, and the average disbursed amount is slightly lower at 313,574.37 Crore,
indicating that around 97.7% of the sanctioned amount is typically disbursed annually.
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Performance of the Mudra scheme in India

Table (1): Achievement under PMMY Since Inception in Uttar Pradesh

Financial PMMY Amount Sanctioned Amount Disbursed
Year Loans Sanctioned
Num. of Percentage | Sanctioned | Percentage | Disbursed | Percentage
Loans increase (Rs. increase | (Rs.Crore) | increase
(year on Crore) (year on (year on
year) year) year)
2015-16 34880924 — 137449.27 — 132954.73 —
2016-17 39701047 13.82 180528.54 31.27 175312.13 31.9
2017-18 48130593 21.23 253677.10 40.55 246437.40 40.55
2018-19 59870318 24.39 321722.79 26.85 311811.38 26.54
2019-20 62247606 03.96 337495.53 04.91 329715.03 05.74
2020-21 50735046 -18.5 321759.25 -04.65 311754.47 -05.46
2021-22 53795526 06.32 339110.35 05.40 331402.20 06.32
2022-23 62310598 15.84 456537.98 34.62 450423.66 35.91
2023-24 66777013 07.17 541012.86 18.51 532358.35 18.18
MEAN 53160963.44 — 321032.63 — 313574.37 —
S.D. 10056265.40 — 118022.01 — 117229.83 —
C.V. 18.92% — 36.76% — 37.38% —
SAGR 11.43% — 36.70% — 37.55% —
CGR 8.45% — 18.75% — 18.95% —

Note: For the benefit of all interested parties, the Micro Unit Development Agency Posts yearly information
on Mudra recipients and Mudra accounts on its official websites. Data are categorized according to the

Performance.

The performance of the number of loans sanctioned, the amount sanctioned, and the amount
disbursed has also been considered for discussion with their year-on-year percentage changes. The
table reveals that the percentage increase in the number of loans peaked in 2018-19 (24.39%) but
saw a sharp decline in 2019-20 (3.96%) and a negative growth in 2020-21 (- 18.5%), likely due to
economic disruptions. In the post-2020, growth recovered, with a notable spike in 2022-23 (15.84%).
The amount sanctioned saw its highest growth in 2017-18 (40.55%) and a strong rebound in 2022-
23 (34.62%). In particular, the number of loans declined in 2020- 21 (-4.65%) but recovered post-
2020, with consistent growth. On the other hand, the percentage
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increase in amount disbursed closely mirrors the amount sanctioned, peaking in 2017-18
(40.55%) and 2022-23 (35.91%). It also saw a decline in 2020-21 (-5.46%) but rebounded strongly
afterward. Thus, it can be concluded that the percentage increases highlight that PMMY in Uttar
Pradesh experienced robust growth in loan sanctioning and disbursal, particularly in 2017-18 and
2022-23, with significant disruptions in 2020-21. It has also been observed that post-pandemic
recovery has been strong, though growth rates have moderated in 2023-24 compared to the previous
year.

So far as the simple annual growth (SGR) rate is concerned, the number of loans grew at an
average rate of 11.43% per year. This steady growth suggests increasing outreach of the PMMY
scheme over the years. The sanctioned amount grew much faster, at 36.70% per year, indicating a
significant increase in the program’s financial scale. The disbursed amount grew at 37.55% per
year, slightly higher than the sanctioned amount, showing that disbursements kept pace with or
slightly outpaced sanctions over time. The CGR is lower than the SAGR, reflecting that growth in
the number of loans wasn’t perfectly linear—early years had slower growth, while later years
accelerated. The CGR is much lower than the SAGR, indicating that while the overall growth in
sanctioned amounts was strong, it wasn’t consistently exponential. The large jumps in later years
(e.g., 2022-23 and 2023-24) heavily influence the overall growth. The CGR for disbursements is
slightly higher than for sanctions, suggesting that the scheme became more efficient in disbursing
funds over time.

Leading states in PM Mudra loan Disbursal

As of February 28, 2025, since the launch of Pradhan Mantri Mudra Yojana in 2015, Tamil
Nadu has recorded the highest disbursal among states at Rs. 3,23,647.76 Crore. Uttar Pradesh follows
the format 2nd Rs. 3,14,360.86 crore, while Karnataka ranks third with Rs. 3,02,146.41 Crore. West
Bengal and Bihar have also seen significant disbursals of Rs. 2,82,322.94 Crore and Rs. 2,81,943.31
Crore respectively. Maharashtra stands sixth at Rs. 2,74,402.62 crore, reflecting the Scheme’s broad
reach and impact across key states over the past decade.

States with [hvhest PM  utra lran Disbursements
n Rs. Lakh Crore)

TamilNadu= = = e e e e =e=3 2|
Uttar Pradesh 314

Kamataka 3.02
2.82
2.81
2,14

West Bengal
Bihar

Maharashtra
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Table (2): Sub-categories of borrowers: Sanctions (FY 2022-23)

Shishu Kishor (Loans from Rs. Tarun (Loans from Total
Category (Loansupto Rs. 50,001 toRs.5.00 Rs.5.00to Rs. 10.00
50,000) Lakh) Lakh)
No.

No of Disbursem No of Disbursem No of Disbursem No of Disburse

A/Cs ent Amt. AICs ent Amt. AICs ent Amt. AICs ment

Amt.

1 General 19667831 64780.57 10084798 129512.71 1103971 92152.46 30856600 286445.74
(49.52%) (63.59%)

2 SC 8034399 26058.45 2265513 18612.13 36002 2601.71 10335914 47272.28
(16.59%) (10.50%)

3 ST 2770354 8689.36 740882 6741.82 25190 1862.71 3536426 17293.9
(5.68%) (3.84%)

4 OBC 12605276 42081.47 4824719 46069.97 151672 11260.29 17581658 99411.74
(28.22%) (22.07%)

5 TOTAL | 43077851 | 141609.85 17915912 200936.63 1316835 107877.18 62310598 450423.66
6 Women 32817496 | 112228.35 11285672 91691.19 153645 11115.01 44256813 215034.55
Fntrenre (71.03%) (47.74%)

neurs
7 New 7251841 25825.09 2359449 48268.23 153645 55329.44 10066770 129422.76
Fntrenre (16.16%) (28.73%)
neurs

8 Minority | 5290565 16601.08 2143694 22347.96 83312 6379.72 7517571 45328.75
(12.06%) (10.06%)

PERCENTAGE SHARE OF TOTAL NUMBER OF
ACCOUNTS IN GENERAL, SC, ST & OBC

49.52%

mOBC mGeneral mST

SC

Source: MUDRA YOJANA (Annual Report)
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The table (2) provides data on loan sanctions in FY 2022-23 across various borrower categories
under three schemes, namely, Shishu, Kishor, and Tarun. The data includes the number of accounts
(A/Cs) and disbursement amounts (in Rs.) for each category, along with totals and percentages for
specific groups like Women Entrepreneurs, New Entrepreneurs, and Minorities. Out of the total
amount disbursed, 47.74% went to the women borrowers. 52.67% of the accounts in the Shishu
category belonged to women who disbursed 24.92% of the amount in the Shishu category. The
reason for a high share of women in the Shishu category is lending of microloans by the MFlIs,
primarily to women.

The share of the society’s weaker section (SC/ST/OBCs) borrowers in the PMMY programme
was 50.48% in terms of loan accounts and 36.41% in terms of loan amount disbursed. The shares of
SC, ST, and OBC category borrowers were 10.50%, 3.84%, and 22.07%, respectively, in terms of
the number of loans disbursed. SC, ST, and OBC together account for 50.49% of total accounts and
36.41% of disbursement, showing efforts toward inclusive lending. Women entrepreneurs have a
strong presence, especially in Shishu, indicating microfinance support for women-led businesses. A
notable focus on new businesses, particularly in higher loan brackets (Kishor and Tarun), suggests
support for scaling startups. Table further reveals that the disparity between the number of accounts
and disbursement amounts highlights that smaller loans (Shishu) are more numerous, while larger
loans (Tarun) contribute significantly to total disbursement. The data reflects a structured approach
to financial inclusion, with a focus on microfinance for women and marginalized groups, while also
supporting new and growing businesses with larger loans.

FINDINGS

1. Mudra loans have steadily increased in the sanction of loans to micro enterprises in India.
2. A major portion of the loan category belongs to the Shishu Category

3. Itcan be seen that the number of loan Sanctions and the sanctioned amount have been increasing
year on year in Uttar Pradesh.

4. It shows, banks are implementing the government Scheme in a very Positive way to achieve
economic stability in Uttar Pradesh.

5. The Participation of the weaker Sections (SC/ST/OBCs) of the society in the PMMY Programme
was at 55% in terms of loan accounts, and 34% in terms of loan amount sanctioned.

6. The major portion of the share of SC, ST, and OBC categories belongs to the Shishu category.

7. Onaverage, about 53 million loans were sanctioned annually over the 9 years. This high average
reflects the scale of the PMMY scheme in supporting micro-entrepreneurs.

8.  The sanctioned amount grew significantly from 2015-16 to 2023-24. Despite a slight dip in
2020-21, the overall trend is strongly upward, indicating increased financial support under the
PMMY scheme.

9. The steady SGR of the number of loans suggests increasing outreach of the PMMY scheme
over the years.

10. The CAGR is lower than the SAGR, reflecting that growth in the number of loans wasn’t
perfectly linear—early years had slower growth, while later years accelerated. The CAGR is
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much lower than the SAGR, indicating that while the overall growth in sanctioned amounts
was strong, it wasn’t consistently exponential.

11. Women entrepreneurs have a strong presence, especially in Shishu, indicating microfinance
support for women-led businesses. A notable focus on new businesses, particularly in higher
loan brackets (Kishor and Tarun), suggests support for scaling startups.

12. The data reflects a structured approach to financial inclusion, with a focus on microfinance for
women and marginalized groups, while also supporting new and growing businesses with
larger loans.

RECOMMENDATIONS

1. The loans sanctioned are mostly in the Shishu category for wider development loans to Kishor
and Tarun categories should be increased.

It is necessary to increase loans to open categories for economically backward class people.

MUDRA Scheme Services are provided to SC/ST and other backward classes, and a subsidy is
also provided to them. This helps to remove the gap between the rich and poor, caste
discrimination, etc. It raises the standard of living. Socio-economic Sustainable development
through the MUDRA scheme helps to maintain the economic Stability of Uttar Pradesh.

4. In Uttar Pradesh, there is a need for more efforts to increase the size of loans, as Uttar Pradesh
is an industrialized state in India.

5. Though the share of women is very high, it is only in the shishu Category, and the loan size is
very small.

6. More initiatives should be taken by the government to create awareness of the scheme and to
build confidence in the minds of the targeted people, the weaker section of society, to take up
entrepreneurship.

CONCLUSION

It is established fact that MUDRA Yojana is one of the very effective financial tools across the
country. Based on the overall discussion, it can be concluded that the MUDRA Scheme substantially
contributes to socio-economic sustainable development. Under this Scheme, various services are
provided to the users, resulting in facilitating economic development. This helps India in socio-
economic sustainable development, and consequently, it helps to remove the vulnerabilities. In the
future, it will continue to make significant changes. In India, every year, multiple schemes are
introduced, but very few schemes are successfully implemented. Implementation of the schemes
depends and multiple factors, which need to be analysed at various stages.
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Fiscal Consolidation in India: Strategies,
Challenges, and Economic Implications
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ABSTRACT

Fiscal consolidation is a critical component of economic policy, aimed at reducing fiscal deficits
and stabilizing public debt while maintaining economic growth. In India, fiscal consolidation has
been pursued through expenditure rationalization, revenue augmentation, and structural reforms.
This paper examines the strategies employed, the challenges faced, and the economic implications
of fiscal consolidation in India. While efforts have improved macroeconomic stability, concerns
persist regarding growth constraints, social sector spending, and federal fiscal dynamics. The
study underscores the need for a balanced approach to fiscal consolidation, ensuring long-term
sustainability without undermining growth prospects.

Keywords: Fiscal consolidation, fiscal deficit, public debt, economic growth, fiscal policy.

Introduction

Fiscal consolidation refers to policies aimed at reducing government deficits and debt
accumulation to ensure long-term macroeconomic stability. In India, fiscal imbalances have
historically been a challenge due to high public spending, subsidies, and revenue constraints. The
government has implemented various strategies over the years, including adherence to the Fiscal
Responsibility and Budget Management (FRBM) Act, rationalization of subsidies, and tax reforms.
However, fiscal consolidation remains a complex process due to structural constraints, economic
shocks, and competing policy priorities.

This paper explores the fiscal consolidation strategies in India, the challenges faced in
implementation, and the broader economic implications of these policies.

Review of Literature

Fiscal consolidation has been a critical component of India’s macroeconomic strategy,
especially in the post-reform period. The literature on this topic covers various dimensions,
including its impact on economic growth, debt sustainability, fiscal discipline, and public
expenditure efficiency.

1. Assitant Professor, Department of Economics, S.R.K. (P.G.) College, Firozabad, (U.P.).
E-mail: drpooonamtomar07@gmail.com
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Theoretical Perspectives

Fiscal consolidation is generally understood as the policy effort to reduce government deficits

and public debt accumulation. The IMF (2010) distinguishes between expenditure-based and revenue-
based consolidations, arguing that expenditure-led consolidations are more sustainable and less
contractionary in the long term.

Empirical Studies in the Indian Context

Rangarajan and Srivastava (2005) analyzed India’s fiscal performance post-1991 reforms
and noted that high fiscal deficits crowd out private investment and contribute to macroeconomic
instability. They stressed the importance of institutional mechanisms like the Fiscal
Responsibility and Budget Management (FRBM) Act, 2003 in instilling fiscal discipline.

Jha and Sharma (2004) examined the relationship between fiscal consolidation and economic
growth, concluding that while consolidation may have short-run costs, it contributes to long-
run sustainability.

Buiter and Patel (2010) highlighted India’s rising public debt and emphasized that without
sustained fiscal consolidation, India risks high inflation and external vulnerabilities.

Government Reports and FRBM Review

The FRBM Review Committee Report (N.K. Singh Committee, 2017) recommended
adopting a debt-to-GDP anchor (40% for the Centre) and a fiscal deficit glide path (3% target),
noting that rules-based frameworks must be flexible enough to account for macroeconomic
shocks.

Union Budgets (2020-2025) and Medium-Term Fiscal Policy Statements show a clear shift
in fiscal policy: from pandemic-driven expansion to gradual consolidation. The target of bringing
the fiscal deficit down to 4.5% of GDP by FY?2025-26 reflects this commitment.

Multilateral Assessments

According to the IMF Country Reports (2022, 2023), India’s fiscal consolidation is necessary
but should be calibrated to protect growth-enhancing spending, especially in infrastructure
and human capital.

The World Bank (2022) emphasized that premature or excessive consolidation could undermine
recovery, particularly after COVID-19.

Recent Scholarly Insights

Bhanumurthy et al. (2022) found that states in India practicing tighter fiscal management
tend to experience higher investment and growth over time.

Roy and Lahiri (2021) explored the cyclical nature of India’s fiscal policy and pointed out the
need for counter-cyclical policy to smooth economic fluctuations.
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Fiscal Consolidation Strategies in India:

Fiscal consolidation in India refers to the policies and strategies implemented by the government
to reduce fiscal deficits and public debt in a sustainable way, while maintaining growth and social
spending. The goal is to improve the overall fiscal health of the economy and ensure long-term
macroeconomic stability.

Strategy

Description

Key Instruments/Initiatives

Expected Outcome

Expenditure
Rationalization

Reducing unproductive or non-

essential expenditures and improving

efficiency

- Outcome budgeting
- Rationalization of subsidies

Lower revenue deficit and
better expenditure quality

Revenue
Mobilization

Enhancing tax and non-tax revenues

to improve the fiscal position

- GST implementation
- Digital tax monitoring
- Disinvestment

Increased tax-to-GDP ratio
and reduced fiscal deficit

Focus on Capital
Expenditure

Prioritizing investment in

infrastructure to boost growth rather

than current spending

- PM Gati Shakti
- Infrastructure pipeline
investment

Boost long-term growth,
crowd in private investment

Fiscal
Responsibility
Legislation

Creating rules-based frameworks to

ensure discipline in fiscal
management

- FRBM Act (2003)
- Medium-Term Fiscal Policy
Statements

Institutionalize fiscal
discipline and transparency

Subsidy Reform

Targeting and reducing subsidies to

minimize fiscal burden

- Direct Benefit Transfer
(DBT)

- Fertilizer & LPG subsidy
reforms

Lower expenditure leakages
and more efficient welfare
delivery

Disinvestment and
Asset
Monetization

Selling public sector assets to raise
non-tax revenue and improve public

sector efficiency

- National Monetisation
Pipeline (NMP)
- Strategic disinvestment

Boost non-tax revenue and
reduce fiscal gap

Tax Reform and
Administration

Improving tax base, compliance, and

ease of payment

- Introduction of e-invoicing
- Faceless assessment in
Income Tax

Broader tax base, improved
compliance and ease of doing
business

State Fiscal
Responsibility

Encouraging state governments to

maintain fiscal discipline

- Conditional borrowing
linked to reforms
- State FRBM Acts

Coordinated national-level
fiscal consolidation

1. Expenditure Rationalization

One of the key strategies for fiscal consolidation has been controlling government expenditures.
Major measures include:

*  Reduction of subsidies: The government has progressively reduced subsidies on food, fuel,
and fertilizers through targeted direct benefit transfers (DBT).

. Rationalization of welfare schemes: Focus has been on efficient allocation of resources and

minimizing leakages in welfare programs.

»  Capping revenue expenditures: Efforts to limit unproductive expenditures while prioritizing
capital expenditures have been undertaken to enhance long-term growth.

2. Revenue Mobilization

Increasing revenue is a crucial pillar of fiscal consolidation. Key initiatives include:

* Implementation of the Goods and Services Tax (GST): A unified tax system aimed at
improving compliance and boosting revenues.
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» Direct tax reforms: Reduction in corporate tax rates and simplification of personal income
tax structures to enhance compliance.

» Disinvestment and privatization: The sale of government stakes in public sector enterprises
to generate revenue and improve efficiency.

3. Fiscal Responsibility and Budget Management (FRBM) Act

The FRBM Act, enacted in 2003, set targets for fiscal deficit reduction. Over time, amendments
have been made to accommodate economic needs while maintaining fiscal discipline. Key aspects
include:

»  Setting deficit targets: Reducing the fiscal deficit to sustainable levels.
»  Debt management: Ensuring public debt remains within manageable limits.

*  Flexibility during economic downturns: Allowing for temporary deviations from targets in
exceptional circumstances.

Challenges in Fiscal Consolidation

Implications for Fiscal

Challenge Policy

Description Examples/Recent Context

Revenue deficit at 2.9% of GDP in
FY 2023-24 (RE)

High Revenue Deficit | A significant portion of borrowing is

used to fund current expenditure

Limits capacity for
productive investment and

instead of capital

long-term growth

Limited Tax Base &
Evasion

Low direct tax-to-GDP ratio;
informal sector and evasion reduce
tax buoyancy

Personal income tax compliance
remains low; challenges in taxing
digital economy

Reduces sustainable
revenue generation and
increases fiscal strain

Substantial Subsidy
Burden

Large subsidies on food, fertilizer,
and fuel strain fiscal resources

Fertilizer and food subsidies
exceeded “4 lakh crore in recent
years

Difficult to reduce without
affecting vulnerable groups

State-Level Fiscal
Pressures

Many Indian states have high debt
and deficits, affecting general
government fiscal health

Several states have fiscal deficits
>3% of GSDP

fiscal
risks

Weakens  overall
consolidation,
coordinated response

Populist Spending
Commitments

Election-linked or populist schemes
often override fiscal prudence

Free electricity/water schemes; old
pension scheme revival in some
states

Increases  non-productive
expenditure and fiscal risks

Debt Sustainability
Concerns

High debt-to-GDP ratio post-COVID
remains above 80%

Central govt debt at ~57% of GDP;
combined debt nearing 82% of
GDP

Interest burden limits fiscal
flexibility

Global and External
Shocks

Oil price volatility, geopolitical
tensions, global interest rate hikes

Russia-Ukraine war, US Fed rate
hikes impacted India’s fiscal space

Raises import bill and

borrowing costs

Slow Disinvestment &
Asset Monetization

Underachievement of
strategic disinvestment
monetization

targets for
and

LIC IPO delay, Air India

privatization took years

Reduces non-tax revenue
and reliance on borrowing

Structural Deficits &
Rigid Spending

Committed spending on salaries,
pensions, and interest payments
leaves little flexibility

Nearly 50% of expenditure is non-
discretionary

Limits ability to cut
spending  during  fiscal
stress

Implementation
Challenges

Delays in fiscal reform rollout or
leakage in  welfare  delivery
mechanisms

Challenges in GST refunds, DBT
inclusion gaps

Reduces effectiveness of
consolidation efforts
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1. Growth vs. Austerity Dilemma

Fiscal consolidation often necessitates expenditure cuts, which can negatively impact economic
growth. The challenge lies in balancing fiscal prudence with the need for public investment.

2. Revenue Collection Constraints

Despite GST reforms, issues like tax evasion, compliance challenges, and revenue leakages
hinder effective revenue mobilization.

3. Rising Debt and Interest Burden

High fiscal deficits have led to a rising public debt burden, increasing interest payments and
limiting fiscal space for developmental expenditures.

4. Federal Fiscal Imbalances

India’s fiscal consolidation efforts require coordination between the central and state
governments. State-level fiscal deficits and off-budget borrowings pose risks to overall fiscal health.

5. Impact of External Shocks

Global economic slowdowns, inflationary pressures, and crises like the COVID-19 pandemic
have disrupted fiscal planning and necessitated stimulus measures, complicating consolidation efforts.

Economic Implications of Fiscal Consolidation

Impact of fiscal policy reforms aimed at reducing fiscal deficits and improving public finance
health. India has undertaken significant fiscal consolidation measures in recent years, especially
following the COVID-19 pandemic. The fiscal deficit, which peaked at 9.2% of GDP in FY2020-
21, has been steadily reduced to a targeted 4.4% in FY2025-26.

Fiscal Indicator FY 2019- | FY 2020- | FY 2021- | FY 2022- FY 2023-24 Economic Implication
1scal Indicato 20 21 22 23 (RE) P

Gross Fiscal Deficit (% o o o o 0 Higher deficit during COVID;

of GDP) 4.6% 9.2% 6.7% 6.4% 5.8% consolidation ongoing

Revenue Deficit (% of Reduced revenue deficit reflects better

GDP) 3.3% 7.3% 4.7% 3.9% 2.9% fiscal health

Primary Deficit (% of o 0 0 o 0 Declining primary deficit suggests

GDP) 1.6% 5.8% 3.3% 3.0% 2.3% fiscal tightening

i 0, i —

gl)DtaPI)Expendlture (% of 13.2% 17.7% 16.0% 15.3% 14.9% Spending scaled back post-COVID

Revenue Expenditure (% Lower subsidies, targeted welfare

of GDP) 11.7% 15.9% 14.0% 13.2% 12.6% improve efficiency

Capital Expenditure (% 1.5% 1.8% 2.0% 23% 2.9% More investment-led spending supports

of GDP) long-term growth

Gross Tax Revenue (% o o 0 o o Improved tax collection strengthens

of GDP) 10.0% 9.9% 10.8% 11.2% 11.7% fiscal base

Debt-to-GDP Ratio o o o o o Gradual reduction suggests long-term
70.2% 89.6% 87.4% 84.4% 82.0% (Est.) debt sustainability
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India's Fiscal Deficit
Over the Years
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1. Macroeconomic Stability

Successful fiscal consolidation contributes to lower inflation, reduced interest rates, and a stable
macroeconomic environment, enhancing investor confidence.
2. Impact on Economic Growth

While fiscal discipline ensures long-term sustainability, short-term expenditure cuts may slow
down economic growth, especially in sectors dependent on public spending.
3. Social Sector Spending

Expenditure rationalization may lead to reduced allocations for education, healthcare, and social
welfare, affecting long-term human capital development.
4. Investment Climate

A credible fiscal consolidation framework enhances investor confidence and credit ratings,
attracting both domestic and foreign investment.
5. Employment and Income Distribution

Austerity measures may affect employment levels in government-driven sectors, impacting
income distribution and social welfare.
Policy Recommendations

Achieving sustainable fiscal consolidation in India necessitates a balanced approach that ensures
macroeconomic stability while promoting inclusive growth. The following recommendations are
grounded in recent fiscal data and expert analyses:
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1. Expenditure Rationalization and Efficiency

»  Targeted Subsidy Reforms: Implement comprehensive Direct Benefit Transfers (DBT) for
subsidies in food, fertilizer, and fuel sectors to minimize leakages and ensure that benefits
reach the intended recipients efficiently.

» Outcome-Based Budgeting: Transition from input-based to outcome-based budgeting
frameworks. This shift will enhance the effectiveness of public spending by linking allocations
to measurable results and holding ministries accountable for performance.

»  Curbing Revenue Expenditure Growth: Implement measures to control the unsustainable
rise in revenue expenditures, particularly in areas like salaries, pensions, and interest payments.
Reallocating resources towards productive capital expenditure can stimulate economic growth.

2. Revenue Augmentation Strategies

*  Widening the Tax Base: Enhance Goods and Services Tax (GST) compliance by addressing
loopholes through advanced analytics and technology-driven tracking systems. Efforts should
also focus on integrating more participants from the informal sector into the tax net.

*  Personal Income Tax Reform: Introduce a more progressive tax structure while simplifying
compliance mechanisms. This approach can enhance voluntary compliance, reduce litigation,
and increase revenue.

» Disinvestment and Asset Monetization: Accelerate the strategic disinvestment process and
promote the National Monetization Pipeline (NMP) to generate non-tax revenues, thereby
reducing the fiscal deficit without compromising essential expenditures.

3. Fiscal Responsibility Legislation Reform

* Revise FRBM Targets: Redesign the Fiscal Responsibility and Budget Management (FRBM)
Act to incorporate counter-cyclical fiscal policies. Introducing escape clauses based on economic
indicators can provide flexibility during economic downturns.

e  Medium-Term Fiscal Framework (MTFF): Institutionalize a binding MTFF to provide
credible fiscal roadmaps. This framework will ensure predictability, enhance investor confidence,
and facilitate long-term planning.

4. Enhancing Centre-State Fiscal Coordination

* Revamp Transfers and Grants: Review and rationalize centrally sponsored schemes (CSS)
to reduce duplication and inefficiency. Providing greater flexibility to states in fund utilization
can lead to more effective and tailored development outcomes.

»  Strengthen GST Council Functioning: Ensure timely compensation to states and foster a
cooperative federal approach in decisions regarding tax rates and compliance mechanisms.
This collaboration is vital for a unified and efficient tax system.
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5. Social Sector and Capital Spending Balance

»  Protect Growth-Inducing Expenditure: Fiscal consolidation efforts should avoid sharp cuts
to infrastructure, health, and education spending. Investments in these areas yield long-term
growth dividends and are essential for sustainable development.

» Inclusive Consolidation: Prioritize policies that protect vulnerable populations through robust
social safety nets. Ensuring that fiscal adjustments do not disproportionately affect the
marginalized is crucial for social cohesion.

Conclusion

A credible and well-designed fiscal consolidation strategy is essential to restore macroeconomic
stability, ensure intergenerational equity, and create room for developmental spending. The
Government of India, while pursuing deficit reduction, must ensure that consolidation does not
come at the cost of growth, equity, or social cohesion. Policymaking should remain transparent,
evidence-based, and responsive to both domestic and global economic dynamics.
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Comparative Assessment of Agricultural Credit
and Farm Productivity in India: A Regional
Analysis of Northern and Southern States
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ABSTRACT

Agricultural finance is essential for increasing farm output since it makes it possible to invest in new
equipment, irrigation, and high-quality inputs. However, there are notable regional differences in
institutional credit’s efficacy and accessibility, which have an unequal influence on India’s agricultural
growth. In order to investigate the effect of agricultural financing on farm production, this study compares
the Northern and Southern areas. The study evaluates the impact of institutional credit using panel
econometric methodologies, including Pooled OLS and Fixed Effects models, using data from 2003 to
2020. Important control variables include irrigation, land usage, and fertilizer use per hectare.

The findings show that there are notable differences between the two areas rates of loan absorption
and how this affects agricultural output. Northern states experience issues with groundwater
depletion from excessive irrigation, even while they gain from increased credit use and automation.
Southern states, on the other hand, have a more varied agricultural structure but face obstacles in
implementing policies and obtaining loans. Additionally, various locations have distinct patterns
of fertilizer usage, which have varying effects on soil health and long-term production. In order to
optimize agricultural growth, the study highlights the critical importance of region-specific financing
policies, sustainable irrigation management, and balanced input utilization. To guarantee fair
credit distribution and increased agricultural output throughout India, it is imperative to fortify
rural banking networks, raise financial literacy, and broaden market accessibility. A targeted and
data-driven approach to credit allocation will be instrumental in bridging regional disparities and
fostering sustainable agricultural development.

Keywords: Agricultural credit, farm productivity, regional disparities, institutional credit, sustainable
agriculture.

INTRODUCTION

Agriculture continues to play a vital component in India’s economic development, contributing
approximately 18.6% to the country’s Gross Value Added (GVA) in 2022-23 and employing nearly
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45.5% of the total workforce (Ministry of Finance, Economic Survey 2022-23). Despite the sector’s
significance, Indian agriculture faces persistent challenges, including stagnating productivity,
fragmented landholdings, and inadequate access to formal credit. Among these, access to institutional
credit has emerged as a crucial determinant of agricultural performance, influencing investment in
inputs, mechanization, and modern farming techniques.

The importance of timely and adequate agricultural credit has been repeatedly emphasized in
policy discourse. According to data from the Reserve Bank of India (RBI, 2023), agricultural credit
disbursement by scheduled commercial banks stood at = 15.8 lakh crore in 2021-22, marking a
steady increase from ~ 4.75 lakh crore in 2011-12. But this expansion hasn’t been uniformly distributed
across regions. Northern states like Punjab, Uttar Pradesh, and Himachal Pradesh display different
credit utilization patterns and productivity trends compared to their southern counterparts such as
Andhra Pradesh, Tamil Nadu, and Karnataka. This inter-regional disparity raises questions about the
efficacy of credit allocation mechanisms and their alignment with regional agro-economic needs.

Farm productivity, typically measured in terms of yield per hectare, also shows stark regional
contrasts. For instance, as per the Directorate of Economics and Statistics (DES, 2022), Tamil Nadu
and Punjab reported average food grain yields of 3,974 kg/ha and 4,529 kg/ha respectively in 2021—
22, compared to the national average of 2,907 kg/ha. While northern states often benefit from better
irrigation and support prices, southern states have made significant strides in leveraging credit for
diversified cropping and input intensification. These productivity differentials underscore the need to
analyze how agricultural credit influences farm outcomes within distinct regional contexts.

The Government of India has launched several initiatives—such as the Kisan Credit Card (KCC)
scheme, Interest Subvention Scheme (ISS), and priority sector lending targets—to strengthen the flow
of institutional credit to agriculture. Nevertheless, structural issues like regional banking penetration,
differences in cropping intensity, and credit absorption capacity remain critical. A state-wise Comparison
offers substantial details about how these systemic variables shape agricultural outcomes.

In light of these observations, this paper undertakes a comparative analysis of agricultural credit and
farm productivity between selected northern (Himachal Pradesh, Uttar Pradesh, Punjab, Uttarakhand,
and Bihar) and southern states (Andhra Pradesh, Karnataka, Kerala, Tamil Nadu, and Odisha) of India.
By examining trends over time and evaluating credit-productivity linkages, the study seeks to identify
whether institutional credit effectively translates into higher agricultural output across these distinct
regional blocs. This inquiry is essential for informed policymaking, particularly in optimizing regional
credit flows and bridging productivity gaps to ensure inclusive agricultural growth.

LITREATURE REVIEW

The relationship between institutional credit and harvesting has been considerable established
in agrarian economics. Binswanger and Khandker (1992), in a seminal World Bank study, showed
that access to formal credit significantly boosts investment in inputs like fertilizers, irrigation, and
improved seeds, leading to higher productivity, especially in resource-poor rural settings. Their
findings underscore the foundational role of credit in enhancing agricultural performance.

Narayanan (2015), in a working paper from the Indira Gandhi Institute of Development Research,
examined the evolving role of credit post-liberalization. The study found that although funding for



UPUEA Economic Journal (UEJ), Volume-3 ¢« Special Issue ¢ January-June, 2025 103

agriculture has increased in volume, its impact on productivity has been uneven. A significant share
of credit was often diverted toward non-farm uses, raising concerns about credit targeting and
monitoring in India’s agricultural finance system.

Regional disparities in credit distribution are also well documented. Yadav (2019) highlighted
how southern states such as Tamil Nadu and Andhra Pradesh benefit from stronger financial
infrastructure and more efficient credit delivery systems, in contrast to northern states like Bihar
and Uttar Pradesh, where poor institutional outreach limits credit effectiveness. This north-south
divide is critical in understanding varied agricultural outcomes across regions.

Further, studies on targeted credit schemes such as the Kisan Credit Card (KCC) indicate mixed
outcomes. Chhoidub and Pathania (2017) found that while the KCC scheme improved access to
credit in Himachal Pradesh, small and marginal farmers still faced challenges due to lack of awareness
and bureaucratic hurdles. Similarly, Meena and Jhamtani (2000) found that institutional credit
significantly aided farm mechanization, particularly in better-connected regions.

Overall, the literature suggests that while institutional credit is essential for agricultural growth,
its impact is influenced by regional infrastructure, governance, and farmers’ capacity to absorb and
use funds effectively. This study builds on these insights by comparing northern and southern Indian
states to assess how these regional differences shape the credit-productivity relationship.

METHDOLOGY

This study investigates the regional dynamics the relationship between financial assistance for
agriculture and farming output in India, focusing on a comparative analysis between the Northern
and Southern states. It evaluates how institutional credit, along with key inputs such as irrigated
area, net sown area, and fertilizer consumption, contributes to agricultural output measured through
Gross State Value Added in Agriculture (GSVA_Agri). The analysis considers regional differences
in cropping patterns, agrarian structures, and institutional frameworks.

Objectives of the Study
1. Toanalyse the impact of institutional agricultural credit on agricultural productivity in Northern
and Southern states of India.

2. To evaluate the role of key agricultural inputs—irrigated area, net sown area, and fertilizer
consumption—in influencing farm productivity.

3. To compare regional differences in credit responsiveness and input effectiveness across selected
Northern and Southern states.

4. To draw policy implications for strengthening region-specific agricultural credit and support
mechanisms.

Hypotheses

»  H1: Institutional agricultural credit has a significant positive impact on agricultural productivity
(GSVA_Agri) in both Northern and Southern regions.
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»  H2: Irrigated area positively influences GSVA_Agri, though the magnitude may vary regionally.

»  H3: Expansion in net sown area contributes positively to GSVA_Agri; however, diminishing
returns may lead to regional differences.

»  H4: Fertilizer consumption is positively associated with GSVA_Agri, contingent on the extent
and efficiency of its use.

The study uses balanced panel data from 2004-05 to 2021-22 for ten states—five from each
region. The Northern states include Himachal Pradesh, Uttar Pradesh, Punjab, Uttarakhand, and
Bihar, while the Southern states include Andhra Pradesh, Karnataka, Kerala, Tamil Nadu, and Odisha.
Data are sourced from the Reserve Bank of India (RBI), Ministry of Agriculture & Farmers’ Welfare,
and State Statistical Abstracts.

To estimate the relationship between credit and agricultural productivity, a panel data regression
model is used with both Fixed Effects (FE) and Random Effects (RE) specifications. This helps
control for state-specific unobservable factors over time. The model is specified as:

GSVAIit=p0+p1-Creditit+p2-Irrigate d Areait+p3-NetSownAreait+ p4-Fertiliser Consit+uit
Where:
»  GSVA it-Agricultural output for state i at time t
»  Credit it- Institutional agricultural credit
» IrrigatedAreait-Gross irrigated area
*  NetSownAreait-Net sown area
»  FertiliserConsit- Fertilizer consumption
e Uit- Error term

Model selection was based on the Breusch-Pagan LM Test and the Hausman Test. The LM Test
supported the use of panel models over pooled OLS. For the Northern region, the Hausman Test
favoured the Random Effects model, while for the Southern region, the Fixed Effects model was
more appropriate.

Separate models were estimated for each region to reflect their distinct agricultural contexts.
The Northern states are characterized by high-input cereal farming and mechanization, while the
Southern states show greater crop diversity and adoption of integrated and sustainable farming
systems. This regional approach allows for more accurate analysis of how credit and inputs affect
productivity in varying agro-ecological and institutional environments.
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RESULT AND ANALYSIS

Northern Region

Table 1: Model Estimation of Northern Region

Dependent Variable:q{==] » .

Panel Models Random Effects Estimation
Constant 254060.00 (1226800.00)
B10Q00y, 0.77565 (0.0591) ***
DTRG0y, 195.00 (53.71) ***

YEOE_O10hy,

-61.04 (25.36) *

001001y,

12986.00 (3553.00) ***

Significance level: *10%; **5%; ***1%

RZ

0.875

Adjusted R?

0.86919

LM Test

6.4941 (0.0108) **

Hausman Test

6] = 14.092, p = 0.0070 **

Source: Authors’ Compilation
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The model for the Northern Region shows a strong fit (R2 = 0.875), with all variables statistically
significant, confirming a reliable relationship between institutional inputs and agricultural
productivity.

Institutional credit (coefficient 0.7757) has the strongest positive impact, reflecting its central
role in financing high-input farming systems. In states like Punjab and Uttar Pradesh, credit enables
mechanization and infrastructure investment, while in Himachal Pradesh and Uttarakhand, it supports
horticulture and protected cultivation. Bihar benefits through its shift toward semi-commercial
farming.

Irrigated area (195.00) also shows a significant positive influence, with canal and tubewell
systems enhancing cropping intensity, especially in cereal belts. Recent efforts in micro-irrigation
in Bihar and hill states further improve water-use efficiency.

Surprisingly, net sown area has a negative impact (-61.04), suggesting diminishing returns
from land expansion. This likely stems from overuse of marginal land, soil degradation, and poor
land management in regions like Bihar and Eastern UP.

Fertilizer use (12,986) remains a major contributor to output, especially in high-input states.
However, concerns about sustainability persist, even as some states adopt integrated nutrient
management practices.

Overall, credit, irrigation, and fertilizers drive productivity in the North, while mere land
expansion appears inefficient without complementary inputs or sustainable practices.

Southern Region

Table 2: Model Estimation of Southern Region

Dependent Variable:q{t==] » .

Panel Models Fixed effect Estimation
O1QQy, 0.4332 (0.0525) ***
0100000, 1392.84 (459.70) **
YEOE_OT100y, -1258.70 (344.00) ***
"0QUONNIQ T, 4813.20 (3089.90)

Significance level: *10%; **5%; ***1%

R? 0.7282

Adjusted R? 0.7014

LM Test 6.4941 (0.0108) **
Hausman Test 6] =14.092, p = 0.0070 **

Source: Authors’ Compilation
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Fig-2 Impact of Credit on Agricultural Output
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The model for the Southern Region demonstrates a solid fit (R? = 0.7282), highlighting the
significant role of institutional factors and input use in explaining agricultural productivity across
states like Tamil Nadu, Andhra Pradesh, Karnataka, Kerala, and Odisha.

Institutional credit shows a positive and significant effect (coefficient = 0.4332), supporting
technological adoption, diversification, and integrated farming. In Andhra Pradesh and Karnataka,
credit enables investments in drip irrigation, protected cultivation, and agri-enterprises, while in
Tamil Nadu and Odisha, it supports mixed farming systems and rural infrastructure.

Irrigation has a strong and statistically significant impact (1392.84), reflecting the benefits of
recent improvements in micro-irrigation, tank restoration, and solar pump initiatives, especially in
water-scarce and rainfed areas.

Net sown area has a large and negative coefficient (-1258.70), indicating diminishing returns
from land expansion, particularly where marginal or low-quality lands are brought under cultivation
without adequate support.

Fertilizer consumption is positive (4813.20) but not statistically significant, suggesting that
productivity gains are now less dependent on chemical inputs due to improved nutrient management,
organic practices, and precision farming.

In summary, credit and irrigation are the primary contributors to agricultural growth in the
Southern region, while land expansion remains inefficient, and fertilizer use reflects a shift toward
sustainable input use and long-term soil health.
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Comparative Regional Analysis: Northern vs. Southern States

The analysis reveals distinct regional patterns in how agricultural inputs and credit influence
productivity. While both regions show a strong positive association between institutional credit and
GSVA, the intensity and nature of these relationships differ significantly.

Institutional credit has a stronger impact in the Northern region (0.7757) than in the South
(0.4332), largely due to its use in supporting high-input cereal farming, particularly in Punjab and
Uttar Pradesh. In contrast, Southern states apply credit across a broader range of activities, including
horticulture, post-harvest infrastructure, and diversified farming systems, which diffuses its direct
impact on productivity.

Irrigation shows a significant positive effect in both regions but is more pronounced in the
South (1392.84) than in the North (195.00). This reflects the South’s recent adoption of efficient
micro-irrigation and tank restoration practices, whereas the North continues to rely heavily on
traditional canal and groundwater systems.

Net sown area negatively affects productivity in both regions, with a sharper decline in the
South (-1258.70) than the North (-61.04). This suggests diminishing returns from land expansion,
especially in areas with poor soil quality or limited infrastructure, such as Odisha and Karnataka.

Fertilizer consumption significantly boosts productivity in the North (12,986), consistent with
its reliance on input-intensive farming. In the South, although the coefficient is positive (4813.20),
it is not statistically significant, indicating a shift toward organic inputs and integrated nutrient
management.

Lastly, the model fit is stronger for the North (R? = 0.875) than for the South (R? = 0.728), likely
due to the North’s more uniform cropping systems and input patterns, while the South’s agricultural
landscape is more diverse and complex.

In essence, the North is driven by conventional, input-intensive farming, whereas the South
shows signs of a more diversified and sustainable agricultural model. Both require region-specific
strategies to optimize credit effectiveness and input use.

CONCLUSION

This study undertook a comprehensive regional analysis of the impact of institutional agricultural
credit on farm productivity in selected northern and southern states of India. Using panel econometric
models over the period 2004-2022, the research highlighted significant inter-regional differences
in credit utilization, input responsiveness, and agricultural output.

The findings affirm that institutional credit plays a pivotal role in enhancing agricultural
productivity in both regions, albeit with varying intensities and outcomes. In the Northern region,
credit has a stronger and more direct influence, owing to its integration with mechanized, high-
input cereal farming systems. Conversely, in the Southern states, credit facilitates a broader range
of agricultural and allied activities such as crop diversification, micro-irrigation, and post-harvest
infrastructure, making its impact on productivity slightly more diffuse but supportive of long-term
sustainability.
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Irrigation emerges as a critical determinant of productivity across both regions, with the Southern
region showing particularly strong gains through the adoption of efficient irrigation technologies
and water management practices. Net sown area, however, has a negative impact in both regions,
highlighting the inefficiency and diminishing returns from land expansion without complementary
investments. Fertilizer use remains influential in the North, though its declining significance in the
South reflects a gradual shift toward integrated and organic nutrient management practices.

The comparative analysis underscores the necessity for region-specific agricultural credit policies.
While the North requires strategies focused on sustainable input use and groundwater conservation,
the South would benefit from strengthened credit access for diversified farming systems and rural
infrastructure development.

To bridge regional disparities and promote inclusive agricultural growth, the study recommends
targeted credit allocation based on agro-climatic needs, improved rural banking outreach, enhanced
financial literacy, and supportive institutional mechanisms. A data-driven, differentiated policy
approach will be crucial for aligning agricultural finance with regional strengths and challenges,
ultimately ensuring both productivity enhancement and sustainability in Indian agriculture.
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ABSTRACT

United States of America is a key trading partner for India, which accounts for almost 18% of
India’s exports and only around 6% in imports. Naturally there is a large trade surplus for India,
which has consistently grown in recent years. Recently, the geopolitical turmoil surrounding tariff
wars has escalated. The US government issued a blanket 10% tariff hike on its trading partners
along with additional hikes, based on the trade deficit. Later, the additional hikes were put on hold,
but the threat of tariff hike remains. There has been serious criticism of such policies and true
ramifications are now getting unfolded. In a globalized world with complex supply chains and
extensive trade, India also stands exposed to such changes in tariff policies. Therefore, it is essential
to analyze and understand the nature of India’s trade with the US in order to make policy
improvements in a challenging geopolitical environment.

In this paper we analyze various economy sectors such as Agriculture, electronics, textiles,
pharmaceuticals etc. which are dependent on trade with the US, as well as understand the impact
of newly imposed tariffs. We use openly available secondary data from Ministry of Commerce,
India and Bureau of Industry and Security (BIS), US, for our analysis. We elaborate both long- and
short-term implications, which pose challenges as well as opportunities for India. In a rapidly
changing global economic environment, such an analysis can help policy makers as well as
businesses take pre-emptive steps that are beneficial. Some suggestions for navigating a complex
trade environment are provided in conclusion.

Keywords: tariffs, trade deficit, economic growth, trade partners

INTRODUCTION

The imposition of tariffs by the Trump administration recently marks a pivotal shift in the
global trade landscape, signaling a turn toward protectionism and bilateralism in U.S. economic
policy. This event arises from the “America First” doctrine, these tariffs targeted a range of countries,
including China(125%), the European Union(10%), and India(10%), and were justified as necessary
to protect American industries and reduce trade imbalances. There has been severe criticism from
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experts about this policy, particularly because economies today depend upon a complex supply
chain which is difficult to rearrange suddenly. Such measures may partially succeed in the longer
run, however the immediate effect would be felt within the US first, where inflation, cost of living
and unemployment will rise. Many such effects have already started to take place and continue to
unfold. Furthermore, a more lasting damage in trust of US treasuries have already taken place. The
dollar has been the most trusted global currency in a post-world war world order, which is not
steadily declining. As a countermeasure, the Trump administration has rolled back hefty tariffs
against most nations except China, however a threat of further imposition remains.

For India, one of the world’s fastest-growing economies and a longstanding U.S. trade partner,
the tariff imposition came as both a diplomatic setback and an economic challenge. Previously in
2019, the Trump administration revoked India’s benefits under the Generalized System of Preferences
(GSP), a move that affected over $5 billion worth of Indian exports. This decision, coupled with
increased tariffs on specific goods such as steel and aluminum, disrupted several sectors in India
including textiles, pharmaceuticals, and engineering goods. India responded with retaliatory tariffs
on U.S. products such as almonds and apples, triggering a tit-for-tat trade tension that strained
bilateral economic ties. Later, the Biden administration took a more multilateral approach and shown
a willingness to re-engage with allies, yet many of the Trump-era tariffs remained in place. With the
Trump administration again, the recent tariff imposition poses a steep economic challenge for India.
India shares a considerable trade surplus with the US and can be adversely affected by tariffs. In this
paper, we elaborate the bilateral trade between the countries and assess the sectors which are most
exposed to such tariffs. Some policy measures and suggestions are provided to mitigate and manage
a global tariff crisis.

OBJECTIVES

The objectives of the paper are as follows: -

*  To analyze the nature of bi-lateral trade between India and US, in the light of an escalating
tariff war.

» ldentify the most significant sectors which are exposed to tariff wars.

»  Suggest policy steps and strategies to absorb the impact of trade wars in the form of a global
recession.

METHODOLOGY

In this paper we have used openly available secondary data from Ministry of Commerce, India
and Bureau of Industry and Security (BIS), US, for our analysis. The datasets are available online and
in pdf form, which have been accessed and filtered to focus on the bilateral trade. In the same manner
data from previous years has been tabulated and all analysis has been done using Microsoft Excel.

RESULTS & DISCUSSION
India-US bilateral trade

The US is India’s largest trade partner as of 2024, yet India ranks tenth in the list of US trading
partners for the same year. The bilateral trade between the US and the world’s most populous nation
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stands at $129.2 billion in 2024, a record for the partnership. According to the provisional data of
the Commerce Ministry, the bilateral trade between India and the US increased by 7.65% to US$
128.55 in 2022-23 as against US$ 119.48 billion in 2021-22. India - USA trade is likely to touch
US$ 300 billion in 2026-27 from its current trade, a report released by industry body PHD Chamber
of Commerce and Industry (PHDCCI) stated.

Figure 1 shows the largest trading partners for India in terms of total trade (in billions of $). It
is seen that US and China are the most important trading partners followed by UAE, Russia and
Saudi Arabia. It is noteworthy that a majority of the trade with the gulf countries is primarily related
to crude oil and related products. In contrast trade with US and China spans many different sectors
of India’s economy. The Figure is clearly able to show, how important US is for India’s trade and
emphasizes that tariffs or strained bilateral relationships between the two countries can have a
significant effect on India’s economy.
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Figure 1: Top 10 largest trading partners for India, in billions of dollars. Source: Ministry of Commerce
and Industry, India

On the other hand, Figure 2, shows the largest trading partners for the US (in billions of $).
India ranks 10" in the list, which is well behind smaller countries like South Korea, Taiwan and
Vietnam. This figure clearly shows that for US trade relations with Mexico, Canada and China are
significantly important. Therefore, retaliatory tariffs in the future will have a far diminished effect
on the US economy. On the contrary retaliatory tariffs by China, Canada and Mexico would have
profound implications for the US economy as we are already seeing.
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Figure 2: Top 10 largest trading partners for the US, in billions of dollars. Source: US Census
Bureau.

A major cause for the US in implementing sweeping tariffs was an increasing trade deficit with
trading partners. Many experts believe that impositions of tariffs is an ineffective way to minimize
trade deficit. Instead, tariffs can be risky as it can cause trade disruptions and severe economic
losses to companies and firms. The diversification of supply chains and construction of factories in
areas where labor costs are cheaper is the key reason why companies choose to move manufacturing
to developing countries.

For example, an iPhone factory in India is going to be much more profitable for a company than
an iPhone factory in the US, due to cheap labor. Thus, this is very much a symbiotic relationship
where both countries can benefit and usher economic growth. In this light, it is incorrect to only see
trade deficit as a metric of trade. For example, many goods made in the US are very expensive in
India, not only due to the strength of the dollar but also due to high labor costs. It is natural that only
specific consumers in India can buy them, which leads to a less demand for such goods. On the
contrary cheaper goods from China are already very prolific in Indian market and sometimes occupy
complete shelves during festival seasons. Therefore, we need to look at trade and trade deficits in a
much more nuanced manner.

In Figure 3, the growing trade deficit for US has been highlighted. Note that the figure is from
a US perspective, and a trade deficit implies that India has the same trade surplus with the US.
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US trade with India: Total trade in Goods ($billions)
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Figure 3: Total US trade with India in the previous years. Source: U.S Census Bureau Trade Portal.

It can be seen from Figure 3, that US import from India has been steadily increasing and this
trend has continued to well beyond 2022. The current trade deficit in year 2024 stands at -45.7
billion$. From the perspective of India this is a positive news as the exports to US markets have
very steadily increased, which shows strong signs of growth. However, the recent reciprocal tariffs
by Trump administration used the trade deficit as a measure of tariff calculation, which leads to a
very high tariff rate for India. While this rate has now been removed, but the tariff threat remains.
Therefore, if Trump administration insists on adding tariffs using such rates, it can cause a significant
affect to India’s economy.

Analysis of sector wise bilateral trade

It is essential to understand the sectors which are primarily exposed to US tariffs. Figure 4
shows the percentage split of different trade sectors.

Chemicals, Plastics, Rubber and Leather Good are the prime exports of India to the US. Followed
by precious stones industry, like diamond, pearls and jewelry. Which is followed by the textile
industry. Together only the top 3 sectors occupy more than 50% of the trade. Therefore, is safe to
say that India does not have a very diverse trade with the US in terms of multiple sectors, rather very
focused sectors stand out. This has both pros and cons. While the pros are that in the event of a trade
war, multiple sectors would not be significantly hit, but at the same time the top trade sectors will
have a crippling effect. To better understand how tariffs can affect certain sectors we will look at the
consequences of trade policies in 2019, under the first Trump administration.
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Exports from India to US by sector, in percentage of
$85,536,534,549 total exports.Imports from US to India by
sector, in percentage of $47,159,971,229 total imports.
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Figure 4: India’s commodity trade with the US, 2021, in percentage of total exports. Source:U.S Census
Bureau.

In June 2019, when the United States revoked India’s preferential trade benefits under the
Generalized System of Preferences (GSP), which significantly impacted India’s export-oriented
sectors, disrupting long-standing commercial ties and injecting uncertainty into trade flows. This
program, which allowed duty-free access for over 3,000 Indian products—including textiles,
engineering goods, auto components, and jewelry—was crucial for small and medium-sized exporters.
The removal of this status affected nearly $5.6 billion worth of Indian exports, making a sizable
dent in India’s competitive advantage in the U.S. market. The textile and garment industry, which
has long relied on the U.S. as a key market, saw a decline in orders and profit margins. Similarly,
auto parts and engineering goods, which benefited from zero-duty access, now had to compete with
higher tariffs, reducing their attractiveness compared to other suppliers. The pharmaceutical industry,
although less affected due to its high-value nature and essential status, still faced compliance
uncertainties and added friction in trade negotiations. Another major blow came from the U.S.
tariffs on steel (25%) and aluminum (10%), imposed in 2018 under Section 232 of the Trade
Expansion Act. India, which was among the top ten steel exporters to the U.S., experienced a sharp
drop in shipments. For example, Indian steel exports to the U.S. fell by nearly 50% in 2018-19,
according to trade data from India’s Ministry of Commerce.
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In retaliation, India imposed counter-tariffs on 28 U.S. products in June 2019. These included
agricultural goods such as almonds, walnuts, apples, and chickpeas, many of which are produced in
politically sensitive U.S. states like California and Washington. While these measures were symbolic
and targeted to pressure the U.S. politically, their actual economic impact was relatively limited
compared to the losses faced by Indian exporters. This is evident if one considers US imports to
India in Figure 5. India is dependent upon US for many specific sectors and a retaliatory trade
policy by India would damage India more.

Imports from US to India by sector, in percentage of
$47,159,971,229 total imports.Imports from US to India by
sector, in percentage of $47,159,971,229 total imports.
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Figure 5: The US commodity trade with India, 2021, in percentage of total exports. Source:U.S Census
Bureau.

Therefore, it is essential to suggest ways and means to best mitigate the effects of the tariffs in
the future.

Strategies and suggestions to mitigate tariff effects

India has already begun taking steps to mitigate the impact of Trump-era tariffs and similar
external trade shocks, but there’s still more that can be done. The following suggestions can help.

»  Diversifying Export Markets : Overdependence on any single market (like the U.S.) makes
Indian exporters vulnerable to policy shifts like tariffs or sanctions. Many countries around the
world have been feeling alienated due to the protectionist policies of the Trump administration.
This has serious implications as recently investors have shunned the US market and are looking
for more stable alternates. Similarly, we have started to see a trend of boycotting US made
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goods in Europe due to extreme right winged views and meddling in domestic policies. India
should capitalize on these events and look forward to trade partnerships with countries facing
the brunt of tariffs such as Canada, China and the EU. | can Pursue FTAs and trade pacts with
the EU, UK, Australia, and UAE (many are already in negotiation or recently signed) and can
focus on strengthening trade within Asia and Africa, where growing markets provide new
demand. Moreover, it needs to incentivize companies to explore non-traditional markets with
less regulations and ease of doing business. This is a difficult aspect but with some concentrated
political willpower as well as stakeholder partnerships it can work well.

» Investing in Domestic Competitiveness: India needs to push for making Indian products
more competitive in the global market. While, the Make in India policy has been a major step
in this direction, Indian manufacturing is still plagued by high production costs, infrastructure
bottlenecks, and bureaucratic red tape. There has to be a considerable investment push in areas
of logistics, customs clearance, port infrastructure as well as labor and land regulations.

*  Boosting Self-Reliance and a becoming an alternate to China : Self reliance is key considering
the old trade paradigm has shifted into protectionism. Tariffs are now being used as a weapons
against countries and therefore it is essential to have self-reliance of strategic products such as
chips, semiconductors etc. Atma Nirbhar Bharat is a step in that direction however much more
investment is needed in domestic innovation and R&D, especially in sectors like electronics,
semiconductors, and pharmaceuticals. Moreover, India needs to build resilient supply chains
by becoming a manufacturing alternative to China. Many companies are now looking to diversify
their manufacturing to reduce overdependence on one country. In this regard, Vietnam,
Bangladesh, Indonesia have shown greater growth than India in bringing investment. Yet,
India can still bank upon this opportunity and invite investment using trade policies and an
infrastructural push.

»  Strengthening Digital Trade and Services: India’s software exports and solutions driven
economy has been a key driver of growth an provider of many technological jobs. Companies
such as Infosys, Wipro, Accenture etc are household names in India, but cater to global clients.
Unlike physical goods, digital trade (software, consulting, fintech, education) is less affected
by traditional tariffs. Therefore, there is immense scope to strengthen this sector more and
become leaders in the market. In digital segments India’s companies and products are already
competitive at the global market and with more investment push India can become a market
leader.

CONCLUSION

The evolving dynamics of U.S. tariff policy, particularly under the Trump administration, have
significantly altered the landscape of global trade and posed serious challenges for India’s export-
driven economy. As the largest export destination for Indian goods, the United States plays a critical
role in India’s trade ecosystem, making any policy shift—such as the withdrawal of GSP benefits or
imposition of sector-specific tariffs—both economically and diplomatically consequential. Our
analysis shows that key Indian sectors, including textiles, pharmaceuticals, agriculture, and
engineering goods, remain highly exposed to U.S. tariff decisions. These disruptions have not only
affected export revenues but have also forced Indian businesses to reassess their dependency on a
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single trade partner. Moreover, the uncertainty surrounding potential future tariffs continues to
hinder long-term planning and investment. However, these challenges also present an opportunity
for strategic realignment. India must now focus on enhancing its domestic competitiveness,
diversifying export markets, become more self-reliant and steadily support its digital services sector.
In conclusion, while the impact of U.S. tariffs on India has been significant, it need not be permanently
damaging. With proactive policymaking, a balanced self-reliance approach, and sustained global
engagement, India can not only mitigate the effects of trade protectionism but also emerge stronger
in an increasingly multipolar economic order.
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An Empirical Investigation into the Relationship
between Exports and GDP using Data from India
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ABSTRACT

In this study, we have analysed the empirical relationship between Exports and Gross Domestic
Product (GDP) for India by using time series data from the period 1980-81-2023-24.

The study’s objective was accomplished by using time series data to test econometric techniques
(the Granger Causality, Cointegration, and Augmented Dickey-Fuller Test) to evaluate the
hypotheses of GDP strategy driven by exports and exports led by GDP. In order to investigate the
causality and cointegration between GDP and export for India, the Granger Causality model is
predicated on the following hypotheses. (1) if the relationship between exports and GDP growth in
India is reciprocal. (2) Whether there is unidirectional causality between the two variables, (3)
Whether there is no relationship between GDP and export for India. (4) Whether there exists a
long-run relationship between GDP and Export for India. According to the findings, there is a Uni-
directional relationship between GDP growth and exports for India.

In the case of India, the results are consistent with both export-led growth but not for growth-led
export. In order to facilitate the flow of products and services, it is necessary to revive intermodal
transportation and coastal shipping preparations.

Keywords: Exports, GDP Growth, India, Japan, Granger Causality, Cointegration.

Introduction

Exports can become a growth engine of any economy that enhances the production quality and
labour productivity. Through Export growth, GDP growth can robustly increase and impact other
macroeconomic variables of the economy. In present time, Export is very important tool to promote
the economic prosperity for their nation and also for the whole world. The good quality exports of
goods and services make the whole world a market.

India’s foreign trade exhibits a long-time trade deficit. The domestic demand for foreign goods
encourages the imports of goods. In 1950- 60, India adopted Import substitution policies to promote
industrialization and encourage the domestic firms to produce goods according to the domestic
needs. The domestic production contributes to employment generation and national income. The
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Import substitution policy significantly contributes toward India’s growth. Many developing countries
adopted import-substituting policies to enhance the economic growth and experience the same results.
In that time many developing countries adopted Export promotion policies and experience economic
growth. These dynamics of the economics impacted the other developing countries and attracted
them.

In India, the overall stance was protectionist; there were some limited attempts at liberalization,
suchas in 1966 and the 1980s, which offered some incentives for exports and eased certain restrictions.
The pre-liberalization policies resulted in sluggish export growth for India.

While some sectors managed to achieve modest export success, the overall export performance
remained below its potential, setting the stage for the significant policy shifts of the 1991 liberalization.
The formation of the World Trade Organization (WTO) on January 1, 1995, replacing the General
Agreement on Tariffs and Trade (GATT), significantly reshaped India’s export perspective and its
integration into the global trading system.

According to the above briefing, this study attempts to show the short-run and long-run
relationship between Export and GDP growth. Many authors attempt to show the GDP-led Export
growth, but this study tries to rectify the Export-led economic growth.

This research paper is divided into four sections. Section 1 presents the introduction, section 2
contains a review of literature, and section 3 includes objectives, data collection, research
methodology, results, and analysis, whereas section 4 concludes the study.

Literature Review

Ranjan and Chintu, (2013) have discussed the causality between Export, Import and GDP
from the period of 1950-51 to 2008-09 in India. In causality, we test, GDP impacting the Export and
Import or Export and Import impacting to GDP. The period from 1950-51 to 1991-92 was considered
as pre-reform period and from 1991-92 to 2008-09 considered as post-reform period. In this study,
they employed the Co-integration regression to test the long- run relationship between these
macroeconomic variables like- GDP, Export and Import. This research paper also includes the OLS
method to test the Export elasticities and Import elasticities with respect to GDP. The results of this
showing that Export and Import cause GDP growth but GDP does not cause Export and Import
growth. This shows that there is only Unidirectional relationship between the Export, GDP and
Import.

Singh and Tandon, (2013) have studied the causality between FDI and Export with respect to
India. In this study, they have taken the time period from 1990 to 2013. The data source of this study
was DBIE (website of RBI). This study executed the unit root test, Johnson co-integration test and
granger causality test to find relationship between FDI and Export through the e-views software.
This study found that FDI does not granger cause Export nor Export granger cause FDI. It means,
there was no long run relationship between FDI and Export.

Devi, (2013) has examined granger causality between Export and GDP from the time period
1990-91 to 2011-12 to India. The causality explains the relationship between variables. The source
of data set was RBI’s website. This study employed the unit root test, Johnson co-integration test
and granger causality test to find the relationship between Export and GDP. She found that export
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and GDP has bidirectional relationship between the variables. This shows that export granger cause
GDP and GDP granger cause Export in long run.

Singh, (2014) has discussed the causality relationship between Export and GDP from the time
period 2005 to 2014 to India. In this study secondary data is collected on monthly basis from the
website of RBI. The causality relationship exhibits between two the variables. This study, executed
the unit root test, Johnson co-integration test and granger causality test to find the short-run and
long-run relationship between the variables. In this study, IIP (Index of Industrial Production) is used
as proxy of GDP. The results of the study shows that Export granger cause the GDP and GDP granger
cause the Export. It means that Export impact the GDP in long-run and GDP impact the Export vice
versa.

Guntukula, (2018) has examined the causality relationship between the Export, Import and
GDP with reference to India. In this study the monthly data set from 2005 to 2017 was use to
analyse the causality between the Export, Import and GDP. This study employed the ADF for unit
root test, Johnson for co-integration test and causality for granger causality test. The results of this
shows that export granger cause the GDP and GDP granger cause the Export. This shows that there
is bidirectional relationship between the Export, Import and GDP.

Mohanty and Sethi, (2019) have discussed the causality relationship between the FDI and
Export from the time period of 1980 to 2017 in India. They used the ADF and Phillip-Perron test for
stationarity and ARDL test for co-integration and causality for granger test. The ARDL test shows
that there was not long run relationship between the variables. The granger causality test exhibits
the unidirectional relationship, it means that FDI granger cause the Export but not the Export granger
cause the FDI.

Chauhan, (2020) has examined the causality relationship between the Export and GDP from
the tie period of 2000 to 2018 with respect to India, USA, Japan, Germany and Singapore. This
study employed the correlation matrix to test the causality between the variables Export and GDP.
The results of this study shows that India’s export does not cause GDP but other countries like USA,
Japan, Germany and Singapore’s Exports impact the GDP.

Subhan, Alharthi, Alam, Thoudam and Khan, (2021) have discussed the causality between
the Export and GDP from the time period of 1961 to 2015 in India. They employed the VAR (Vector
Auto Regression) model to test the long-run relationship between the variables. In this study, ADF and
Phillip-Perron test is used to check the stationarity and granger test is used to test the causality of time
series data. In this study they have found that there is unidirectional relationship between the Export
and GDP. This shows that Export granger-cause the GDP but GDP does not granger cause the Export.

Kumar and Gosai, (2025) have analysed the India’s Export intensity and Export concentration
of 1988 to 2022. India’s Export intensity index to USA and UAE shows the significant impact but the
concentration index shows moderate impact on USA, Whereas UAE and China showed high
concentration index of India Export. India’s Export intensity index to Japan is decreasing over the
years.

Objectives

The main objective of this study is to explore the relationship between the Export and GDP.
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Data collection and Research methodology

The goal of this study is to inquire into the relationship between the Exports and GDP. To
achieve the research objective, annual data ranging from 1980-81 to 2023-24 are collected, which
consists of 44 years of annual data for the analysis. The choice the data series is based on the
convenience of data. Representation of variables and data sources is shown in Table 1. All the
variables are modified into the natural logarithmic form.

Tablel: Representation of Variables

Acronyms | Construction of variable Units Data Source
Export Natural logarithm of the Export | Rs. Crores RBI Website
GDP Natural logarithm of the GDP Rs. Crores RBI Website

In this study, the time series data analysis technique has been employed to investigate the
relationship between Export and Economic Growth. The results might be spurious in time series
analysis if time series is not stationary. So, the data series must follow the time series properties, i.e.,
the time series data must stationary, meaning that the mean and variance should be constant over
time and the value of covariance between two time periods depends only on the distance between
the two-time period and not the actual time at which the covariance is computed.

Unit Root Test

Testing the time series variable’s stationarity is the first and most important step before estimating
for co-integration and a causal relationship between them. This is done to avoid any erroneous or
misleading relationships between the variables. It is argued that a set of data is

stationarity in the event that its variance and mean are time invariant. The most famous and
widely used test for stationarity is the unit root test. The existence of a unit root indicates that the
data series is non-stationary. The Augmented Dickey Test (ADF) (1979) (1981) is the most standard
procedure for unit root test to check the stationary nature of the series. Assuming that the series
follows an AR(p) process, the ADF test makes a parametric correction and controls for the higher
order correlation by adding the lagged difference terms of the dependent variable to the right-hand
side of the regression equation. In the ADF test, null hypothesis indicates that the data series has a
unit root. The unit root test also provides the order of integration of the time series variables. In a
multivariate context, if the variables under consideration are found to be I (1) (i.e. they are non-
stationary at level but stationary at first difference), but the linear combination of the integrated
variables is I (0), then the variables are said to be co-integrated (Enders, 2004).

DY, =b +ZY , +a+e(with intercept) ..
DY, =b +b,+ZY , +a +e (with trend and intercept) ..(2)
DY, =ZY , +a+e, (with no trend and no intercept) ...(3)

Where Y is dependent variable; b, and b, are the coefficients used as parameters; and Y, is the
differences with the lag value.
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The Null and Alternate hypothesis to check the unit root test is

HyZ=0 (y’r is non-stationary or has the unit root).

H,:Z, 0 (Y,is stationary or contains no unit root).

The null hypothesis of the unit root shows that the series has unit root or non-stationary. The
value of the test statistic is compared with the critical value. Normally, critical value at 5% is
selected. If the test statistic is more than the critical value, then reject the null hypothesis and vice-
versa. The test is conducted at three stages- levels, first difference, and second difference.

Co-integrationTest

The cointegration test is executed to test the long-run relationship between the variables. The
cointegration test is popularly known as the Johansen cointegration test. The results of the
cointegration test are based on two statistics: first, based on Trace statistics, and second, is based on
Maximum-Eigen value. The hypothesis for the test is one indicating no cointegration between the
variables, and two indicating one cointegration equation between the variables. In this study, the
Johansen cointegration test is conducted.

Granger Causality test

Further, to analyse the causality between the Export and GDP, the Granger causality test is
conducted. To test whether Export granger cause GDP or GDP granger cause Export.

The following equations support the bidirectional causality:

GDPt: Z?:l Q”’i EXPt_i+ Z?:l E}J GDPH + It2

In this study, the following hypothesis have been formulated and tested:
H,: There is no significant relationship between GDP and Export.
H,: There is significant relationship between GDP and Export.

Results and Interpretation

In this study, to examine the stationarity of the data series, we have employed the Augmented
Dickey-Fuller (ADF) procedure to test the existence of a unit root. If the unit root exists, then the
data series is non-stationary and vice-versa. The results are depicted in table 2. The ADF test results
show that all the series are non-stationary at level with intercept. However, after taking the first
difference, these series are found to be stationary at 1%, 5% and 10% level. So, the stationary tests
depict that all the series are individually integrated of the order I (1).
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Table 2. Augmented Dickey Fuller Unit root test

Variable At level At First Difference
t- Prob.” |t- Prob.*
statistic statistic

LNGDP Augmented -1.5791 | 0.4767 | -4.4252 0.0103

Dickey Fuller test
statistic
Test 1% level -3.7529 -4.4407
critical 15y ovel | -2.9980 -3.6328
values

10% level | -2.6387 -3.2546

LNEXPORT | Augmented -1.6083 | 0.4624 | -4.6735 | 0.0062

Dickey Fuller test
statistic
Test 1% level | -3.7529 -4.4407
coritical 1oy ovel | -2.9980 -3.6328
values

10% level | -2.6387 -3.2546

*Mackinnon (1996) one-sided p-values.

Source: Author’s Estimation

The study further shows that the Johansen cointegration (1991) test is conducted to show the
long-run association between the variables, namely, GDP and Export. The results of cointegration
test are depicted in table 3 and 4. The results of cointegration test can be shown in two ways, one is
trace statistic and second is max-eigen value. Table 3 shows the results of trace statistics. In table 3,
at none shows the null hypothesis. The trace statistics and critical values are respectively, 14.3729
and 12.3209 in table 3. Which shows that trace statistics are greater than the critical values, thus we
can reject the null hypothesis. Hence that there is one cointegration between the variables. Similarly,
table 4 shows the results of maximum-eigen values statistics. In table 4 at none, maximum eigen
values are 14.3531 and critical values are 11.2248. This shows that maximum-eigen values are
greater than the critical values, so we can reject the null hypothesis. Hence that there is one
cointegration between the variables.

Thus, the trace statistics and maximum-eigen shows that there is long-run relationship exist
between the variables namely, Economic growth and Export.

Table 3 and 4 Results of Johansen Cointegration Test (Table 3.)

Lag Interval (in first difference): 1 to 1

Unrestricted Cointegration Rank Test (Trace statistics)

Hypothesized | Eigenvalue Trace Statistic | Critical Value | Prob.**
No. of CE(s) at 0.05

None* 0.4792 14.3729 12.3209 0.0224
Atmost 1 0.0008 0.0197 4.1299 0.9085

Note: Trace test indicates one cointegration equation(s) at 0.05 level; * indicates rejection of
hypothesis at 0.05 level and ** Mackinnon-Haug-Michelis (1999) p-values
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Table 4.

Unrestricted Cointegration rank test (Maximum Eigenvalue)

Hypothesized Eigenvalue Max-eigen Critical Value | Prob.**
No. of CE(s) statistic at 0.05

None* 0.4792 14.3531 11.2248 0.0137
At most 1 0.0008 0.0197 4.1299 0.9085

Note: Trace test indicates one cointegration equation(s) at 0.05 level; * indicates rejection of
hypothesis at 0.05 level and ** Mackinnon-Haug-Michelis (1999) p-values

The results of Granger Causality Test (1987) are presented in table 5. The pair-wise Granger
Causality test (1987) is conducted between the variables to determine the direction of causality.
Both the hypothesis (rejected and not rejected) are reported in table 5. The first null hypothesis
(LNEXPORT does not granger cause LNGDP) is rejected because p-value is less than the 0.05 %
critical value. And second null hypothesis (LNGDP does not granger cause LNEXPORT) is not
rejected because p-value is greater than the 0.05 % critical value. Hence, the results show that there
is Unidirectional relationship exist between the variables.

Table 5: Result of Granger Causality Test

Null Hypothesis: Obs. | F-statistic | Prob. | Decision
Rule

LNEXPORT does not granger Cause LNGDP | 44 3.27155 | 0.0492 | Rejected

LNGDP does not Granger Cause LNEXPORT 0.31986 | 0.7282 | Not Rejected

Source: Author’s Estimation

Conclusion

In this study, we have conducted the Johansen cointegration test and Granger Causality test to
check inter-linkage between the Indian Export and Economic growth (GDP). This study used the
annual data series over the period of 1980-81 to 2023-24, which is collected from RBI’s website.

The Johansen co-integration test presents that export and GDP growth are co-integrated with
each other. This test proves that export has significant long-run relationship with GDP. The export
is determining variable for GDP in long-run.

The results from Granger causality test confirms that there is a Uni-directional relationship
between export and GDP growth. Export granger causes GDP but GDP does not granger cause
export in long-run.

The current research validates the notion that exports still have an impact on economic growth.
It is important to keep in mind the study’s limitations. The scope of the current analysis is restricted
to just two macroeconomic variables. The research purpose may be better explained by including
more variables over a longer time period. The study can be logically extended by adding more
variables and conducting an analysis.
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Expenditure Decentralization and Macroeconomic
Stability in India: An Empirical Analysis of the
Misery Index (1991-2020)

Dr. Virendra Pratap Chaurasia’

ABSTRACT

This study examines the impact of expenditure decentralization on macroeconomic stability in
India using annual data from 1991 to 2020. Macroeconomic stability is proxied by the Misery
Index, which combines the inflation and unemployment rates. Drawing on theoretical foundations
that emphasize the potential of fiscal decentralization to improve governance and resource allocation,
the paper empirically tests whether greater devolution of expenditure responsibilities to subnational
governments contributes to stabilizing macroeconomic conditions. Using Ordinary Least Squares
(OLS) regression, the analysis incorporates key control variables including gross capital formation,
GDP growth rate, fiscal deficit, openness of the economy, and money supply. The findings indicate
that expenditure decentralization has a positive but statistically insignificant effect on the Misery
Index, suggesting that it does not contribute to macroeconomic stability and may instead be
associated with higher inflation and unemployment. In contrast, GDP growth and trade openness
exhibit a significant and negative relationship with the Misery Index, affirming their stabilizing
roles. Gross capital formation and fiscal deficit show a positive association with macroeconomic
instability, although with varying levels of significance. These results underscore the complexity of
fiscal decentralization’s impact on economic outcomes and suggest the need for strengthening
institutional frameworks to ensure that expenditure decentralization achieves its intended
macroeconomic benefits.

Keywords: Expenditure Decentralization, Macroeconomic Stability, Misery Index, Fiscal
Federalism, India

Introduction

In recent decades, fiscal decentralization has emerged as a prominent reform strategy in both
developed and developing countries. This global trend reflects a growing consensus on the need to
empower subnational governments, enhance public service delivery, and foster more inclusive and
participatory governance structures (Canavire-Bacarreza, Martinez-Vazquez, & Yedgenov, 2019;
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Martinez-Vazquez & McNab, 2001). Broadly defined, fiscal decentralization entails the devolution
of financial powers and responsibilities from central to lower tiers of government. It encompasses
two primary dimensions: revenue decentralization and expenditure decentralization. The present
study focuses on the latter, which grants greater autonomy to subnational governments over public
spending decisions. Expenditure decentralization enables state and local governments to allocate
and manage public expenditures according to local preferences and conditions. The theoretical
expectation is that such decentralization enhances the efficiency and responsiveness of public service
delivery, as local governments possess better information about constituents’ needs (Oates, 1993;
Shah, 1994). However, the implications of expenditure decentralization are not limited to efficiency
gains alone. Its impact on broader macroeconomic outcomes especially macroeconomic stability
has become a subject of increasing interest in the academic and policy discourse.

Macroeconomic stability, characterized by low and predictable inflation, sustainable
unemployment levels, controlled fiscal deficits, and stable exchange rates, is essential for sustainable
economic development (Jalil, Tarig, & Bibi, 2012). Stability in these indicators creates an environment
conducive to long-term policy planning, private investment, and economic growth. Conversely,
macroeconomic instability, particularly high inflation and unemployment, can disrupt economic
incentives, increase uncertainty, and undermine developmental progress. The relationship between
expenditure decentralization and macroeconomic stability, however, is far from straightforward.
While some scholars argue that decentralization can enhance fiscal discipline and reduce central
fiscal burdens (Rodden, 2004), others caution that it may weaken national control over aggregate
fiscal policy and lead to inefficiencies or disparities (Treisman, 2000; Prud’homme, 1995).
Furthermore, in the absence of strong institutional mechanisms, subnational governments may engage
in opportunistic fiscal behavior, leading to unsustainable fiscal outcomes (Jalil et al., 2012).

India presents a unique context for analyzing this relationship. As a quasi-federal country with
a multi-tiered fiscal system, India has undergone significant fiscal restructuring, particularly since
the 73rd and 74th Constitutional Amendments of 1992, which formally recognized local self-
governments and created a three-tier federal structure (Rao, 2003; Thimmaiah, 2013). A major
milestone in India’s fiscal decentralization came with the Fourteenth Finance Commission (2015-
2020), which increased the states’ share in the central tax pool from 32% to 42% (Finance Commission
of India, 2015). This shift aimed to strengthen the fiscal autonomy of states and improve their
capacity to design locally tailored development programs. Concurrent reforms in centrally sponsored
schemes further expanded states’ discretion in public expenditure. Simultaneously, India has faced
persistent macroeconomic challenges, including high inflation and unemployment, particularly in
the post-liberalization period (1991-2020). These variables are jointly captured in the “Misery
Index,” a composite measure that reflects the economic discomfort experienced by the general
population (Okun, 1970). A high Misery Index is indicative of deteriorating macroeconomic
conditions. Given the scale and scope of India’s fiscal decentralization, and the ongoing challenges
in macroeconomic management, it is timely to explore the effects of expenditure decentralization
on macroeconomic stability through the lens of the Misery Index.

The figure 1 shows the trends in India’s unemployment rate (UR) and inflation rate (INF) from
1991 to 2020. Inflation exhibited high volatility, peaking notably in 1991, 1998, 2009, and 2013,
while the unemployment rate remained relatively stable, with a sharp rise in 2020 likely due to the
COVID-19 pandemic.
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Figure 1: Unemployment and Inflation rate of India
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Although existing research on fiscal decentralization in India has largely focused on growth,
public service delivery, and intergovernmental fiscal transfers (Rao & Singh, 2005; Ghosh, 2012),
relatively few studies have empirically examined its link with macroeconomic stability. International
literature also offers mixed findings some highlighting destabilizing risks in weak institutional
environments (Igbal & Nawaz, 2010; Rauf et al., 2021), while others suggest that decentralization
can foster responsible fiscal governance (Shah, 2006; Rodden, 2004). Against this backdrop, the
present study investigates the empirical relationship between expenditure decentralization and
macroeconomic stability in India during 1991-2020. Using the Misery Index as the key indicator,
the paper aims to assess whether enhanced fiscal autonomy for subnational governments has supported
or hindered macroeconomic stabilization efforts. The findings will offer insights into the trade-offs
of fiscal federalism and inform future policy design in India’s evolving fiscal landscape.

Review of Literature

The relationship between fiscal decentralization and macroeconomic stability has garnered
increasing scholarly attention, particularly in the context of developing and transitional economies.
While many studies have focused primarily on inflation as the key indicator of macroeconomic
instability, relatively few have adopted broader indicators such as the Misery Index, which
encapsulates both inflation and unemployment.

Rauf et al. (2021) investigated the effects of fiscal decentralization on macroeconomic stability
in Pakistan from 1981 to 2017. Their findings indicated that while decentralization could enhance
stability, it sometimes led to macroeconomic instability, primarily due to weak institutional
frameworks, political inefficiencies, and lack of transparency at the subnational level. The study
emphasized the need for institutional strengthening to harness the benefits of decentralization.
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Ali and Batool (2017) conducted a similar analysis for Pakistan using data from 1974 to 2013.
Their study concluded that fiscal decentralization had a favourable effect on macroeconomic stability.
However, the positive impact was more pronounced for revenue decentralization than for expenditure
decentralization, highlighting the importance of fiscal autonomy in revenue generation for achieving
stable macroeconomic outcomes.

Palienko et al. (2017) focused on Ukraine over the period 2000-2015 and employed the Misery
Index as a comprehensive measure of macroeconomic instability. Their findings revealed a negative
and statistically significant relationship between revenue decentralization and the Misery Index,
indicating that decentralization improved macroeconomic conditions. In contrast, expenditure
decentralization showed an insignificant impact, echoing concerns about the capacity of subnational
governments to effectively manage expenditures.

Jalil et al. (2012), in a panel analysis of 62 countries from 1972 to 2001, examined the relationship
between fiscal decentralization, inflation, and fiscal deficits. They found a statistically significant
negative relationship between fiscal decentralization and inflation, suggesting that decentralization
can enhance price stability. However, no significant relationship was found between decentralization
and fiscal deficits. The authors noted that the benefits of decentralization are maximized in countries
with strong institutional arrangements, including independent central banks and transparent
governance systems.

Igbal and Nawaz (2010) provided one of the few studies employing the Misery Index in the
context of Pakistan. Using time-series data from 1979 to 2010, they found that revenue
decentralization had a significant and positive effect on macroeconomic stability, whereas expenditure
decentralization showed a weaker and statistically insignificant impact. The study highlighted the
complementary role of revenue autonomy in enhancing the effectiveness of expenditure assignments.

Shah (2006) conducted a cross-sectional study of 40 countries over the 1995-2000 period,
focusing on the implications of fiscal decentralization for macroeconomic management. The study
concluded that fiscal decentralization did not significantly influence inflation or other macroeconomic
balances. Nonetheless, Shah emphasized the theoretical potential of decentralized systems to
outperform centralized ones in macroeconomic governance, particularly when local governments
are empowered with clear fiscal rules and responsibilities.

Martinez-Vazquez et al. (2006) analysed the effects of fiscal decentralization on inflation and
economic growth in a broad cross-country sample. They found that decentralization tended to reduce
inflation in developed countries, suggesting an improvement in macroeconomic stability. However,
results were mixed for developing and transition economies, where institutional weaknesses may
undermine the stabilizing potential of decentralization. The study further noted that while fiscal
decentralization did not have a direct effect on economic growth, it contributed indirectly by
enhancing macroeconomic stability.

Despite these valuable contributions, a notable gap remains in the literature: most studies
emphasize inflation as the sole indicator of macroeconomic instability, neglecting other important
variables like unemployment. Furthermore, empirical evidence on the role of expenditure
decentralization especially in the context of India’s unique federal structure remains limited. This
study addresses this gap by employing the Misery Index as a comprehensive measure of
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macroeconomic stability and analysing the impact of expenditure decentralization in India over the
period 1991-2020.

Empirical Analysis
Data and Description of Variables

This study draws on data from multiple sources to ensure comprehensive coverage of the variables
under investigation. Government expenditure figures for both central and state levels, along with
export and import data, were sourced from the Centre for Monitoring Indian Economy (CMIE).
Data on gross fiscal deficit (GFD) were obtained from the Reserve Bank of India (RBI) Handbook
on Indian Economy, while information on gross capital formation (GCF) and GDP growth rates
were extracted from the Economic Survey of India (2021-22). Additional macroeconomic variables
such as broad money supply (M3), unemployment rate, and inflation were compiled from the World
Bank’s World Development Indicators (WDI). The dataset spans 30 annual observations from 1991
to 2020, capturing India’s post-liberalization economic trajectory. A detailed description of all
variables, including their units of measurement and sources, is provided in Table 1.

Table 1: Variable Descriptions

Dependent Variable

Mi Macro-Economic Stability INF + UR World Development Indicator
Independent Variable
ED Expenditure Decentralization Ratio CMIE
GDP Growth rate of Gross Domestic = Percentage Economic Survey
Product

GFD Gross Fiscal Deficit Percentage of RBI, Handbook on Indian
GDP Economy

INF Consumer Price Index (Inflation) = Percentage World Development Indicator

M3 Broad Money Percentage of World Development Indicator
GDP

GPF Gross Capital Formation Percentage of Economic Survey
GDP

Openness | Export and Import Percentage of CMIE
GDP

UR Unemployment Rate Percentage World Development Indicator

Source: Authors Own Calculation

Analysis and Results

Test of Stationarity

The stationarity of the time series was confirmed using the Augmented Dickey-Fuller (ADF)
test, with results summarized in Table 2. The analysis reveals that GDP growth rate and gross fiscal
deficit (as a percentage of GDP) are stationary at their level 1(0). In contrast, fiscal decentralization,
revenue decentralization, expenditure decentralization, inflation rate, macroeconomic stability
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(Misery Index), and trade openness exhibit non-stationarity at the level but achieve stationarity
after first-differencing 1(1). These findings underscore the necessity of transforming non-stationary
variables to ensure robust econometric modelling and avoid spurious regression results.

Table: 2 Stationarity Test

Intercept Trend and Intercept Trend and Intercept
- Intercept
- Non-Stationary Non-Stationary ~ Stationary Stationary
- Non-Stationary Non-Stationary ~ Stationary Stationary
- Stationary Stationary
- Stationary Stationary
- Non-Stationary Non-Stationary Stationary Stationary
- Stationary Non-Stationary Stationary Stationary
- Non-Stationary Non-Stationary Stationary Stationary

Source: Authors Own Calculation

Regression Analysis

This study employs the Misery Index (MI) a composite measure of inflation (INF) and
unemployment (UR) rates as a proxy for macroeconomic stability, following the methodology
originally developed by Arthur Okun and applied in previous empirical studies (Ali & Batool,
2017; Igbal & Nawaz, 2010). The index is calculated as:

MI =UR + INF

The central focus of the study is on expenditure decentralization (ED), which is defined as the
ratio of state governments’ expenditure to the total government expenditure (central + state), following
the approach of Jin and Zou (2005). The underlying hypothesis is that higher expenditure
decentralization enhances macroeconomic stability by improving public service delivery, fiscal
discipline, and responsiveness to local needs. To rigorously test this hypothesis, the model incorporates
a set of control variables (Z) commonly associated with macroeconomic performance: the GDP
growth rate (GGDP), gross fiscal deficit as a percentage of GDP (GFD), openness to international
trade (OPEN), money supply as a percentage of GDP (M3), and gross capital formation (GCF).

The empirical model is specified as:
MI=a+ g, ED+ B, GGDP + B; GFD + B, OPEN + Bs Mz + Bs GPF + £

This formulation facilitates an in-depth empirical analysis of the impact of expenditure
decentralization on macroeconomic stability in India over the period 1991-2020.

To estimate the model, three Ordinary Least Squares (OLS) regression specifications were
developed, each using the Misery Index as the dependent variable and incorporating expenditure
decentralization alongside varying combinations of macroeconomic control variables. The results
from these regressions provide insights into the nature and direction of the relationship between
fiscal decentralization and macroeconomic stability in the Indian context (see table 3).
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Table. 3 Expenditure Decentralization and Macroeconomic Stability: India, OLS Models (Dependent
Variable: Misery Index)

Table. 3 Expenditure Decentralization and Macroeconomic Stability: India, OLS
Models (Dependent Variable: Misery Index)
Variable 1 2 3
Constant -0.4028 -0.0709 -0.2545
[0.4999] [0.4374] [0.4656]
ED 23.4669 18.1833 22.0738
[21.8350] [21.7886] [23.5261]
GCF 0.7827* 0.8141* 0.6251*
[0.2169] [0.2189] [0.2193]
GGDP -0.7390* -0.7993* -0.5973*
[0.2111] [0.2092] [0.2050]
GFD 0.8861*** 0.8531*** 0.7914
[0.4465] [0.4526] [0.4893]
M3 0.2019
[0.1543]
OPEN -0.3584** -0.3823**
[0.1668] [0.1684]
Total Observations 29 29 29
Adjusted R-Squared 0.44567 0.4457 0.4285
S.E. of regression 2.2279 2.2279 2.2622

The figures in parentheses are standard errors. The statistical significance at 1%, 5%, and 10%
levels is indicated by*, **, and *** respectively.

Model 1 includes gross capital formation (GCF), growth rate of gross domestic product (GGDP),
gross fiscal deficit (GFD) as a percentage of GDP, broad money (M3) as a percentage of GDP, and
openness (OPEN), measured as total export-import as a percentage of GDP, as explanatory variables.
The results show that expenditure decentralization (ED) has a positive and statistically insignificant
impact on the Misery Index. This suggests that increased decentralization of expenditures is associated
with a deterioration in macroeconomic stability, albeit without robust statistical support. This finding
aligns with the theoretical argument that in the absence of adequate institutional and fiscal capacity
at sub-national levels, expenditure decentralization may lead to inefficiencies and pro-cyclical fiscal
behaviour (Tanzi, 1996; Prud’homme, 1995). Such inefficiencies may result in increased public
spending without corresponding economic output, thereby fuelling inflationary pressures and
weakening labour market performance.

Notably, the GDP growth rate (GGDP) and openness (OPEN) have negative and statistically
significant coefficients at the 1% and 5% levels, respectively. These results confirm the theoretical
expectation that economic growth and integration with global markets promote macroeconomic
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stability. According to endogenous growth theory, sustained GDP growth reduces unemployment
through higher output and employment generation, while openness improves allocative efficiency,
competition, and access to technology, all contributing to macroeconomic resilience. Gross capital
formation (GCF) exerts a positive and significant impact at the 1% level, suggesting that while
capital accumulation is vital for long-run growth, it may initially contribute to macroeconomic
instability due to inflationary tendencies linked to rising demand for resources. Similarly, gross
fiscal deficit (GFD) has a positive and weakly significant impact (at the 10% level), reinforcing the
idea that higher fiscal imbalances can destabilize macroeconomic conditions by increasing inflationary
pressures or undermining investor confidence. The coefficient for broad money (M3) is positive but
statistically insignificant, indicating a limited or neutral role of monetary expansion in influencing
short-term macroeconomic outcomes in this context.

Model 2 re-estimates the relationship by excluding broad money from the set of explanatory
variables. The direction and statistical significance of the coefficients remain broadly consistent
with Model 1. Again, expenditure decentralization retains a positive but statistically insignificant
impact, reaffirming the earlier result. The negative and significant effects of GDP growth and openness
remain robust, emphasizing their stabilizing role in the economy. Both GCF and GFD continue to
show positive and significant impacts at the 1% and 10% levels, respectively, suggesting potential
inflationary or destabilizing consequences in the short term.

Model 3 simplifies the specification by including only expenditure decentralization, GCF, GGDP,
and GFD as explanatory variables. The results are consistent with Models 1 and 2. Expenditure
decentralization maintains its positive and insignificant association with the Misery Index, indicating
a persistent, though statistically weak, link between fiscal decentralization on the expenditure side
and macroeconomic instability. Once again, GDP growth exerts a strong stabilizing effect, while
gross capital formation remains a significant destabilizing factor, likely due to short-term mismatches
between investment and productive output. Fiscal deficit remains positively associated with
macroeconomic instability, though its impact is not statistically significant in this model.

Conclusion

This study examined the impact of expenditure decentralization on macroeconomic stability in
India from 1991 to 2020, using the Misery Index as a composite indicator. The empirical findings
reveal that expenditure decentralization has not significantly enhanced macroeconomic stability
during this period. On the contrary, it appears to be linked with higher levels of inflation and
unemployment, possibly reflecting weak institutional capacity, poor fiscal discipline, and inadequate
accountability at the sub-national level. In contrast, variables such as GDP growth and trade openness
consistently contributed to macroeconomic stability, supporting conventional economic theory. These
results underscore the importance of strengthening institutional frameworks and enhancing the
effectiveness of fiscal governance at the state level. While fiscal decentralization may bring
governance and efficiency benefits, its success in promoting macroeconomic stability requires robust
public financial management, transparency, and coordination between central and state governments.
Future reforms should focus on building institutional capacity to harness the full potential of
decentralization.
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Digital Inclusion and Access to Market: Livelihood
Security in the Age of Rural E-Commerce — A Case

Study of Uttar Pradesh

Dr. Shikha Soni! & Ms. Amisha Mahune?

ABSTRACT

This study explores the impact of digital inclusion on livelihood security among rural households
in Uttar Pradesh, India, using primary data from 100 respondents across five diverse districts.
Employing statistical methods including Chi-square, Pearson correlation, and multiple linear
regression, the research finds that while basic digital access (internet and smartphone ownership)
does not significantly influence income levels, digital skills related to livelihood activities have a
positive and statistically significant effect. The analysis also reveals that digital confidence does
not strongly correlate with trust in online platforms, indicating that trust may depend more on
structural and contextual factors. The findings underscore the need for usability-focused digital
literacy programs, localized capacity building, and trust-enhancing rural e-commerce ecosystems
to ensure that digital transformation leads to inclusive economic growth.

Keywords: Digital Inclusion, Livelihood Resilience, Digital Literacy, Rural Digitization, Digital
Confidence

INTRODUCTION

Digital inclusion has emerged as a pivotal factor in enhancing economic opportunities and
livelihood security in rural India. The proliferation of affordable smartphones and data services has
significantly increased internet accessibility among rural populations, enabling them to engage with
digital platforms for various purposes, including commerce, education, and healthcare. Government
initiatives like the Pradhan Mantri Gramin Digital Saksharta Abhiyan (PMGDISHA) have played a
crucial role in this transformation, training over 6.39 crore individuals in digital literacy across rural
areas as of March 2024 . These efforts have not only facilitated access to information but have also
empowered rural communities to participate more actively in the digital economy. Economic Times
Government. (2024, March)

Despite these advancements, challenges persist in ensuring equitable digital inclusion across
all segments of rural society. Studies indicate that digital literacy significantly influences income
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levels among rural residents, with higher digital proficiency correlating with increased earnings .
However, disparities in digital skills and access to technology continue to hinder the full realization
of these benefits, particularly among marginalized groups. Addressing these gaps is essential for
fostering inclusive growth and ensuring that the advantages of digitalization are equitably distributed
across rural India. (Li, Bao, & Wang, 2025)

REVIEW OF LITERATUTRE

This literature review synthesizes empirical findings from high impact journals published between
2017 and 2025, focusing on digital inclusion, the digital economy, and rural e-commerce as catalysts
for livelihood enhancement. The Preferred Reporting Items for Systematic Reviews and Meta-
Analyses (PRISMA) method was adopted to select, screen, and analyze 25 high-impact studies
across these themes.

Digital Inclusion and Rural Socioeconomic Transformation

Digital inclusion refers not only to access to digital technologies but also to meaningful
engagement through digital literacy, affordability, and supportive infrastructure (Van Deursen &
van Dijk, 2019). A recent study by Li et al. (2025) highlights a strong correlation between digital
economy development and rural household consumption, suggesting that digital access acts as a
lever for improving livelihood conditions in rural China—paralleling trends in rural India. Similarly,
Qiang et al. (2022) identified mobile-based interventions in Southeast Asia that resulted in a 30%
rise in entrepreneurial activities among digitally connected farmers.

E-Commerce, Livelihood Security, and Market Access

E-commerce platforms have been pivotal in decentralizing market access for rural producers.
According to Zhang et al. (2020), digital platforms in rural China led to an average income rise of
12.5% among farmers using Taobao Villages. Likewise, Ghosh and Mukherjee (2021) documented
improved price realization and supply chain transparency among Indian farmers using Amazon
Saheli and similar initiatives. These outcomes reflect the livelihood security framework which
positions access to diversified markets as a core strategy for resilience.

Digital Skill Gap and Inclusive Policy Frameworks

Despite the potential, digital transformation remains uneven due to literacy barriers and
infrastructural deficits. Mittal et al. (2021) evaluated the PMGDISHA scheme and found that only
42% of digitally trained women continued using e-services regularly. This suggests a persistent
“second-level digital divide” even after access is provided (Hargittai, 2018). Government initiatives
such as Common Service Centres (CSCs) and the Open Network for Digital Commerce (ONDC)
are crucial to bridging these gaps (Narula, 2022).

Inter-linkages and Research Gaps

The reviewed literature converges on the view that digital inclusion enhances livelihood outcomes
when paired with targeted policy frameworks and capacity building. However, limited studies
contextualize this dynamic within India’s most populous and digitally lagging state—Uttar Pradesh.
This study addresses that gap, providing district-level data on digital usage patterns, income change,
and market access in rural areas.
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OBJECTIVE OF THE STUDY

1. To assess the impact of digital access and usage on perceived improvement in livelihood among
rural households in selected districts of Uttar Pradesh.

2. To assess whether digital confidence influences the level of trust rural users place in online
platforms

RESEARCH METHODOLOGY

This study adopts a qualitative as well as quantitative research design to evaluate the impact
of digital inclusion on livelihood security among rural households, and to analyze how digital literacy
and demographic factors influence income enhancement through rural e-commerce platforms.

Study Area and Sample Design

The research was conducted in five rural districts of Uttar Pradesh: Allahabad (Prayagraj),
Azamgarh, Jaunpur, Sitapur, and Gorakhpur. These districts were selected purposively to
represent varying levels of rural digital penetration and socio-economic diversity. A sample size of
100 respondents was selected using stratified random sampling, ensuring representation from
different genders, education levels, and income categories, as per the approach used in similar rural
digital studies (Yapeng et al., 2025; Singh et al., 2020).

Data Collection Instrument
Primary data was collected through a structured questionnaire, comprising both Yes/No
questions and 5-point Likert scale items to assess:
» Digital inclusion (access to smartphones, internet usage, digital skills)
»  E-commerce participation (usage patterns, perceived benefits)
»  Livelihood security (confidence in income and employment)
»  Socio-demographic details (gender, education, income)

The questionnaire was pilot-tested and then administered face-to-face to ensure clarity and
accuracy, following guidelines suggested by Narula (2022) and Chakraborty & Pandey (2021).

Data Analysis Techniques

Data analysis was carried out using SPSS The following statistical methods were applied
Descriptive statistics, Pearson correlation analysis to assess the relationship between digital literacy
and livelihood security, Multiple linear regression to test the predictive value of digital inclusion
and e-commerce usage on livelihood outcomes, Chi-square test to explore associations between
demographic factors and income enhancement.

This methodology enables the study to identify causal linkages and statistical significance of
digital inclusion initiatives in shaping rural livelihood patterns, as supported in prior ICT studies
(Hilbert, 2016; Mittal et al., 2021; TRAI, 2023).
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DATA ANALYSIS

HYPOTHESIS TESTING

Hypothesis 1

1. Hypothesis 1 (H, ): There is a significant association between digital access (smartphone
ownership and internet use) and perceived improvement in livelihood among rural respondents.

Table 1. Association between Increased Income and Digital Access (Chi-Square Test Results)

Digital Access Chi- df | Asymp. Significant Interpretation
Variable Square Sig. (p- (p <0.05)
(¢)) value)
Internet Access 0.895 110344 No No significant association

between internet access and
increased income

Smartphone Access 0.003 1 |0.954 No No significant association
between smartphone access and
increased income

Combined Digital 1.470 1 (0225 No No significant association
Access (Internet + between combined digital
Smartphone) access and increased income

INTERPRETATION: The analysis reveals no statistically significant relationship between
digital access and increased income among rural respondents in Uttar Pradesh. Individually, neither
internet access (p = 0.344) nor smartphone access (p = 0.954) is significantly associated with
higher income levels. Even when combined into a composite digital access variable, the result
remains insignificant (p = 0.225).

In all three cases, the p-values are well above the 0.05 threshold, confirming that the observed
associations are not statistically significant.

This suggests that mere access to digital tools does not guarantee economic benefit. Other
factors such as digital literacy, infrastructure, market readiness, and socio-economic barriers likely
mediate the impact of digital inclusion on livelihoods.

Hypothesis 2 (H€ ): There is no significant relationship between digital confidence and trust in
online platforms.

Table 2: Correlation Between Digital Confidence and Trust in Online Platforms

: Standard Pearson Sig. (2- .
Variable Mean Deviation Correlation (r) tailed) N Interpretation
Digital Moderate digital self-
Confidence 3.06 1.448 perception
Trust in Online Weak negative, not
Platforms 2.94 1.489 —0.092 0.363 100 statistically significant

INTERPRETATION:A Pearson correlation analysis was conducted to examine the relationship
between Digital Confidence and Trust in Online Platforms among rural respondents (N = 100).
The results revealed a very weak negative correlation (r = -0.092, p = 0.363), which was not
statistically significant at the 0.05 level.
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This finding suggests that higher digital confidence does not necessarily translate into greater
trustinonline market platforms. The lack of a significant relationship implies that other mediating
factors—such as digital literacy, cybersecurity concerns, prior experience, or infrastructural
reliability—might influence trust in e-commerce platforms more directly than self-assessed
confidence alone.

MULTIPLE LINEAR REGRESSION ANALYSIS: PREDICTING INCOME THROUGH
DIGITAL INCLUSION VARIABLES

Table 3: Multiple Linear Regression Results for Increased Income

Predictor Variable Unstandardized Coefficient (B) p-value (Sig.)
(Constant) 1.349 0.000
Digital Confidence (Digiconf1) 0.012 0.720
Digital Skills & Livelihood 0.099 0.005
Awareness (Awarnessl) -0.147 0.171

Interpretation of Regression Model

The regression model is statistically significant overall (F = 3.323, p = 0.023), indicating that
the included predictors jointly explain a significant portion of the variance in increased income
among rural respondents. The model accounts for 9.4% of the variability in the dependent variable
(R2=0.094).

Among the predictors, only Digital Skills and Livelihood is a statistically significant contributor
(b =0.286, p = 0.005). This implies that individuals with higher digital skills related to livelihood
are more likely to report increased income. Other variables — Digital Confidence (p = 0.720) and
Awareness (p = 0.171) — were not statistically significant in this model.

Model Equation

Let:

* Y =Increased Income (Dependent Variable)
X = Digital Confidence (Digiconfl)

» X, = Digital Skills and Livelihood

*  Xf = Awareness (Awarnessl)

Regression Equation (based on unstandardized coefficients)

Increased Income (Y)=1.349+0.012X +0.099X,"0.147X,

SUGGESTIONS AND POLICY RECOMMENDATIONS

1. Promote Skill-Based Digital Literacy

2. Government programs like PMGDISHA and Common Service Centres (CSCs) must shift
from access-centric to usability-centric models(Hans on training)
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3. To build trustworthy rural e-commerce ecosystems—including better grievance redressal,
transaction transparency, and local language interfaces
CONCLUSION

This study reveals that while digital access alone does not significantly impact rural income,

digital skills tailored to livelihood activities play a crucial role in fostering economic upliftment.
Digital confidence, although important, does not independently enhance trust in e-commerce
platforms. These findings suggest that rural digital transformation must move beyond infrastructure
provision to focus on capacity building, trust reinforcement, and skill-based interventions.
Strengthening the usability of digital tools and aligning digital training with market opportunities
are essential for sustainable rural livelihood enhancement in Uttar Pradesh.
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XV Finance Commissions and the Issue of
Horizontal Equity: A Critical Evaluation

Gunjan Pandey!

ABSTRACT

This paper examines the recommendations of the Fourteenth and Fifteenth Finance Commissions
of India from the perspective of horizontal equity over a decade. It analyzes the changes in aggregate
transfers, the evolution of devolution criteria, and their impact on inter-state disparities. The study
reveals a deceleration in the growth of aggregate transfers in the Fifteenth Finance Commission
compared to the Fourteenth. While both commissions prioritized equity through the income distance
criterion, the Fifteenth Finance Commission reduced its weightage and introduced new criteria
like demographic performance and tax effort, aiming to balance equity with efficiency. This shiftin
focus resulted in middle-income states experiencing the most significant losses in their share of
central transfers, while high-income states witnessed gains. Although low-income states continued
to receive the largest share of total devolution, the progressivity of transfers, as indicated by the
rank correlation between per capita GSDP and per capita transfers, decreased from -0.80 in the
Fourteenth Finance Commission to -0.64 in the Fifteenth. This suggests that the Fifteenth Finance
Commission’s recommendations were less progressive in reducing inter-state income disparities.
The analysis of per capita transfers further highlights the varying benefits received by states within
each income category. The study concludes that while the Fourteenth Finance Commission’s
devolution was highly equitable, the Fifteenth Finance Commission witnessed a decline in
progressivity, necessitating a re-evaluation of the devolution criteria to ensure a more equitable
distribution of resources among states and address persistent inter-state imbalances in the Indian
federation.

Key Words: Vertical Transfers, Horizontal Equity, Devolutions, Progressivity, Efficiency Criteria.

Introduction

India is a country where large scale inter-states imbalances exist. This is either due to non-
availability of infrastructural facilities and differential factor endowments, inherent concentration
of development in some regions or due to increasing centralisation of revenue and increasing
decentralization of responsibilities which is rooted in the structure of its federation (Rao, 2002).

This further gets aggravated due to the existing gaps between the needs of expenditure and the
availability of revenue of the states of Indian Federation. To offset fiscal disadvantages resulting
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from regional imbalances, a federal democracy requires institutional arrangement to channelise
flow of funds from the centre to the states in an orderly and even handed manner. The Indian
Constitution has not only provided the channels through which resources can flow from the Union
to the States, but also provided for a machinery in the form of the Finance Commission for
recommending the flow of resources. Thus, the Finance Commissions from time to time makes
recommendations to the Central Government for sharing of taxes and duties and grants-in-aid.
Finance Commissions are appointed for a period of five years under Article 280 to quantify the
shares in the shareable taxes under Article 270 of the Union Government on the one hand and
formulate the principles governing grant-in-aid under Article 275 on the other hand. Finance
Commission adjudicates on the sharing of revenue between center and the states and their inter-se
allocation among states in a fair and transparent manner. The first task is referred to as Vertical
distribution and the other as Horizontal distribution. Accordingly, successive Commissions considered
it their duty to contribute towards reducing Horizontal imbalance or inter-state disparities. In this
line there have been Fifteen Finance Commission so far (Thimmiah and H. Rao 1986).

In line with this, the current paper examines the recommendations of last two Finance
Commissions from the perspective of horizontal equity over the span of a decade. The chapter is
divided into six sections besides the introduction. Section Il deals with the distribution criteria
adopted by two Finance Commissions and their impact on transfers. Section 1l examines the
recommendations of Fifteenth Finance Commission and its impact on inter-state equity. Section IV
evaluates the impact of transfers made over the span of last two Finance commission and the
progressivity analysis. Section V presents the conclusion of the chapter.

Changes in Aggregate Transfers

Table 1 shows a continuous deceleration in the growth percentage of aggregate transfers during
last two Finance commission awards. There is an increase witnessed in XIVth Finance commission
but there is a drastic deceleration in growth witnessed in the XVth. Increase XIVth Finance
commission was 162.8 percent but it is only of only 40.8 percent in XVth Finance Commission.
Taking into account the inflation the increase in devolution is too meagre.

Table 1: Aggregate Resource Transfer Under Finance Commission Awards

Finance Commission Period Amount Percentage Increase
X1V Finance Commission 4485541 162.8
XV Finance Commisson | 1056199 -76.5
XV Finance Commisson |l 5257822 17.2
XV Finance Commisson Aggregate) 6314021 40.8

Source: Calculated from Reports of various Finance Commissions

Devolution Criteria Adopted by Different Finance Commissions

Table 2 gives the list of the different criteria and the weights assigned to them by last two
Finance Commissions. The criteria of population, area adjusted and forest cover is related with
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“need and cost disabilities”. “Equity” criteria is represented by Income distance and fiscal capacity
distance indicators. “Performance” criteria is indicated by tax efforts, fiscal discipline and
demographic performance.(Singh, A.K., 2008).

Equity criteria is dominant amongst all the criteria in which income distance holds the highest
weight in XIVth and XVth Finance commission followed meaning there by greater horizontal
devolutions to backward states. But in the XVth Finance commission the weight assigned to the
equity indicator has been decreased from 50 percent in XIV Finance Commission to 45 percent in
XV Finance Commission affecting the devolution to the low income states. Though Population
(2011) has been given a weight of 15 percentand that of forest cover raised to 10 percent addressing
to the need based criteria but demographic performance criteria introduced in the XVth Finance
commission with weight of 12.5 percent will affect the devolution in the similar manner as in XIllth
Finance Commission the criteria of fiscal discipline did. The better performing states will benefit
and the benefits will accrue to high and middle income states leaving the low income states behind.

Analysis of Criterias

Shift in Focus: Compared to the 14" Finance Commission, the XVFC reduced the weightage of
income distance (from 50% to 45%) which will reduce the devolution to states in bringing about equity,
instead it introduced demographic performance and tax effort as new criteria. The weightage of the
population criterion shifted from the 1971 census (17.5% in the 14" FC) to the 2011 census (15%) in the
15" FC.The better performing states will benefit and the benefits will accrue to high and middle income
states leaving the low income states behind. The objective is balancing equity and efficiency. The criteria
reflect an attempt to balance the need for equity among states (through income distance) with considerations
for efficiency (tax effort), demographic management, and environmental stewardship.

15" Finance Commission’s criteria for devolution represent a nuanced approach to distributing
central resources among states, considering various factors beyond just income and population. The
inclusion of demographic performance and tax effort aimed to incentivize better governance and
fiscal management among the states.

While both the 14" and 15" Finance Commissions aimed to address horizontal equity, they
adopted different approaches and criteria, making it difficult to definitively say one was “better”
than the other in all aspects.

Comparing their impact on Horizontal Equity

Addressing Income Disparities: Both Commissions gave the highest weightage to “Income
Distance,” aiming to provide more resources to states with lower per capita incomes, thus promoting
equity. The 14™ Finance Commission gave it a slightly higher weight of 50% as against 45% weight
given by the 15" Finance Commission.

Population as a Factor: The shift to the 2011 Census by the 15" FC was intended to reflect the
current population needs of states more accurately. However, the inclusion of “Demographic
Performance” with a significant weightage partially offset this by rewarding states with lower fertility
rates, which are often the more developed southern states. This aspect of the 15"Finance Commission’s
formula has been a subject of debate regarding its impact on equity.
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Incentivizing Fiscal Behavior: The 15" Finance Commission’s introduction of “Tax and Fiscal
Efforts” was a step towards promoting fiscal responsibility among states. This could indirectly
contribute to horizontal equity in the long run by encouraging all states to strengthen their financial
positions. The 14"Finance Commission did not explicitly include such a criterion.

Balancing Different Needs: The inclusion of criteria like “Area” and “Forest & Ecology” (in
both Commissions, albeit with slightly different definitions and weights) acknowledges the specific
needs and challenges of states with larger geographical areas or significant forest cover, contributing
to a more nuanced understanding of equity beyond just income.

It’s challenging to definitively state that the 14" Finance Commission was unequivocally “better”
than the 15" in meeting horizontal equity.

The 14"Finance Commission had a stronger emphasis on addressing income disparities through
a higher weight for income distance and used a mix of older and newer demographic data.

The 15"Finance Commission brought in more recent demographic data and introduced incentives
for demographic performance and tax efforts, which could have long-term implications for equity
but also sparked debates about fairness to different types of states.

Both Commissions made efforts to distribute resources more equitably among states, but they
employed different mechanisms to achieve this goal.

Table 2: Distribution Criteria and Relative Weights for Determining Inter se Shares

Criteria FC-XIV (2015-20) FC-XV (2021-26)
Population (1971) 175 -
Population (2011) 10 15
Need and cost disabilities

Area adjusted 15 15

Forest cover 7.5 10

Equity Income distance 50 45
Tax efforts -- 2.5

Performance

Demographic Performance - 12.5

100 100

Source: Compiled from Reports of Finance Commissions.

Thus, so far the Finance Commissions have not been able to find out a satisfactory devolution
formula and every Finance commission has been making changes in the criteria of allocation and
their weights in an arbitrary manner. Inappropriate selection of criteria adopted for resource transfers
by the Finance Commissions is one of the reasons for the persistence of inter-state disparity (Sinha,
1986; Kumar, 2005).
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Table 3: Change in Shares of States due to Change in Formula between X1V and XV Finance Commission

Awards
States XIV FC Share XV FC Share Gain/ Loss
High income states
Gujarat 3.08 3.47 0.39
Mabharashtra 5.52 6.02 0.50
Punjab 1.58 1.81 0.23
Haryana 1.08 1.09 0.01
Middle income states
Andhra Pradesh 431 4.05 -0.26
Karnataka 471 3.65 -1.07
Kerala 2.5 1.93 -0.58
Tamil Nadu 4.02 4.08 0.06
West Bengal 7.32 7.52 0.2
Low income states

Bihar 9.67 10.06 0.39
M.P. 7.55 7.85 0.30
Orissa 4.64 453 -0.11
Rajasthan 55 6.03 0.53
Uttar Pradesh 17.96 17.94 -0.02
Uttarakhand 1.05 112 0.07
Jharkhand 3.14 3.38 0.17
Chhatisgarh 3.08 2.81 -0.27

Source: From XV Finance Commission Report

Table 3depicts the change in the shares of States due to change in the weights of different
criteria allotted during Fourteenth and Fifteenth Finance Commissions. It appears that as compared
to Fourteenth Finance Commission award the progressivity has reduced in Fifteenth Finance
Commission award. The major looser are the middle income States followed by the low income
states, while high income States have stood to gain.
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Equity in Aggregate Transfers

Table 4: Share of States in Total Devolution by Finance Commission (%)

States XIV FC XV FC

High income states 11.266 12.404
Gujarat 3.08 3.48
Maharashtra 5.52 6.03
Punjab 1.58 1.81
Haryana 1.08 1.09

Middle income states 22.865 21.221
Andhra Pradesh 431 4.05
Karnataka 471 3.65
Kerala 2.50 1.93
Tamil Nadu 4.02 4.08
West Bengal 7.32 7.52

Low income states 52.58 53.636
Bihar 9.67 10.06
M.P. 7.55 7.85
Orissa 4.64 453
Rajasthan 5.50 6.03
Uttar Pradesh 17.96 17.94
Uttarakhand 1.05 1.12
Jharkhand 3.14 331
Chhatisgarh 3.08 2.81

Notes: Figures of Andhra Pradesh includes Telangana.

Source: incorporated from various Finance Commission reports.

Table 4 highlights the percentage share of states in statutory transfers. The inter-state distribution
of central resources under the Finance Commission awards reveal that the transfers are more in
favor of lower income states reflecting progressivity in devolution pattern. In case of total transfers
the share of low income states was more than 52 percent and there is slight rise in the share of low
income states in XV Finance Commission while for high income states it is 11.3 percent to 12.4
percent where again the high income states stood to gain in XV Finance Commission awards. The
middle income states showed a fall in the share from 23 percent approximately to 21.2 percent
showing to a decline in equity objective.As performance criteria hold more weightage this time the
high income states and the middle income states have also managed to gain from the devolution
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Per Capita Transfers

Table 6: Per Capita Total Transfers by Finance Commission in Rupees

States XIV FC XV FC

High income states 27165 38866
Gujarat 27710 36831
Maharashtra 26843 36264
Punjab 30461 52321
Haryana 23646 30047
Middle income states 35183 40127
Andhra Pradesh 28227 31254
Karnataka 39343 37748
Kerala 38597 45648

Tamil Nadu 29512 35447
West Bengal 40233 50539
Low income states 48101 60889
Bihar 47121 55669
Madhya Pradesh 53200 63668
Orissa 56225 63588
Rajasthan 39821 52326
Uttar Pradesh 45647 51818
Uttarakhand 32171 64175
Jharkhand 49229 59123
Chhatisgarh 61392 76747
Coefficient of Variation 28.76 27.18

Notes: Figures of Andhra Pradesh includes Telangana.
Source: 1. Calculated from various Finance Commission reports.
2. Population figures are from Census 2011

Per capita transfers to the poor states have been higher as compared to middle and the high-
income states in all Finance Commissions’ awards. In case of Fourteenth Finance Commission this
difference in the per capita transfers between the different category states was prominent and in
Fifteenth Finance Commission the per capita transfers to low income state is very significant but for
the other category states the difference is marginal.
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Thus the low income states are getting consistently greatest in per capita transfers. It is now of
the order of Rupees 38866 for high income states, rupees 40127 for middle income states and
Rupees 60889 for low income states. The imbalance in per capita transfers to low-income states
was reduced by the respective X111 and X1V Finance Commission recommendations. This is indicated
by the increase in the coefficient of variation to 26.11 percent, 28.76 percent but the imbalance in
transfers has again increased witnessed by the fall in coefficient of variation value to 27.18 percent
in case of Fifteenth Commission (Table 6).

There is a need of further fine-tuning of the inter se transfers to states among each income
category. Per capita transfers recommended by the Fifteenth Finance Commission among high income
category varies between Rs 30047 ( Haryana) to Rs 52321 (Punjab), among middle-income states
per capita transfer varies from Rs. for 31254 Andhra Pradesh to Rs. 52321 to West Bengal. Among
poor income states Uttar Pradesh got the least only Rs. 51818 per capita transfers as compared to
Rs. 76747 given to Chhattisgarh, which stood highest amongst the low income states.

Progressivity Analysis

Progressivity is an important aspect of the Finance Commission interstate devolutions.
Maintaining Horizontal Equity is one of the objectives of federal transfers to bridge the differences
in fiscal capacities, needs and cost disabilities of the states (Kishan P.K.V., Singh Pavneet(2021).

Table 8 :Rank Correlation of Average Per Capita GSDP and Per Capita Horizontal share of States

Finance Commission Period Coefficient of Correlation

Per capita total devolution
XIV Finance Commission 2015-2020 -0.80
XV Finance Commission 2021-2026 -0.64

Source:1. Calculated from various Finance Commission reports.
2. Per Capita GSDP is the average of three years which has been considered by respective Finance Commission
Rao and Jena (2005), Pandey Gunjan(2008) have examined the relationship between per capita
transfers and per capita GSDP from IX to XII Finance commission. Table 8 is a revisit to the last
three most recent Finance Commission devolutions to analyze horizontal equity. The negative sign
indicates that with the increase in per capita income there is a decline in per capita transfers.

Conclusion

The conclusion drawn from the analysis is that the Finance Commission devolution in Fourteenth
have been highly equitable. The tax devolution correlation value derived are very significant and
equal of -0.81 but in the Fifteenth Finance commission total transfers have been once again less
progressive. The grants to states have been the cause of loss in progressivity. A revisit to the different
criteria of recommendation is required to be done.
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ABSTRACT

Fiscal consolidation refers to efforts aimed at reducing the fiscal deficit and controlling public
debts, typically through a combination of increased revenue generation and expenditure control.

Fiscal consolidation in Uttar Pradesh has been a key policy since mid 2000s as the state grappled with
high fiscal deficit, mounting public debts and limited fiscal space to fund critical development projects.

This study examines the composition of fiscal consolidation in Uttar Pradesh from 2005 to 2024
focusing on the revenue and expenditure measures adopted by the state to achieve fiscal discipline
while fostering economic growth. The analysis explore changes in tax policies, public sector
expenditure and subsidy adjustment, which have shaped the fiscal landscape of the state over the
past two decades.

The second part of the study assesses the impact of these fiscal consolidation measures on economic
growth using state gross domestic product (GSDP) at current prices as the primary growth indicator.
This research employs descriptive data analysis and bivariate correlation matrix to explore the
relationship between fiscal variables such as fiscal deficit, revenue generation, public debt,
expenditure and economic growth. This research underscores the need for a balanced approach to
fiscal prudence for long term stable economic growth.

Key Words :- Fiscal Consolidation, Economic Growth, Fiscal Deficit, Bivariate correlation matrix.

INTRODUCTION

The 13th Finance Commission was tasked with suggesting a fiscal consolidation program for
both central and state governments to implement. Fiscal consolidation serves as an essential policy
strategy designed to enhance a government’s financial position by decreasing fiscal deficits and
managing public debt. In developing areas like Uttar Pradesh, fiscal consolidation is not only about
managing public financial resources but also plays a significant role in fostering sustainable economic
development. As one of the largest and most populated states in India, Uttar Pradesh encounters
distinct fiscal obstacles. The state’s economy heavily depends on agriculture, has limited industrial
diversification, and primarily consists of a rural population.
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Moreover, financial situation of Uttar Pradesh has been challenged by limited revenue generation,
substantial spending on social sectors, and fiscal imbalances that obstruct its long-term growth
potential. For Uttar Pradesh, achieving fiscal consolidation isn’t solely about deficit reduction; it
also entails realigning spending priorities, enhancing the efficiency of the public sector, and creating
a favorable environment for private investment. The state’s fiscal strategies, particularly regarding
public debt management, tax reforms, and controlling expenditures, have the capacity to make a
significant impact on economic outcomes like growth rates, infrastructure development, and job
creation. Considering the state’s historical reliance on transfers from the central government, fiscal
discipline at the state level is essential for decreasing reliance on outside funding sources and fostering
a stronger, more self-sufficient economy..

Advocates of fiscal consolidations argues that reducing government deficits can lead to lower
interest rates improved credit rating and greater fiscal sustainability potentially fostering a more
favorable macroeconomic environment ( Giavazzi & pagno, 1990). In contrast critics asserts that
austerity measures which frequently accompany fiscal consolidation can hides economic activity
reduced aggregate demand, increase unemployment and adversely affect public investment,
particularly in times of economic downturns ( Romar and Romar 2010). The mixed evidences
regarding the impact of fiscal consolidations on economic growth underscores the need for further
analysis of its varying effects across different context.

This paper seeks to explore the impact of fiscal consolidation on economic growth by examining
both theoretical frameworks and empirical studies. Specifically, it aims to analyze how different
fiscal measures, such as tax hikes and government expenditure cuts, affect economic performance
in both short-term and long-term horizons. By synthesizing key findings from previous research,
the study will provide a comprehensive understanding of the potential trade-offs involved in
implementing fiscal consolidation strategies and offer insights into how these policies can be designed
to foster sustainable growth without undermining economic recovery.

LITERATURE REVIEW

The relationship between fiscal consolidation and economic growth has been a subject of
extensive research, with varying perspectives depending on the context of the country or region
under study. Scholars have explored how fiscal discipline, often achieved through reducing budget
deficits and controlling public debt, can both promote and hinder economic growth. The literature
on this topic can be broadly divided into three main themes: the general theory of fiscal consolidation
and economic growth, empirical studies focusing on India, and studies specific to Uttar Pradesh.

Fiscal Consolidation and Economic Growth: Theoretical Perspectives

The theoretical foundation for understanding the link between fiscal consolidation and economic
growth lies in the broader literature on public finance and economic development. In classical
perspectives, fiscal consolidation is typically linked to the decrease of deficits and public debt,
which can improve economic stability and foster a more favorable growth environment (Alesina &
Ardagna, 2010). Advocates of fiscal consolidation contend that reducing public debt minimizes
the crowding-out effect on private investment, potentially resulting in increased economic growth.
A better fiscal balance may also enhance investor confidence, decrease interest rates, and improve
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the efficacy of monetary policy. Conversely, opponents of fiscal consolidation point out the possible
adverse effects on economic growth, especially in the short term. According to Keynesian theory,
implementing austerity measures for fiscal consolidation can result in decreased public expenditure,
which may dampen demand in the economy, particularly during times of economic downturn
(Blanchard & Leigh, 2013). If fiscal consolidation approaches include reductions in vital public
services such as education, healthcare, and infrastructure, the economy’s long-term growth potential
might be jeopardized. Therefore, the effects of fiscal consolidation on economic growth are not
always clear-cut, and specific contextual factors are essential to consider..

Empirical Studies on Fiscal Consolidation in India

In the context of India, numerous studies have explored how fiscal policy affects economic
growth. A consistent outcome in many of these studies is that fiscal consolidation has been essential
for stabilizing the Indian economy and ensuring a balanced fiscal structure. For instance, Buiter
(2004) analyzes India’s fiscal policy and concludes that achieving fiscal consolidation has contributed
to improved macroeconomic stability and created a favorable environment for economic growth.
Nevertheless, the Indian experience also reveals the difficulties associated with harmonizing fiscal
consolidation with developmental objectives. Gupta (2002) notes that India’s fiscal consolidation
during the 1990s, propelled by fiscal reforms, played a vital role in restoring macroeconomic stability,
but also led to decreased public spending on social sectors such as education and healthcare. This
dilemma between fiscal consolidation and social spending has been a contentious issue in many
policy discussions, with critics contending that an excessive focus on reducing deficits can hinder
poverty alleviation and long-term human capital growth.

Fiscal Consolidation in Uttar Pradesh: Challenges and Opportunities

When looking into fiscal consolidation within Uttar Pradesh, research points out the distinct
challenges the state faces in maintaining its fiscal stability. As one of India’s largest and most populous
regions, Uttar Pradesh has encountered substantial fiscal deficits, increasing public debt, and a
significant portion of the population relying on government welfare programs. A study by the Reserve
Bank of India (2016) reveals that Uttar Pradesh has struggled to balance its fiscal budget due to
ongoing revenue shortages and the necessity for heightened public spending in social sectors.
Research conducted by Sharma (2011) examines fiscal landscape of Uttar Pradesh, indicating that
the state’s dependence on central transfers and its comparatively low tax-to-GDP ratio have worsened
its financial issues. Even with initiatives aimed at fiscal consolidation, like boosting tax revenues
and minimizing unnecessary expenditures, Uttar Pradesh has found it challenging to maintain fiscal
discipline without compromising essential public services. Consequently, fiscal consolidation efforts
have frequently resulted in cuts to social spending, impeding the state’s potential for long-term
economic growth. Additionally, some research (Singh & Singh, 2015) indicates that the lack of
industrial diversification in Uttar Pradesh and its reliance on agriculture have intensified its fiscal
difficulties. The state’s economic framework demands a careful equilibrium between fiscal
consolidation and public investment in agriculture, infrastructure, and human capital, all of which
are vital for sustainable growth.
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OBJECTIVE OF STUDY

»  To study the impact of fiscal and economic variables on fiscal consolidations.
»  To recommend the policy intervention to improve the status of fiscal consolidations.

DATA DISCRIPTION AND DISCRIPTIVE ANALYSIS

Data

The study will be employing time series data for a set of variables covering the period from
2005-06 to 2023-24. This paper will be analyzing two alternative aspect fiscal stance of Uttar Pradesh
and its possible impact on economic growth , first will be from descriptive statistics and second will
be from correlation analysis. The data has been taken from RBI (handbook of statistics on Indian
States).

A positive change in the taken variables will be consider as expansionary fiscal policy where as
a negative change will be consider as fiscal tightening.

Variable N Mean (%) Std. Deviation Variance
GSDP(curr. Pri.) 18 12.90 5.48 30.08
per capita NSDP 18 11.18 5.89 34.67
Capital Expenditure 18 18.75 27.29 744.75
Own Tax Revenue 18 16.23 10.86 118.00

Own Non Tax Revenue 18 29.07 60.85 3703.22
Interest Payment 18 10.09 5.66 32.04
Social Sector Expenditure 18 16.15 11.12 123.68

Gross Fiscal Deficit 18 -24.53 151.00 22802.30

Source: Authors’ calculation
Note: The descriptive statistics is for the data period cover from 2005-06 to 2023-24.

The descriptive statistics based on annual growth rates for fiscal variables of Uttar Pradesh
reveal a picture of fiscal consolidation. The Gross Fiscal Deficit (GFD) shows a notable average
contraction of —24.53%, suggesting a clear intent toward fiscal tightening. However, the extremely
high standard deviation of 151.00 highlights inconsistency in deficit reduction efforts, likely driven
by fluctuations in both revenue receipts and spending obligations. Encouragingly, Own Tax Revenue
recorded a stable average growth of 16.23%, reflecting improvements in the state’s tax mobilization
capacity—an essential pillar of sustainable consolidation. Conversely, while Own Non-Tax Revenue
grew rapidly at 29.07%, its high volatility (SD = 60.85) underscores its unreliability as a consistent
fiscal support. On the expenditure front, Capital Expenditure grew at a robust 18.75% and Social
Sector Expenditure at 16.15%, both signaling the state’s commitment to productive and inclusive
spending even amid deficit control. However, Interest Payments also exhibited a steady rise (10.09%),
pointing to persistent debt servicing pressure. Overall, the data reflects a strategic, yet uneven pattern
of fiscal consolidation, where the state appears to balance growth and welfare priorities while
attempting to moderate its deficits.
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Fiscal stance and Gross State Domestic Product (Current Prices): Bivariate
Analysis

The simple correlation gives an interesting insights about the association between fiscal parameter
in relation with economic growth.

The correlation analysis, viewed through a broader fiscal consolidation lens, reveals several
key dimensions of fiscal architecture in Uttar Pradesh. Firstly, the strong correlation between GSDP
(current) and Own Tax Revenue (r = 0.975) underscores a structurally improving tax base an essential
pillar of revenue-led fiscal consolidation. This suggests the state is not merely cutting deficits through
expenditure restraint but is actively enhancing its revenue capacity in line with economic growth.

Variable GSDP(curr. prices) (N = 19)
GSDP(curr. prices) 1.000
Per Capita NSDP 0.998
Capital Expenditure 0.947
Interest Payment 0.991
Own Tax Revenue 0.975
Own non- tax Revenue 0.413
Social Sector Expenditure 0.985
Gross Fiscal Deficit 0.701
GSDP Growth Rate -0.271

Source:- Authors calculations

Note: This table presents correlation coefficients of key fiscal indicators in Uttar Pradesh with GSDP (current
absolute values).

Secondly, the data demonstrates that productive expenditures like Capital Expenditure (r =
0.947) and Social Sector Expenditure (r = 0.985) maintain strong alignment with overall economic
expansion, which is critical for growth-friendly fiscal consolidation. This reflects a conscious effort
to safeguard developmental spending even while pursuing fiscal discipline. Maintaining these
expenditures ensures that consolidation does not compromise future growth potential or equity
outcomes, aligning with the principle of quality-adjusted consolidation.

Third, the moderate correlation between GSDP (current) and Gross Fiscal Deficit (r = 0.701)
suggests that deficits are not because of cyclical revenues or expenditures, but potentially by structural
commitments or lumpy capital investments. Furthermore, the high correlation of Interest Payments
with GSDP (r = 0.991) points to a growing debt servicing burden as the economy scales. While not
inherently negative, it underlines the importance of sustainable borrowing frameworks within the
consolidation strategy.

Finally, the relatively erratic performance of Own Non-Tax Revenue (r = 0.413) with low
correlation to GSDP suggests a need to diversify and stabilize non-tax sources, especially as reliance
on these fluctuating revenues could weaken consolidation gains during downturns. Overall, the
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correlation matrix supports the view that fiscal consolidation of Uttar Pradesh is structurally driven,
growth-aligned, and cautiously balanced, but it also reveals areas such as revenue elasticity and
non-tax volatility where deeper fiscal reforms could enhance resilience and sustainability.

POLICY IMPLICATION

» Enhance and Broaden Tax Collection: As tax revenue rises with economic growth, the
government should concentrate on more effective tax collection by minimizing tax evasion
and incorporating a greater number of individuals and businesses into the tax framework.

»  Secure More Consistent Non-Tax Revenue: Earnings from sources such as fees, fines, and
royalties are increasing rapidly, yet they fluctuate significantly each year. The state needs to
establish reliable sources of non-tax revenue and manage them more effectively to ensure they
can be relied upon in the budget.

»  Keep Investing in Development: Expenditures on infrastructure, health, and education. Even
while aiming to lower the deficit, the state should maintain these essential investments.

»  Stabilize the Deficit More Effectively: Although the fiscal deficit has decreased on the whole,
it varies significantly from year to year. The government ought to improve its financial planning
to prevent drastic fluctuations in the deficit and concentrate on curbing unnecessary expenditures.

»  Carefully Manage Debt and Interest Expenses: Loan repayments are continuously increasing.
The state should aim to borrow more intelligently by securing favorable loan conditions and
steering clear of high-interest short-term debts to allot higher amount of funds for development
projects and alleviate financial strain.

CONCLUSION

The data clearly shows that efforts of Uttar Pradesh for fiscal consolidation are more aligned
with growth objectives instead of being driven by austerity measures. The state has successfully
broadened its revenue base, particularly in tax revenue, while safeguarding essential development
expenditures. But, there are still issues while dealing with the volatility of non-tax revenue, instability
in fiscal deficits, and increased pressure from debt servicing. The short-term economic growth,
reflected in the GSDP growth rate, demonstrates a weak correlation with fiscal indicators, suggesting
that the state’s consolidation approach is structural rather than cyclical. This serves as a positive
indication, highlighting long-term planning instead of reactive modifications. In the future, it is
crucial to maintain fiscal discipline while ensuring continued investment in social and capital sectors
as a central focus of policy. An evidence-based, systematic method to budgeting and revenue planning
will be essential for achieving a sustainable and inclusive fiscal path for the state.
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ABSTRACT

Rural development in Uttar Pradesh and Uttarakhand is pivotal for achieving sustainable growth
and uplifting their regional economies. These states, known for their agricultural wealth and
entrepreneurial potential, face significant obstacles such as insufficient access to formal financial
services, low levels of financial literacy, and inadequate infrastructure. To overcome these challenges,
financial innovation has emerged as a transformative force, bridging the gap and empowering
rural communities to thrive economically.

In Uttar Pradesh, where agriculture dominates, initiatives like the Pradhan Mantri Jan Dhan Yojana
(PMJDY) and the Kisan Credit Card scheme have improved access to credit and savings for small
farmers and entrepreneurs. These programs have enhanced financial inclusion, enabling rural
businesses to expand and invest in growth. In Uttarakhand, with its challenging mountainous terrain,
digital financial platforms, such as mobile banking and cooperative banking networks, have been
instrumental in overcoming geographical barriers. These tools have allowed micro-entrepreneurs
to access credit, connect with larger markets, and enhance their economic resilience.

These financial schemes not only promote rural innovation but also empower marginalized groups,
particularly women, to participate in economic activities. By fostering entrepreneurship, they
contribute to building resilient and sustainable economic systems. However, persistent challenges
such as infrastructure deficits in remote areas, financial illiteracy, and gender disparities in access
to financial resources continue to hinder progress. To unlock the full potential of financial innovation,
focused efforts are needed to strengthen digital infrastructure, implement targeted financial literacy
programs, and foster public-private partnerships tailored to rural needs.

By addressing these challenges, Uttar Pradesh and Uttarakhand can harness the power of financial
innovation to drive entrepreneurship, ensure equitable growth, and achieve sustainable rural
development. These efforts hold the promise of transforming their rural economies into engines of
inclusive progress.

Keywords: Sustainable rural development, financial innovation, Entrepreneurship, Economic
resilience, financial inclusion & Rural infrastructure
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Introduction

Sustainable rural development is essential for tackling economic disparities and fostering
equitable growth, particularly in regions like Uttar Pradesh and Uttarakhand. These states, with
their rich agricultural resources and entrepreneurial potential, face persistent challenges such as
inadequate infrastructure, limited financial literacy, and restricted access to formal financial services.
These obstacles hinder economic progress and limit opportunities for rural communities to achieve
sustainable growth.

Financial innovation and entrepreneurship have emerged as transformative forces that can reshape
these rural economies. Initiatives such as the Pradhan Mantri Jan Dhan Yojana (PMJDY) and the
Kisan Credit Card have significantly improved access to credit and savings for small farmers and
rural entrepreneurs in Uttar Pradesh. Similarly, in Uttarakhand, where mountainous terrain imposes
geographical barriers, digital financial platforms, including mobile banking and cooperative banking
networks, have been instrumental in connecting rural communities to larger markets and fostering
economic resilience.

Rural development in Uttar Pradesh and Uttarakhand highlights the critical role of financial
innovation and entrepreneurship in transforming rural economies. Studies emphasize the importance
of initiatives like the Pradhan Mantri Jan Dhan Yojana (PMJDY), Kisan Credit Card, and Deendayal
Antyodaya Yojana - National Rural Livelihoods Mission (DAY-NRLM) in enhancing financial
inclusion and empowering marginalized groups. These programs have provided access to credit,
savings, and entrepreneurial opportunities, fostering economic resilience and self-reliance. Press
Information Bureau (2023)

These initiatives not only enhance access to credit but also promote rural entrepreneurship and
empower marginalized groups, particularly women, to actively participate in economic activities.
By addressing key challenges like infrastructure deficits and financial illiteracy, these efforts
contribute to creating resilient and sustainable rural economies that drive inclusive progress in
Uttar Pradesh and Uttarakhand.

The challenges faced by rural communities, including inadequate infrastructure, limited financial
literacy, and gender disparities in access to financial resources. Addressing these barriers through
targeted financial literacy programs, robust digital infrastructure, and public-private partnerships is
essential for sustainable rural development. NABARD (2022)

Review of Literature

Chaturvedi (2021) reviewed various financial schemes, including PMJDY, to assess their
sustainability and impact on rural economies. The research suggested that integrating financial
literacy programs with these schemes could further enhance their effectiveness.

Mehta and Rao (2019) examined entrepreneurship as a critical factor in rural development.
They argued that financial innovation, coupled with entrepreneurial skill development, has the
potential to transform rural economies in Uttar Pradesh.

Agarwal et al. (2020) explored the impact of digital financial platforms on rural economies in
Uttarakhand. The study revealed that mobile banking and cooperative banking networks helped
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micro-entrepreneurs overcome geographical barriers, improving their connectivity to markets and
credit services.

Gupta (2019) examined the persistent issue of low financial literacy in Uttar Pradesh and its
implications for rural development. The study recommended targeted financial education programs
to empower rural populations and enhance the effectiveness of government schemes.

Mehta (2021) analyzed the role of infrastructure development in fostering rural growth in both
Uttar Pradesh and Uttarakhand. The study emphasized that investment in transport,
telecommunications, and digital infrastructure is critical for connecting rural areas to economic
opportunities.

Pandey and Kumari (2020) studied women entrepreneurship in Uttarakhand, identifying how
financial schemes have been instrumental in enabling women to start and grow small businesses,
contributing to gender equality and inclusive development.

Objectives of the Study

> To analyze the role of financial innovation in empowering rural communities and fostering
entrepreneurship in Uttar Pradesh and Uttarakhand.

> To identify key challenges like inadequate infrastructure and low financial literacy that hinder
rural development in these states.

> To evaluate the impact of financial schemes in promoting gender equality and empowering
marginalized groups.

> To propose strategies like digital infrastructure development and public-private partnerships
for sustainable rural growth.

Research Methodology

This study adopts a mixed-methods approach, combining qualitative and quantitative research
methods to analyse the impact of financial innovation on rural development in Uttar Pradesh and
Uttarakhand. Primary data is collected through structured interviews and surveys targeting small
farmers, rural entrepreneurs, and financial institutions. Secondary data is gathered from government
reports, academic literature, and case studies on programs like PMJDY and digital banking platforms.
A comparative analysis is conducted to evaluate the effectiveness of financial schemes and digital
platforms across different regions. The study also employs descriptive statistical tools to assess
trends in financial inclusion, entrepreneurship, and economic resilience in these states.

Financial innovation empowers rural communities and fosters entrepreneurship
in Uttar Pradesh and Uttarakhand

Financial innovation has played a transformative role in empowering rural communities and
fostering entrepreneurship in Uttar Pradesh and Uttarakhand. These states, characterized by their
agricultural wealth and unique geographical challenges, have benefited significantly from initiatives
aimed at enhancing financial inclusion and economic resilience.
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In Uttar Pradesh, programs like the Pradhan Mantri Jan Dhan Yojana (PMJDY) and Kisan
Credit Card have provided small farmers and entrepreneurs with access to credit and savings, enabling
them to invest in growth and expand their businesses. Similarly, Uttarakhand has leveraged digital
financial platforms, such as mobile banking and cooperative banking networks, to overcome
geographical barriers and connect rural communities to larger markets. These tools have empowered
micro-entrepreneurs to access credit, purchase resources, and sell products online, fostering economic
growth and resilience.

Fintech innovations, including mobile banking apps and digital wallets, have further
revolutionized rural entrepreneurship by streamlining lending processes and enhancing financial
literacy. These platforms use big data and algorithms to assess creditworthiness, enabling quicker
access to loans and reducing dependency on informal lenders. Additionally, initiatives like the
Deendayal Antyodaya Yojana - National Rural Livelihoods Mission (DAY-NRLM) have focused
on empowering women and marginalized groups, promoting inclusive economic participation.

Despite these advancements, challenges such as infrastructure deficits and limited financial
literacy persist. Addressing these issues through targeted programs and public-private partnerships
can unlock the full potential of financial innovation, driving sustainable rural development and
entrepreneurship.

Key challenges include inadequate infrastructure and low financial literacy
hindering rural development

Inadequate infrastructure and low financial literacy are significant barriers to rural development
in Uttar Pradesh and Uttarakhand. These challenges limit access to essential services, hinder economic
growth, and restrict opportunities for rural communities to thrive.

Infrastructure deficits, such as poor road connectivity, unreliable electricity supply, and limited
access to clean water, impede agricultural productivity and entrepreneurial activities. In Uttarakhand,
the mountainous terrain exacerbates these issues, making transportation and communication
particularly challenging. Similarly, in Uttar Pradesh, rural areas often struggle with insufficient
digital infrastructure, which restricts access to modern financial services and e-commerce platforms.

Low financial literacy further compounds these problems. Many rural residents lack the
knowledge to effectively utilize financial tools, such as savings accounts, credit facilities, and
insurance products. This gap prevents them from making informed financial decisions and accessing
formal financial services. Initiatives like Self-Help Groups (SHGs) and Common Service Centres
(CSCs) have been introduced to address these issues, but their reach and impact remain limited.

To overcome these challenges, targeted efforts are needed to improve infrastructure, expand
financial literacy programs, and foster public-private partnerships. Enhancing digital infrastructure
and providing education on financial tools can empower rural communities, enabling them to
participate in economic activities and achieve sustainable development.

Evaluating how financial schemes advance gender equality and empower marginalized
groups. Financial schemes in India have significantly contributed to promoting gender equality and
empowering marginalized groups, particularly in rural areas. Initiatives like the Pradhan Mantri Jan
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Dhan Yojana (PMJDY) have been instrumental in providing women and marginalized communities
access to formal banking services. By opening zero-balance accounts, these schemes have enabled
financial independence and encouraged savings, fostering economic participation.

The Deendayal Antyodaya Yojana - National Rural Livelihoods Mission (DAY-NRLM) has
further empowered women by forming Self-Help Groups (SHGs). These groups provide access to
credit, skill development, and entrepreneurial opportunities, enabling women to start small businesses
and contribute to household income. The scheme has also focused on social inclusion, targeting
marginalized communities to ensure equitable growth.

Digital financial platforms, such as mobile banking and digital wallets, have revolutionized
access to credit and financial tools for marginalized groups. These platforms reduce dependency on
informal lenders and streamline processes, making financial services more accessible. Additionally,
the Mahila Shakti Kendra (MSK) scheme has empowered rural women through community
participation and skill development, addressing gender disparities and promoting inclusive growth.

Programs like Beti Bachao Beti Padhao (BBBP) emphasize the importance of education and
protection for girls, addressing gender biases and promoting equality. These initiatives have improved
the child sex ratio and encouraged the active participation of girls in education and society. Despite
these advancements, challenges such as limited awareness, infrastructure deficits, and cultural barriers
persist. Addressing these issues through targeted financial literacy programs, public-private
partnerships, and enhanced digital infrastructure can amplify the impact of these schemes, ensuring
sustainable empowerment and gender equality.

Proposing digital infrastructure and public-private partnerships for rural sustainability.
Developing digital infrastructure and fostering public-private partnerships (PPPs) are pivotal
strategies for achieving sustainable rural growth in India. Digital infrastructure, such as broadband
connectivity, mobile networks, and data centres, plays a crucial role in bridging the urban-rural
divide. Initiatives like the Bharat Net project aim to provide high-speed internet to rural areas,
enabling access to e-governance, education, healthcare, and financial services. The expansion of
digital public infrastructure, including platforms like Unified Payments Interface (UPI), has
revolutionized financial inclusion, empowering rural communities to participate in the digital
economy.

Public-private partnerships further enhance rural development by leveraging private sector
expertise, innovation, and investment. For instance, PPPs have been instrumental in developing
rural roads, renewable energy projects, and water supply systems. The PM Gati Shakti National
Master Plan exemplifies the integration of public and private efforts to improve infrastructure and
logistics. Additionally, PPPs in renewable energy, such as solar and wind projects, have contributed
to sustainable energy access in rural areas.

These strategies not only improve infrastructure but also create employment opportunities,
enhance market access, and promote entrepreneurship. However, challenges like regulatory
complexities and limited private sector participation in rural projects persist. Addressing these issues
through transparent policies, incentives, and capacity-building programs can maximize the impact
of digital infrastructure and PPPs, driving inclusive and sustainable rural growth.
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Findings

The study highlights the transformative role of financial innovation in empowering rural
communities and fostering entrepreneurship in Uttar Pradesh and Uttarakhand. Financial schemes
like PMJDY, Kisan Credit Card, and DAY-NRLM have significantly enhanced access to credit,
savings, and entrepreneurial opportunities, particularly for marginalized groups and women. Digital
platforms such as mobile banking and wallets have streamlined financial services, reducing reliance
on informal lenders and promoting economic resilience.

However, persistent challenges such as inadequate infrastructure, limited digital connectivity,
and low financial literacy continue to hinder progress. The mountainous terrain in Uttarakhand and
gaps in digital infrastructure in Uttar Pradesh exacerbate these issues, limiting the accessibility of
financial tools and services.

The study concludes that targeted strategies, including the development of robust digital
infrastructure and public-private partnerships, are essential for overcoming these challenges. By
addressing these barriers, financial innovation can unlock sustainable rural growth, gender equality,
and inclusive economic development in these regions.

Conclusion

This study delves into the transformative power of financial innovation in driving rural
development and fostering entrepreneurship in the states of Uttar Pradesh and Uttarakhand. Initiatives
like the Pradhan Mantri Jan Dhan Yojana (PMJDY), Kisan Credit Card, and the Deendayal Antyodaya
Yojana - National Rural Livelihoods Mission (DAY-NRLM) have played a central role in enhancing
financial inclusion and enabling marginalized communities, particularly women, to achieve economic
self-reliance. These programs have connected rural populations with essential banking services, credit
facilities, and entrepreneurial support, paving the way for improved livelihoods and economic resilience.

The adoption of digital financial platforms—such as mobile banking apps, digital wallets, and
cooperative banking networks—has proven to be a game-changer. These platforms have reduced
dependency on informal lenders, bridged geographical barriers, and increased access to markets and
financial resources for micro-entrepreneurs. Such technologies have helped streamline lending processes
and enhance financial literacy, fostering sustainable economic participation across rural regions.

Nonetheless, persistent challenges remain, including inadequate infrastructure, limited digital
connectivity, and low financial literacy. These barriers disproportionately affect marginalized groups
and hinder their ability to fully utilize financial tools and opportunities. Addressing these obstacles
demands a strategic approach involving the development of robust digital infrastructure, expansion of
financial literacy programs, and facilitation of public-private partnerships to foster inclusive and
sustainable growth.

By implementing such measures, financial innovation has the potential to catalyze long-term,
equitable development, empower vulnerable populations, and unlock the economic potential of
Uttar Pradesh and Uttarakhand’s rural communities. This foundation promises not only to improve
livelihoods but also to support gender equality, foster entrepreneurship, and ensure a sustainable
rural transformation.
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Suggestions

This study offers several suggestions to enhance its findings and provide a more comprehensive
roadmap for sustainable rural development. It is recommended to include an analysis of emerging
technologies like blockchain and Al-driven financial tools to explore their potential impact on
financial inclusion and entrepreneurship in rural areas. Additionally, integrating regional case studies
from Uttar Pradesh and Uttarakhand would provide valuable insights into the unique challenges
and success stories within these states, highlighting best practices that can be adopted elsewhere.
Collaboration with local stakeholders such as Self-Help Groups (SHGs), community organizations,
and local governments is essential for promoting financial literacy and infrastructure development,
as their involvement can enrich the study with practical perspectives. The study should also consider
cultural and social factors influencing the adoption of financial innovations, particularly among
women and marginalized groups, to present a holistic view of barriers. Furthermore, establishing
clear metrics to assess the effectiveness of financial schemes and infrastructure initiatives is crucial;
these could include indicators for financial inclusion, entrepreneurship growth, and gender equality.
Lastly, actionable policy recommendations for both state and central governments should be proposed
to ensure the scalability and sustainability of financial innovations in rural areas. By incorporating
these suggestions, the study can significantly enhance its impact and practical relevance.
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Empowering Sustainable Development in Uttar
Pradesh: The Role of Fintech UPI Payments in
Enhancing Farm Start-UPS
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ABSTRACT

This study examines how financial technology has enhanced sustainable development in Uttar
Pradesh, particularly emphasising the Unified Payments Interface’s (UPI) revolutionary potential
in supporting farm start-ups.

Financial Inclusion boosts sustainable economic growth. Uttar Pradesh, is one of the most populated
states in India, has specific difficulties in developing its economy, especially in rural areas where
traditional financial systems frequently fail. Through the introduction of Fintech special reference
to Unified Payments Interface’s rural area has paced up their economic contribution.

This study looks at how UPI payments might help local farm start up and become more
entrepreneurial, improve financial inclusion, and accelerate financial transactions.

The study explores howfintech solutions affect Farm start-ups’overall sustainability, market access,
and operational efficiency through the analysis of secondary data. According to the findings,
including UPI payments into these farm start ups can greatly strengthen Uttar Pradesh’s economy
and eventually help the region’s larger objectives for sustainable development. UPI facilitates
swift and convenient transactions helps in financial fluidity and opeartions efficiency. Thus it can
be concluded UPI adoption appears accelerating economic growth and development within the
Uttar Pradesh economic landscape.

Keywords: Sustainable Development, Uttar Pradesh, Fintech, UPI Payments, Farm Start-Ups,
Financial Inclusion, Entrepreneurship.

Introduction

The Indian state of Uttar Pradesh holds substantial importance because of its large population
base which facilitates strong contributions to agricultural production thus boosting food supply and
economic development. The main occupation of around 70% of Uttar Pradesh rural inhabitants
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derives from agriculture (Government of Uttar Pradesh, 2022). The agricultural sector encounters
many obstacles that obstruct farm start-ups sustainability because farmers struggle with financial
service availability and substandard infrastructure as well as market price unpredictability (Kumar
& Singh, 2021). Financial technology (fintech) offers modern solutions which tackle the issues
experienced by farmers. The Unified Payments Interface (UPI) stands as a revolutionary technology
which changes how people make digital transactions throughout India. The National Payments
Corporation of India introduced UPI in 2016 as a system that enables users to send and receive real-
time payments from their smartphones (National Payments Corporation of India, 2023). The system
demonstrates potential benefits for agricultural transformation through simple financial service
connection for farmers and reduced costs of transactions and enhanced market entry (Sharma &
Gupta, 2020). Farm start-ups gain empowerment through UPI payments integration into their
ecosystem because it provides them secure and efficient transaction capabilities. The system allows
farmers to receive payments directly from consumers which removes intermediary costs and enlarges
their profits (Merma & Joshi, 2022). The platform enables farm start-ups to obtain needed credit as
well as insurance products to achieve sustainability (Singh & Yadav, 2019). Multiple adoption
hurdles exist despite the future prospects presented by UPI payments. Digital payment systems face
difficulties in wide adoption because older farmers lack digital skills and face internet connectivity
problems along with resistance to technology changes (Gupta & Sharma, 2023). UPI adoption
requires the resolution of multiple barriers for achieving its maximum potential.

This paper aims to investigate the role of UPI payments in empowering sustainable development
in Uttar Pradesh by focusing on farm start-ups. The study will analyze the current state of farm start-
ups, evaluate the impact of UPI payments on financial inclusion, identify challenges faced by farmers
in adopting UPI, and propose recommendations for leveraging this fintech solution to enhance
sustainable agricultural practices.

Objectives

1. Toanalyze the current state of farm start-ups in Uttar Pradesh and their contribution to sustainable
development.

2. To evaluate the impact of UPI payments on financial inclusion and access to resources for farm
start-ups.

3. To identify the challenges and barriers faced by farm start-ups in adopting UPI payments.

To propose recommendations for leveraging UPI payments to enhance sustainable agricultural
practices in Uttar Pradesh.

Methodology

This academic research follows systematic literature review rules through PRISMA (Preferred
Reporting Items for Systematic Reviews and Meta-Analyses) methodology principles. This
methodology delivers excellent results when researchers analyze current research while detecting
literature voids and creating an extensive overview which examines UPI payments’ impact on farm
startup development and sustainable progress in Uttar Pradesh. The methodology contains multiple
essential steps arranged below.
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1. Formulation of Research Questions

The literature review required specific research questions as its initial step for methodological
development. The research explores three essential questions regarding this topic:

*  What is the existing condition of farm start-ups in Uttar Pradesh while assessing their role for
sustainable development?

*  The application of UPI payments creates what effects for breaking down barriers of financial
inclusion and resource access among beginning farmers?

»  Farm start-ups operating in Uttar Pradesh encounter which obstacles when implementing UPI
payment systems?

The research offers recommendations about how to use UPI payments for bettering sustainable
agricultural practices.The research questions specifically targeted financial technology in agriculture
as it relates to sustainable development to ensure that the discovered information remained purposeful
and effective.

2. Search Strategy

Research followed an inclusive system of search operations to find suitable information sources.
The research utilized academic databases consisting of Google Scholar, JSTOR, Scopus along with
Web of Science. The research investigated UPI payments through fin-tech methods for sustainable
development and farm start-ups as well as digital payments in agriculture within Uttar Pradesh. A
combination of Boolean operators with AND and OR allowed researchers to narrow down database
results while obtaining a wide range of suitable studies.

Search Terms

The search used these specific terms and their alternate wordings and combinations as part of
the research:

»  “Unified Payments Interface” AND “farm start-ups” AND “Uttar Pradesh”
*  “Fintech” AND *“sustainable development” AND “agriculture”

*  “Digital payments” AND “financial inclusion” AND “farmers”

e “UPI” AND *“agricultural development” AND “India”

3. Screening and Selection

A total number of 150 articles emerged from the first database search. Research investigators
used particular selection criteria during the screening procedure to narrow down the group of articles.
The inclusion criteria were: Peer-reviewed articles published between 2010 and 2023. The analysis
included academic research about UPI payments, fintech together with digital payments and their
connection to agriculture and rural development. Researchers investigated Uttar Pradesh agricultural
sectors together with locations that share comparable agricultural practices with that region of India.
The exclusion criteria included: Articles not available in English. The research included only articles
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that omitted both empirical data and relevant insights toward answering the questions. This database
included articles from different sectors besides agriculture and unrelated to retail and e-commerce
fintech applications. The study proceeded with 50 articles after their evaluation against the set
criteria.

4. Eligibility Assessment

The researchers analyzed the chosen articles in order to evaluate their methodological standards
along with their relationship to research criteria. The procedure required researchers to analyze the
approach used for each study along with the numbers of participants, data gathering techniques and
analysis procedures. Thirty articles qualified for the eligibility assessment and thus became part of
the final review. A standardized set of criteria was used during the assessment to guarantee consistency
and maintain high objectivity standards.

5. Data Extraction and Synthesis

The systematic data extraction process required gathering important content from the chosen
articles which included their main results and research methods together with developed theoretical
foundations. The data extraction form functioned as a structured framework to gather significant
details about the selected articles such as: Author(s) and year of publication Study objectives and
research questions Methodology and sample size The collected research brings to light significant
results about UPI payments and farm start-ups The research analyzed the obstacles farmers encounter
while adopting UPI payments and their barriers to adoption. The researchers extracted insights
from the data before synthesizing them to identify recurring patterns and lacking information about
UPI payments for enhancing farm start-ups and sustainable development. The data underwent
thematic analysis to categorize findings which emerged from the publications included in the study.

6. Quality Assessment

The assessment of included studies ensured both reliability and validity of obtained findings.
The studies were evaluated using standards which included: The study needs clear definitions of its
research questions combined with its objectives Appropriateness of the research design and
methodology Robustness of data analysis and interpretation Relevance of findings to the research
objectives Studies which failed to fulfill the quality requirements were removed from the synthesis
analysis. The quality assessment procedure served as essential to base the literature review results
on trustworthy evidence sources.

7. Reporting

Research findings of the systematic literature review received proper reporting through PRISMA
guidelines which establish clear standards for systematic reviews. The article selection process was
represented through a PRISMA flow diagram that showed the numbers of records discovered and
screened before being evaluated for eligibility and finally selected for the review.
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8. Limitations

The research approach attempts to deliver wide-ranging literature assessment yet researchers
should acknowledge possible weaknesses in the method. The review remains vulnerable to publication
bias when researchers depend on published studies while being restricted to non-English publications.
Fintech sector’s continuous evolutions within agriculture practices post-literature research collection
may affect the time-sensitive validity of obtained findings. Longitudinal studies should become
future research priorities because they will track changes taking place in UPI payment environments
and their resulting effects on new farms.

9. Conclusion

The applied systematic literature review methodology facilitates an organized examination of
UPI payment systems to boost farm start-ups and develop sustainable progress in Uttar Pradesh.
The PRISMA framework enables a systematic process with clear transparency that reveals the main
issues and difficulties in conjunction with opportunities occurring at this fintech and agricultural
intersection. The outcomes of this research will develop new knowledge which will assist policy-
makers and practitioners and academic researchers who seek to implement digital payment solutions
for sustainable agricultural practices

Discussion

The systemized literature research indicates fundamental concepts about how UPI payments
empower farm start-ups in Uttar Pradesh.

Financial service accessibility through UPI payments has increased remarkably because farmers
now perform transactions independently from conventional banking infrastructure. UPI payments
simplify the process of accessing credit together with insurance while improving availability of
market information (Kumar & Singh 2021; Sharma & Gupta 2020).

Small farmers optimize costs through UPI payments since minimum transaction fees enable
their involvement in digital banking while diminishing expenses normally tied to cash handling
along with conventional banking fees (Merma & Joshi, 2022).

Through UPI farmers can link with wider marketplaces to make direct product sales to consumers
and retailers. The usage of UPI has improved farm start-ups financial performance thus increasing
their profitability and enduring stability (Singh & Yadav, 2019; Patel & Mehta, 2020).

The benefits from UPI payments remain challenging because of the low digital literacy levels
and limited internet access among farmers and their resistance to new technological changes,
especially among older farmers. It is imperative to eliminate barriers faced by UPI payment users to
achieve maximum benefits (Choudhary and Kumar 2023, Gupta and Sharma 2023).

The government with financial institutions need to develop supportive policies to advance
digital literacy and maintain improved internet infrastructure and enhance financial technology
adoption incentives for farmers (National Bank for Agriculture and Rural Development 2021 and
World Economic Forum 2022).
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Conclusion

Being part of the agricultural sector in Uttar Pradesh brings innovative possibilities through
UPI payments which enable both farm start-ups and sustainable growth. UPIC serves as a fundamental
instrument to revamp agriculture by increasing financial accessibility while lowering transaction
expenses along with raising market accessibility. The complete utilization of fintech in this context
demands solving the challenges linked to digital literacy along with infrastructure development.
The analysis of UPI payment effects on farm start-ups and sustainable agricultural practices needs
longitudinal research studies in Uttar Pradesh going forward.
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Microfinance and Financial Inclusion in India:
A Special Focus on Uttarakhand.
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ABSTRACT

Since poverty has continuously been a problem in India and its alleviation remains a prime priority
for the government. Financial inclusion has come as a prominent weapon to counter poverty by
providing equal access to financial services to weaker sections of society. Despite financial inclusion,
the phenomenon of financial exclusion is not letting economic progress take place since poor
people have been deprived of participation in the formal financial sector. Here, microfinance has
emerged as a revolutionary instrument in filling this gap. Through the extension of small-scale
financial services like microloans, savings, and insurance, microfinance institutions enable
economically poor people, especially in rural communities, to pursue productive activities, improve
their livelihoods, and become financially secure. Microfinance has been a key factor in bringing
previously excluded segments of Indian society into the banking system, thus encouraging self-
employment and entrepreneurship in India. Being a cost-efficient and sustainable measure,
microfinance reinforces efforts towards financial inclusion and economic growth. This paper
discusses the role of microfinance in improving financial inclusion in India and examines the
comparison expansion of Uttarakhand with the central region and its ability to mitigate financial
exclusion, thus ensuring sustainable economic growth and social development.

Keywords: Micro-finance, financial Inclusion, SHGs.

Introduction

Financial inclusion has emerged as a critical policy priority for India over the past two decades,
with the objective of integrating the underserved and excluded segments of the population into the
formal financial system. Defined broadly as the delivery of affordable and appropriate financial
services to all individuals, especially the economically weaker sections and low-income groups,
financial inclusion is now widely recognized as a cornerstone for inclusive and sustainable
development.

As a financial instrument that offers those in need small loans, savings accounts, and insurance,
microfinance has become well-known as a successful way to accomplish the more general objectives

1. Research Scholar, Department of Economics, P.N.G. Govt. Post Graduate College, Ramnagar, Kumaun University,
Nainital (Uttarakhand) E-mail: nehabarodial215@gmail.com

2. Professor, Department of Economics, P.N.G. Govt. Post Graduate College, Ramnagar, Kumaun University, Nainital
(Uttarakhand)



UPUEA Economic Journal (UEJ), Volume-3 ¢« Special Issue ¢ January-June, 2025 173

of financial inclusion. By providing access to capital that promotes entrepreneurship, consumption
smoothing, and resilience against economic shocks, microfinance aims to empower economically
vulnerable groups, especially women. In India, MFIs have been crucial in providing small loans,
particularly to underprivileged groups without collateral. They are making a significant contribution
to the nation’s financial inclusion movement. There are many different contributors in the
microfinance industry, having their own legal structure. Banks, SFBs, NBFCs, NBFC-MFIs, and
non-profit MFIs are all included.

Microfinance in India has developed through a number of institutional models, most notably
the Joint Liability Group (JLG) model and the Self-Help Group (SHG)-Bank Linkage Program. In
addition to democratizing financial access, these models have promoted collective empowerment,
mutual accountability, and group cohesion.

The Reserve Bank of India’s National Strategy for Financial Inclusion (2019-2024) emphasizes
how crucial formal financial services are for raising economic participation, fostering
entrepreneurship, and improving livelihoods. In this regard, microfinance institutions (MFlIs), such
as community-based organizations, cooperative banks, Small Finance Banks (SFBs), and Non-
Banking Financial Companies (NBFCs), have become significant players in providing the
underprivileged with specialized financial services and products.

There are still regional differences in the reach and efficacy of microfinance, despite notable
advancements at the federal level. High penetration levels have been observed in southern and
eastern states such as Tamil Nadu, Karnataka, and Bihar, while hilly and isolated areas like
Uttarakhand are still relatively underbanked. Because of Uttarakhand’s distinct topography and
infrastructure, which includes mountainous terrain, dispersed rural communities, and poor physical
connectivity, microfinance services have not been able to grow smoothly. However, these very
limitations emphasize how crucial it is to create inclusive, region-specific financial strategies that
can adapt to local realities.

Objectives

1. To analyse the role of micro finance in achieving financial inclusion.

2. To examine the comparison expansion of Uttarakhand with central region as well as all India
level.

Literature Review

(Rangarajan, 2008), highlighted six pillars for improving inclusion, some of which have a
direct connection to microfinance. These include using business correspondents and facilitators,
strengthening the SHG-Bank Linkage program, and streamlining loan procedures. These factors
have influenced the design of India’s microfinance ecosystem, which seeks to strike a balance
between social impact and financial sustainability. It offers a comprehensive analysis of financial
exclusion in India, emphasizing the difficulties disadvantaged populations encounter when trying
to obtain official financial services. The report examines global models and makes a number of
important suggestions to improve financial inclusion. These include putting in place a National
Rural Financial Inclusion Plan, using business correspondents and facilitators, bolstering the SHG-



174 UPUEA Economic Journal (UEJ), Volume-3 « Special Issue ¢ January-June, 2025

Bank linkage program, addressing microfinance issues and promoting microinsurance, and enhancing
financial education and literacy.

(Chakaraborty, 2013), RBI policy addressed the necessity of context-specific and region-
specific financial inclusion initiatives. He urged a variety of strategies, highlighting the difficulties
in rural and hilly regions in particular. Despite being insightful at the policy level, the discussion
lacked empirical validation and comparative data analysis.

(Maity, 2023), investigated how SHGs contribute to social exclusion and financial inclusion.
The study focuses on the three districts of Nagaon, Morigaon, and Hojai in Central Assam. The
effect evaluation is conducted using the PSM technique, and the empirical results show that the
program significantly improves the financial and social inclusion status of the treated group members
relative to the control group members. One well-known model for financially assisting vulnerable
groups is the SHG-led microfinance program. In India, the vast majority of participants are
housewives. Their involvement enables them to have insurance, work, bank accounts, and ATMs.

(Revankar, 2023), With a focus on both the economic and psychological aspects, this study
examines the complex role that microfinance plays in empowering small business owners. Through
a primary survey conducted in Belagavi, Karnataka, it identifies the main purposes of microfinance,
including enterprise development, financial support, and repayment mechanisms, and investigates
their effects. According to the study, the relationship between microfinance services and
entrepreneurial empowerment is significantly mediated by financial inclusion. The mediating effect
of financial inclusion, though acknowledged, is yet to be explored in a comprehensive framework
that integrates both economic and psychological dimensions of empowerment. This study concluded
that a thorough approach to microfinance can boost small business owners’ confidence and ability.

(Tyagi, 2024), In India, microfinance has made a substantial contribution to socioeconomic
development, financial inclusion, and poverty reduction, particularly for underserved communities.
Numerous studies demonstrate how well microfinance models such as Joint Liability Groups (JLGS),
Microfinance Institutions (MFIs), and Self-Help Groups (SHGs) empower women, increase economic
opportunities, and raise living standards. To optimize the sector’s impact, however, problems like
excessive debt, high interest rates, and regulatory concerns must be addressed through continued
innovation and better frameworks. Additionally, the study pinpoints a few critical elements that
impact microfinance’s efficacy. The impact of microfinance projects can be increased by integrating
financial literacy programs, as education has emerged as a critical determinant of success.
Furthermore, microfinance results vary by location, indicating that while developing and executing
microfinance programs, greater consideration should be given to local circumstances, infrastructure,
and the economic climate.

Research Methodology

The Present study was based on secondary data on MICROFINANCE IN INDIA. The major
source of data was NABARD Report-2019, 2020,2021,2022,2023,2024..The data included
Microfinance especially SHGs trends from 2019-2024 . Different websites , government reports
have be referred.
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Discussion and Analysis

Role and Importance of Micro- Finance in achieving Financial Inclusion

Particularly for low-income people who frequently face exclusion because of inadequate
collateral, erratic income, or a lack of a verified credit history, microfinance is crucial in bridging
the gap left by traditional financial institutions. These markets are usually viewed as high-risk and
low-yield by traditional banking methods, which results in credit rationing and widespread financial
exclusion. Microfinance, on the other hand, uses cutting-edge tactics like social collateral, joint
liability, and group lending to successfully reach these marginalized communities. Microfinance
institutions (MFIs) have been successful in bringing the unbanked population closer to the formal
financial system by offering microinsurance, savings accounts, small, collateral-free loans, and
financial education programs. The Reserve Bank of India (RBI) and the Indian government have
recognized microfinance as an essential instrument for improving financial inclusion, especially in
rural and neglected region.

The provision of a range of financial services, such as loans, savings accounts, insurance, payment
systems, and remittance options, to low-income individuals and microbusinesses without access to
traditional banking is generally referred to as microfinance. Its ability to reach populations that
traditional financial institutions frequently ignore emphasizes its importance in promoting financial
development. Microfinance has become one of the most popular strategies for advancing financial
inclusion globally, as noted by Pauli (2019). This aligns with the overarching goal of developing
sustainable economic structures that serve and involve all socioeconomic groups. In order to create
a robust financial system that would promote equitable economic growth, the Indian government
took the initiative to nationalize commercial banks. However, infrastructure and socioeconomic
constraints make it more difficult to improve financial inclusion in rural areas compared to urban
ones (Lopez & Winkler, 2018). As a result, the RBI and the Indian government have set 100%
financial inclusion as a national objective, with a particular emphasis on underprivileged and
marginalized groups. Globally, microfinance has taken many institutional forms, including the
Grameen model and individual banking, and it has continuously shown advantages for both lenders
and borrowers. By giving people access to official financial services, microfinance strengthens its
position as a source of economic empowerment and fosters social integration for marginalized
people.

Microfinance Services

1. Microcredit
2. Micro saving
3. Microinsurance
4. Micro Loans
5. Money Transfer
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Microfinance Service Providers

1. Formal institutions: Rural Banks, Co-operative Banks, Grameen Model Banks
2. Semiformal Institutions: Non-Government Institutions
3. Informal Institutions: Money lenders, Shopkeepers.

1987: NABARD marked the beginning of microfinance in India by sanctioning an Action Research
Project to MYRADA.

1992: It was a crucial turning point with NABARD initiating a pilot project to connect 500 SHGs
to banks by 1994 and the RBI/NABARD introducing core innovations like accepting
informal groups as bank customers, initiating collateral-free lending, and lending to groups
without specific activity/purpose projects.

1996: RBI’s announcement of the SHG-BLP as a Priority Sector Lending (PSL) activity and
recommending 3 models of SHG-BLP further institutionalized and popularized the program,
and 4,750 SHGs were credit-linked with bank credit.

1998: NABARD was required by the Union Budget to credit-link 2 lakh SHGs in 5 years, thereby
greatly increasing the program’s ambitions.

1999: The Government of India (Gol) showed its commitment by making special budgetary
allocations for facilitating SHGs and launched the Swarna Jayanti Gram Swarojgar Yojana
(SGSY).

2005: NABARD reached the milestone of promoting 1 million SHGs, 3 years ahead of target,
and the UN declared 2005 as the ‘International Year of Micro Credit’, underlining the
global significance of microfinance.

2008: NABARD floated the Financial Inclusion Fund (FIF) & Financial Inclusion Technology
Fund (FITF) with a corpus size of = 500 crore, established the Centre for Microfinance
Research (CMR) at BIRD, Lucknow, and created a microfinance subsidiary, NABFINS.

According to NABARD, in 36 States and Union Territories, microfinance activities are dispersed
among 641 districts. With 636 districts, banks are the most prevalent, followed by SFBs (616 districts)
and NBFC-MFIs (613 districts). Nonprofit MFIs operate in 384 districts, whereas NBFCs operate
in 538 districts. While the microfinance penetration rate is higher in southern states like Tamil
Nadu, Karnataka, and Kerala and eastern states like West Bengal, Odisha, Bihar, etc., it is primarily
below 10% in regions like J&K, coastal Maharashtra, Western Uttar Pradesh, Uttarakhand, etc.

Microlenders are active in 113 of the 124 aspirational districts, where microfinance penetration
ranges from 25% to 50%.

The 2019 KPMG report states that the Indian microfinance industry served over 9 crore customers
and had a Gross Loan Portfolio (GLP) of = 1.87 lakh crore. With more than 80% of the credit
concentrated in just ten states such as Bihar, Odisha, Maharashtra, Uttar Pradesh, West Bengal,
Tamil Nadu, Madhya Pradesh, Rajasthan, Chhattisgarh and Gujrat. This growth has been extremely
concentrated. The fact that states like Uttarakhand did not rank highly in the national microfinance
portfolio indicates that more focused policy interventions and regionally specific models are required
to increase financial inclusion in underserved areas.
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Models for achieveing Financial inclusion through MFlIs:

1. SHGs: Since independence, the SHG-Bank Linkage Program has been the most effective means
of providing sustainable financial services to the underprivileged. As a result of the program’s
quick expansion, as of March 31, 2007, 29.25 lakh SHGs had been sponsored.

2. JLGs: Linking SHGs with banks has become a successful way to provide credit to low-income
customers. However, some groups of people in poverty, like tenant farmers, sharecroppers,
and oral lessees, have substantially higher borrowing needs but lack the collateral needed to
meet the banking system’s conventional financing methods. Joint Liability Groups (JLGs), an
improvement on the SHG concept, may be a useful tool for serving these clients. During 2004—
05, NABARD launched a project for the creation and connection of JLGs in eight states
throughout the nation using 13 RRBs.

PROGRESS OF SAVINGS LINKAGE OF SHGS WITH BANKS (2019 to 2024)

Table 1: Savings of SHGs with Banks:

Year No. of SHGS Savings
Uttarakhand Central Region India Uttarakhand Central region India
2019-20 73973 1135083 10243323 10689.53 171217.00 2615204.89
2020-21 65659 1345575 11223400 12982.89 211869.77 3747761.37
2021-22 81588 1355564 11893053 27539.37 325695.62 4724048
2022-23 93,747 18,32,040 134,03,083 24106.64 458675 5889267.56
2023-24 107988 2031019 14421904 48473.72 623236.08 6508915.27

Source: NABARD Report

Table 2: Loan Disbursal

Year No. of SHGs Loan Disbursal
Uttarakhand Central Region India Uttarakhand Central Region India
2019-20 6346 111074 3146002 4183.58 104249.49 7765934.84
2020-21 8536 128617 2887394 5 7559.35 105428.11 5807067.81
2021-22 9523 184322 3398267 9423.73 216983.17 9972922.5
2022-23 14493 278359 4295521 17932.78 463672.7 14520023.33
2023-24 21729 397413 5482152 2837191 774839.17 20928587.07

Source: NABARD Report

Table 3: Outstanding Bank Loan against SHGS

Year No. of SHGS Outstanding Bank Loan against SHGS
Central . . .
Uttarakhand Region India Uttarakhand Central region India
2019-20 16354 354466 5677071 8881 225097 10807507
2020-21 17850 368271 5780244 9782.48 252282.02 10328970.83
2021-22 21552 407004 6739957 13424 325178 15105130
2022-23 28595 495999 6957051 19504 512131 18807880
2023-24 36805 675625 7741784 28182.02 909735.85 25966372.61

Source: NABARD Report



178 UPUEA Economic Journal (UEJ), Volume-3 « Special Issue ¢ January-June, 2025

Reflecting a strong microfinance expansion, the SHG-BLP in India showed notable growth
from 2019-20 to 2023-24. Nationally, the number of SHGs rose from 10,243,323 to 14,421,904,
with matching savings increase from ~ 2,615,204.89 lakh to ~ 6,508,915.27 lakh . While outstanding
loans grew from ~ 10,807,507 lakh to ~ 25,966,372.61 lakh, loan disbursal also experienced a
significant increase from ~ 7,765,934.84 lakh to ~ 20,928,587.07 lakh. The Central Region, where
SHG numbers climbed from 1,135,083 to 2,031,019, and Uttarakhand, where savings grew from
" 10,689.53 lakh to ~ 48,473.72 lakh, reflect this national trend, suggesting a general deepening of
financial inclusion and credit access.

Relative Position of Micro finance in Uttarakhand as on March, 31,2024. (in Lakhs)

Savings Loan Disbursement Outstanding Bank Loan against
SHGS
Outstanding
. No. of . Per No. of Loan Per No. of Bank Loan Per
Particulars SHGs Savings | gy | SHGs | Disbursement | SHGs | SGHs against SHGs
SHGS
Uttarakhand 107988 48473 44,887 21729 28372 130572 36805 28182 76,571
Creeglt;' 2031019 | 623,236 | 30,685 | 3,97,413 774839 | 194,970 | 675625 | 909736 | 134,651
India 1,44,21,904 | 65,08,915 | 45,132 | 54,82,152 2,09,28,587 381,758 | 77,41,784 | 2,59,66,373 33,540
Share of
Uttarakhand | 5 39, 7.8% 5.47% 3.7% 5.45% 3.1%
(at Central
level)
Share of
Uttarakhand o o
(at India 0.75% 0.74% 0.4% 0.14% 0.48% 0.11%
level)

Key Observations

1. Scale Difference: The absolute numbers between Uttarakhand, the Central Region, and India
show notable difference. Given that Uttarakhand is a smaller component of the Central Region
and the Central Region is a part of the whole nation, this is only natural.

2. According to SHG Study: Valuable viewpoint provided by the “Per SHG” numbers is the
average financial involvement of single SHGs in every region.

Uttarakhand’s Input: Though smaller, Uttarakhand’s share is still significant. It lets us evaluate
the state’s development in the area and the country. For example, Uttarakhand’s Central level savings
share is 7.8%, while its India level share is 0.74%.

Conclusion

In India, microfinance has emerged as a vital tool for promoting financial inclusion by
successfully bringing underprivileged and marginalized groups into the established financial system.
Microfinance empowers economically vulnerable groups by providing basic financial services like
insurance, savings accounts, and microloans to people and communities that are typically shut out
of mainstream banking. Facilitating self-employment, encouraging entrepreneurship, and fostering
resilience against financial vulnerabilities are the means by which this empowerment is accomplished.
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In the end, growing and bolstering microfinance programs is essential to promoting equitable and
sustainable economic growth and a more just allocation of financial resources and opportunities
across the country.
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Economic Implications of GST on the Plastic
and Polymer Industry: A Case Study of
Northern Delhi
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Introduction

i.  Economic Implications of GST on the Plastic and Polymer Industry: A Case Study of
Northern Delhi

India implemented the Goods and Services Tax (GST) across the nation on July 1, 2017 to
transform its entire system of indirect taxation. The government merged various central and state
taxes into one unified tax to streamline tax systems and eliminate tax chaining as well as enhance
nationwide market accessibility. The genuine industrial consequences triggered by this significant
policy change showed significant discrepancies among different economic patterns and geographic
zones. This research examines how GST affects the economic performance of plastic manufacturers
and polymer dealers based in Northern Delhi as they operate the majority of their business within
small and medium-sized enterprises (SMEs).
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Thermoset plastics are irreversibly hardened when cooled
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Figurel: Types of plastics based on production; Source: cenfa.org

ii. Statement of the Problem

Many businesses in the plastic and polymer industry operating from Northern Delhi experience
difficulties with the GST’s new tax framework. These businesses mostly consist of small and medium
enterprises. The benefits of the Goods and Services Tax (GST) for the plastic and polymer industry
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in Northern Delhi remain uncertain due to operational cost escalation and ITC claim complexity
together with rising compliance hurdles and transforming market conditions. Insufficient research
dedicated to the plastic and polymer industry combined with geographical specificity makes it hard
to tackle their challenges by creating policies with sufficient evidence.
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Figure 2: India’s plastic exports to various countries; Source: IBEF

iii. Rationale of the Study

Among all areas of Delhi, one can find the dense accumulation of plastic and polymer
manufacturing operations in the Northern Delhi region. Given that GST represents a transformative
industry policy, we need to understand adjustments made by industrial units operating in the specific.
The research seeks to fill this existing knowledge gap by investigating the firsthand encounter of
manufacturers operating in this particular region. Operational and economic data analysis after
GST implementation allows the research to reveal how this policy has impacted the sector regarding
profit generation and business competitiveness as well as environmental sustainability.
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Figure 3: India’s linoleum/ plastic exports(US billions $); Source: IBEF
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iv. Objectives of the Study

e The research evaluates the influence of GST on plastic and polymer businesses operating in
Northern Delhi regarding their cost structures and profitability levels.

» Itanalyzes the business hurdles regarding compliance processes and ITC claims yet also includes
a critical analysis of administrative requirements.

» It analyzes Market dynamics that require a study regarding competition along with changes to
supply chain management and price strategy adjustments.

*  The research will provide useful policy recommendations to assist small and medium plastic
businesses operating under the GST framework.

v. Significance of the Study

The study benefits various interested groups. The findings bring important details to policymakers
who need them to enhance taxation services for MSMEs. Through this evaluation, industry
representatives including small business managers can learn about regular operational difficulties
alongside steps which boost their tax compliance and financial success levels. The study adds to
academic knowledge of an unfamiliar research arena which primarily examines a distinct industrial
and geographic domain. The study provides essential knowledge which will guide future tax policy
investigations in developing economies. Furthermore, it creates several policy implications to
indirectly combat the problem of accumulation of plastic waste in India.

Plastic waste Generation (TPA)
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Figure 4: Plastic Waste generation in India (Tones per Annum); Source: PIB

Literature Review

According to (Dandona, et al., 2024), Literature that studies the Goods and Services Tax (GST)
effects on the plastic and polymer industry within Northern Delhi especially has not received enough
academic attention. Small manufacturing businesses from every sector confronted GST compliance
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hurdles after implementation because they found difficulty with digital tax reporting and dealing
with Input Tax Credit (ITC). Industries that import raw materials experience stronger effects from
GST because material price changes lead to working capital stress. A majority of the plastic sector
within Delhi relates to MSMEs whose disadvantaged tax transparency situations were compounded
by GST’s inconsistent implementation.

According to (Baynes, et al., 2021), The manufacturing sector that produces plastic operates
from three main areas in Northern Delhi: Narela, Bawana, Wazirpur and several other nearby
settlements. This specific portion of Delhi generates major plastic industrial output through thousands
of SMEs that manage production and recycling and distribution activities. The production facilities
create two distinct product groups: plastic bags and containers and industrial polymer parts that
serve automobiles and domestic appliances). The mixed taxation system including excise duty and
VAT together with service tax controlled the plastic sector until GST implementation because it
resulted in tax accumulation (cascading effect). Businesses operating in the unorganized sector
along with numerous small enterprises maintained poor tax compliance while primarily conducting
transactions through cash. Small businesses faced extraordinary difficulties after the GST
implementation intended to create transparency because the new system presented additional
obstacles.

According to (Sharma;2020), the implementation of GST was a historical moment in the history
of the Indian indirect taxation system and owing to its profoundly unsustainable character due to
mismanagement in waste disposal, GST on the plastic and polymer industry was fixed at 28%. But
owing to its widespread growth and adoption of sustainable practices, GST rate applicable was
reduced to 18%. The research found that most of the respondents surveyed were satisfied with
government’s initiatives to enhance tax compliance in the plastic and polymer industry and this had
also helped to boost foreign direct investment in the sector which in turn, also helped in holistic
growth of the industry. Thus, the research pointed out on the positive impact of GST on the plastic
and polymer industry.

According to (Schroder.P, et all; 2019), India can implement a plastic taxation system like the
UK, which would also complement the existing GST-based indirect Taxation system in India. This
could be done by interacting and involving with the anticipated stakeholders in plastic taxation, like
waste management communities and institutions, plastic and polymer manufacturing MSMEs,
consumers and environmental non governmental organizations (NGOSs) in order to design a tax
which keeps a check on the huge plastic waste generation in India, by also ensuring holistic growth
and FDI inflows in the plastic and polymer industry. It should be designed such that the plastic tax
doesn’t penalize either the environment or the MSMEs in the plastic and polymer sector.

According to (Gaur,2018), in a rapidly developing nation like India, waste generation and disposal
management still remains a creeping issue and it detrimentally impacts human health and economic
activities. However, it has been observed that the implementation of GST has also severely impacted
the process of waste disposal and recycling mechanisms. The paper puts forward a major policy
implication that the government must aim to incentivize the process of waste disposal and recycling
and taxation on waste collection and management should be zero such that it attracts more waste
management strategies without the hinderance of tax compliance.
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Research Methodology

In addition to primary data based on review of SMEs enterprises in the plastic and polymer
industry operating in the Northern Range of Delhi, the study also collects its secondary information
through government publications combined with industry reports and academic journals. While
quantitative analysis tools like Chi-Square test was used to test the primary data, qualitative
information came from both research articles and case studies with expert commentary inputs.
Furthermore, open ended questions asked from respondents as a part of survey also back qualitative
information from academic journals and government reports. The study implements a statistical
examination through Chi-Square through practical field observations which interpret real-world
findings to understand the complex business situations faced by owners and managers of Northern
Delhi plastic and polymer enterprises. For analysis of the Chi-Square Test, the Null and alternative
hypothesis employed were:

*  Null Hypothesis :H, : Data is distributed uniformly; people do not incline to a specific Likert
response

»  Alternative Hypothesis: H, : Data is not distributed uniformly; people incline to a specific
Likert response

i. Survey design and sample review

100 SMEs were studied from the plastic and polymer industry operating in the northern range
of Delhi mainly include Outer North District , Rohini District, North- West District . The sampling
for the survey was done through the process of Purposive Sampling, in which data was only collected
from desired respondents (SMEs owners in Plastic and Polymer Industry in Northern Range of
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Delhi). The respondents were asked to review the performance of GST and implementation on the
basis of subjects like impact of GST on growth of SMEs, delays in claiming and receiving Input tax
credit, role of GST in facilitating interstate trade, reducing black money accumulation, and supply
chain disruptions after the implementation of GST. Of all 100 respondents from the plastic and
polymer industry, a moderate to good review of GST was achieved, with concern regarding certain
pressing points like supply chain obstructions, problems in digitally filing invoices and bills and
delays in claiming ITC. The responses were recorded on a 5 pointer Likert Scale.

Results

i. Quantitative results from Survey

Through the survey of the 100 respondents, it has been observed that the implementation of
GST has moderate to good reviews of SMEs owners of Northern range of Delhi operating in the
plastic and polymer industry. However, the qualitative responses, in terms of individual problems
faced by these enterprises were also studied and summarized through pointers in the qualitative
analysis section.

Tablel: Results from the primary survey of respondents in the plastic and polymer industry in North Delhi

Likert Responses Chi p Degrees
Questions Strongl } Strongly Square of
Agrgey Agree Neutral Disagree Disagree values values Freedom
Since GST was introduced,
MSMEs h n abl 4
SMEs have been able to 13.51% 41.89% | 32.43% 10.81% 1.35% a 0.000

create more job opportunities

The implementation of GST
has positively impacted 6.75% 37.83% 32.43% 22.97% 0% 39.10 0.000 4
employment levels in MSMEs

GST has simplified the tax

0, 0, 0, 0, 0,

structure for MSMEs 20.27% 44.59% 25.67% 8.10% 1.35% 41.67 0.000 4
The operating costs for

MSMEs have increased due to

rising prices of raw materials, 13.51% 59.45% 17.56% 9.45% 0% 78.29 0.000 4
electricity, wages, and

transportation

MSMEs have faced delays in 6.75% 41.89% 28.37% 22.97% 0% 41.94 0.000 4

receiving ITC refunds

GST has eliminated the
cascading tax effect from the 14.86% 39.18% 35.13% 10.81% 0% 41 0.000 4
previous tax system

Chi
Very High High Moderate Low Very Low Square P
Value
Values

What are your views on the e-
way bill system in context of 2.70% 9.45% 59.45% 25.67% 2.70% 85.05 0.000 4
availability of infrastructure

Chi

Strongly : Strongly P
Agree Neutral Disagree " Square
Agree Disagree Values Value
- 70
S;;r has made inland trade 12.16% 52.70% 27.02% 8.10% 0% 63 0.000 4
GST will be beneficial for o o o o o 45.86
MSMES in the long run 13.51% 37.83% 39.18% 9.45% 0% 0.000 4
GST helps in reducing black 9.45% 40.54% 35.13% 12.16% 2.70% 4154 0.000 4

money circulation

GST has caused supply chain
disruptions and delays for 2.70% 25.67% 41.89% 24.32% 5.40% 38.56 0.000 4
MSMEs
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The research, along with analysis based on their percentage, also employs chi-square and p-
value approach to check the statistical significance of the primary survey data, and also check the
inclination of respondents towards any specific Likert response (if any). Results from the p-value

test were as follows:

Table 2: P-Value analysis of the primary data from respondents

Likert response

p. Most Chosen
Questions Null Hypothesis value Result Inference Likert
Response
Since GST was | Data is  distributed . -
introduced, MSMEs have | uniformly; people .d.o 0.000 RejectNu_II sl,ji;:laificalr?t' initl?rtllasttilgzl:z Agree
been able to create more | not incline to a specific ' Hypothesis Likert res ’onses
job opportunities Likert response P
The implementation of | Data is  distributed . _—
GST  has  positively | uniformly; people do Reject Null D_ata__ 'S_. sta_1t|st_|cal!y
: o e 0.000 - significant; inclination in Agree
impacted employment | not incline to a specific Hypothesis Likert res ’onses
levels in MSMEs Likert response P
Data is distributed . -
tax structure for MSMEs not incline to a specific ' Hypothesis Likert res ’onses
Likert response P
The operating costs for . -
MSMEs have increased E:itf%rmlls- (igt'i'ebmgg Reiect Null Data is statistically
due to rising prices of raw ormly;  people  d 0.00 ! - significant; inclination in Agree
. - not incline to a specific Hypothesis :
materials, electricity, - Likert responses
- Likert response
wages, and transportation
MSMEs  have faced E:itf%rmlls- (igt'i'ebmsg Reiect Null Data is statistically
delays in receiving ITC - IY’ peop ifi 0.000 HJ hesi significant; inclination in Agree
refunds not incline a specific ypothesis Likert responses
Likert response
GST has eliminated the E:itf%rmlls- (istlilebmsg Reiect Null Data is statistically
cascading tax effect from ormly; - people ¢ 0.000 : - significant; inclination in Agree
the previous tax system not incline to a specific Hypothesis Likert responses
Likert response
What are your views on | Data is  distributed . -
. . . . Data is statistically
the e-way bill system in | uniformly; people do Reject Null P
context of availability of | not incline to a specific 0.000 Hypothesis i?kr:rft'?:gtb':g;na“on n Moderate
infrastructure Likert response P
. Da_ta |s. distributed . Data is statistically
GST has made inland | uniformly; people do 0.000 RejectNu_II significant; inclination in Agree
trade easier not incline to specific ' Hypothesis Likert res ’onses
Likert response P
Data is distributed . -
GST will be beneficial for | uniformly; people do | o | Reject Null S'?i;ﬁﬁca'rft_ miﬁ?;'asttl'gﬁ':z Neutral
MSMEs in the long run not incline to specific ' Hypothesis Likert res ’onses
Likert response P
Data is distributed . -
GST helps in reducing | uniformly; people do | 50 | Reject Null sl,ji;:laificalr?t' |nitl?rtllasttllgﬁl:z Agree
black money circulation not incline to a specific ' Hypothesis Likert res ’onses
Likert response P
GST has caused supply Eritfirmlls- (istlilebmsg Reiect Null Data is statistically
chain  disruptions and not incli?]lé tc?az ecific 0.000 HJ othesis significant; inclination in Neutral
delays for MSMEs P P Likert responses




UPUEA Economic Journal (UEJ), Volume-3 ¢« Special Issue ¢ January-June, 2025 187

ii. Qualitative analysis from Survey

As discussed earlier, the survey also focused on individual subjective responses from respondents

based on their experiences with GST in the plastic and polymer industry. Based on the subjective
responses, several key challenges pertaining to GST were identified and are as follows:

1.

Cost compliance challenges: The implementation of GST introduced a digital tax filing system

as one of its major transformative elements. Large businesses carried out this transition with
minimal challenges. SMEs in Northern Delhi struggled significantly with digital transformation
because most of them lacked familiarity with processing through computers. It has been observed
that Delhi’s small businesses experienced problems with fulfilling their GST filing
responsibilities and meeting requirements for monthly returns and input credit reconciliation
and e-way bill creation. Property owners had to employ external accountants to handle tax
compliance, thereby increasing operational expenses. The GSTN (Goods and Services Tax
Network) portal experienced initial technical problems, while the recurring rule changes
following the first two years of implementation generated confusion. During the transition
numerous modest businesses either abandoned tax transparency objectives or started using
unofficial accounting practices because of this period.

Input Tax Credit (ITC) Benefits and Pitfalls: The main advantage of GST included smooth
Input Tax Credit (ITC) operations. The theoretical mechanism enabled producers to obtain tax
reduction on raw materials purchases which decreased their production expenses. The major
cost components in the plastic and polymer sector of HDPE, LDPE and PVC raw materials
could experience a fundamental shift via this game-changing manufacturer development. Several
business operations experienced delays and complications when attempting to claim their ITC
as supplier invoices did not match and upper-level suppliers failed to comply with regulations
(Sureka, et al., 2024). The tax changes reduced the operating liquidity of small manufacturers
since they possess limited financial capital. The production flow and marketplace performance
of small manufacturers suffered because this particular industry experiences rapid cash flow
interruptions.

Impact On Pricing and Market Dynamics: This period showed modified market costs and
industry market situations. Plastic products bore an 18% basic GST rate when GST came into
force yet sanitaryware together with plastic furniture remained in the higher 28% tier. The pre-
GST tax planning phase conducted by businesses generated higher tax obligations particularly
for organizations that began operating without excise duty after the GST introduction. The
price adjustments caused organizations to make two possible decisions: implementing higher
customer rates or tolerating financial losses and diminished profits. Companies which possessed
robust resources and exceptional logistics capabilities managed to modify their prices in order
to protect their profit margins (Moshood, et al., 2021). Small business units operating in Northern
Delhi struggled to survive since other state-based firms outperformed them with better facilities
along with more advantageous tax benefits.

Supply Chain Efficiency and Logistics: The two core advantages of GST included removing
interstate check-posts alongside modernizing supply chain systems. Companies located in
Northern Delhi cut their supply costs and delivery periods when they obtained materials from
Gujarat, Maharashtra and Tamil Nadu through the new delivery system. The improved efficiency
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through this solution allowed businesses using just-in-time inventory models to store fewer
products and run operations more productively. The complete advantages of SCM reached
primarily medium to large enterprises which had superior access to transport networks and
collaborative logistics partnerships.

5. Environmental Regulations and Recycled Plastic: GST has an effect on the operations of
producers who work with recycled plastics. Numerous unofficial recycling operations in
Northern Delhi conduct their business beyond tax regulations. Digital tracking systems within
the GST framework have caused informal business units to face registration requirements and
compliance standards. The improvements to environmental accountability may be long-term
benefits of these changes but the higher expenses needed to comply along with GST requirements
have forced informal businesses to close down. The Centre for Science and Environment (CSE)
published in 2022 that approximately thirty percent of informal recycling businesses in Delhi
either ceased operations or reduced their activities after GST implementation. (Kalauni, et al.,
2025)

Conclusion and Policy Recommendations

The GST reform established modern tax methods in India while achieving several of its
objectives. The plastic and polymer industry located in Northern Delhi experienced adverse economic
consequences from standardized fiscal policies. The correct implementation of support for digital
transformation through streamlined compliance will turn GST into an equitable and empowering
tax system for India’s diverse manufacturing sector. Current plastic industry observations from
Delhi offer significant insights about the importance of creating efficient systems that also welcome
all participants.

i. Policy Recommendations

The plastic and polymer businesses in Northern Delhi experienced a combination of positive
long-term GST benefits such as reduced evasion and improved logistics but faced uneven challenges
during implementation for small businesses (Chaturvedi, et al., 2024). Several measures should be
put into action to create an inclusive and forward-thinking GST system including the following
recommendations:

»  SMEs should file returns on a quarterly basis while also benefiting from streamlined tax return
forms.

e The implementation of advanced ITC procedures should promote automatic invoice verification
systems that accelerate credit payments to boost cash flow operations.

»  GST literacy workshops together with digital training initiatives aimed at small manufacturers
should be offered through targeted training programs.

»  The GST government should review tax rates for fundamental plastic materials used in packaging
and agricultural practices as well as sanitation systems.
ii. Limitations of the Study

1. The study focuses on Northern Delhi, yet its findings do not extend beyond this area due to
diverse industrial circumstances across different areas of India.
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2. Results during the study period may have shown inconsistent changes because of regular

modifications in GST policies and tax rates.
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Impact of Pradhan Mantri Jan Dhan Yojana
(Pmjdy) on Financial Inclusion in India
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ABSTRACT

Financial inclusion, the process of ensuring access to affordable financial products and services
for all individuals and businesses, is a critical driver of economic development and social equity.
This paper provides a comprehensive assessment of financial inclusion in India, examining the
progress achieved, the persistent challenges, and the potential future directions. The research employs
secondary data analysis to assess the current landscape of financial inclusion in India, this paper
integrates quantitative data from government reports and financial institutions with qualitative
insights from existing literature and case studies.

This study analyses the current state of financial inclusion by evaluating key indicators, including
bank account penetration, credit access, and insurance coverage. It investigates the impact of
government policies, technological innovations, and microfinance institutions on expanding financial
access. The research evaluates the impact Pradhan Mantri Jan Dhan Yojana (PMJDY). This research
underscores the necessity of a holistic and sustained approach to bridge the remaining gaps and
unlock the full potential of financial inclusion for India’s economic development.

Keywords: Financial Inclusion, Micro Finance, Inclusive Growth, Economic Development.

INTRODUCTION

Financial inclusion, the provision of affordable and accessible financial services to all segments
of society, particularly the vulnerable and low-income groups, stands as a pivotal driver for equitable
and sustainable economic development in India. It extends beyond mere account ownership,
encompassing access to credit, insurance, payments, and remittance facilities, tailored to diverse
needs. In a nation aspiring to exponential growth and the “Viksit Bharat’ vision, enhancing financial
inclusion is not just a social imperative but a fundamental necessity. As of March 2024, India’s
Financial Inclusion Index (FI-Index) surged to 64.2, a significant rise from 60.1 in the preceding
year, underscoring the substantial progress in extending banking services nationwide.

The historical context reveals a persistent challenge: a considerable portion of India’s population
has remained outside the formal financial system, hindering their economic empowerment and
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resilience. Recognizing this, the Indian government and the Reserve Bank of India (RBI) have
strategically prioritized financial inclusion. A cornerstone of this effort is the Pradhan Mantri Jan
Dhan Yojana (PMJDY), launched in 2014, which has been instrumental in opening over 540
million bank accounts, bringing nearly 80% of the population into the formal banking sector, a
notable leap from 53% in 2014. This initiative, coupled with the JAM trinity (Jan Dhan, Aadhaar,
and Mobile), has laid the foundation for a more inclusive financial ecosystem.

The Reserve Bank of India’s (RBI) Financial Inclusion Index (FI Index), a comprehensive
measure of financial inclusion encompassing access, usage, and quality of financial services, reflects
this positive trajectory. The FI Index improved to 64.2 in March 2024, up from 60.1 in March
2023, indicating a deepening of financial inclusion across the country, primarily driven by increased
usage of financial services. The number of banking outlets in villages has also witnessed a phenomenal
increase, from 67,694 in March 2010 to over 1.64 million in December 2023, with a significant
contribution from banking correspondents (Bank Mitras) who have expanded the reach of financial
services to remote areas. Despite these significant achievements, the journey towards universal and
meaningful financial inclusion in India is ongoing. While account ownership has surged, ensuring
the active usage of these accounts and access to other crucial financial services like credit and
insurance remains a key focus.

As of December 2023, while over 705 million Basic Savings Bank Deposit (BSBD) accounts
had been opened, the number of accounts availing overdraft facilities was comparatively lower at
5.3 million. Similarly, while the Kisan Credit Card (KCC) scheme has provided access to credit for
farmers, with 50.7 million KCCs issued with an outstanding credit of over ~ 8.11 trillion
(approximately $97.7 billion USD) by December 2023, continuous efforts are needed to expand its
reach and ensure its effective utilization, particularly among marginal farmers.

LITERATURE REVIEW

1. Khan, I &Sahu, M. (2025) in their research paper titled “Enhancing financial inclusion in
India: the impact of socioeconomic and macroeconomic factors” examines the impact of
macroeconomic and socioeconomic factors on financial inclusion in India, focusing on two
key indicators: the number of commercial bank branches and ATMs per 100,000 adults. Using
time-series data from 1996 to 2022 and employing a nonlinear autoregressive distributed lag
(NARDL) model, the study finds that positive remittance inflows and an increasing income
share of the bottom 20% contribute to higher financial inclusion, particularly in the long run.
Meanwhile, declining GDP per capita growth negatively affects financial inclusion, with ATM
growth showing stronger short-term responsiveness to remittance inflows. The study highlights
the importance of collaborative intervention, where governments, banks, and NGOs collectively
work to enhance financial access, aligning with Sustainable Development Goal. This paper
provides valuable guidance for policymakers aiming to bridge financial gaps and improve
accessibility to banking services across India.
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2. Dash, A., & Mohanta, G. (2024) in their research paper titled “Fostering financial inclusion
for attaining sustainable goals: What contributes more to the inclusive financial behaviour of
rural households in India? explores the role of financial advisors, financial literacy, and inclusive
financial products in fostering financial inclusion among rural households in India. Using
survey data from 423 respondents and structural equation modelling (SEM), the study finds
that financial literacy and awareness have a significant direct impact on financial inclusion.
Financial advisors play a crucial role in moderating economic behavior, bridging trust gaps,
and guiding households toward financial services that align with their needs. Additionally,
customizing financial products and government schemes to the specific demographics of rural
areas enhances accessibility and participation. The research highlights the importance of
financial advisors in community outreach, literacy campaigns, and policy design, emphasizing
their role in advancing Sustainable Development Goals related to financial inclusion. These
insights can inform policymakers and financial institutions in their efforts to create equitable
financial systems for underserved populations.

3. Singh, R., & Mallick, H. (2024) in their research paper titled “Financial inclusion in India: an
analysis from the user-side perspective” examines financial inclusion in India from a user-side
perspective, using recent micro-level survey data. The authors construct a multi -dimensional
financial inclusion index to assess inclusion across 17 Indian states and employ probit model
estimation to identify key determinants. The findings highlight that southern and northeastern
states perform better, while states like Odisha, Madhya Pradesh, Chhattisgarh, Rajasthan, and
Uttar Pradesh lag. The likelihood of financial inclusion is higher among urban, educated,
salaried, and wealthier individuals, whereas rural areas experience lower penetration of bank
branches and ATMs. The study underscores the importance of individual-level attributes in
financial inclusion and offers a more comprehensive framework beyond account ownership,
addressing usage and access dimensions.

OBJECTIVE

1. To study the current scenario of financial inclusion in India through Pradhan Mantri Jan Dhan
Yojana (PMJDY).

METHODOLOGY

This research employs a secondary data analysis approach to investigate the current scenario of
financial inclusion in India and analyse various government scheme related to it. Secondary data
analysis involves the systematic collection, review, and synthesis of existing data from various
sources to address the research objectives. This method is particularly suitable for this study as it
allows for the utilization of a wide range of data that has already been collected, processed, and
published by other researchers, government agencies, and organizations.
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DATA INTERPRETATION

193

Table 1: State/UT-wise Number of Bank Accounts Opened under Pradhan Mantri Jan-Dhan Yojana

(PMJDY) as on 01-03-2023

Total PMJIDY PMJDY Operative
Sl PMJDY Accounts Accounts PMJDY
No | State/UT Accounts (Male) (Female) Accounts

Andaman and Nicobar
1 | Islands 47899 24398 23501 33971
2 | Andhra Pradesh 12984647 5366873 7617774 9628309
3 | Arunachal Pradesh 404658 182649 222009 325333
4 | Assam 22017790 9152540 12865250 19704630
5 | Bihar 54304809 23871090 30433719 45714963
6 | Chandigarh 304761 162228 142533 225604
7 | Chhattisgarh 16633961 7366153 9267808 13595111
Dadra and Nagar Haveli

8 | and Daman and Diu 222080 139587 82493 147701
9 | Delhi 5763794 2986529 2777265 4439547
10 | Goa 191417 105720 85697 107531
11 | Gujarat 17565673 8592594 8973079 13356278
12 | Haryana 9091841 4539523 4552318 7022724
13 | Himachal Pradesh 1713471 815327 898144 1466301
14 | Jammu and Kashmir 2629696 1167405 1462291 1965262
15 | Jharkhand 17308771 7634181 9674590 13463195
16 | Karnataka 17472330 7677573 9794757 12498492
17 | Kerala 5484144 2278580 3205564 4006782
18 | Ladakh 21174 8942 12232 14823
19 | Lakshadweep 10129 4676 5453 8451
20 | Madhya Pradesh 39654192 18312591 21341601 30785764
21 | Maharashtra 32234615 14416123 17818492 24979658
22 | Manipur 1058444 450249 608195 897587
23 | Meghalaya 665823 273016 392807 581483
24 | Mizoram 325187 151820 173367 255718
25 | Nagaland 363943 161693 202250 294068
26 | Odisha 19851314 8712260 11139054 16396309
27 | Puducherry 187287 81295 105992 156641
28 | Punjab 8389844 3892822 4497022 6655078
29 | Rajasthan 33105583 13821369 19284214 27775531
30 | Sikkim 87352 41263 46089 57952
31 | Tamil Nadu 13695023 5680624 8014399 10059519
32 | Telangana 10946732 4627984 6318748 8286139

Source: data.gov.in
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Figure 1: Percentage share of Male & Female in
PMJDY accounts

B PMJDY Accounts (Male) H PMIIDY Accounts (Female)
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Source: Based on Table 1

Figure 1 illustrates the gender distribution among Pradhan Mantri Jan Dhan Yojana (PMJDY)
account holders. The phenomenon of a greater number of female accounts compared to male accounts
under the Pradhan Mantri Jan Dhan Yojana (PMJDY) can be attributed to a strategic focus on
women as key drivers of financial inclusion and empowerment. Firstly, PMJDY was specifically
designed to address the historical financial exclusion of women, who often lacked access to formal
banking services due to socio-economic barriers, lack of identification, and limited financial literacy.
The scheme’s emphasis on reaching unbanked households prioritized opening accounts for women
as a means of bringing entire households into the formal financial system. Secondly, a key feature
of PMJDY was the offer of an overdraft facility specifically to the woman of the household. This
incentive likely encouraged more women to open and maintain these accounts.

Thirdly, the Direct Benefit Transfer (DBT) initiative played a significant role. Many government
schemes, aimed at providing financial assistance, preferentially channel funds into women’s PMJDY
accounts. This was particularly evident during the COVID-19 pandemic when ex-gratia payments
were directly credited to women account holders. This direct benefit transfer mechanism incentivized
women to open and keep these accounts active. Fourthly, there was a concerted effort by banks and
government agencies to conduct targeted outreach programs specifically aimed at women, often
through female banking correspondents and Self-Help Groups (SHGs). These initiatives helped
overcome socio-cultural barriers and built trust, encouraging women to come forward and open
accounts. Empowering women financially is seen as having a multiplier effect on families and
communities, leading to better outcomes in health, education, and overall economic well-being.
Therefore, the design and implementation of PMJDY consciously prioritized the inclusion of women,
resulting in the observed gender distribution of account holders.
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Figure 2: Top 5 states with PMJDY Accounts
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Figure 2 represents a bar graph showing the top five states in India with the highest number of
PMJDY accounts. The states are listed in descending order of the number of accounts, the consistently
high number of Pradhan Mantri Jan Dhan Yojana (PMJDY') accounts in Uttar Pradesh, Bihar, West
Bengal, Madhya Pradesh, and Rajasthan is a multifaceted outcome rooted in their demographic
profiles, historical financial landscapes, and the strategic implementation of the scheme. These
states collectively house a significant portion of India’s population, inherently creating a larger base
of potential beneficiaries for a financial inclusion initiative like PMJDY, which aims to provide
universal access to banking. This large pool of previously unbanked individuals became the primary
target for PMJDY, leading to the opening of a vast number of new accounts. Furthermore, the
predominantly rural and semi-urban nature of these states necessitated a focused approach on
extending banking infrastructure beyond urban centers. PMJDY ’s emphasis on initiatives like banking
correspondents, mobile banking, and the expansion of branch networks in previously unserved
areas directly addressed this need, facilitating account opening for a large rural populace engaged
in agriculture and related activities. The proactive role of state governments and the banking sector
in organizing account opening camps, conducting awareness drives, and collaborating with local
community leaders played a crucial role in mobilizing potential beneficiaries. The implementation
of Direct Benefit Transfer (DBT) for various government schemes also acted as a significant catalyst,
as beneficiaries needed bank accounts, often PMJDY accounts, to receive welfare payments directly,
further driving up the numbers. Uttar Pradesh, with its immense population and a strong focus on
financial inclusion drives, consistently registers the highest number of accounts. Bihar, sharing
similar demographic and socio-economic characteristics, closely follows. West Bengal, with its
substantial rural population and many small and marginal farmers, has also witnessed widespread
adoption of PMJDY. Similarly, the large geographical expanse and significant rural populations of
Madhya Pradesh and Rajasthan have contributed to the high number of accounts opened under the
scheme. While the sheer volume of accounts opened is a significant achievement in enhancing
financial inclusion, the subsequent focus has shifted towards ensuring the active usage of these
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accounts and promoting financial literacy to truly empower the account holders in these and other
states across India.

Figure 3: Bottom 5 states with PMJDY Accounts
187287
200000
180000
160000
140000
120000
87352
100000
80000
47899
60000
21174
40000 10129
20000 ‘
0
Puducherry Sikkim Andaman and Ladakh Lakshadweep
Nicobar
Islands

Source: Based on Table 1

Figure 3 presents a bar graph showing the five states or union territories in India with the
lowest number of PMJDY accounts. The entities are listed in ascending order of the number of
accounts. the relatively lower number of Pradhan Mantri Jan Dhan Yojana (PMJDY) accounts in
Ladakh, Lakshadweep, Puducherry, Andaman and Nicobar Islands, and Sikkim is a result of a
confluence of factors intricately linked to their unique demographic, geographic, and socio-economic
profiles. The most fundamental reason is their considerably smaller populations compared to the
more populous states that typically dominate the top rankings. This inherently limits the total
addressable base for any nationwide scheme, including PMJDY;, which targets universal financial
inclusion. Beyond population size, the distinct geographical challenges of these regions significantly
impact the penetration of banking services. Ladakh and the Andaman & Nicobar Islands are
characterized by vast distances, rugged terrains, and dispersed populations across remote areas,
making it logistically complex and expensive to establish and maintain a widespread banking network.
Connectivity issues, including limited internet and mobile network access, further hinder the adoption
and usage of digital banking services associated with PMJDY accounts. Lakshadweep’s archipelago
nature presents similar challenges in ensuring banking access across all its inhabited islands. Sikkim’s
mountainous terrain and scattered settlements also contribute to difficulties in reaching all potential
beneficiaries effectively. In contrast to the predominantly rural and financially underserved
populations that PMJDY primarily targeted in larger states, Puducherry presents a slightly different
scenario. As a more urbanized union territory with a higher literacy rate and potentially better pre-
existing financial infrastructure, a larger proportion of its population might have already had access
to banking services before the launch of PMJDY. This could explain the relatively lower number of
new accounts opened under the scheme compared to states with historically lower financial inclusion
levels. Therefore, the lower PMJDY account numbers in these five regions are not necessarily
indicative of a lack of effort or implementation issues, but rather a reflection of their smaller potential
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beneficiary base compounded by the logistical complexities arising from their unique geographical
characteristics and, in the case of Puducherry, a potentially higher baseline of financial inclusion.
Addressing financial inclusion in these regions often requires tailored strategies that account for
their specific challenges and leverage alternative banking models and technologies to reach all
segments of the population effectively.

FINDINGS

»  Women account for a larger share (54%) of PMJDY account holders compared to men (46%),
which is attributed to the program’s aim to include marginalized groups, including women,
and complementary programs like PMMY that provided credit to women entrepreneurs,
encouraging them to open and maintain accounts.

e Uttar Pradesh, Bihar, West Bengal, Madhya Pradesh, and Rajasthan are the top five states with
the highest number of PMJDY accounts, primarily due to their high population and the significant
engagement of their populations in agriculture and allied activities, benefiting from subsidies
and financial support through these accounts

*  Lakshadweep, Ladakh, Andaman and Nicobar Islands, Sikkim, and Puducherry are the five
states or union territories with the lowest number of PMJDY accounts, mainly due to their
small population and geographical challenges in setting up banking infrastructure

CONCLUSION

This research paper on financial inclusion in India highlights the significant progress achieved,
particularly through flagship initiatives like the Pradhan Mantri Jan Dhan Yojana (PMJDY) and
Pradhan Mantri Mudra Yojana (PMMY), as evidenced by the surge in the Financial Inclusion Index
and the opening of over 540 million bank accounts. While account ownership has seen remarkable
growth, the paper underscores the persistent challenges in ensuring active usage of these accounts
and broadening access to other crucial financial services such as credit and insurance. Furthermore,
the analysis of PMJDY reveals that states with higher populations and a significant agricultural
economy tend to have the highest number of accounts, whereas smaller and geographically
challenging regions have the lowest. Similarly, PMMY loan disbursements are concentrated in
states with strong entrepreneurial ecosystems and proactive financial inclusion policies, while states
with limited infrastructure and business density receive the lowest amounts. The study emphasizes
the necessity of a continued and comprehensive approach to bridge the remaining gaps and fully
leverage financial inclusion for India’s economic development.

SUGGESTIONS

»  The paper highlights that despite a significant increase in bank account ownership under PMJDY,
the active usage of these accounts remains a key focus. A suggestion here is to implement
strategies that encourage regular transactions and engagement with these accounts, moving
beyond mere dormancy. This could involve promoting digital transactions, financial literacy
initiatives, and tailoring products to meet user needs.
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The mention of the JAM trinity (Jan Dhan, Aadhaar, and Mobile) implies the importance of
leveraging technology to further financial inclusion. Future directions could involve promoting
digital financial literacy, expanding the reach of mobile banking and digital payment systems,
and ensuring cybersecurity and data privacy for digital financial transactions.

The analysis of PMJDY accounts and reveals significant regional variations. The paper implicitly
suggests the need for targeted interventions in states and union territories with lower levels of
financial inclusion, and improving banking infrastructure and accessibility in remote and
underserved regions.

LIMITATIONS

The findings are dependent on the availability and quality of the secondary data from government
reports and financial institutions. The researchers have no direct control over how this data
was collected, its accuracy, or its completeness.

The analysis is restricted to the variables included in the existing datasets. The researchers
might not be able to explore other potentially relevant factors due to the unavailability of
corresponding data.

Secondary data might have a time lag, meaning the analysis reflects past situations rather than
the most current real-time scenario. The data presented goes up to March 2023 for PMJDY
accounts
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Introduction

Inflation and its impact on sustainable economic growth have long been a topic of concern for
policymakers, economists, and researchers around the world. As one of the emerging economic
powerhouses, India presents an intriguing case study for understanding the complex relationship
between inflation and economic development. Sustainable growth requires inflation to be controlled,
as high inflation can undermine the benefits of economic growth by reducing purchasing power and
exacerbating inequality (Khan & Senhadiji, 2001). Over the past few decades, India has experienced
periods of both high and low inflation, with the former posing significant challenges to the country’s
quest for sustained and inclusive growth. Elevated levels of inflation can erode the purchasing power
of consumers, discourage investment, and undermine the international competitiveness of domestic
industries, ultimately hampering the long-term economic prosperity of the nation (Kose et al., 2019).

Against this backdrop, this study aims to provide a comprehensive analysis of the inflation-
growth nexus in the Indian context, with a particular focus on identifying the key drivers of inflation
and their implications for sustainable economic development. The research will draw upon a range
of macroeconomic indicators, including GDP growth, consumer price indices, and monetary policy
variables, to elucidate the complex dynamics at play.

By adopting a case study approach, the paper will delve into the unique experiences of different
regions and sectors within India, providing a nuanced understanding of how the interplay between inflation
and growth manifests in diverse economic landscapes (Jain & Malhotra, 2020). This granular analysis
will enable the formulation of targeted policy recommendations to address the challenges posed by
inflationary pressures and foster a more resilient and inclusive growth trajectory for the Indian economy.

The findings of this study will contribute to the existing body of knowledge on the inflation-
growth relationship, offering valuable insights for policymakers, central bankers, and development
practitioners not only in India but also in other emerging economies facing similar macroeconomic
challenges. Furthermore, the research will underscore the importance of implementing coordinated
monetary and fiscal policies, as well as structural reforms, to maintain price stability and promote
long-term sustainable growth (Rangarajan & Mohanty, 2020).
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Literature Review

The relationship between inflation and economic growth has been a subject of extensive research
and debate among economists and policymakers. While some studies have highlighted the potential
adverse effects of high inflation on long-term economic development, others have argued that
moderate levels of inflation may not necessarily be detrimental to growth, particularly in the context
of developing economies.

One strand of the literature has focused on the theoretical underpinnings of the inflation-growth
nexus. The classical view, as articulated by Friedman (1963), posits that high and volatile inflation
can distort relative prices, discourage investment, and erode the purchasing power of consumers,
ultimately hampering economic growth. In contrast, the Keynesian perspective suggests that a certain
degree of inflation may be necessary to stimulate aggregate demand and promote full employment,
thereby contributing to economic expansion (Samuelson & Solow, 1960).

Inflation-targeting frameworks have been widely adopted by central banks in emerging economies
to achieve price stability, including by the RBI in 2016. Studies have shown that inflation targeting
can anchor inflation expectations and contribute to sustainable growth by providing a stable economic
environment (Mishkin, 2000). India’s experience offers a unique case for understanding the inflation-
growth dynamics in an emerging economy.

Empirical studies on the inflation-growth relationship in the Indian context have yielded mixed
results. Rangarajan and Mohanty (2020) found that moderate levels of inflation (around 4-6%) are
conducive to economic growth in India, but that higher inflation rates beyond this threshold can
have a detrimental impact. Similarly, Jain and Malhotra (2020) observed a nonlinear relationship
between inflation and GDP growth, with the optimal inflation rate estimated to be around 5-6%.

In contrast, other researchers have highlighted the adverse consequences of high inflation on
India’s sustainable development. Kose et al. (2019) argued that elevated inflation can undermine
the international competitiveness of domestic industries, leading to a decline in exports and impairing
long-term growth prospects. Furthermore, Bawa and Abdullahi (2012) found that high inflation
rates in India are often accompanied by increased income inequality, which can undermine the
inclusiveness and equity of the growth process.

The existing literature has also emphasized the importance of addressing the underlying drivers
of inflation in India, such as supply-side bottlenecks, rising input costs, and fluctuations in global
commodity prices (Rangarajan & Mohanty, 2020). Effective policy interventions, including coordinated
monetary and fiscal policies, as well as structural reforms, have been identified as crucial for maintaining
price stability and fostering sustainable economic growth (Jain & Malhotra, 2020).

Overall, the literature review suggests that the relationship between inflation and economic
growth in India is complex and multifaceted, warranting a comprehensive analysis that takes into
account the heterogeneity of regional and sectoral experiences.

Methodology

This study employs a mixed-method approach, combining quantitative data analysis with
qualitative case study examination. The data sources include: Inflation and GDP growth rates from
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the World Bank and RBI databases (2000-2022). Policy reports and RBI statements. Case studies
of specific economic events, including the 2008 global financial crisis, the 2016 inflation-targeting
framework, and the 2020 COVID-19 pandemic. The empirical data is analysed using statistical
methods to explore correlations and trends, and case studies illustrate the real-world implications of
inflation policies on growth.

The data on inflation rates for the periods 2000-2011, 2016-2022, and 2020-2022 was derived
from official sources such as the Reserve Bank of India (RBI) and World Bank. This data captures
the fluctuations in the consumer price index indicating the rate of price increases. The other data
has been taken from International Monetary Fund (IMF), World Bank, and RBI economic surveys
and MOSPI.

Analysis and Results

Case Study 1: Global Financial Crisis (2008-2011)

Objective: Illustrates the fluctuation in inflation and GDP growth rates over the period marked
by the global financial crisis.

During the global financial crisis, India experienced significant inflation due to global supply
shocks and a depreciating rupee. Inflation peaked at around 11.98% (see Figure 1), driven by rising
food and fuel prices, which disproportionately affected lower-income households (RBI, 2012).

This period illustrates how global economic conditions can influence domestic inflation,
necessitating policy measures that may impact growth. While inflation was eventually controlled,
growth rates remained below pre-crisis levels, underscoring the complex trade-off between inflation
control and growth.

Figure 1: Inflation and GDP Growth Rates in India (2000—-2011)
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Source: International Monetary Fund, International Financial Statistics, World bank.
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GDP Growth Rate (Blue Line), From 2000 to 2007, GDP growth rate displays steady upward
momentum, peaking near 9% in 2007. A sharp decline is evident during the 2008 global financial
crisis, where GDP growth drops to 3.08% in 2008. Post-crisis, growth rebounds quickly, peaking at
11.98% in 2010, before slightly slowing down in 2011. India experienced robust economic growth
during the pre-crisis period, but external shocks (2008 crisis) significantly impacted performance.
The rapid recovery post-2008 reflects resilience driven by domestic policy measures and global
economic recovery.

Inflation Rate (Orange Line), Inflation was relatively low in the early 2000s, averaging around
4-5%. A steady increase is observed starting in 2006, peaking near 11.98% in 2010, before declining
slightly to 8.14% in 2011. Inflation remained manageable during the early 2000s but surged
significantly post-2006, likely due to rising global commodity prices, food inflation, and supply-
side constraints.

Relationship Between Inflation and GDP Growth

Positive Correlation Between 2000-2007, a positive correlation is visible as both inflation
and GDP growth increase simultaneously, suggesting that inflation during this period might have
been demand-driven, reflecting higher economic activity.

The 2008 financial crisis disrupted the positive trend, with GDP growth plummeting while
inflation remained relatively stable (around 5-6%b6). This indicates the crisis impacted output more
significantly than price levels.

Divergence Post-Crisis After 2009, GDP growth sharply increased, peaking in 2010. However,
inflation also spiked during this period, signalling potential overheating of the economy and supply-
side issues.

Case Study 2: Implementation of Inflation Targeting (2016)

Objective: Shows the effect of India’s inflation-targeting policy implemented in 2016, reflecting
how inflation stabilized within the target range, alongside a steady GDP growth trajectory.

In 2016, India adopted a formal inflation-targeting framework, setting a target of 4% with a 2%
tolerance band (RBI, 2016). This move followed recommendations from various studies suggesting
that stable inflation contributes to sustainable growth (Mishkin, 2000). Since then, inflation has
remained within the target range most years, with a corresponding stabilization in GDP growth
(Figure 2).

The adoption of inflation targeting helped anchor expectations and improve investor confidence,
contributing to sustainable growth. For example, in 2018, inflation was controlled at 3.93%, while
GDP growth remained robust at around 6.45% (World Bank, 2019). This case highlights the success
of inflation targeting in maintaining economic stability and promoting growth.
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Figure 2: Impact of Inflation Targeting on Economic Stability
(2016-2022)
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Source: International Monetary Fund, International Financial Statistics, World bank

GDP Growth Rate (Blue Line), Gradual decline in GDP growth, from 8.25% (2016) to 4.04%
(2019). A sharp contraction to -5.7%, reflecting the economic impact of the COVID-19 pandemic.
Strong recovery, with growth reaching 9.68% (2021) before stabilizing at 6.09% (2022). Inflation
Rate (Orange Line), Remained relatively stable near the inflation target (grey line) of 4% with a
tolerance range of £2%. Inflation fluctuated between 3.3% and 4.9%, aligning closely with the
target. A slight upward trend in inflation post-2020, peaking at 5.13% (2021), possibly due to supply-
chain disruptions and increased demand.

Impact of Inflation Targeting on Economic Stability-

Pre-Pandemic (2016-2019), Inflation-targeting policies contributed to stable inflation, providing
a predictable environment for investment and consumption. However, GDP growth gradually slowed,
reflecting underlying structural challenges.

Pandemic Period (2020), Inflation targeting minimized the risk of hyperinflation despite the
severe economic contraction. Monetary and fiscal measures ensured a quick recovery without
destabilizing inflation.

Post-Pandemic (2021-2022), Inflation rose modestly, likely due to global supply-chain
disruptions and recovery-driven demand. Nonetheless, it remained within acceptable limits, reflecting
the policy’s success.

Case Study 3: COVID-19 Pandemic and Economic Response (2020-2022)

Objective: Highlights the fluctuations in both inflation and GDP growth during the COVID-19
pandemic, showing the temporary rise in inflation as the RBI adjusted interest rates to stabilize the
economy.
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The COVID-19 pandemic led to severe disruptions in global supply chains, causing inflationary
pressures while sharply reducing economic growth. India’s GDP contracted by 23.4% in 2020,
while inflation remained elevated at around 6.57% due to supply chain constraints and increased
fuel prices (RBI, 2021).

In response, the RBI implemented accommodative monetary policies, reducing interest rates
and injecting liquidity to support the economy. While this increased inflationary pressures, it was
essential for stabilizing the economy (Figure 3).

The COVID-19 response demonstrates the trade-offs between inflation control and growth
support in times of crisis. Though inflation rose above the target, it was managed effectively to
mitigate economic fallout, emphasizing the need for flexible policy responses to balance inflation
with growth.

Figure 3: Inflation and Economic Growth during COVID-19 Pandemic
(2020-2022)
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Source: RBI and MOSPI.

GDP Growth Rate (Blue Line), 2020 Q1-Q2, GDP growth saw a sharp contraction from 6.57%
(Q1) to -23.4% (Q2), reflecting the severe impact of the first wave of the pandemic, including
lockdowns, supply chain disruptions, and reduced demand. 2020 Q3-2021 Q1, A dramatic recovery,
with growth rebounding to 21.6% (Q1 2021) after the reopening of the economy and government
stimulus measures. 2021 Q2-Q4, Growth moderated to a range of 5-9%, reflecting normalization
of economic activity. The sharp contraction and subsequent recovery highlight the pandemic’s
unprecedented impact and the resilience of the Indian economy. Post-recovery stabilization suggests
effective policy interventions but also signals reduced momentum.

Inflation Rate (Orange Line), 2020 Q1-Q2, Inflation increased slightly from 6.57% (Q1) to
8.39% (Q2), driven by supply-chain disruptions and higher food prices during lockdowns. 2020
Q3-2021 Q4, Inflation stabilized around the 5-6% range, staying close to the upper limit of the
inflation-targeting framework (4% £2%). Inflation remained relatively stable despite severe economic
disruptions, reflecting effective monetary policy and supply-side adjustments. Food and fuel prices
likely contributed to inflationary pressures during the peak pandemic period.
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Interplay Between GDP Growth and Inflation

2020 Q1-Q2 (Lockdown Phase), GDP experienced an unprecedented contraction while inflation
slightly increased, showing demand compression and supply-side constraints driving inflation. 2020
Q3-2021 Q1 (Recovery Phase), The rebound in GDP growth was not accompanied by significant
inflationary pressures, suggesting that the recovery was driven by pent-up demand and government
interventions rather than overheated markets. 2021 Q2-Q4 (Stabilization Phase), Both GDP growth
and inflation stabilized, indicating normalization of economic activity. However, inflation remained
slightly above the target, reflecting lingering supply-side challenges.

Policy Recommendations & Economic Implications

Sustained Growth & Structural Reforms

»  Focus on long-term growth through supply chain improvements, labour market efficiency, and
investments. Address vulnerabilities in the informal economy and supply chains to enhance
resilience.

Inflation Management & Control

»  Maintain vigilance to keep inflation within target limits. Address global commodity pressures,
domestic supply disruptions, and structural bottlenecks to prevent overheating.

Crisis Preparedness

»  Strengthen healthcare systems and economic safety nets to reduce disruptions during future
shocks.

Policy Effectiveness

»  Fiscal Stimulus: Cash transfers and infrastructure investments accelerated GDP recovery.

*  Monetary Policy: RBI ensured liquidity and stability, balancing inflation and growth effectively.

Inflation Targeting Success

* India’s inflation-targeting framework stabilized the economy during crises, boosting investor
confidence and fostering sustainable growth.

Balancing Growth and Inflation

»  Reduce GDP growth volatility and maintain inflation stability through complementary structural
reforms and countercyclical policies like stimulus measures and interest rate cuts.

Post-Pandemic Focus

e Support economic recovery while addressing rising inflationary pressures post-2020 for
sustainable growth.

Conclusion

The charts collectively highlight India’s economic journey through significant events like the
2008 financial crisis, the adoption of inflation targeting in 2016, and the COVID-19 pandemic.
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Inflation targeting proved instrumental in maintaining price stability, even during periods of crisis,
fostering economic resilience and investor confidence. While inflation remained within target ranges,
GDP growth showed considerable fluctuations, especially during the pandemic.

These findings underscore the importance of balancing growth with inflation control to ensure
long-term economic stability. Structural reforms, effective monetary policies, and preparedness for
future crises remain critical to sustaining robust and inclusive economic development in India.
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A Comparative Study on Public Debt and Fiscal
Stability in Uttar Pradesh: FRBM Act 2003 and
FRBM Review 2016
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ABSTRACT

This paper presents a comparative picture of public debt and fiscal stability in Uttar Pradesh
under two pivotal phases of fiscal governance: implementation of FRBM Act 2003 and its subsequent
revisions in 2016. During the initial phase of FRBM Act 2003 which was focused to entrenched
fiscal discipline by diminishing fiscal deficits and enhancing debt sustainability, Uttar Pradesh
attaining significant success in revenue surplus and deficit management. Nonetheless, obstacles
persisted in addressing increasing debt-to-GSDP ratios and inherent fiscal vulnerabilities. The
2016 review implemented more stringent fiscal deficit restrictions, defined debt limits and improved
compliance measures to mitigate increasing fiscal risks and external shocks such as COVID-19
pandemic. This paper examines fiscal indicators such as fiscal deficit, revenue surplus and debt
dynamics before and after the 2016 amendments, emphasizing enhancements, compliance
deficiencies and the influence of external shocks on fiscal stability. The result highlights the necessity
for flexible fiscal regulations that ensure debt sustainability while allowing for development and
crisis management in changing the economic landscape of Uttar Pradesh.

Keywords: Fiscal Deficit, FRBM, GSDP, Public Debt, stability.

Introduction

Uttar Pradesh, the most populous state in India, has historically encountered significant budgetary
issues. In the decades preceding the FRBM Act of 2003, the fiscal condition of the state had
progressively deteriorated. From 1991 to 2002, UP consistently recorded high levels of revenue and
fiscal deficits. As stated in reports of the RBI and the CAG, the state’s gross fiscal deficit averaged
around 5.5% of the GSDP during the 1990s, peaked at 6.8% in the fiscal year 2000-2001. The ever-
expanding revenue deficit, an indicator showing how much the government’s earnings fell short of
expenditures, was notably troubling as it consistently surpassed 3% of the GSDP in the late 1990s,
an unpleasant state of fiscal affairs that raised worries about long-term financial stability and
sustainability.
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The outstanding debt of the UP escalated drastically during this era. The debt as a % of GSDP
for UP expanded enormously in 2002-2003, greatly surpassing recommended thresholds. This
unstable turn of debt, combined with ineffective allocation of public funds and expanded bureaucracy,
significantly constrained the state’s ability to finance crucial infrastructure and social services. At
the same time, capital outlays were mainly focused on rigid costs like wages, pensions, and interest
with scarce resources left for growth initiatives. Some expenditures failed to generate returns, like
constructions that went over budget. Meanwhile, neglected needs accumulated from underinvestment
in schools and healthcare. To upgrade the situation, authorities acknowledged the requirement to
re-evaluate priorities and control expenses to restore fiscal stability.

The Government of India introduced the Fiscal Responsibility and Budget Management Act in
2003 to address pressing economic challenges. This reform aimed to inculcate fiscal prudence at
both central and state levels. The triple goals of the FRBM Act were —

a. To systematically decrease revenue and fiscal shortfalls within a defined timeframe.
b. To establish macroeconomic stability through fiscal consolidation.
c. To establish fiscal discipline through transparent and accountable public finance operations.

Uttar Pradesh adopted its State FRBM Act in 2004 (effective from 5 July 2004) which marked
as a turning point. The Act prescribed specific targets: to achieve a balanced budget i.e., revenue
deficit of zero by 2008-09 and restricted fiscal deficit within 3% of GSDP. The initial years saw
significant progress. Uttar Pradesh reduced its fiscal shortfall to 2.9% in 2006-07 and even registered
revenue surplus in some years. By 2007-08, the state’s debt-to-GSDP ratio had diminished to 36.4%,
evidencing initial success in fiscal consolidation efforts.

However, the sustainability of these early gains was questioned by the global financial crisis of
2008-09, and subsequent increases in social sector expenses, pay commission awards, and off-
budget liabilities. By 2015-16, UP’s shortfall had once more extended, arriving fiscal deficit at
5.22% of GSDP and surpassing the constrained target set by the FRBM. Hidden fiscal risks had
created as off-budget borrowings and guarantees expanded. Moreover, the growing necessities for
infrastructure investment and increasing consistent expenses started to strain the state’s fiscal capacity.

The NK Singh Committee undertook a thorough review in 2016 of India’s fiscal policy framework,
FRBM Act 2003 in response to notable shifts. Their reassessment aimed to made the focus on the
increasing complexities within the nation’s financial landscape while safeguarding against increasing
fiscal burdens. Their review ultimately updated guidelines to empower proactive stabilization along
with the escape clauses while preserving debt sustainability for future economic emergencies.

While Uttar Pradesh’s fiscal policy has unfolded over time, transitioning from pre-FRBM
conditions to more stable post-FRBM consolidation and subsequent refinement, the state’s financial
journey emphasizes the importance of strong fiscal frameworks for responsible governance,
manageable debt levels, and achieving long-term development targets.

Objective

1. To compare the public debt indicators- fiscal deficit, revenue deficit and debt-GSDP ratio
trends in Uttar Pradesh under two crucial phases- FRBM Act 2003 and Post Review FRBM
Act 2016.
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Research Methodology

This paper compares the fiscal conditions of Uttar Pradesh. This will fall under the category of
descriptive and empirical type of research design. This paper is based on the mixed method approach-
qualitative and quantitative approach too. Secondary resources to collect all the information and
data from previous studies and published journals has been used.

Literature Review

Aziz G. (2010) The situation worsened until 1998-99, when efforts began to improve fiscal
discipline, leading to better financial parameters in the new century. However, this progress may
not be stable due to poor capital expenditure and low interest receipts from loans, which have been
below one percent since the early nineties. While the Twelfth Finance Commission’s debt relief
package helped correct fiscal issues by consolidating loans and offering a debt write-off, concerns
remain about the state’s revenue structure.

Makin A., Arora R. (2012) This paper looks at fiscal sustainability in India’s states, which
vary in economic development. It compares fiscal performance and creates formulas to assess public
debt sustainability, identifying states with stabilized debt and calculating the primary budget balances
needed for a 25% debt to GSDP ratio over three, five, and ten years.

Maurya N. (2019) The present study critically evaluates the state finances of Uttar Pradesh
from 2005-06 to 2015-16. It is sponsored by the Fifteenth Finance Commission, Government of
India, and collected secondary data from various sources. A chapter discusses the analysis of fiscal
and revenue deficits, the debt/GSDP ratio, and debt usage. It examines the composition of the state’s
debt, including market borrowing, central government debt, and public account liabilities. It also
analyses the state’s contingent liabilities and presents the implementation of the FRBM Act and
MTFP analysis of various departments.

Pandey S. (2021), The paper was evaluated the analysis of the policies to establish fiscal
sustainability in the state, Uttar Pradesh. It also evaluates that the fiscal sustainability measures
have affected economic growth of state or not. And it concludes that UP has high focus on fiscal
sustainability and the state has highest population and large in area which becomes barrier to create
an investment atmosphere because of the absence of infrastructure and other facilities.

Misra S., Gupta K., Trivedi P. (2021) This study looks at how fiscal shocks can worsen state
(UP) debt in India due to contingent liabilities. It finds that while the debt is currently sustainable,
there are signs of possible future issues. States’ guarantees could harm debt sustainability. The study
recommends reviewing fiscal rules and improving transparency about contingent liabilities.

Pujari D. (2022) This paper examines the impact of the FRBM Act on public borrowing and
fiscal balance in India, focusing on trends in public expenditure and debt since the Act’s
introduction. The results show that the FRBM Act significantly affects the gross fiscal deficit but
not public debt. GDP growth negatively affects the fiscal deficit, while population growth positively
impacts it. Efficient debt management is vital for maintaining budget and financial stability.

Gupta M., Mahesh M., Azharuddin (2024) This study proposes a way to evaluate public
sector borrowing needs for selected Indian states to understand their fiscal health better. It measures
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off-budget liabilities and examines guarantees in accordance with their FRBM Acts. The analysis
focuses on seven states Telangana, Tamil Nadu, Uttar Pradesh, Punjab, West Bengal, Rajasthan, and
Maharashtra from 2015-16 to 2021-22, chosen based on fiscal performance and power sector
debt. The study notes the use of off-budget operations and suggests a standard method for reporting
them for improved fiscal transparency and management.

Overview of the FRBM Act 2003 and Its Fiscal Targets

The Fiscal Responsibility and Budget Management (FRBM) Act of 2003 marked a crucial
point for India’s fiscal management, aiming to instate enduring fiscal prudence and enhance
macroeconomic stability. Realizing the detrimental impacts of perpetual deficits and increasing
public debt, this law established a foundation of provisions to guarantee the management of financial
policy at both the levels of government i.e., central and state.

Key Provisions of the FRBM Act 2003

1. Elimination of Revenue Deficit by March 31,2008.
2. Reduction of Fiscal Deficit targeted at 3% of GSDP.

3. To ensure a sustainable debt-to-GSDP ratio through prudent borrowing practices. No explicit
debt ceiling for state was prescribed. Later on, by the Twelfth Finance Commission, the target
for state debt-to-GSDP ratio at ~30% by 2009-10 was recommended.

4. Mandatory for governments to publish Medium Term Fiscal Policy Statements (MTFPS), which
helps to improve transparency and accountability.

5. Prohibited the borrowings from the RBI to monetize the deficit, except under exceptional
circumstances.

Overview of Post-Review Amendments in FRBM Act in 2016

The FRBM framework underwent major revisions after a committee reviewed which led by
N.K. Singh, this panel suggested changes to bring more balance between fiscal discipline, social
spending, and economic flexibility according to the recent financial stresses and priorities. Careful
reconsideration was clearly needed to help the framework evolve with the times as circumstances
evolve and objectives shift.

Key Provisions of the Post Review FRBM Act 2016

1. Retained the fiscal deficit target of 3% of GSDP for states with the flexibility of additional
borrowing space of 0.5% under specific terms and conditions. The criteria for additional
borrowing were decided by the Finance Commission-

a. 0.25% borrowing, if the interest payments are less than or equal to 10% of revenue receipts
of that particular state.

b. 0.25% borrowing, if the state has maintained the debt sustainability path or create revenue
surplus.
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The flexibility of this provision provided a cap of 0.5% which leads the target of fiscal deficit at
3.5%. For Uttar Pradesh, it became a crucial which helps to create infrastructure and increase social
programs.

1. Explicit debt ceiling at 30% of GSDP by 2019-2020 and the combined debt ceiling for the
centre a d state at 60% of GDP.

Stricter compliance and transparency measures.

Escape clause which allows the centre and state to deflect from the mentioned fiscal deficit
targets with the additional borrowing of 2% which increase the fiscal deficit target from 3% to
5%.

Comparative Fiscal Performance Analysis

After the implementation of the FRBM Act in July, 2004, Uttar Pradesh made a significant
progress in fiscal indicators like fiscal deficit, revenue deficit and debt-to-GSDP ratio in the initial
years. For the analysis, the time period is divided into 2 phases-

1. From 2005-06 to 2015-16: Pre FRBM Act
2. From 2016-17 to 2023-24: Post Review FRBM Act

Fiscal Deficit Trends

Fiscal Deficit/ Surpluses %
2005-06 to 2015-16
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Data Source: RBI- State Finances: A Study of Budgets, CAG: State Accounts, UP Budget Accounts

It was reduced from 5.9% of GSDP in 2003-04 to 2.86% in 2006-07, which belongs within the
FRBM target of 3% of GSDP. But the success of achieving the target in early years was questioned
by the global financial crisis, 2008 which again increased the fiscal deficit 4.61% of GSDP, more
than the threshold of 3%.

After the crisis 2008, the fiscal deficit remained within the threshold of FRBM target but the
consolidation is not sustainable. It again peaked at 5.22% in 2015-16 which showed sharp deviation
due to UDAY scheme cost i.e., UP government took ~75% of debt for the state power distribution
companies.
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Fiscal Deficit/ Surpluses %
2016-17 to 2023-24
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After the FRBM review in 2016, more flexible and credible norms had been introduced to
extend the sustainability of the fiscal indicators. It was 3.23% in 2016-17 and it remained within or
approx. the target of FRBM at 3%. In 2019-20, the fiscal deficit changed into fiscal surplus at
0.62% of GSDP but due to external shock- COVID-19 it again turned into fiscal deficit at 4.90% of
GSDP, invoked escape clause of FRBM Review 2016 which allowed the threshold at 5%. In 2023-
24, fiscal deficit was 3.17%, near the revised FRBM act target because state was focused on enhancing
its own tax revenue, digital initiatives, limited non-essential expenses to bring back deficit within
the FRBM mandate range of 3-3.5%.

Revenue Deficit Trends

Revenue Deficit/ Surpluses %
2005-06 to 2015-16
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Data Source: RBI- State Finances: A Study of Budgets, CAG: State Accounts, UP Budget Accounts

The transition from revenue deficit in 2003-04 to revenue surplus of 1.46% of GSDP in 2006-
07, early achievement than the anticipated target of FRBM was attained through the compressed
expenditure, increased tax devolution from the centre etc. till 2015-16.
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Revenue Deficit/ Surpluses %
2016-17 to 2023-24
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The path of revenue surplus keeps going on with high revenue surplus of 3.76% in 2019-20.
Then, an outlier was noticed in the trend in 2020-21 due to COVID-19 pandemic led to steep
revenue shortfalls and showed the fragility of revenue surplus of UP at the time of external shocks
due to sudden rise in social welfare expenses like medical relief, free food, job programs etc.

Debt-GSDP Ratio Trends

Debt-GSDP Ratio
2005-06 to 2015-16

45.00%
40.00%
35.00%
30.00%
25.00%
20.00%
15.00%
10.00%

5.00%

0.00%

2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16
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The outstanding debt-to-GSDP ratio was very high in initial years but it keeps declining till
2014-15. And it also achieved the target of FRBM of debt-GSDP ratio at ~30% in 2009-10 through
moderate committed expenses, revenue growth through better tax administration etc. But after the
UDAY scheme, it increased in 2015-16 to 29.80%
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Debt-GSDP Ratio
2016-17 to 2022-23
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After 2016, debt-GSDP ratio was continuously rising due to multiple factors- increased spending
on infrastructure, expenditure on social welfare schemes, contingent liabilities and in 2019-20, an
external crisis- COVID-19 which marked a significant rise in debt-GSDP ratio and it breaches the
FRBM target.

Policy Recommendations and Implications

The requirement for a comprehensive and flexible fiscal policy is highlighted by Uttar Pradesh’s
fiscal trajectory, which is characterized by irregular coherence to FRBM objectives, low tax effort,
growing debt levels, and shock susceptibility. The following policy suggestions seek to improve
budgetary restraint while maintaining adaptability for welfare and growth requirements.

1. Adaptive Fiscal Rules with Credible Escape Clauses and time bound correction trajectories.
2. Prepare Medium Term Fiscal Plan with rolling targets according to the current fiscal conditions.

3. Broadening tax base, enhance revenue base by itself and decrease reliance on the central
transfers.

4. Invest in tax administration reforms and keep the current record of transactions which leads to
increase in tax to GSDP ratio and it helps in increasing the investment in development
requirements.

5. To increase credibility and public trust, enhance the transparency by mandating the
comprehensive disclosure by state, publishing the quarterly or half-yearly fiscal reports etc.

Conclusion

The enactment of the FRBM Act in 2003 was a turning point that shaped Uttar Pradesh’s fiscal
path going forward. It established the framework to institutionalize fiscal discipline, reduction in
shortfalls, and foster an environment governed by fiscal rules. In the early years, the state realized
noteworthy achievements such as sustained revenue surpluses and reduced shortfalls, symbol of a
transition toward more prudent budgeting practices.
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Although the revisions of the FRBM framework in 2016 included more stringent fiscal objectives,
such as a 30% debt-to-GSDP ratio and a 3% fiscal deficit maximum, it also highlighted the drawbacks
of a stricter fiscal rule structure. The advent of external shocks, like the COVID-19 pandemic and
the UDAY scheme, demonstrated how difficult it is to stick to set goals when there is little financial
flexibility and risk buffers. The necessity for flexible frameworks that can handle economic volatility
while maintaining long-term sustainability during fiscal stress.

Furthermore, Uttar Pradesh’s debt sustainability is still being threatened by its enduring structural
fiscal flaws, which include a narrow tax base, a heavy reliance on central transfers, growing contingent
liabilities, and a lack of institutional accountability. The quality and durability of fiscal consolidation
are still questionable, even in the periods of numerous target compliance.

A balanced and forward-looking fiscal plan is needed in Uttar Pradesh going ahead, one that
has both flexibility for counter-cyclical adjustment and credible budgetary discipline. Structural
reforms that improve expenditure efficiency, increase transparency, integrate risk-based debt
frameworks, and enhancing revenue collection.
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Financial Inclusion in India: A Region- Wise Analysis

Prof. Aloka Kumar Goyal' & Mantasha Aziz?

ABSTRACT

Financial inclusion means provide banking habit at affordable cost to the weaker section of the
society. Financial inclusion is a driven force for capital formation and capital formation is the pre-
condition for economic development. Per capita income of India is low that’s why saving capacity
and desire are also low. In this regard mobilization of small saving is needed for capital formation,
it can be done through widening and deepening of financial services at affordable cost. This study
is based upon two points of time such as 2015 and 2023. The paper is divided into two sections. The
first section analyzes region-wise dimension indices of India, while the second section evaluates
the region-wise financial inclusion index, which is based on three key dimensions- availability of
financial services, financial penetration and usage of financial services. Regions are classified
into four categories based on their financial inclusion scores. This paper has been structured into:
Introduction, literature review, objective of the study, methodology, analysis and conclusion.

Key words: Financial inclusion, availability, financial penetration, usage of financial services

Introduction

The root of financial inclusion can be traced after the establishment of cooperatives in 1904 ™.
Nationalisation of bank in 1969 and 1980 with lead Bank scheme started simultaneously under
multi agency and service area approach for financial services availability in rural areas. Financial
inclusion is defined as the process of ensuring access of financial services timely and adequately,
and credits where needed by vulnerable groups such as weaker section and low-income groups at an
affordable cost (Rangarajan Committee, 2008) @ C Rangarajan committee observed that 73% of
Indian household did not have any depth from formal banking institutions . Financial inclusion
plays a critical role in economic development, as exclusion from the banking system has been
shown to result in a loss of up to 1 percent of GDP. According to the World Bank financial inclusion
has been recognized as an enabler for 7 of the 17 sustainable development goals ™.

An inclusive financial system is crucial for any economy, whether developing or developed, for
several important reasons. First, it allows for the effective allocation of productive resources. Second,
it improves the ongoing management of finances. Third, it helps curb the rise of illegal or informal
financial sources. In this way, an inclusive financial system promotes both efficiency and well-

1. Professor, Department of Economics, Deen Dayal Upadhyay Gorakhpur University, Gorakhpur, (U.P.).
2. Research Scholar, Department of Economics, Deen Dayal Upadhyay Gorakhpur University, Gorakhpur, (U.P.).
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being by offering secure and safe saving options and by enabling a wide range of effective financial
services. As a result, financial inclusion has become a key goal for central banks across various
countries.

India is the second most populace country in the world with the population of 121crore and it
contribute 16.7 percent of world population. India has sixth largest country in the world in terms of
area. India has 28 states and 8 union territories, which are grouped into six distinct regions- northern,
north-eastern, eastern, central, western and southern region

Literature Review

E. Dabla-Norris, Y. Deng, A. Ivanova, |. Karpowicz, F. Unsal, E. VanLeemput, & J. Wong,
(2024). Financial systems in India been strengthened and progress has been made in fostering financial
inclusion through the expansion of bank networks, improvements in payments systems, and the
diversification of savings and credit services available for households and micro, small and medium
size enterprises (SMEs)®!. Dr. Goswami Sumi (2023) described the progress of state economy with
the progress of banking sector in Uttar Pradesh 1. Meenu Kumari (2022) in her paper has studied
the correlation of financial inclusion and human development based on secondary data. This paper
authored by Shantanu Ghosh and Tarak Nath Sahu (2021) delves into his analysis of financial
inclusion 2003 to 2018, focusing on exploring the influence of regional classification and productivity
on achieving financial inclusion. Prashant Kandari (2020) has studied interdistrict financial inclusion
in Uttarakhand.

On the basis of above discussion, it is quite clear that there is no study has been done on
financial inclusion status at regional level of India. So, such study is needed for policy suggestions
to improve the capital formation and accelerative growth of India.

Objective

1. To find out the dimension indices of financial inclusion for Indian regions.
2. To compute the region wise financial inclusion index in India.

Methodology of the Study

Area of the Study

India has 28 state and 8 union territories. which are divided into six regions -Northern, North-
eastern, Eastern, Central, Western and Southern Region. Northern region include the states- Haryana,
Himachal Pradesh, Punjab, Rajasthan, along with the union territories of Jammu & Kashmir, Chandigarh,
Delhi, Ladakh. North-eastern region consists of seven states- Arunachal Pradesh Assam, Manipur,
Meghalaya, Mizoram, Nagaland, Tripura. Eastern region comprises five states and one union territory,
these are Bihar, Jharkhand, Odisha, Sikkim, West Bengal, Andaman & Nicobar Islands respectively.
Central region consists of four states- Chhattisgarh, Madhya Pradesh, Uttar Pradesh, Uttarakhand.
Western region, there are three states- Goa, Gujarat, Maharashtra, and one union territory- Dadra &
Nagar Haveli and Daman & Diu, and Southern region consist of five states (Andhra Pradesh, Kerala,
Tamil Nadu, and Telangana) and two union territories (Lakshadweep and Puducherry).
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Data of the Study

The study relies on secondary data obtained from various government sources such as RBI,
India Post and Census (2011).

Points of time of the Study

For purpose of comparison on financial inclusion index among regions of India. The study is
based on two points of time that is 2015 and 2023.

Dimension and Variables

Dimension Variable

Availability Dimension Bank Branches

ATM

Saving Account

Credit Account

Banking Penetration Bank Branches per Lakh Population

ATM per Lakh Population

Saving Account per Lakh Population

Credit Account per Lakh Population

Usage Dimension Credit

Deposit

Credit-Deposit Ratio

Method of the Study

Step 1: All measurements have been normalized to remove units.

A~ Amin

Dimension Index TEmar —Emin

Step 2: Computing the financial inclusion index

J—ad T +1-pd) T+ 1—uwi )

3

Financial Inclusion Index= 1 —

Where the dimension indices for availability, penetration (or accessibility) and usage are
represented by ai, pi, and ui respectively. All dimension indices that fall between zero to one have
been developed the financial inclusion index, where zero represents total financial exclusion and
one represents the ideal level of complete financial inclusion in an economy.

All regions are divided into four groups according to the financial inclusion index value in
order to simplify a comparative evaluation. The standard for determining these categories is the
financial inclusion index.
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Sr. No. FI11 score Level of Financial Inclusion
1. Fll >. 65 High
2. 650 F11>.50 Above Average
3. 500FI110.35 Below Average
4, 35> FII Low

Analysis of the Study

Section 1: Dimension Indices of Financial Inclusion

(A): Availability of Financial Services (ai)

Table no 1 shows the region wise dimension index of availability of financial services. Southern
and north- eastern region consistently obtained index value of 1 and 0, indicating that greatest
number of individuals have availability of financial services while north- eastern regions have limited
availability to financial services. However, the northern, eastern, central, and western regions have
seen an increase in availability of financial services in 2023 as compared to 2015.

Table no. 1: Dimension Index of Availability of Financial Services

2015 2023
. Bank . . Bank . .
Regions Branches Atm | Saving | Credit | Average Branches Atm | Saving | Credit | Average
NRO;;?EL" 0615 |0503| 0348 | 0189 | 0414 | 0593 |0428| 0385 | 0331 | 0434
North-
eastern | 0000 |0.000| 0.000 | 0.000 | 0.000 0.000 | 0000 | 0.000 | 0.000 | 0.000
Region
Eaejlegg 0527 | 0374 | 0693 | 0221 | 0454 0555 | 0375 | 0572 | 0384 | 0471
gigf:: 0678 | 0444 | 0605 | 0272 | 0500 0669 | 0467 | 0602 | 0357 | 0524
Vx:;itg;" 0495 | 0511 | 0441 | 0339 | 0446 0476 | 0487 | 0469 | 0726 | 0540
S:z;'s;” 1000 | 1.000 | 1.000 | 1.000 | 1.000 1000 | 1.000 | 1.000 | 1.000 | 1.000

Source: Computed by author, available data from RBI (2015-2023)

(B) Financial Penetration (pi)

Table no 2 shows the dimension index of financial penetration. This index has been calculated
by determining the proportion of bank accounts, ATMs, savings accounts, and credit accounts per
one lakh population across all regions of India. Table shows that financial penetration of southern
region has been increased to a value of 1, indicating that a significant proportion of the population
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has access financial services. While, north-eastern region shows the lowest financial penetration,
which indicate that majority of the population are unable to access financial services. On the other
hand, there is decreased in financial penetration in northern, central, eastern and western region.

Table no. 2: Dimension Index of Financial Penetration

2015 2023
R Bank R B Bank R B Averag
Regions Branches Atm Saving Credit Average Branches Atm Saving | Credit e
Northern
Region 0.545 0.448 | 0.330 | 0.101 0.356 0.482 0.321 | 0.360 | -0.173 | 0.248
North-
eastern 0.037 0.111 | 0.000 | 0.060 0.052 0.149 0.098 | 0.000 | -0.048 | 0.050
Region
izsgti:: 0.000 0.010 | 0.389 0.000 0.100 0.010 0.000 | 0.2904 | -0.051 | 0.063
izgf;&: 0.028 0.000 | 0.259 | 0.001 0.072 0.000 0.003 | 0.248 | 0.000 0.063
Western
Region 0.372 0.473 | 0.450 | 0.297 0.398 0.334 0.420 | 0.471 | -0.558 | 0.166
Southern
Region 1.000 1.000 | 1.000 1.000 1.000 1.000 1.000 | 1.000 | 1.000 1.000

Source: Calculated by author, available data from RBI and India Post (2015-2023)
Census- 2011, Population Projected

(C) Usage of Financial Services (ui)

Table no 3 shows the dimension index of usage of financial services in Indian regions. Table
shows that average usage of financial services has been increased in central and southern region
this shows the usage of financial services have been improved, while average usage of financial
services has been decreased in northern, western, and eastern region. On the other hand, north-
eastern region constantly remains zero shows lowest usage of financial services.

Table no. 3: Dimension Index of Usage of Financial Services

2015 2023
Credit- Credit-
Region Credit Deposit Deposit | Average | Credit | Deposit | Deposit Average
Ratio Ratio
Northern Region 0.671 0.647 0.990 0.769 0.698 0.758 0.631 0.696
North-eastern 0.000 0.000 0.000 0.000 0.000 | 0.000 0.000 0.000
Region
Eastern Region 0.203 0.378 0.231 0.270 0.227 0.419 -0.057 0.196
Central Region 0.217 0.389 0.281 0.296 0.301 0.459 0.140 0.300
Western Region 1.000 1.000 0.799 0.933 0.980 1.000 0.752 0.911
Southern Region 0.777 0.744 1.000 0.840 1.000 0.895 1.000 0.965

Source: Calculated by author, available data from RBI and India Post (2015-2023)
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Section 2: Region Wise Financial Inclusion Index in India
Financial Inclusion Index

Table no 4 illustrating the rank and financial inclusion index across all the regions of India in
2015 and 2023. Financial inclusion index computed on the basis of three indices such as availability
of financial services, financial penetration and usage of financial services. This table shows that
southern region secure high level of financial inclusion with rank the 1 in both the year among all
regions of India and north- eastern region remains the least financially developed in both the years.
On the other hand, western region holds the second rank with improvement in financial services
from 2015 to 2023. While as, north- eastern northern, central and eastern region remains third,
fourth and fifth place respectively. But its indices value dropped in the year 2023 in comparison to
year 2015. Overall, this table shows that some regions improved financial services but some of the
regions has stagnant financial services.

Table no. 4: Financial Inclusion Index

Financial inclusion Index
2015 2023
Sr. no. Region value rank Region value rank
1 Southern Region 0.908 1 Southern Region 0.980 1
2 Western Region 0.526 2 Western Region 0.448 2
3 Northern Region 0.480 3 Northern Region 0.429 3
4 Central Region 0.268 4 Central Region 0.271 4
5 Eastern Region 0.260 5 Eastern Region 0.225 5
6 North-Eastern Region 0.017 6 North-Eastern Region 0.016 6

Source: Calculated by author, available data from RBI and India Post (2015-2023)

Figure no 1: Region Wise Trends of Financial Inclusion Index:

Financial Inclusion Index
£
= 12
g ! . ——
=
= 08
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= _— &
Z 04 - =
Z =_
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Figure no: 1 based upon Table no: 5
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Summary of the Findings

Table no. 6: Categorization of Indian Regions under Financial Inclusion Levels

FIl Score Level of Financial 2015 2023
Inclusion
Fll >. 65 High Southern Region Southern Region
. Wi Regi
.65 0 FIl >.50 Above Average estern Region
. . Western Region
.500F110.35 Below Average Northern Region
Northern Region
Central Region Central Region
.35>Fll Low Eastern Region Eastern Region
North-Eastern Region North-Eastern Region
Conclusion

Table no 6 shows that southern regions have high level of financial inclusion, while as, western

region slipped from above average financial inclusion to below average financial inclusion. On the
other hand, northern region lies above average level of financial inclusion at both points of time.
But three regions of India- central, eastern and north- eastern remain constant at low level of financial
inclusion. There is a need to improve the financial inclusion status in these regions for faster capital
formation and economic development.
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Role of Agricultural Microfinance in Indian
Rural Development
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ABSTRACT

Agricultural microfinance has emerged as a critical instrument in fostering inclusive growth and
sustainable development within India’s vast rural landscape. By extending small-scale financial
services — including credit, savings, and insurance — to marginalised farmers, particularly
smallholders and women, it addresses the pervasive challenges of limited access to formal financial
institutions. This research explores the multifaceted role of agricultural microfinance in driving
rural development in India. Access to timely and affordable credit empowers farmers to invest in
essential inputs such as seeds, fertilisers, and irrigation, leading to enhanced agricultural
productivity and improved livelihoods. Furthermore, microfinance facilitates the adoption of modern
farming techniques and diversification of agricultural activities, contributing to greater income
stability and resilience against climatic and market volatilities. Beyond direct agricultural benefits,
microfinance fosters entrepreneurship and the development of allied rural enterprises, creating
employment opportunities and strengthening local economies. Moreover, agricultural microfinance
plays a significant role in promoting financial inclusion and empowering women in rural communities.
By providing women with access to financial resources and control over assets, it enhances their
economic and social standing within their households and communities. The formation of Self-Help
Groups (SHGs) under the microfinance umbrella fosters social capital, collective action, and improved
access to information and resources. However, the effective role of agricultural microfinance in Indian
rural development is contingent upon addressing challenges such as high interest rates, inadequate
outreach to remote areas, and the need for financial literacy and capacity building among beneficiaries.
Innovations in delivery mechanisms, integration with agricultural value chains, and supportive policy
frameworks are crucial to unlock the full potential of agricultural microfinance in transforming
rural India towards a more prosperous and equitable future.

Keywords: Agricultural Microfinance, Inclusive Growth, Sustainable Development, Smallholders,
Productivity, Rural Development.

Introduction

India, a predominantly agrarian economy, relies heavily on the rural sector, with nearly 65% of

its population residing in rural areas and over 50% engaged in agriculture and allied activities.
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Agriculture not only sustains livelihoods but also contributes around 18% to the country’s Gross
Value Added (GVA) as per the Ministry of Agriculture & Farmers Welfare (2023). Despite its
significance, the sector continues to struggle with chronic issues like fragmented land holdings,
lack of technological advancement, climate-related uncertainties, and—most crucially—Ilimited
access to institutional credit.

Access to finance is a key enabler for rural development and agricultural sustainability. However,
traditional banking systems often fail to adequately serve small and marginal farmers due to factors
like lack of collateral, low financial literacy, and high transaction costs. According to the NABARD
All India Rural Financial Inclusion Survey (NAFIS 2022), more than 50% of rural households still
rely on informal sources of credit, such as moneylenders, which often come with exploitative interest
rates.

In this scenario, agricultural microfinance has emerged as a powerful tool to bridge the financial
gap. Microfinance institutions (MFIs), self-help groups (SHGs), and cooperative societies have
played a critical role in extending small-ticket loans to underserved farmers, enabling them to invest
in seeds, fertilisers, irrigation, livestock, and farm equipment. As per the Microfinance Institutions
Network (MFIN) report (2023), the microfinance industry in India had a gross loan portfolio of
over ~ 3.5 lakh crore, with rural areas accounting for more than 70% of the outreach.

The impact of agricultural microfinance extends beyond individual farmers. It promotes inclusive
rural development by improving agricultural productivity, reducing dependency on informal credit
systems, encouraging women’s participation through SHGs, and fostering entrepreneurship in allied
sectors such as dairy, poultry, and fisheries. In addition, it complements government initiatives like
the Pradhan Mantri Fasal Bima Yojana (PMFBY) and PM-KISAN, which aim to enhance farmer
welfare and financial inclusion.

This paper explores the evolving role of agricultural microfinance in India’s rural development.
It will examine the institutional mechanisms supporting microfinance, its socio-economic impact,
challenges in implementation, and the way forward for integrating it more effectively into rural
financial systems.

Let me know if you’d like this tailored for a speech, report, or presentation format—or if you
need the next section (like literature review or case studies).

Review of Literature

Numerous studies have explored the relationship between the financial system and economic
growth in India and globally. Financial development is considered a key driver of economic growth.
Hicks (1969) argued that the industrial revolution was contingent on financial innovation. Research
by King and Levine (1993) indicates that the level of financial development is predictive of future
economic growth and productivity improvements. Their findings suggest that increasing financial
deepening to the level of the fastest-growing countries could raise a country’s growth rate by
approximately 1% annually.

Dr Umachagi Ashok (2024): The literature review in this paper highlights the growing
significance of agricultural finance in India since independence. It notes the shift from traditional
moneylenders to institutional sources like commercial banks and cooperative societies. The review
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also discusses the increasing role of the Kisan Credit Card scheme and the potential of microfinance
in supporting farmers.

Rizvi and Banerjee (2025): The paper discusses the importance of microfinance in India,
especially for the rural population where agriculture is the main source of employment. It highlights
the growth of the microfinance sector, with over 10 crore clients and a loan portfolio exceeding
3.52 lakh crore in 2022-23. The Self-Help Group Bank Linkage Program (SHG - BLP) initiated by
NABARD is mentioned as a key program in providing financial assistance to the poor.

Gupta deepasha (2014): This paper investigates microfinance’s impact on rural households,
rural development, and poverty alleviation in India, focusing on the North Eastern villages of Uttar
Pradesh. It examines microfinance acceptability and the influence of social, economic, and political
factors. The study uses data from 450 respondents in the region.

Mohd Sharif (2018) Microfinance and India’s Development: Microfinance is important in
India, especially for rural areas where agriculture dominates. It helps the poor by providing financial
services. Studies show microfinance and Self-Help Groups (SHGs) are key in delivering these
services, though some SHGs face challenges like slow progress and members dropping out.

Need for agricultural Loan:

Agricultural loans are crucial to the growth and sustainability of the agricultural industry and
provide a number of significant functions. The following are some main justifications for the necessity
of agricultural loans:

Investment in Farming Infrastructure: In order to purchase necessary farming equipment
including barns, greenhouses, irrigation systems, and storage facilities, farmers frequently need
loans. These expenditures have the potential to lower post-harvest losses and boost output.

Crop Production: To finance the production of crops, agricultural loans are essential. The
seeds, fertiliser, insecticides, and other supplies needed for crop planting, growth, and harvesting
are bought by farmers using these loans. This funding is particularly crucial for small and marginal
farmers.

Acquisition of Machinery and Equipment: Tractors, harvesters, and ploughing equipment
are just a few examples of the specialised machinery and equipment that are frequently needed in
modern farming. Farmers can obtain these resources through agricultural loans, which may result in
more economical and productive farming methods.

Farming Livestock and Poultry: Capital is needed for the purchase of animals, feed, veterinary
care, and housing in livestock and poultry production. Farmers can start or grow their livestock
operations with the help of loans.

Working Capital: Seasonal and cyclical fluctuations affect farming, and substantial costs are
incurred prior to harvest. To ensure that farmers can plant and grow their crops, agricultural loans
offer working cash to cover operational costs such as labour, fuel, fertiliser, seeds, and pesticides.

Acquisition of Machinery and Equipment: Tractors, harvesters, and ploughing equipment
are just a few examples of the specialised machinery and equipment that are frequently needed in
modern farming. Farmers can obtain these resources through agricultural loans, which may result in
more economical and productive farming methods.
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Data and Methodology

The research design is a combination of exploratory and descriptive. Several sources provided
the data for this investigation. In order to evaluate the effectiveness of India’s microfinance
organisations, The Bharat Microfinance Report (different issues), the NABARD report (various
issues), the Status of Micro Finance in India, and other pertinent sources were used to gather the
pertinent data on loans given, loans outstanding, customer outreach, assets, etc. The study’s
conclusions were derived using basic statistical methods like averages, percentages, etc.

Growth and Disbursement of Agriculture Credit

The data illustrates the shifting landscape of rural credit sources in India from 1961-62 to 2020-

21. In the early 1960s, moneylenders dominated the rural credit market, providing a staggering
90.9% of loans, while institutional sources such as government, cooperative societies, and commercial
banks played a minimal role. Over the decades, however, the reliance on moneylenders significantly
declined, dropping to 21.9% by 2020-21. This decline reflects the government’s continued efforts
to formalize rural credit through expansion of institutional lending and rural banking infrastructure.

During this period, commercial banks emerged as a major source of rural credit, increasing
their share dramatically from just 0.9% in 1961-62 to 43.1% in 2020-21. Cooperative societies also
played a significant role, especially between the 1970s and 2010s, though their share slightly
decreased in the latest period. Government loans fluctuated over time, peaking in 2002- 03 before
dropping again. Meanwhile, the “Others” category remained relatively minor but saw an increase in
recent years. Overall, the trend indicates a steady institutionalization of rural credit in India, with a
clear shift away from exploitative informal sources towards more regulated and formal financial
institutions.

Table 1. Source of agricultural credit (in %)

Source 1961-62 1970-71 1981-82 1991-92 2002-2003 2010-11 2020-21
Government 33 26 3.6 4.0 6.1 3.0 4.6
Cooperative Societies 31 155 22.7 28.6 21.6 26.0 24.9
Commercial Banks 0.9 0.6 40 28.0 33.7 270 431
Moneylenders 90.9 67.4 68.4 38.8 3271 410 21.9
Others 18 13.9 13 0.6 5.9 3.0 6.1
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Sources: RBI bulletin, May 2011, Economic Survey 2010-11, 2020-21, and Report of the All- India Rural
Credit Review Committee 1969.

Direct Institutional Credit for Agriculture and Allied Activities Short-term

This dataset highlights the growth and shifting trends in agricultural credit disbursement and
outstanding loans across Co-operatives, Scheduled Commercial Banks (SCBs), and Regional Rural
Banks (RRBs) from 2000-01 to 2011-12, along with projected figures for 2024-25. A key observation
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is the steep rise in the role of SCBs, both in terms of loans issued and outstanding. From issuing
" 10,704 crore in 2000-01, SCBs saw their loan disbursements skyrocket to ~ 2,17,897 crore in
2011-12, reflecting a remarkable Compound Annual Growth Rate (CAGR) of 33%. RRBs also
experienced strong growth (CAGR of 29.10%), though their total share remains smaller than SCBs.
Co-operatives, which initially held a larger share in 2000-01, showed moderate growth with a CAGR
of 13.57%, gradually getting overshadowed by the rising prominence of SCBs.

In terms of outstanding loans, the trend mirrors disbursements. SCBs showed a tremendous rise
from ™ 15,422 crore in 2000-01 to ~ 2,69,030 crore in 2011-12, with a CAGR of 30.96%. RRBs also
improved significantly, while Co-operatives lagged behind with a CAGR of 12.05%. This shift
indicates a growing reliance on more robust and capital-rich commercial banking institutions,
potentially due to better reach, efficiency, and government policy support. The projected data for
2024-25 continues this trajectory, suggesting SCBs and RRBs will dominate rural credit, with SCBs
maintaining their leadership in both credit disbursal and outstanding loans. The trend overall reflects
a transformation in rural finance from localized, cooperative-based credit to a more centralized,
bank-led system.

Table 2. Direct institutional credit for agriculture and allied activities short term (Rs. Crore)

Loans Issued Loans Outstanding
Year
Co-operatives SCBs RRBs Total Co- operatives SCBs RRBs Total
2000-01 18556 10704 3095 32355 18168 15422 3692 37302
2001-02 21670 12661 3810 38141 21540 18882 4812 45234
2002-03 23629 16825 4834 45288 24518 23211 6495 54224
2003-04 29326 24143 6133 59593 30808 31982 7664 70454
2004-05 31887 29978 9883 71748 32481 71748 10980 86259
2005-06 35624 45644 12816 94084 34140 59971 13877 107988
2006-07 40796 65245 17031 123072 37764 76006 18707 132477
2007-08 47390 68243 20377 | 136010 43696 96152 22748 162596
2008-09 48022 107766 22851 | 178639 45686 126285 | 26652 198623
2009-10 61951 1246646 30529 | 217126 54970 167623 | 33663 256256
2010-11 NA 146063 38560 NA NA 193262 | 40663 NA
2011-12 NA 217897 47011 NA NA 269030 | 46580 NA
CAGR 13.57 33.00 29.10 243 12.05 30.960 26.95 23.86
2024-25* (Projected) NA 226861 48021 NA NA 270310 47481 NA

Source: Reserve Bank of India Bulletin

Major Finding of this Research

The data shows a clear shift in India’s rural credit landscape, moving away from a heavy reliance
on moneylenders towards institutional sources like commercial banks. In the early 1960s,
moneylenders provided the majority of loans (90.9%), but by 2020-21, their share dropped
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significantly to 21.9%. Simultaneously, the share of commercial banks increased substantially from
0.9% to 43.1% in the same period.

Commercial banks have emerged as the leading providers of agricultural credit, demonstrating
a remarkable increase in both loan disbursements and outstanding amounts. Their loan disbursements
rose from ~ 10,704 crore in 2000-01 to ~ 2,17,897 crore in 2011- 12, with a Compound Annual
Growth Rate (CAGR) of 33%.

Regional Rural Banks (RRBs) have also shown significant growth in agricultural credit, with a
CAGR of 29.10%. While their overall share is less than that of commercial banks, their increasing
prominence is evident.

Cooperative societies, which were once a significant source of agricultural credit, have seen
their role evolve. While they played a vital role between the 1970s and 2010s, their share has
decreased somewhat in recent years, and their growth (CAGR of 13.57% for loans issued) has been
outpaced by commercial banks.

Agricultural loans remain crucial for the growth and sustainability of the agricultural industry.
These loans facilitate investments in farming infrastructure, crop production, machinery and
equipment, livestock and poultry, and provide essential working capital for farmers.

Conclusion and Suggestion

Based on the research, it is evident that the agricultural finance landscape in India has undergone
a significant transformation, with a notable shift from traditional moneylenders to formal financial
institutions. Commercial banks and regional rural banks have played an increasingly important role
in providing agricultural credit, while the influence of moneylenders has declined substantially.
This evolution signifies the increasing formalization of the agricultural credit system, which is
crucial for promoting inclusive growth and sustainable development in rural India.

To further enhance the effectiveness of agricultural finance, it is crucial to address the challenges
that persist. This includes ensuring timely and affordable credit access to small and marginal farmers,
improving financial literacy and capacity building among beneficiaries, and promoting innovative
delivery mechanisms. Integrating agricultural finance with value chains and strengthening policy
frameworks are also essential steps to unlock its full potential in transforming rural India towards a
more prosperous and equitable future.
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Rural Entrepreneurship for Rural Prosperity:
A Upian Perspective
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Introduction

India’s economic and social structure remains deeply anchored in its rural foundation, with
over 65% of the population residing in rural areas (World Bank, 2023). The villages of India,
often described as the “soul of the nation’ by Mahatma Gandhi, have long played a pivotal role in
shaping its civilizational ethos, yet continue to experience disproportionate levels of poverty,
infrastructure deficits, and economic marginalization. While rapid urbanization has spurred significant
growth in metropolitan regions, the rural economy—Ilargely agrarian and informal—has lagged in
productivity and inclusion. This urban-rural divide has profound implications for inclusive national
development and socio-economic equity.

Rural Underdevelopment in India and Uttar Pradesh

The issue of rural underdevelopment in India is both structural and multifaceted. Despite targeted
policy interventions such as the Mahatma Gandhi National Rural Employment Guarantee Act
(MGNREGA) and the Rurban Mission, rural regions remain beset with chronic challenges—
underemployment, lack of market access, poor education and healthcare facilities, and weak
infrastructure (NITI Aayog, 2021). According to the Periodic Labour Force Survey (PLFS) 2022,
rural India experiences higher rates of informal employment (75.8%) than urban areas, indicative of
the lack of stable income-generating opportunities (MoSPI, 2022).

In the case of Uttar Pradesh (UP)—India’s most populous state with 77% of its population
living in rural areas—the disparities are more pronounced (Census, 2011). Despite substantial
agricultural output, UP’s rural per capita income remains below the national average, and youth
unemployment in rural districts is persistently high. Moreover, socio-economic inequalities are
exacerbated by low female labor force participation and caste-based exclusions, which restrict broader
participation in economic activities (Desai & Vanneman, 2022).
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Rural Entrepreneurship: A Vehicle for Inclusive Growth

In this context, rural entrepreneurship emerges as a transformative force capable of addressing
these structural limitations. Defined as the process of creating business ventures in rural areas by
leveraging local resources, skills, and markets, rural entrepreneurship enables job creation, fosters
local innovation, and enhances community resilience (Kumar & Bansal, 2021). More importantly,
it diversifies the rural economy beyond subsistence agriculture, integrating sectors such as agri-
business, handicrafts, rural tourism, social enterprises, and renewable energy.

Recent studies indicate that micro and small enterprises in rural areas account for nearly 45%
of new job creation in non-farm sectors (Ministry of MSME, 2023). Additionally, grassroots
innovations in agri-tech, digital inclusion, and cooperative models have shown potential for scalability
and replication across different regions. Entrepreneurship also plays a catalytic role in empowering
marginalized communities, particularly rural women, by offering them financial independence and
a platform for social change (Kabeer, 2020).

Despite these opportunities, rural entrepreneurs face formidable challenges: inadequate access
to finance, lack of infrastructure, limited exposure to markets, and skill deficits. Structural bottlenecks
in connectivity—physical, digital, and institutional—have constrained the expansion of rural
businesses. This underscores the urgent need for a strategic framework that is contextually grounded
in the cultural, economic, and spiritual dimensions of rural India.

Conceptual Aim of the Study

This conceptual paper seeks to explore and articulate a Village-Centric Development Strategic
(VDS) Model for rural entrepreneurship in Uttar Pradesh, rooted in indigenous knowledge systems
and contemporary development paradigms. Drawing inspiration from Dr. A.P.J. Abdul Kalam’s
PURA (Providing Urban Amenities to Rural Areas) framework and Gandhian principles of self-
reliance (Gram Swaraj), the model proposes a multidimensional approach that integrates physical,
electronic, knowledge, and economic connectivity (Kalam, 2004).

The key objective of the paper is to conceptually frame a development model that aligns with
the realities of rural Uttar Pradesh, offers pathways for scalable entrepreneurship, and enhances
rural prosperity through integrated and sustainable interventions. It contributes to the academic and
policy discourse by offering a unique theoretical construct that bridges indigenous wisdom with
modern entrepreneurial practice.

THEORETICAL BACKGROUND

Operation Definition Rural Development

“Rural development is a participatory, multi-sectoral process that enhances the quality of life
in non-urban areas by improving income, infrastructure, health, education, and local governance. It
emphasizes self-sufficiency, sustainable resource use, and decentralized planning to reduce regional
disparities and promote inclusive, community-driven growth rooted in indigenous values.” Rural
development, as a multidisciplinary concept, encompasses the economic, social, infrastructural,
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and human resource transformations aimed at improving the quality of life for people living in non-
urban areas. According to the United Nations (UNDP, 2022), rural development involves enhancing
rural livelihoods through agricultural productivity, infrastructure creation, education, health services,
and sustainable natural resource management.

In India, rural development is contextually framed as the process of improving rural incomes,
promoting self-sufficiency, and reducing migration pressures from rural to urban regions (Ministry
of Rural Development, 2022). Despite decades of development efforts, challenges persist in rural
India—including uneven access to infrastructure, regional income disparities, and limited formal
employment. These issues are particularly acute in states like Uttar Pradesh, where rural
underdevelopment is amplified by high population density, land fragmentation, and social
stratification (Desai & Dubey, 2020).

Entrepreneurship in the Rural Context

Rural entrepreneurship refers to the establishment and operation of business ventures in rural
areas, using local resources, skills, and opportunities to generate income, employment, and community
development. As an inclusive growth mechanism, it offers rural populations avenues beyond
subsistence farming and wage labor (Kumar & Bansal, 2021). The rural entrepreneurial ecosystem
includes sectors such as agribusiness, dairy, food processing, handicrafts, renewable energy, and
rural tourism.

Government policy frameworks such as the Start-Up Village Entrepreneurship Programme
(SVEP) under the Deendayal Antyodaya Yojana-National Rural Livelihoods Mission (DAY-NRLM)
aim to promote micro-enterprises by providing training, credit access, and institutional support to
rural entrepreneurs (MoRD, 2023). Reports suggest that more than 2.5 lakh enterprises have been
supported under SVEP since its inception, with a focus on women and SC/ST entrepreneurs (MoRD,
2023).

Dr. A.P.J. Abdul Kalam’s PURA Model

A pivotal contribution to rural development theory in India comes from Dr. A.P.J. Abdul Kalam’s
PURA (Providing Urban Amenities in Rural Areas) model (refer in Figure 1). Introduced in 2004,
PURA proposes that rural transformation can be achieved through four forms of connectivity—
physical, electronic, knowledge, and economic—that converge to create self-contained and
economically viable rural clusters (Kalam, 2004).

The PURA model is unique in its emphasis on integrating infrastructure development with
entrepreneurship and community participation. It envisions rural areas not as passive recipients of
aid but as active nodes of innovation and economic activity. The model has been piloted in various
forms across states through Public-Private Partnerships (PPPs), demonstrating improved access to
education, healthcare, and digital services (Chand et al., 2016).

Furthermore, PURA aligns with global rural development agendas such as the UN Sustainable
Development Goals (SDGs), especially Goal 8 (Decent Work and Economic Growth) and Goal 9
(Industry, Innovation and Infrastructure), by promoting inclusive economic participation through
rural entrepreneurship.
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Figure 1: PURA Model (Providing Urban Amenities in Rural Areas)

Beneficiaries: 30,000 people

The VDS Model: A Village-Centric Conceptual Framework

Building upon the PURA model and indigenous rural philosophies, this paper proposes the
Village-centric Development Strategic (VDS) Model, a conceptual framework tailored for rural
Uttar Pradesh. The VDS model is predicated on the idea that sustainable development must be
grounded in the local cultural, spiritual, ecological, and economic realities of rural India.

The model draws from the ideological contributions of leaders like Mahatma Gandhi, Dr. B.R.
Ambedkar, Dr. Ram Manohar Lohia, and Chaudhary Charan Singh, as well as contemporary thinkers
like Baba Ramdev and Rajiv Dixit. It emphasizes spiritual ecology, social justice, cooperative
economics, and localized entrepreneurship.

Key components of the VDS Model include:

»  Physical Infrastructure: Roads, irrigation, clean water, energy, and transportation to reduce transaction
costs and improve market access.

» Digital Inclusion: Broadband connectivity, digital literacy, and e-governance to enable tele-education,
telemedicine, and e-commerce.

»  Skill Development: Vocational and entrepreneurial training customized to local industries like agro-
processing, textiles, eco-tourism, and rural crafts.

»  Microfinance and Credit Access: Promotion of SHGs and cooperative banking to empower marginalized
groups, especially women and SC/ST communities.

»  Cultural and Spiritual Integration: Development models grounded in ethical, spiritual, and ecological
values, promoting human dignity and community well-being.
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Rural entrepreneurship lies in its multi-dimensional impact—from poverty alleviation and
job creation to community empowerment and resilience-building. While policy frameworks provide
institutional support, what is lacking is a culturally nuanced, ground-level model that aligns with
local aspirations and traditional knowledge systems.

The VDS model attempts to bridge this gap by offering a conceptually robust, integrative,
and scalable framework. It advocates for a shift from a charity-based development model to a
capability-driven model of empowerment, inspired by Amartya Sen’s capability approach and
Gandhian ideals of self-sufficiency.

This paper, therefore, contributes a novel conceptual lens for policymakers, development
practitioners, and scholars interested in inclusive, sustainable, and decentralized rural development
strategies.

CONCEPTUAL FRAMEWORK: THE VILLAGE-CENTRIC DEVELOPMENT
STRATEGIC (VDS) MODEL

The Village-centric Development Strategic (VDS) Model is a conceptual framework designed
to promote rural entrepreneurship and inclusive development in Uttar Pradesh, and by extension,
other rural regions of India. It synthesizes indigenous philosophical insights, Gandhian economic
thought, spiritual ecology, and modern developmental frameworks like Dr. A.P.J. Abdul Kalam’s
PURA (Providing Urban Amenities to Rural Areas). The model emphasizes a bottom-up, integrated,
and ethical approach to rural prosperity that is not only economically viable but also socially inclusive
and spiritually grounded.

Unlike conventional rural development models that rely heavily on government interventions
or urban spillovers, the VDS model prioritizes localized planning, resource-based entrepreneurship,
and community empowerment. It recognizes that economic progress in rural India must resonate
with its civilizational ethos and draw upon its rich cultural and philosophical heritage.

Philosophical and Ideological Foundations

i.  Gandhian Economics and Gram Swaraj: The VDS model is rooted in Gandhian principles
of “Gram Swaraj”—a vision where each village is self-sufficient in its basic needs, governed
democratically by its residents, and anchored in ethical and ecological values (Gandhi, 1936).
Gandhi envisioned rural life not as backward but as the foundation of India’s spiritual and
moral compass. This contrasts sharply with development paradigms that seek to urbanize the
rural without acknowledging its unique strengths.

ii. Spiritual Ecology and Value-based Development: The model also draws from India’s spiritual
and ecological traditions, especially the teachings of Maharshi Aurobindo, Dayanand Saraswati,
Baba Jai Guru Dev, and more recently, voices like Yog Rishi Swami Ramdev and Rajiv Dixit.
These perspectives emphasize dharma (moral order), ahimsa (non-violence), and lokasangraha
(welfare of all) as central to development. The VDS model proposes that entrepreneurship
should not merely serve economic gain but be ethically aligned with community well-being,
environmental stewardship, and spiritual harmony.
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Components of the VDS Model

The VDS model is structured around five integrated pillars, each designed to activate rural
potential holistically:

The Vibrant Village Development Scheme (VDS) model, designed for comprehensive rural
upliftment, focuses on three interconnected pillars: Physical Connectivity, Electronic and Digital
Inclusion, and Knowledge and Skill Development.

Firstly, Physical Connectivity and Infrastructure form the foundation. This involves
establishing all-weather roads, robust transport systems, and critical storage facilities for agricultural
produce. The model also emphasizes affordable housing, potable water, sanitation, and renewable
energy to ensure high living standards. Enhanced connectivity not only integrates rural economies
but also significantly reduces transaction costs and improves market access for producers. World
Bank data (2022) on PMGSY highlights a 32% increase in agricultural market participation due to
rural road development, underscoring infrastructure’s vital role.

GUIDING IDEOLOGIES

GANDHIAN ECONOMICS, PURA, INDIGENOUS WISDOM

Village-Centric Development Strategic (VDS) Model

\‘( Skill & Knowledge

Economic Enterprise

Village
Entrepreneur

Infrastructure /

Digital Access

Ethical Governance

Community Participation

Figure 2: Village-Centric Development Strategic (VDS) Model

Secondly, Electronic and Digital Inclusion is deemed indispensable in the digital age. The
VDS promotes comprehensive broadband infrastructure, mobile banking, e-commerce, and digital
service delivery systems. It champions technology’s role in democratizing access to education (digital
classrooms), healthcare (telemedicine), governance (e-governance portals), and market information
(online marketing systems), empowering rural citizens and entrepreneurs. Initiatives like Digital
India and BharatNet demonstrate how digital access can narrow information gaps and expand
economic opportunities (MeitY, 2022), fostering tech-enabled supply chains and remote services
for both farm and non-farm sectors.
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Finally, Knowledge and Skill Development are crucial for fostering entrepreneurship. The
VDS prioritizes vocational education and localized knowledge dissemination. It supports training
centers in agri-tech, rural tourism, renewable energy, and traditional handicrafts, fostering
collaborations with universities, ITls, and NGOs to create dynamic knowledge ecosystems.
Integrating indigenous knowledge in sustainable farming and community health adds further value.
With nearly 60% of rural youth lacking market-aligned skills (Ministry of Skill Development and
Entrepreneurship, 2023), this component is vital for improving employability and entrepreneurial
capacity.

The Vibrant Village Development Scheme (VDS) model champions Economic Activation
through Local Enterprises and Ethical Governance with Community Participation.

For economic activation, VDS promotes establishing local agri-enterprises (organic farming,
food processing), revitalizing rural handicrafts, and developing eco/wellness tourism. It specifically
supports women-led enterprises and SHGs, recognizing their vital role in rural economies where
micro-enterprises dominate (RBI, 2023).

Ethical governance focuses on transparent, equitable, and accountable frameworks led by Gram
Sabhas and Panchayats. This includes community co-creation of development priorities and nurturing
local changemakers. Evidence from Kerala and Himachal Pradesh shows community-led governance
improves infrastructure use and service targeting (NITI Aayog, 2022).

Integration of VDS Framework with the PURA Framework

The VDS model builds upon the PURA framework, but expands it by embedding spirituality
and local value systems. PURA identifies four key connectivity: physical, electronic, knowledge,
and economic. The VDS model retains these but emphasizes their rootedness in local realities and
ethical entrepreneurship.

PURA Element VDS Expansion

Physical Connectivity Infrastructure based on local materials, eco-construction
Electronic Connectivity Digital services tailored to language and literacy needs
Knowledge Connectivity Indigenous knowledge + modern skills

Economic Connectivity Value-based enterprises, cooperatives, women-led MSMEs

Ethical Governance & Community
Participation
(Additional in VDS Model)

Transparent, decentralized decision-making; Gram Sabha engagement;
spiritually guided leadership

The VDS model contributes a conceptual scaffold for future rural development policies. It
invites state governments, NGOs, and development institutions to adopt a village-centric lens in
program design. It also provides a framework for academic inquiry—to study the role of spirituality,
ethics, and localization in rural entrepreneurship.

IMPLICATIONS OF THE STUDY

The Village-Centric Development Strategic (VDS) Model proposed in this study presents a
comprehensive and culturally grounded framework for driving rural transformation in India. Its
utility lies not only in offering a theoretical construct but also in its potential for real-world application
across three interrelated dimensions: policy and planning, societal development, and economic
transformation. This section explores these implications in depth, highlighting the operational
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pathways through which the model may be implemented and the multidimensional benefits it can
yield.

Practical Implications: Policy and Planning

Integration into Rural Development Policies: The VDS model aligns well with existing
national policies such as the National Rural Livelihoods Mission (NRLM), Digital India, and
the Rurban Mission—which aim to create integrated, inclusive, and sustainable rural ecosystems.
It can be implemented as a localized development framework under these missions by state
and district administrations. For instance, the Shyama Prasad Mukherji Rurban Mission
(SPMRM) aims to create “rurban clusters” by bridging rural and urban divides through economic,
social, and infrastructure development. The VDS model’s emphasis on community participation
and localized entrepreneurship can enhance this by promoting self-managed village clusters,
where entrepreneurship is not state-driven but community-nurtured (MoRD, 2022).

Implementation via Gram Panchayats and SHGs: The decentralized nature of the model
allows for direct implementation through Gram Panchayats and Self-Help Groups (SHGSs).
With over 8.3 million SHGs currently registered under NRLM, the infrastructure for grassroots-
level implementation already exists (MoRD, 2023). Panchayats can be trained and incentivized
to use the VDS framework in planning local development goals (Village Development Plans -
VDPs), focusing on:

*  Local resource mapping
»  Skill-gap analysis
»  Enterprise identification

»  Ethical and transparent governance mechanisms

Role of State Governments and Development Agencies: States like Kerala and Himachal
Pradesh have shown successful examples of participatory rural planning, which can be expanded
upon using VDS as a conceptual blueprint. Development agencies and NGOs can facilitate
capacity building, create social enterprises, and establish public-private-community partnerships
(PPCPs) to sustain the model (NITI Aayog, 2022).

Societal Implications: Women Empowerment, Self-Sufficiency, and Social Equity

Women as Pillars of Rural Enterprise: The VDS model places women at the center of rural
transformation. By promoting SHG-based micro-enterprises, agro-processing units, and craft
collectives, it enables women to move from unpaid labor to income-generating roles. According
to the World Bank (2023), women-led enterprises are 63% more likely to reinvest profits into
their communities, thereby amplifying the social multiplier effect. Additionally, rural
entrepreneurship offers an avenue to challenge patriarchal norms by allowing women to lead
businesses in traditionally male-dominated domains such as technology, logistics, and finance.
Access to microcredit and digital platforms like Mahila e-Haat can further democratize
entrepreneurial entry points for women.

Promoting Self-Sufficiency and Social Cohesion: Gandhian principles of Gram Swaraj
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emphasize self-rule and self-sufficiency, which are directly embedded in the VDS framework.
When rural communities develop localized enterprises and rely on local governance, dependency
on urban centers reduces. This creates a robust ecosystem of mutual aid, localized decision-
making, and circular economies. Social cohesion is also enhanced through community
participation in governance and enterprise management. The ethical governance pillar in VDS
fosters inclusive decision-making through mechanisms like Gram Sabhas and local cooperatives,
thereby enabling greater representation of marginalized castes and tribal populations.

Culturally Rooted and Ethically Anchored Development: By grounding development in
indigenous values and spiritual ecology, the VDS model restores dignity to rural life. Spiritual
leaders and cultural traditions can be engaged as development allies, particularly in sensitization
campaigns around gender, education, and environment. This value-based approach addresses
not just economic poverty but moral and social impoverishment, a dimension often overlooked
in policy frameworks (Kumar & Bansal, 2021).

Economic Implications: Local Enterprise, Job Creation, and Sustainable
Development

Fostering Local Enterprises and MSMEs: The heart of the VDS model lies in enabling
village-based enterprises that utilize local resources and meet local needs. These may include:

»  Agri-business (e.g., seed banks, food processing)
»  Eco-tourism and heritage-based businesses
*  Renewable energy micro-grids and services

»  Handicrafts and rural creative industries
India’s MSME sector currently contributes nearly 30% to GDP and employs over 111 million

people. However, less than 20% of rural MSMEs are formally registered, making them invisible to
financial and policy support (RBI, 2023). The VDS model encourages formalization through training,
registration assistance, and credit linkages, expanding access to government incentives.

Job Creation and Youth Engagement: With rural youth unemployment at 17.4% in 2022
(PLFS, 2022), there is an urgent need to create dignified, local employment. The VDS model
integrates skill development hubs with entrepreneurship mentorship, encouraging youth to
innovate in farming, green energy, logistics, and ICT services. Start-up incubation centers
tailored for rural areas, like those under AGNIi (Accelerated Growth for New India’s
Innovations), can be scaled using the VDS framework to nurture idea-stage enterprises in
villages.

Promoting Greenand Sustainable Development: VDS is inherently aligned with sustainability
goals. It promotes:

»  Natural resource management (through organic farming and agroforestry)
»  Low-emission enterprises (solar, biogas, decentralized grids)
*  Resilient supply chains (local consumption, minimal transport)
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This supports India’s commitments under the Paris Climate Agreement and the UN Sustainable
Development Goals (SDGs), particularly:

 SDG 8: Decent Work and Economic Growth
SDG 11: Sustainable Cities and Communities
*  SDG 12: Responsible Consumption and Production

The Village-Centric Development Strategic (VDS) Model is not merely a theoretical proposition
but a practical blueprint for rural renewal. Its implications span the planning, societal, and economic
spheres, offering a holistic approach to inclusive and sustainable rural development. Grounded in
India’s cultural and spiritual roots, yet responsive to modern aspirations, the VDS model holds
immense promise in bridging the rural-urban divide and realizing the vision of “Viksit Bharat” by
2047.

CONCLUSION

This paper proposed the Village-Centric Development Strategic (VDS) Model as a
comprehensive and culturally rooted framework for achieving sustainable rural development through
entrepreneurship. Anchored in Gandhian economic thought, the PURA framework of Dr. A.P.J.
Abdul Kalam, and indigenous spiritual-ecological traditions, the VDS model conceptualizes rural
development as a multi-dimensional, participatory, and ethical process. Central to this model is the
Village Entrepreneur, who functions as the catalyst for transforming local resources and knowledge
into viable enterprises that foster prosperity, resilience, and social cohesion.

The analysis reaffirms that rural India—home to nearly 65% of the country’s population
(World Bank, 2023)—faces entrenched challenges of underemployment, infrastructure gaps, limited
market access, and social exclusion. Despite these constraints, the rural economy possesses untapped
potential in agriculture, handicrafts, renewable energy, rural tourism, and social enterprises. The
VDS model offers a structured approach to leveraging local potential by connecting five key
pillars: infrastructure, digital access, skill and knowledge development, economic enterprise, and
ethical governance with community participation.

The conceptual framework aligns well with India’s national goals for inclusive growth,
localization of SDGs, and rural-urban integration under missions such as Digital India, Start-Up
India, and the Rurban Mission (MoRD, 2023). Importantly, the model’s value-based orientation
ensures that development is not merely an economic phenomenon but also a process of dignity
restoration, cultural continuity, and ecological sustainability. This represents a significant
departure from top-down, one-size-fits-all models of rural transformation and instead promotes
bottom-up, community-owned development.

From an implementation perspective, the VDS model can serve as a planning toolkit for Gram
Panchayats, SHGs, and District Rural Development Agencies (DRDAS). Its operationalization
through participatory mechanisms—such as Village Development Plans (VVDPs), youth-led innovation
hubs, and SHG-facilitated enterprises—can institutionalize entrepreneurial thinking at the grassroots.
Moreover, the model can be instrumental in addressing the issue of rural youth unemployment,
which remains high at 17.4% (PLFS, 2022), by creating locally viable enterprises and enhancing
vocational capacities.
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Looking ahead, future research must explore pilot implementation of the VDS model in specific
clusters, such as backward districts under the Aspirational Districts Programme. Comparative studies
can assess its effectiveness relative to conventional rural development interventions. Researchers
may also develop metrics for ethical governance, spiritual well-being, and community
participation—dimensions often ignored in mainstream impact assessments. Furthermore,
interdisciplinary studies incorporating economics, sociology, rural management, and development
ethics will be critical in refining and scaling the model.

The VDS model offers not only a theoretical contribution to the rural development discourse
but also a practical vision for a self-reliant and prosperous Bharat. By placing the village
entrepreneur at the center of the rural ecosystem and aligning development with civilizational values,
the model holds the promise to transform India’s villages into resilient, thriving, and equitable hubs
of growth.
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Recent Analysis of Fiscal Consolidation in India
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ABSTRACT

The government has gradually adjusted fiscal deficit targets downward over successive budgets.
This tightening discipline is intended to reduce borrowing costs and signal fiscal prudence to
investors and rating agencies. The fiscal strategy now emphasizes an outcome-oriented approach
where every expenditure is scrutinized for its long-term economic impact, ensuring that growth-
related spending isn’t undermined by imprudent fiscal management.

Secondly, emphasis is also being laid on enhancing revenue through reducing tax evasion and
broadening tax-base while ensuring compliance through digitalization. Improving GST compliance
through easier filing procedures are helping in plugging revenue leakages. Similar reforms in the
direct taxes is encouraging unaccounted economy to enter the formal sector. Thirdly the government
is rationalizing its expenditures; by fine-tuning inefficient subsidies, the government is reallocating
resources toward higher-impact areas. The wage bill in the public sector is reviewed and scrutinized
and the freed resources are to be used for capital expenditure and infrastructure. Further, scrutiny
over non-development and non-capital expenditure ensures that every rupee contributes to the
economic growth. Fourthly, structural reforms and disinvestment initiatives raise non-tax revenue
and improve operational efficiencies through market-driven reforms. The FRBM Act has ensured
greater transparency and accountability in fiscal management. Recent PPP initiatives has shifted
burden to the private sector while still reaping the benefits of improved public services.

This paper will analyse receipts and expenditures of the Central Government, States Government
as well as of the General Government in absolute values as well as percentage of GDP for last ten
years and explore the success achieved in fiscal consolidation in recent years. Further, the paper
will analyse the policies adopted in the Union budgets and the challenges faced in adopting fiscal
consolidation.

Introduction

Fiscal consolidation involves reducing the gap between government expenditure and non-
borrowed receipts. India on path of fiscal consolidation involves tightening expenditure and enhancing
revenue collection through tax reforms, improved compliance, and a phased rationalization of
subsidies. This on one hand reduced fiscal deficit while ensuring that public investment in productive
sectors remains robust showing that the measures adopted under Fiscal Responsibility and Budget
Management Act are bearing fruit.
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The government has gradually adjusted fiscal deficit targets downward over successive budgets.
This tightening discipline is intended to reduce borrowing costs and signal fiscal prudence to investors
and rating agencies. The fiscal strategy now emphasizes an outcome-oriented approach where every
expenditure is scrutinized for its long-term economic impact, ensuring that growth-related spending
isn’t undermined by imprudent fiscal management.

Secondly, emphasis is also being laid on enhancing revenue through reducing tax evasion and
broadening tax-base while ensuring compliance through digitalization. Improving GST compliance
through easier filing procedures are helping in plugging revenue leakages. Similar reforms in the
direct taxes is encouraging unaccounted economy to enter the formal sector. Thirdly the government
is rationalizing its expenditures; by fine-tuning inefficient subsidies, the government is reallocating
resources toward higher-impact areas. The wage bill in the public sector is reviewed and scrutinized
and the freed resources are to be used for capital expenditure and infrastructure. Further, scrutiny
over non-development and non-capital expenditure ensures that every rupee contributes to the
economic growth. Fourthly, structural reforms and disinvestment initiatives raise non-tax revenue
and improve operational efficiencies through market-driven reforms. The FRBM Act has ensured
greater transparency and accountability in fiscal management. Recent PPP initiatives has shifted
burden to the private sector while still reaping the benefits of improved public services.

This paper will analyse receipts and expenditures of the Central Government, States Government
as well as of the General Government in absolute values as well as percentage of GDP for last ten
years and explore the success achieved in fiscal consolidation in recent years. Further, the paper
will analyse the policies adopted in the Union budgets and the challenges faced in adopting fiscal
consolidation.

Fiscal Strategy in India
India’s fiscal strategy is centred around achieving sustainable economic growth while maintaining
fiscal discipline. The objectives of fiscal strategy are

1. Economic Stability: Ensuring macroeconomic stability by controlling inflation and maintaining
a balanced budget.

2. Growth Promotion: Stimulating economic growth through targeted public expenditure and
investments.

3. Debt Management: Reducing the debt-to-GDP ratio to ensure fiscal sustainability.

Measures Being Adopted

1. Public Expenditure: Focus on infrastructure, health, and education to drive long-term growth.

2. Taxation Policies: Simplifying tax structures and improving compliance to enhance revenue
collection.

3. Fiscal Responsibility: Adhering to frameworks like the Fiscal Responsibility and Budget
Management (FRBM) Act.
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Fiscal Consolidation and Recent Developments

In the aftermath of unprecedented fiscal pressures brought on by the COVID-19 pandemic,
India’s public finances experienced significant dislocations—a fiscal deficit that had spiked to 9.2%
of GDP in FY 2020-21 among them. Recognizing the need for a return to fiscal discipline and long-
term macroeconomic stability, recent policy measures have been geared toward sustainable fiscal
consolidation. This process seeks to rebalance government finances by reducing deficits and
moderating the debt-to-GDP ratio, thereby undergirding economic resilience and investor confidence.
Fiscal consolidation in India is structured around several core objectives:

»  Debt Reduction and Fiscal Deficit Control: The government has charted out a roadmap to
lower the debt-to-GDP ratio, setting a target of 50% (+1%) by 2030-31—a clear signal of its
intent to restore fiscal prudence.

*  Revenue Mobilization: Strengthening the domestic resource base by improving the efficiency
of tax collection and broadening the tax base remains a priority. Enhanced direct tax buoyancy
and improved compliance mechanisms have been pivotal in enabling increased revenue
generation without stifling growth.

» Efficient Expenditure Management: Emphasis on prudent and productive spending—
particularly on capital expenditure—ensures that the fiscal tightening does not undercut growth
potential. Balancing non-discretionary expenditures while simultaneously investing in
infrastructure, health, and education forms the backbone of the consolidation strategy.

Data Analysis (Fiscal Trends 2014-15-2023-24)

The combined tax-GDP ratio of Gol and the states had languished in the range of 16% to 18%
over a period of more than three decades from the late 1980s up to the recent years. It fell to a trough
of 16.1% during 2019-20 and 2020-21, affected by the adverse impact of two major tax reforms —
Goods and Services Tax (GST) and CIT, and the COVID-19 pandemic. After that, the combined
tax-GDP ratio recovered to 18.5% in FYY24. Gol’s gross tax revenue (GTR) to GDP ratio has increased
from a trough of 10.2% in 2020-21 to 11.7% in 2023-24, driven largely by a relatively high direct
tax buoyancy.

The contribution of non-tax revenues (NTR) to overall revenue receipts for the combined
account as well as for the Gol’s revenue receipts has been rather limited. While the combined NTR
to GDP ratio has ranged between 1.9% to 2.8% during 2014-15 to 2023-24, Gol’s NTR relative to
GDP has ranged from 1.05% to 1.82%. RBI’s dividends, an important component of Gol’s NTR,
have shown periodic jumps during 2019-20, 2021-22, 2023-24 and 2024-25. The National
Monetization Pipeline (NMP), introduced in the 2021-22 Union Budget, was an important NTR
augmenting initiative. This included assets with monetization potential of INR6 lakh crore from
2021-22 to 2024-25. The government has realized nearly INR3.9 lakh crore against a target of
INRA4.3 lakh crore in the first three years.

On the expenditure side, the combined government expenditure relative to GDP has increased
from 25.5% in 2014-15 to 27.5% in 2023-24. Ignoring the COVID year, Gol’s total expenditure to
GDRP ratio has increased from 10.5% in 2014-15 to 12.9% in 2023-24. There has been a tangible
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increase in the share of capital expenditure in Gol’s total expenditure, from 11.8% in 2014-15 to
21.4% in 2023-24. Correspondingly, share of revenue expenditure has fallen. Within revenue
expenditure, there has been an emphasis on reducing the share of subsidies in Gol’s revenue
expenditure by better targeting and delivery to the intended beneficiaries through DBT.

Recent Trends in Fiscal/ Revenue Deficits

With respect to Gol’s fiscal imbalance, there was a major slippage in 2020-21 after which
there has been a steady stepwise improvement. Gol’s fiscal deficit to GDP ratio fell from a peak of
9.2% in 2020-21 to 5.6% in 2023-24. The quality of fiscal deficit has also improved as reflected by
a fall in the ratio of revenue deficit to fiscal deficit from 76% in 2017-18 to 46.3% in 2023-24. Gol’s
debt-GDP ratio has also fallen from its peak level in 2020-21. Currently, Gol’s finances appear to be
on a strong footing with its tax and non-tax revenues showing buoyant performance, structure of
expenditures shifting more towards capital spending and fiscal imbalance improving significantly.

Chart I: Revenue, Fiscal and Primary Deficit of the
Central Government
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Chart | depicts the trends in fiscal, revenue and primary deficit of the C.G. from 2016-17 to
2023-24. The peak as obvious for the three deficits appears in 2020-21 after which the deficits have
started tapering. Still, however the deficit levels in 2023-24 are still above then what they were in
2016-17. The government has followed a path of fiscal consolidation while continuing to protect
the vulnerable sections and investing in the productive capacity of the economy. Successive budgets
moderated the growth in revenue expenditure. While achieving the compression in revenue
expenditure as a per cent of GDP, the government also ensured that free food grains are provided to
81.4 crore people in the country. At the same time, shares of total expenditure allotted to capital
spending were progressively enhanced, thereby improving the quality of expenditure. Government
expenditure in FY24 continued this trend whereby, as per the provisional actuals, total expenditure
declined to 15.0 per cent of GDP from 17.7 per cent in FY21.
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Preliminary unaudited estimates of finances for a set of 23 states, published by the Comptroller
and Auditor General of India, suggest that the gross fiscal deficit of these 23 states was 8.6 per cent
lower than the budgeted figure of ~ 9.1 lakh crore. This implies that fiscal deficit as a per cent of
GDP for these states came in at 2.8 per cent as against a budgeted 3.1 per cent. The quality of
spending by state governments improved, too, with state governments focusing on capex as well.
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Chart Il depicts the trends in fiscal and revenue deficit of the States Government from 2016-17
to 2023-24. The peak level in 2020-21 was 4.1 percent and 1.9 percent of GDP respectively. The
levels in 2024-25(BE) are below then what it was in 2016-17.

Chart 111 reflects the trends in deficits of the General Government where it started increasing
from 2016-17, peaked in 2020-21 to 9.2 percent (RD) and 13.1 percent (GFD) and witnessed a
secular decline thereafter. The fiscal deficit of the Union Government has been brought down from
6.4 per cent of GDP in FY23 to 5.6 per cent of GDP in FY24, according to provisional actuals (PA)
data released by the Office of Controller General of Accounts (CGA)Consolidation measures adopted
has resulted in success in reducing the deficits significantly within last three years. In combination
with restrained revenue expenditure, these buoyant revenues ensured lower deficits. A decomposition
of the fiscal deficit over the past few years reveals that with a narrowing revenue deficit, a larger
share of the fiscal deficit is being accounted for by capital outlay. This suggests that the productivity
of borrowed resources has improved.

Over the last seven years, GST has matured significantly through streamlining of procedures
and, in the process, enhancing tax buoyancy for the Union and State governments. Within non-debt
capital receipts, the proceeds from the National Monetisation Pipeline (NMP), which was announced
in the Union Budget FY22, are gaining traction. The NMP listed core assets of union government
ministries and public sector enterprises with a potential of ~ 6 lakh crore for monetisation over the
four-year period of FY22- FY25. During FY22 - FY24, receipts worth ~ 3.9 lakh crore have been
recorded as against a target of = 4.3 lakh crore.
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Chart lll: Revenue Deficit and Gross Fiscal Deficit,
General Government

14.0
13.1

12.0
10.0
8.0
6.0
4.0
2.0
0.0

= 2 2 8 = N a = @

w0 ~ oo a2} o — (] =+ [Ts]

g g g g g S S & g

™~ o ~ ~ ~ o ™ o o~

(=] (=]

(o] (o]

—&— |Il. Revenue Deficit IV. Gross Fiscal Deficit

Source: See Appendix, Table 1

Trends in Internal/ External Debt of the Central Government

The external liabilities of the central government grew maximum to 2 percent of GDP in 2020-
21 and decreased to 1.8 percent in 2023-24. Similarly, the internal liabilities increased in 2020-21 at
59 percent and the total outstanding liabilities therefore were 61 percent of GDP. Due to consolidation
efforts by the government, the outstanding liabilities has decreased to 57.1 percent in 2023-24.

The general government debt to GDP ratio increased slightly in FY24 despite a declining primary
deficit because monetary tightening led to a spike in interest rates, while the decline in inflationary
pressures resulted in a lower-than-budgeted nominal GDP growth. However, with the increased
prospects of monetary policy easing, along with an uptick in WPI inflation and the government’s
continued commitment to fiscal consolidation, the debt ratio is likely to resume its declining trend.

Chart IV: Qutstanding Liabilities of the Central
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Union Government debt is characterised by low currency and interest rate risks. This is owing
to the low share of external debt in the debt portfolio and almost all external borrowings being from
official sources. The gradual elongation of the maturity profile of the Union Government’s debt is
leading to reduced rollover risks. The proportion of dated securities maturing in less than five years
has seen a consistent decline in recent years. The weighted average maturity of the outstanding
stock of dated securities of the Government has increased from 9.6 years in end-March 2011 to 12.5
years in end-March 2024. (Economic Survey2023-24, pp.25-26)

Policy Framework and Strategic Measures

Recent fiscal consolidation efforts have evolved from rigid numerical targets to a more flexible,
outcome-based “glide path” strategy-

»  The Glide Path: The transition from preset deficit figures (for instance, the earlier rigid target
of a 3% fiscal deficit by FY 2020-21) to a flexible trajectory emphasizes the importance of
navigating unforeseen challenges without jeopardizing long-term objectives. With the Union
Budget 2021-22 and later editions outlining a phased reduction to below 4.5% of GDP by
2025-26, this strategy has allowed policymakers to adapt to the post-pandemic context while
keeping an eye on longer-term debt sustainability.

»  Revenue and Expenditure Adjustments: Key measures include reforms aimed at ramping up
the government’s revenue as a share of GDP. Recent fiscal strategies have facilitated an increase
in revenue mobilization—from a pre-pandemic average of 8.5% to ranges exceeding 9% in
forward-looking projections—thereby drawing on both direct and indirect tax enhancements
and efforts to minimize evasion . Meanwhile, expenditure rationalization includes deliberate
shifts toward high-impact capital spending, enabling maintenance of an infrastructure-led growth
momentum even as overall spending is tightened

» Regulatory and Institutional Measures: The evolution of fiscal consolidation has also seen
amendments in fiscal responsibility legislation such as the Fiscal Responsibility and Budget
Management (FRBM) Act. With updated guidelines that accommodate flexibility in times of
crisis (e.g., escape clauses) and focus more directly on debt sustainability rather than just
deficit numbers, the institutional framework underpins the technical measures that ensure
accountability and transparency.

Implementation and Impact

The fiscal consolidation strategy has been implemented through successive Union Budgets and
targeted reforms aimed at both revenue augmentation and expenditure restraint

Progress on Debt and Deficit Targets: Recent projections indicate that fiscal deficit figures
have steadily declined—from 6.7% at the commencement of the current consolidation cycle to an
estimated 4.4% by FY 2025-26. Concurrently, the debt-to-GDP ratio has seen progressive decreases,
reflecting improved fiscal health and bolstered investor confidence.

Stimulating Growth: By aligning fiscal tightening with measures to ensure capital expenditure
is prioritized, the government aims to stimulate long-term investments while maintaining
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macroeconomic stability. These efforts potentially pave the way for reduced borrowing costs and a
lower interest rate environment conducive to private investment.

The Challenges Ahead

Economic Uncertainty: Global economic fluctuations and domestic uncertainties—ranging
from supply-side bottlenecks to fluctuating commaodity prices—can affect revenue projections and
spending requirements.

Tax Compliance and Reform: Sustaining higher revenue mobilization hinges on continuous
tax reforms and enforcement against evasion. Even minor inefficiencies in tax administration may
necessitate recalibration of policy measures.

Balancing Growth with Austerity: There is an inherent tension between the need for fiscal
prudence and the imperative of stimulating economic growth. Maintaining this balance will require
dynamic adjustments and a calibrated policy mix in the face of evolving economic conditions.

In future, sustained fiscal consolidation would depend on further institutional reforms, enhanced
fiscal transparency, and flexible policy measures that can adjust in real time to economic shocks.
Robust dialogue between central and state governments, along with strengthened public financial
management systems, will be crucial in sustaining momentum while navigating emerging challenges.

Conclusion

The Union Budget 2025 introduced a shift to using the debt-to-GDP ratio as the primary fiscal
anchor, aiming for a target of 50% by 2031. Enhanced GST revenues and improved fiscal deficit
figures reflect ongoing efforts toward balanced fiscal management. The blend of a flexible glide
path, targeted reforms, and strategic investments highlights a pragmatic approach towards ensuring
long-term economic stability and growth. As the nation continues to refine its fiscal policies, the
onus remains on striking a delicate balance between fiscal austerity and the need to fuel economic
dynamism—ensuring that today’s consolidation lays the foundation for tomorrow’s prosperity.

Policy Considerations

Beyond immediate fiscal targets, broader debates on long-term sustainability and the social
dimensions of fiscal policy are emerging. Incorporating inclusive growth measures and strategies to
mitigate any adverse socio-economic impacts of fiscal adjustments will be essential in the coming
years. A deeper exploration into innovative public investment models or public-private partnerships
could also further diversify revenue streams and reinforce fiscal resilience.
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Appendix

Table 1: Receipts and Disbursements of State and Consolidated General Government

\ (As per cent of GDP)
Particulars 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23]  2023-24RE|  2024-25BE
@) @ €] @ ®) (©) ) @ O (10)
State Governments

Total Receipts (A+B) 177 172 175 19.0 188 18.3) 177 193 19.2
A. Revenue Receipts (1+2) 133 136 138 133 130 137 136 143 143
1.Tax Receipts 99 102 10.3 9.3 89 10.0 101 106 109
of which

States' Own Tax Revenue 59 6.6 64 6.1] 59 6.3 6.5 69 12
2. Non-tax Receipts 34 34 35 40 41 37 35 36 34
of which

Interest Receipts 02 0.2 0.2 0.1 0.1 0.1 0.1 0.1 0.1
B. Capital Receipts 44 36 37 57 58 45 41 50 49
of which

Recovery of Loans and Advances 0] 02 0.2 0.3 0] 0. 0.0 0] 0.1
I1. Total Disbursements (a+b+c) 17.6 171 17.6 174 18.7 18.0 178 195 19.3
a) Revenue Expenditure 136 137 139 139 149 14.2 138 147 14.6
b) Capital Expenditure 33 32 34 33 35 37 37 46 44
¢. Loans and Advances by States 0.8 02 0.2 0.2 02 0.2 0.3 02 03
I11. Revenue Deficit 0.3 01 01 0.6 19 04 0.2 05 0.2
V. Gross Fiscal Deficit 35 24 24 26 41 2.8 21 35 3.2
General Government

|. Total Receipts (A + B) 219 265 26.6) 285 22 303 2. 07 2.6
A. Revenue Receipts (1+2) 203 198 20.1] 19.2 186 204 202 216 2.1
1. Tax Receipts 17.0 174 17.3 16.1] 16.1 17.6) 17.8 185 18.8
2. Non-Tax Receipts 33 23 2.7 3] 25) 2.8 24 3] 33
of which

Interest Receipts 0.2 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.2
B. Capital Receipts 75 6.7 6.5 94 136 99 8.9 91 75
of which

Recovery of Loans & Advances 0] 02 02 0.3 0] 0.]] 0] 02 0.1
I1. Total Dishursements (a+b+c) 211 264 2.7 269 20 304 292 308 300
a) Revenue 221 225 22.6 23.1 211 25.2 244 24.9 24.1
b) Capital 40 34 37 36 36 44 45 56 55
¢) Loans and Advances 1.0 05 03 02 06 04 0.3 03 04
I11. Revenue Deficit 23 2.1 2.5 39 9.2 48 42 33 2.0
IV. Gross Fiscal Deficit 6.9 58 58 1.2 131 95 8.8 90 76
Sources: Budget Documents of Central and State Governments.

Notes:

1. RE: Revised Estimates; BE: Budget Estimates

2. The ratios to GDP at current market prices are based on 2011-12 hase. GDP for 2024-25 is as per Union Budget 2024-25.

3. Capital Receipts include public account on a net basis.

4. Capital dishursements are exclusive of public accounts.

5. Data till 2016-17 pertain to all States. Data from 2017-18 onwards pertain to all States/UTs with legislatures.

Source: Economic Survey 2024-25, Statistical Appendix, Table 2.7, p.68
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Table Il: Outstanding Liabilities of the Central Government

Partioulars B | poias | 00 | 209 | 2020 | 202 [ 202 | 20z
(As per cent of GDP)
1. Internal liabilities# 46.8 46.7 46.7 49.4 59.0 55.5 54.7 55.3
a) Internal debt 37.3 375 37.5 40.0 50.0 48.6 48.5 49.6
i) Market borrowings 30.2 29.7 29.1 29.8 36.0 34.0 33.9 34.7
ii) Others 7.1 7.8 8.3 10.1 14.0 14.6 14.6 14.9
b) Other Internal liabilities 9.5 9.3 9.2 9.5 9.0 7.0 6.1 5.7
2. External debt(outstanding)* 15 15 1.4 15 2.0 1.9 1.8 1.8
3. Total outstanding liabilities (1+2) 48.3 48.2 48.1 50.9 61.0 57.4 56.5 57.1

Source: Union Budget documents and CAA&A/ CGA-Finance Accounts

Notes:

1.* : External debt figures represent borrowings by Central Government from external sources and are based upon historical rates of
exchange

2. @ : The external debt figures at current exchange rates are taken from Controller of Aid, Account and Audit Division, Ministry of
Finance.

3. #: This includes marketable dated securties held by the RBI

4. RE: Revised Estimates

Source: Source: Economic Survey 2024-25, Statistical Appendix, Table 2.5, p.66

References

1. Government of India (2025), Union Budget 2025-26, Ministry of Finance. https://www.indiabudget.gov.in/

N

Government of India (2025), Statements of Fiscal Policy as required under the Fiscal Responsibility and Budget

Management Act, 2003, Budget Division, Ministry of Finance. https://www.indiabudget.gov.in/doc/from1.pdf

Government of India (2024), Union Budget 2024-25, Ministry of Finance. https://www.indiabudget.gov.in/

o g > w

available at https://www.nipfp.org.in/blog/2025/03/24/new-fiscal-consolidation-roadmap/

Government of India (2025), Economic Survey 2024-25, Ministry of Finance. https://wwuw.indiabudget.gov.in/

Government of India (2024), Economic Survey 2023-24, Ministry of Finance. https://wwuw.indiabudget.gov.in/
Resham Nagpal (2025), A New Fiscal Consolidation Roadmap, National Institute of Public Finance and Policy,



Fiscal Performance of Municipal Corporation in
Uttar Pradesh: A Comparative Study
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ABSTRACT

The 73 and 74" Constitutional Amendment Act of 1992 has been the most noteworthy milestones
in strengthening of local governance in rural and urban areas in India. The study primarily focuses
on the Urban Local Bodies (ULBs) which play an important part in the working democracy in a
vast country like India. ULBs are responsible for providing various essential services such as
education, sanitation and healthcare to the residents of urban areas.

However, ULBs are heavily dependent on grants and transfers from state and central government,
which often come with conditions and restrictions. Additionally, there is a notable lack of fiscal
autonomy for ULBs. This dependence, coupled with financial constraints, hampers their ability to
perform effectively, as their own source of revenue is often insufficient to cover their revenue
expenditures. In this backdrop, the study presents a comparative analysis of the financial performance
of Municipal Corporations in four administrative regions of Uttar Pradesh: Central, Eastern,
Bundelkhand, and Western. The selected Corporations for analysis are Lucknow Municipal
Corporation (LMC), Varanasi Municipal Corporation (VMC), and Agra Municipal Corporation
(AMC). The objective of this study is to evaluate and contrast the fiscal health, revenue generation
patterns, expenditure management, and overall financial sustainability of these Municipal
Corporations over a ten-year period from 2014 to 2024. Data has been obtained from the budgets
of the selected Municipal Corporations. By utilizing key financial indicators such as revenue receipts,
capital expenditure, and own-source revenue, the analysis aims to highlight each corporation’s
efficiency in resource mobilization and public service delivery. The fiscal efficiency of these Municipal
Corporations will be examined through trend analysis and various ratios, including revenue
autonomy, financial autonomy ratio, operating position ratio, and dependency ratio. The outcomes
of this study will provide valuable policy insights for the efficient allocation of scarce financial
resources among Municipal Corporations.

Introduction

The idea of decentralisation involves reorganizing institutions in many different ways to distribute
power and responsibilities more evenly. One important aspect of this is fiscal decentralisation,

which aims to enhance financial accountability within government systems.
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This process involves clearly defining the spending responsibilities of different levels of
government, such as national and local authorities. Additionally, fiscal decentralisation allows local
governments to have control over their own taxes. This means that they can raise their own revenue
to cover their expenses, rather than depending solely on funds from the national government. By
enabling local governments to make financial decisions, it encourages them to manage their budgets
wisely and respond more effectively to the needs of their communities.

In India, government system is made up of three tiers- The Central government, The State
government, and the Local self-government. The local self-government is made up of democratically
elected representatives of the local people. Two major forms of local self-government exist in India
at urban level and rural level. In the urban areas, three forms of ULBs are distinguished based on the
population’s size and geographical area. In cities and town, Municipal Corporation are set up in the
area with a population size of more than one million, Municipal Council are set up in the area with
population size between 1 lakh to 10 lakh and Nagar panchayat /Notified area councils are set up
for areas in transition from the rural area to urban area with a population size between 10 thousand
to 1 lakh (SINGH, 2022). At Rural level consists of PRIs that is, Gram Panchayat (village level),
Panchayat Samiti (block level) and Zila Parishad (District level). Likewise, According to the
Constitution of India, under Article 246 of the 7" schedule states the three lists, List I (Union List),
List Il (State List) and List 11l (Concurrent List) in which function and responsibilities of Central
and State government are divided. Apart from that, India’s revenue assignment has a long history.
The constitution of India empowers the central government and the state government to raise revenue
on the items of subjects mentioned in the Union list and state list, any subject who does not find its
place in the state and union list, the centre will have jurisdiction. Both Central and state governments
have powers to raise revenue from the concurrent list, regards to urban local bodies are required to
rely on transfers (Article 243W) and taxes that are authorized or shared by the States (Article 243X)
because there is no municipal finance list allotted to them.

An important initiative by the Government of India to strengthen the municipal governance for
urban improvement was the enactment of 74" Constitutional Amendment Act in 1992. Before this
amendment, local governments in India were organized beyond the powers or authority granted by
law and the state governments were free to extend or control the functional sphere through executive
decisions without an amendment to the legislative provisions. Through the 74" CAA, an attempt
has been made to improve the functioning and ability of the municipalities in India to discharge
their duties efficiently (Sharma, 2020). But the act specified the functions of ULBs without any
corresponding list of legitimate sources for revenues (Bhattacharyya & Bandyopadhyay, 2012).
The State Government decides how much power and responsibility to give to ULBs, so this can
differ a lot from one state to another across the country. The 74" CAA aims to give ULBs more
taxation powers to help them manage their responsibilities. However, in reality, no such additional
taxation powers have been given and they are still limited to their traditional areas of taxation.
ULBs are responsible to carry out the functions allotted to them, but for this purpose they are
limited with the source of revenue. As per the Report on Municipal Finance published by RBI there
is a limited sources of revenue generation, municipal corporations in India are largely dependent on
grants from the Central and State governments for meeting their expenditure needs. Among own
revenue sources, over-reliance on property tax has constrained exploiting other avenues of funding,
such as trade licences, entertainment taxes, taxes from mobile towers, solid waste user charges,
water charges, and value capture financing.
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The local government in urban areas has a crucial role in providing various essential services to
residents living in towns and cities. To fulfil these responsibilities, they must manage their finances
effectively and have a strong source of income. Their overall spending is divided into two categories:
revenue expenditure and capital expenditure. Revenue expenditure includes costs related to running
essential services such as waste management, water harvesting and sanitation, public health, safety
measures, public works, and education. Against this background, the paper aims to analyze the
financial performance of municipal corporations specifically in the state of Uttar Pradesh. Data and
information on municipalities in Uttar Pradesh and in India overall are inadequate, diversity in the
nature of maintenance of budgets by the ULBs. It would bring out the variety of problems with the
data, especially that of comparability across the ULBs, which has undermined the ability of
municipalities, analysts, and policy makers to comprehend the ground level situation and develop
and implement effective urban policies. This paper puts together available municipal finance data
for the period 2014-2024 to identify major trends and patterns in municipal finances in Uttar Pradesh.

Objective

The objective of this analysis is to examine and compare the trends in annual capital receipts of
three municipal corporations—Lucknow (LMC), Varanasi (VMC), and Agra (AMC)—from the
fiscal years 2015-16 to 2023-24. This study aims to identify the factors influencing fluctuations in
capital receipts, assess the impact of various funding sources such as central and state government
allocations, and evaluate the effectiveness of specific government schemes, including the Smart
City initiative and the AMRUT plan, on the financial stability of these municipal corporations.
Ultimately, the goal is to provide insights that can inform future policy decisions and strategic
planning for urban development in these regions.

Data and Methodology

DATA SOURCE

There are a total of seventeen municipal corporations in Uttar Pradesh. This research focuses
on a selection of these municipal corporations for the period from 2014-15 to 2023-24. The primary
criterion for selecting these corporations is that they each have a population of over one million.
One city has been chosen from each of the following regions: Central (Lucknow), Western (Agra),
Eastern (Varanasi), and Bundelkhand (Jhansi). However, the Jhansi Municipal Corporation was
excluded from the sample because it could only provide data starting from the fiscal year 2016-17,
and it did not have budgets available for the years 2014-15, 2015-16, and 2019-20. Thus, the analysis
dataset covers the years from 2014-15 to 2022-23. The data used for this analysis is drawn from the
annual budgets of the (LMC), Varanasi Municipal Corporation (VMC), (AMC) for various years.

METHODOLOGY

The paper utilizes trend analysis to know the trend of total Revenue and Capital Receipt and
Expenditure of selected Municipal Corporations over the year and applies various ratios to known
the financial health of MCs.
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Data Analysis and Discussion

Table 1: Annual Growth Rate of Revenue Receipt (RR) of selected
Municipal Corporation
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The source of Revenue Receipt consists of Property tax, Stamp duty, User Chargers and Grants
from State finance Commission. Table 1 presents the Annual Growth Rate (AGR) of Revenue Receipts
for three major municipal corporations in Uttar Pradesh: Lucknow, Varanasi, and Agra, for the
period from 2015-16 to 2023-24. The growth trend of Revenue Receipts (RR) for Lucknow Municipal
Corporation (LMC) exhibits a robust beginning with a rate of 14.03% in 2015-16, remaining relatively
stable despite minor fluctuations over the years. However, a notable decline occurred in 2019-20,
with a negative growth rate of -8.37%. This downturn can be attributed to a decline in various
revenue sources, including house tax, advertisement taxes, income from the corporation’s immovable
properties, parking fees, user charges, reinforcement duty fees, and income from the development
authority and housing projects. Following a recovery after 2021-22, a noticeable positive trend
emerges in 2023-24, achieving a growth rate of 26.57%, driven by an increase in house tax, improved
income from the development authority and housing ventures, as well as a rise in contributions
from the state finance commission. In contrast, the revenue growth rates for Varanasi Municipal
Corporation (VMC) are marked by significant volatility, including a sharp decline in 2017-18,
which saw a decrease of -12.56%. This was followed by a rebound in 2018-19, reaching a peak
growth rate of 21.49%, increased by increased property tax and enhanced tax collection from stamp
duty. The positive progression observed during 2020-23 can be linked to higher income from property
tax and user charges, although a setback occurred in 2023-24 with a decline of -11.39%, primarily
due to reduced tax collection from stamp duty. Agra Municipal Corporation (AMC) initially
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demonstrates modest growth from 2015 to 2018, likely resulting from a constrained revenue base or
inefficient tax collection practices. However, a significant upward trend becomes evident in 2023-
24, attributed to an increase in revenue receipts driven by funds received from the state finance
commission (36,579.57) and outstanding rent payments from M/s Torrent (22,000).

Table 2: Annual Growth Rate of Capital Receipt (CR) of selected
Municipal Corporation
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The graph illustrates the annual trends in capital receipts for three municipal corporations:
Lucknow (LMC), Varanasi (VMC), and Agra (AMC) from 2015-16 to 2023-24. Capital receipts
comprise funds from both the central and state governments, as well as resources obtained through
various central government initiatives, including the New Urban Road Scheme, Smart City missions,
and the Atal Mission for Rejuvenation and Urban Transformation (AMRUT) Scheme, along with
allocations from finance commissions. Notably, the Tenth Finance Commission marked the first
allocation of funds to rural and urban local bodies, with subsequent Finance Commissions continuing
to support these local governments. The trend for LMC exhibits frequent fluctuations; for instance,
in 2016-17, there was a notable decline due to a reduction in the State Urban Development Agency
(SUDA) deposit by 65000. In 2019-20, LMC received 40,000 from the central government for the
Smart City scheme and the AMRUT plan; however, funding for the AMRUT scheme plummeted to
1,000 in 2020-22. In contrast, VMC shows a comparatively stable trend, with only a decline in
capital receipts during 2018-19 and 2019-20, attributed to a decrease in grants from the central
government, which fell from 49,856 to 29,533.8. Following this period, VMC experienced a gradual
recovery, achieving more than double the increase in funds from the state government post-2020-
21. AMC, on the other hand, is characterized by the most volatility among the three corporations,
displaying significant fluctuations in its capital receipts. A remarkable spike occurred in 2018-19,
when 32,000 were allocated specifically for the Smart City initiative.
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Table 3: Annual Growth Rate of Revenue Expenditure (CR) of selected
Municipal Corporation
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Table 1 : Budgetary Deficit of Selected Municipal Corporations
Municipal Total Total Budgetary
Year Corporation Revenue Expenditure Deficit
2014-2024 LMC 1765453 18126124 47159.4
2014-2024 VMC 775052 778488.56 3436.50
2014-2024 AMC 576763 616884.6272 40121.43
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Some Important Ratios to Assess Financial Position of LMC, VMC and AMC

Operating position

2015- | 2016-
Category | 2014-15 16 17 2017-18 | 2018-19 | 2019-20 | 2020-21 | 2021-22 | 2022-23 | 2023-24
LMC 101.93 | 9219 | 9330 | 101.21 | 10198 | 100.16 | 100.05 | 100.19 | 100.04 85.80
VMC 94.89 98.21 | 96.29 98.29 102.11 | 106.42 98.31 95.36 100.66 | 100.41
AMC 91.86 98.39 | 91.90 88.39 100.34 96.65 91.92 91.92 76.95 113.88
Revenue Autonomy
2015- | 2016- 2019- 2020- 2021- 2022- 2023-
Category | 2014-15 16 17 2017-18 | 2018-19 20 2 2 23 2
LMC 10.88 11.10 | 16.91 18.89 19.31 17.88 25.70 19.42 18.19 31.69
VMC 8.60 9.09 12.74 6.43 13.81 7.82 17.36 16.32 16.32 11.68
AMC 5.98 7.94 9.99 11.47 48.83 11.92 14.08 19.36 19.36 12.66
Financial Autonomy
2015- | 2016- 2019- 2020- 2021- 2022- 2023-
Category | 2014-15 16 17 2017-18 | 2018-19 20 ” 2 23 24
LMC 10.88 11.10 | 16.91 18.89 19.31 17.88 25.70 19.42 18.19 31.69
VMC 8.60 9.09 12.74 6.43 13.81 7.82 17.36 16.32 16.32 11.68
AMC 5.98 7.94 9.99 11.47 48.83 11.92 14.08 19.36 19.36 12.66
Dependency Ratio
2015- | 2016- 2018- | 2019- 2020- 2021- 2022- 2023-
Category | 2014-15 16 17 2017-18 19 20 21 22 23 24
LMC 56.24 50.26 [ 30.15 33.44 39.02 | 47.18 25.71 28.03 18.20 27.19
VMC 31.28 44.51 55.08 63.23 67.57 30.03 69.06 68.37 69.77 43.90
AMC 46.26 5475 | 47.91 10.13 26.16 | 37.43 36.88 29.77 29.77 39.90

Conclusion

In conclusion, this research paper provides a comprehensive analysis of the financial data from
selected municipal corporations in Uttar Pradesh over the specified period from 2014-15 to 2022-
23. By focusing on cities with a population exceeding one million, the study highlights the regional
dynamics and differences in financial management within the Central, Western, Eastern, and
Bundelkhand regions of the state. The exclusion of the Jhansi Municipal Corporation due to
incomplete data underscores the challenges in accessing reliable financial information, which is
critical for accurate analysis. The annual budgets of Lucknow, Varanasi, and Agra Municipal
Corporations offer valuable insights into the fiscal health, revenue generation, and expenditure
patterns within these municipalities. Overall, the findings of this research suggest that while there
are significant variations in financial management strategies across the selected municipal
corporations, the data can inform policymakers about budgetary allocations and economic planning.
Future studies could expand the sample or examine additional variables to further enrich the
understanding of municipal financial dynamics in Uttar Pradesh.
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ABSTRACT

This paper examines how Digital Public Infrastructure (DPI) can bridge development disparities
between Uttar Pradesh and Uttarakhand, two Indian states with divergent socio-economic and
geographic profiles. Leveraging a comparative and interdisciplinary approach, the study analyzes
state-level data, policy documents, and case studies- focusing on initiatives such as Uttar Pradesh’s
E-District Programme and the DigiGram rural platform, alongside Uttarakhand’s broadband
expansion, GIS-enabled environmental monitoring, and e-health services. Findings reveal that
DPI has streamlined governance processes, reduced administrative bottlenecks, and enhanced
service delivery, leading to measurable improvements in citizen satisfaction, agricultural incomes,
and disaster preparedness. However, persistent challenges- bureaucratic inertia, red-tapeism, limited
digital literacy, uneven connectivity, and trust deficits- impede full adoption. The paper argues that
optimizing policy frameworks through community-centric governance, robust legal safeguards for
data protection, targeted digital literacy programs, and adaptive, multilingual technologies is
essential to ensure equity, transparency, and sustainability. Embedding real-time monitoring and
citizen feedback mechanisms can further improve responsiveness and accountability. By aligning
these strategies with India’s Vision Viksit Bharat @2047, DPI can evolve from a set of isolated
services into an integrated platform for democratic engagement, environmental stewardship, and
socio-economic resilience. The comparative insights from Uttar Pradesh and Uttarakhand offer
transferable lessons for other regions seeking to harness digital innovation as a catalyst for inclusive
and sustainable development.

Keywords: Digital Public Infrastructure, Sustainable Development, Uttar Pradesh, Uttarakhand,
Community-Centric Governance.

Introduction

Sustainable development has emerged as a central pillar in the global policy discourse, driven

by the imperative to balance economic growth, social equity, and environmental protection. For a
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diverse and populous country like India, achieving sustainable development across all states and
regions is both a challenge and an opportunity. While some states have witnessed rapid strides in
development, others still grapple with issues related to inadequate infrastructure, limited access to
public services, and regional imbalances. Among these, Uttar Pradesh and Uttarakhand present a
compelling contrast and case for analysis. Despite sharing historical, cultural, and geographic
linkages, the two states differ markedly in terms of development trajectories, resource endowments,
and governance approaches. In recent years, the rise of Digital Public Infrastructure (DPI) has
offered transformative potential to address the persistent gaps in public service delivery, governance,
and socio-economic inclusion. DPI refers to foundational digital systems that are universally
accessible, interoperable, and designed to serve as public goods—examples include digital identity
platforms like Aadhaar, payment infrastructures like UPI, and data exchange systems such as
DigiLocker and e-Governance portals. These systems not only facilitate efficiency and transparency
but also promote inclusivity by empowering marginalized communities to participate in the formal
economy and access essential services.

India’s DPI ecosystem has received global recognition for its scale, impact, and cost-effectiveness.
The India Stack, in particular, has laid a strong foundation for digital governance by combining
identity, payments, and data empowerment layers. These innovations are now being increasingly
aligned with national goals, such as the Vision Viksit Bharat @2047, which envisions a developed,
inclusive, and sustainable India by its 100th year of independence. Within this broader context, the
states of Uttar Pradesh and Uttarakhand offer a unique lens to assess the extent to which DPI can
contribute to sustainable development, reduce regional disparities, and promote equitable access to
services. Uttar Pradesh, India’s most populous state, faces immense challenges in delivering
development outcomes due to its vast population, diverse socio-economic conditions, and complex
administrative landscape. Issues such as low literacy levels, inadequate healthcare facilities, urban-
rural divides, and poor digital penetration have historically hindered progress. However, recent
government efforts to expand broadband connectivity, promote e-governance initiatives, and
strengthen digital identity and payment systems are beginning to yield results. The state has initiated
digital transformation programs in areas such as agriculture, education, health, and social welfare,
making DPI a crucial enabler of service delivery. Uttarakhand, on the other hand, is a mountainous
state with a relatively smaller population but significant geographical and infrastructural challenges.
Prone to natural disasters and constrained by difficult terrain, the state faces issues in ensuring last-
mile delivery of services, maintaining road and communication networks, and sustaining rural
livelihoods. Nonetheless, DPI has shown promise in improving governance efficiency, especially in
disaster management, rural connectivity, and environmental monitoring. Initiatives such as GIS
mapping, digital health records, mobile governance, and remote education platforms have been
particularly impactful in remote hill districts. Despite these advancements, several gaps remain.
Access to DPI continues to be uneven, with disparities in digital literacy, affordability of devices,
and availability of internet connectivity affecting adoption across regions and demographics.
Additionally, data privacy, cyber security, and digital exclusion of vulnerable populations are
emerging concerns that must be addressed to ensure that DPI truly serves as a public good. This
research paper aims to explore how Digital Public Infrastructure can bridge the development divide
between Uttar Pradesh and Uttarakhand, contributing to sustainable and inclusive growth. It
investigates the following key questions:
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1.  How has DPI been implemented in Uttar Pradesh and Uttarakhand, and what are the major
areas of impact?

What challenges hinder the effective utilization of DPI in both states?

How can policy frameworks be optimized to ensure that DPI promotes equity, transparency;,
and sustainability in development?

By adopting a comparative and interdisciplinary approach, the paper analyzes state-level data,
policy documents, and case studies to evaluate the role of DPI in sectors such as health, education,
agriculture, disaster management, and social welfare. The objective is not only to assess current
progress but also to identify scalable best practices and suggest policy recommendations that align
with the vision of Viksit Bharat @2047. Digital Public Infrastructure represents a powerful tool for
democratizing access to services and fostering inclusive development. However, its impact depends
on thoughtful design, robust implementation, and continuous feedback from the communities it
seeks to serve. As India moves towards its development goals, understanding the regional dynamics
of DPI adoption and its correlation with sustainable development is essential. The comparative case
of Uttar Pradesh and Uttarakhand provides valuable insights into how digital innovation can be
harnessed to overcome structural inequalities and create a more resilient and equitable society.

Review of Literature

Sudhir Chandra Nautiyal, A.D. Upadhyay (2024) examines that’s impact of infrastructure
investment on industrial competitiveness in Uttarakhand, India, finding that strategic investments
in digital, energy, and transportation infrastructure have transformed the state’s economy, promoting
sustainable development and international recognition. Zdenik Fiala et al. (2024) examines the
digitalisation of public space and its interconnectedness with the Sustainable Development Goals,
highlighting the potential benefits for public authorities and users of public administration through
the use of advanced information systems in spatial planning and construction proceedings. It outlines
the prerequisites and challenges for successful implementation of digitalisation in public
administration, emphasizing the importance of a legal framework for the future building
administration system and sharing practical insights from the ongoing digitalisation efforts in the
Czech Republic.

Kumar Satyam et al. (2024) The implementation of the DigiGram platform has led to substantial
improvements in agricultural efficiency, healthcare accessibility, commerce, and educational resources
in rural Indian communities, showcasing the transformative potential of advanced digital frameworks
tailored to local socio-economic conditions. The study emphasizes the importance of adaptive digital
technologies in stimulating socio-economic development while advocating for community-centric
governance and sustainable ecological practices, positioning the DigiGram initiative as a scalable
model for rural development that aligns with India’s national goals of bridging the rural-urban
divide.

Siddharth S Mukerji (2021) emphasizes that good governance in India requires a comprehensive
approach that goes beyond mere incremental reforms, addressing structural constraints such as red-
tapeism, corruption, and lack of accountability and transparency in public administration. This
indicates a need for systemic change rather than temporary fixes. It highlights the importance of an
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inclusive model of development that integrates marginalized communities, including farmers, tribals,
women, and minorities, into the developmental mainstream, thereby ensuring that public welfare
and common good are prioritized in governance efforts.

Mamta Malik (2008) e-Panchayat is a software product conceptualized, designed and developed
with the active involvement of the stakeholders at lowest administrative level and is implemented
in Palwal Block and spreading initially to Faridabad District of Haryana State. OECD (2024)
Researchers propose developing scalable and secure digital public infrastructure, enabling
standardized, cross-sectoral service delivery, through co-development and reuse of foundational
digital systems, bridging public and private sectors, and facilitating international collaboration.

Research Questions

»  How has DPI been implemented in Uttar Pradesh and Uttarakhand, and what are the
major areas of impact?

Digital Public Infrastructure (DPI) in Uttar Pradesh and Uttarakhand has been deployed through
tailored flagship programmes and strategic investments. In Uttar Pradesh, the E-District Programme
digitizes over 200 citizen services—certificates, pensions, and grievance mechanisms—reducing
red-tape and corruption while integrating marginalized groups. Complementary rural initiatives
like DigiGram leverage telemedicine, e-learning, and e-mandis to narrow the urban-rural divide. In
Uttarakhand, robust broadband expansion, GIS-based environmental monitoring, and e-health
platforms address the challenges of difficult terrain and disaster vulnerability. Clean-energy project
management and single-window investor portals further enhance industrial competitiveness. Together,
these DPI deployments have strengthened governance, boosted rural livelihoods, and driven
sustainable growth.

*  What challenges hinder the effective utilization of DPI in both states?

The effective utilization of Digital Public Infrastructure (DPI) in Uttar Pradesh and Uttarakhand
is hindered by several challenges. Key issues include bureaucratic inefficiencies, red-tapeism, and
lack of accountability, particularly in service delivery systems. Digital literacy remains low, especially
inrural and remote areas, limiting citizens’ ability to access and benefit from DPI services. Inadequate
infrastructure, such as unreliable internet and power supply, further restricts usage. Additionally,
transparency deficits, poor coordination among government departments, and limited citizen trust
in digital platforms reduce the overall effectiveness of DPI. Addressing these barriers is crucial to
achieving inclusive and efficient digital governance.

 How can policy frameworks be optimized to ensure that DPI promotes equity,
transparency, and sustainability in development?

To maximize DPI’s societal benefits, policy frameworks must prioritize community-centric
governance, involving local stakeholders in design, implementation, and feedback to ensure relevance
and trust. Robust legal instruments—data-protection laws, consent protocols, and transparent
grievance redress mechanisms—are essential to safeguard digital rights and foster public confidence.
Investments in digital literacy training, public Wi-Fi hubs, and renewable-powered connectivity
can bridge access gaps. DPI platforms should incorporate adaptive technologies—multilingual voice
interfaces, offline modes, and Al-driven personalization—to suit diverse user needs. Finally, real-
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time monitoring dashboards and continuous citizen feedback loops will enable data-driven policy
adjustments, ensuring DPI remains inclusive, transparent, and sustainable.

Discussion

Implementation and Impact of DPI in Uttar Pradesh and Uttarakhand

The states have embraced DPI initiatives in ways tailored to their distinct development needs.
In Uttar Pradesh, the flagship E-District Programme has emerged as a significant step toward
improving governance and public service delivery. By digitizing essential citizen services- such as
certificates, licenses, social welfare schemes, and grievance redressal- the program seeks to eliminate
bureaucratic inefficiencies like red-tapeism, minimize corruption, and enhance inclusivity.
Importantly, the E-District Programme is designed to integrate marginalized populations into the
developmental mainstream by offering digital access to entitlements and services that were historically
out of reach due to systemic barriers (Mukerji, 2021). In contrast, Uttarakhand has focused on
strategic investments in digital infrastructure to enhance both industrial competitiveness and
sustainable development. The state has made notable strides in expanding broadband connectivity,
promoting digital education platforms, and digitizing land and revenue records. Additionally, its
commitment to green development is evident in the adoption of clean energy solutions integrated
with digital monitoring systems. These measures have positioned Uttarakhand as a leader in
environmentally conscious digital transformation (Nautiyal & Upadhyay, 2024). The DPI-led
transition in Uttarakhand has facilitated more efficient governance, increased investor confidence,
and enabled better disaster management capabilities- an essential need given the state’s vulnerability
to floods, landslides, and seismic activity. A particularly noteworthy innovation across rural regions
of both states- especially in Uttar Pradesh- is the DigiGram initiative. This platform utilizes advanced
digital frameworks to address multiple pillars of rural development, including agriculture, healthcare,
and education. By integrating local data with national-level platforms, DigiGram helps optimize
resource use, improve last-mile service delivery, and reduce the rural-urban development gap (Satyam
et al., 2024). For instance, farmers gain real-time access to weather data and market prices; rural
health workers use mobile apps for diagnostics and record-keeping; and students in remote areas
access digital learning tools. This holistic approach aligns with the national priority of fostering
“Digital India for All” and reflects DPI’s transformative potential.

Challenges in DPI Utilization

Despite the evident progress, both Uttar Pradesh and Uttarakhand face significant challenges in
the effective utilization of DPI. A primary constraint is structural inefficiency- manifested in persistent
issues such as red-tapeism, lack of administrative accountability, and weak monitoring mechanisms.
In Uttar Pradesh, the sheer scale of governance combined with deep-rooted corruption and
institutional inertia hinders the seamless implementation of digital reforms. While platforms like
the E-District aim to reduce human interface and thereby opportunities for corruption, their
effectiveness is diluted when front-line staff are inadequately trained or when digital interfaces lack
user-centric design (Mukerji, 2021). A second major challenge is digital literacy, particularly in
rural and underserved regions. The benefits of DPI are heavily contingent upon people’s ability to
access, understand, and effectively use digital tools. In many villages of Uttar Pradesh and hill
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regions of Uttarakhand, low levels of education, limited smartphone penetration, and unreliable
electricity or internet services act as barriers to digital inclusion. This digital divide disproportionately
affects women, older citizens, and economically weaker groups, reinforcing pre-existing inequalities
(Satyam et al., 2024). Another persistent obstacle is transparency in governance and public works.
While DPI systems are inherently designed to increase openness through real-time data and digital
audit trails, the lack of institutional will or adequate legal safeguards can still allow opacity to persist.
Issues such as ghost beneficiaries in welfare schemes, underreported infrastructure works, and selective
data disclosures continue to plague the development process in both states (Mukerji, 2021).

Optimizing Policy Frameworks for Inclusive and Sustainable DPI

To ensure that DPI lives up to its transformative potential, there is a pressing need to optimize
policy frameworks. This involves a shift from top-down digitalization to more community-centric
governance models that emphasize co-creation, local relevance, and adaptive learning. For example,
the DigiGram platform demonstrates how local communities can be actively involved in data
collection, service feedback, and participatory planning- making digital governance more responsive
and accountable (Satyam et al., 2024). Scaling such models across diverse geographies can help
bridge the trust gap between governments and citizens. Equally important is the establishment of
robust legal and regulatory frameworks to protect digital rights, ensure privacy, and foster data
sovereignty. The absence of clear laws on data usage and security can undermine public trust and
deter participation. Legal instruments must address issues like consent-based data sharing, grievance
redress mechanisms, and institutional accountability (Fiala et al., 2024). This is particularly critical
in regions with low literacy and high vulnerability, where misuse of personal data can have serious
consequences. Finally, governments must invest in adaptive digital technologies- those that can be
tailored to specific socio-economic and cultural contexts. For instance, voice-based interfaces in
local languages, offline-capable applications, and Al-enabled decision support systems can
dramatically improve user experience and expand outreach. Training programs that build digital
literacy at the grassroots level- particularly among women and youth- will be essential to creating a
digitally confident population capable of leveraging DPI for personal and community development.

Conclusion

Digital Public Infrastructure has emerged as a pivotal instrument for narrowing development
disparities between Uttar Pradesh and Uttarakhand. Through initiatives such as UP’s E-District
Programme and Uttarakhand’s investments in broadband, GIS-enabled environmental monitoring,
and e-health platforms, both states have demonstrated DPI’s capacity to streamline governance,
enhance service delivery, and foster inclusive economic growth. Rural-focused innovations like the
DigiGram platform further illustrate DPI’s potential to integrate agriculture, healthcare, and education,
thereby reducing the urban-rural divide. However, structural inefficiencies—bureaucratic inertia
and red-tapeism—alongside low digital literacy, uneven connectivity, and trust deficits, continue to
limit DPI’s reach and impact. To overcome these barriers, policy frameworks must evolve toward
community-centric governance models that actively involve local stakeholders in co-design and
feedback. Strengthened legal safeguards for data protection, transparency, and accountability will
build public confidence, while targeted investments in digital literacy, renewable-powered
connectivity, and adaptive technologies will ensure equitable access. Embedding real-time monitoring
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systems and citizen feedback loops will enable data-driven refinements and sustained responsiveness.
By aligning these strategies with the vision of Viksit Bharat @2047, Uttar Pradesh and Uttarakhand
can transform DPI from a set of services into a dynamic platform for democratic engagement,
environmental stewardship, and socio-economic resilience- ultimately forging a more equitable
and sustainable future.

Findings

The comparative analysis reveals that DPI implementation in Uttar Pradesh and Uttarakhand
has significantly improved governance efficiency and service delivery. In Uttar Pradesh, the E-
District Programme has reduced processing times for citizen services by up to 40%, indicating
stronger administrative responsiveness (Ministry of Electronics & IT, 2022). Rural initiatives like
DigiGram have enhanced agricultural market linkages, with participating farmers reporting a 25%
increase in average income (Gupta & Ranjan, 2023). In Uttarakhand, strategic broadband expansion
and GIS-based environmental monitoring have improved disaster preparedness metrics by 30%,
while e-health platforms have increased remote consultations by 50% in hill districts (Joshi &
Singh, 2022). Despite these gains, barriers persist: bureaucratic inertia and red-tapeism continue to
delay digital service uptake, and only 60% of rural households in both states have reliable internet
access, limiting DPI’s reach (World Bank, 2023). Digital literacy programs have increased user
proficiency by 20%, yet vulnerable groups remain underserved (World Bank, 2023). The presence
of real-time monitoring dashboards correlates with a 15% reduction in service delivery complaints,
underscoring the value of feedback mechanisms (Ministry of Electronics & IT, 2022). Overall,
these findings suggest that while DPI has catalyzed measurable improvements in governance,
livelihoods, and resilience, targeted policy interventions- especially around digital inclusion and
process re-engineering—are necessary to sustain and deepen its impact.
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The Role of Microfinance Institutions in Rural
Development in India

Vipin Kumar?, & Dr. Nomita Gowan?

INTRODUCTION

India’s rural economy, which sustains nearly 65% of the population, is characterized by
fragmented land holdings, informal employment, limited access to formal credit, and persistent
poverty. Despite numerous state-led development programs, financial exclusion continues to constrain
the productive capacities and livelihoods of rural households. In this context, Microfinance
Institutions (MFIs) have emerged as key facilitators of financial inclusion, offering an alternative to
traditional banking systems that often fail to serve the economically vulnerable sections of society.

Microfinance refers to a suite of financial services—including microcredit, savings, insurance,
and remittances—designed to meet the needs of individuals and small enterprises excluded from
the formal financial sector. The evolution of microfinance in India can be traced back to the early
1990s, with the institutionalization of the Self-Help Group—-Bank Linkage Programme (SHG-BLP)
under the aegis of NABARD, followed by the proliferation of Non-Banking Financial Companies-
Microfinance Institutions (NBFC-MFIs) across states. These institutions operate on the principles
of group lending, social collateral, and decentralized credit delivery, and have become instrumental
in mobilizing financial capital in rural India.

The role of MFIs in rural development extends beyond the provision of credit. They contribute
to poverty alleviation, employment generation, women’s empowerment, and the development of
rural microenterprises. In areas with limited economic diversification and seasonal income volatility,
access to microfinance helps smooth consumption, promote asset accumulation, and enable
investment in health and education. Moreover, women-centric lending models have contributed to
increased female participation in economic activities, decision-making, and community leadership,
thus fostering gender-sensitive development at the grassroots level. As a preventive action against
poverty, microfinance promotes collaboration and development among the underprivileged segments
of society. It provides the impoverished with a wide range of financial and related services for
inclusive development. Therefore, an evaluation of the microfinance scheme’s impact on beneficiaries
must be done in order to assess its performance. Studies have not yet looked into the issue of
“beneficial livelihood generation by microfinance,” despite the fact that the literature currently in
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publication demonstrates the beneficial effects of microfinance on the socioeconomic lives of
stakeholders and in improving the living conditions of the impoverished. In light of the
aforementioned information, the current study examines how microfinance affects rural livelihood
continuity.

NABARD launched the SHG-Bank Linkage Programme in 1992 as a bank-led microfinance
intermediary to encourage formal and traditional banks to provide financial services to underserved
communities through unofficial SHGs. Over 103 million marginalized, asset-less, and resource-
poor families were able to access a range of sustainable financial services from the banking system
by joining nearly 8 million Self-Help Groups (SHGs) until March 2012, making it the world’s
fastest-growing, decentralized microfinance initiative. In a similar vein, the Indian government
created a Rural Infrastructure Development Fund in NABARD in 1995-1996 with a Rs. 2000 crore
budget to help finish ongoing rural infrastructure projects. In 1998, NABARD launched the Kisan
financing Card (KCC) programme to give farmers access to financing for production needs, such as
buying seeds and agricultural supplies, up to a cash credit limit. Additionally, accidental insurance
against death or permanent incapacity was made available to KCC holders. In rural and semi-urban
areas, banks launched the General Credit Card (GCC) program to offer credit up to Rs. 25,000 to
non-agricultural customers as indirect financing for agriculture, with a preference for female
customers. All of these programs have given bank consumers easy credit without requiring security,
and they have also indirectly helped in connecting more people with banks.

The Indian government recently unveiled a plan to immediately deposit social security benefits
and other subsidies into the accounts of the recipients, who could then withdraw the funds from BCs
in their local town. Banks must provide banking services to communities with a population of 1000—
2000 in northeastern states and hilly states, and 1600—-2000 in all states and territories by March 2013
in order for the program to be implemented successfully. For the underprivileged and disenfranchised
in rural areas, the microfinance sector is seen as a means of reducing poverty and promoting financial
inclusion. As a result, it has garnered a lot of attention from academics, researchers, politicians, and
others and is regarded as an important and growing concern in developing countries.

Microfinance

The word “microfinance” refers to the loan of incredibly small sums of money to low-income
business owners in an effort to establish a system that reduces poverty by giving the impoverished
and destitute access to resources that are available to the wealthy, but on a smaller scale.

In the 1970s, Nobel Laureate Muhammad Yunus standardized this specific type of financing in
Bangladesh. Mr. Yunus financed 42 small, impoverished bamboo weavers with a little loan of 856
takas, which had a profound impact on their lives. As a result of this accomplishment, Mr. Yunus
founded the Grameen Bank in Bangladesh in 1976, and his invention is currently being imitated
globally. This concept was adopted by the National Bank for Agricultural and Rural Development,
or NABARD, in India, which began microfinance activities in the early 1990s. Currently, this concept
has developed into a thriving Indian sector with a wide range of business models.

The term “microfinance” refers to the loan of a very small sum of money to underprivileged
business owners in an effort to establish a system that reduces poverty by giving the impoverished
and destitute access to resources that are available to the wealthy, but on a smaller scale.
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Microfinance is a sort of banking service that is offered to low-income or unemployed individuals
or groups that would not otherwise have any other way of getting financial services. Ultimately, the
purpose of microfinance is to give low-income people an opportunity to become self-sufficient by
giving a way of saving money, borrowing money and insurance. Microfinance, according to Otero
(1999) is “the delivery of monetary services to low-income poor and very poor self-employed people”.

Literature Review

The concept of microfinance, championed by Nobel laureate Muhammad Yunus, is rooted in
the belief that access to credit without collateral can serve as a powerful tool for poverty alleviation.
Yunus (1999) conceptualized microfinance as a development innovation that economically empowers
the poor, particularly women, by enabling their access to financial resources. His model inspired a
global movement toward inclusive finance.

In the Indian context, Harper (2002) observed that the emergence of Self-Help Groups (SHGSs)
and their integration into the formal banking sector through the Self-Help Group-Bank Linkage
Programme (SHG-BLP), supported by NABARD, significantly broadened rural financial inclusion.
This model became one of the most effective microfinance initiatives worldwide (NABARD, 2018).

Holvoet (2005) contributed to this discourse by examining the gender dynamics within group
lending frameworks. Her study highlighted how SHG participation enhanced women’s agency in
both household and community decision-making. Supporting this, Pitt, Khandaker, and Cartwright
(2006) found that microfinance participation among women was associated with improved health,
education, and overall welfare indicators in households.

Swain and Varghese (2009) provided empirical evidence from Odisha, demonstrating that
involvement in SHGs led to increased household income, savings, and access to essential services
such as healthcare and education. This was further corroborated by Imai, Arun, and Annim (2010),
who found a significant correlation between access to microfinance and poverty reduction in rural
India, at both household and community levels.

Armendariz and Morduch (2010) explored the global microfinance landscape and warned of
the inherent tension between financial sustainability and social goals. They noted a common trend
of “mission drift,” where MFIs shift focus from empowerment to profit-seeking, often at the expense
of borrower welfare.

The Andhra Pradesh microfinance crisis of 2010 exposed critical flaws in the Indian microfinance
sector. Aggressive growth, over-indebtedness, and unethical recovery practices led to a widespread
loss of trust. Taylor (2011) critiques the commercialization and institutional failures that precipitated
the crisis. In response, the Reserve Bank of India (2011) implemented a new regulatory framework
mandating transparency, borrower protection, and interest rate caps to stabilize the sector.

Sriram (2012) analysed the regional concentration of MFIs in southern India and identified
significant geographic disparities in outreach. He emphasized the need for more equitable distribution
and criticized the trend of commercialization, arguing that it undermines the developmental mission
of microfinance.
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Recent scholarship has focused on the intersection of microfinance and digital innovation.
Chakrabarty and Roy (2021) examined how Aadhaar-linked services, mobile payments, and fintech
collaborations are reshaping MFI operations, making them more cost-effective and scalable. However,
Singh and Jain (2022) cautioned that without adequate digital infrastructure and financial literacy,
these innovations may exclude vulnerable populations rather than include them.

Objectives of Study

«  To identify the characteristics, function, and significance of microfinance in India;
»  To assess the present state and expansion of microfinance in India;
»  To comprehend the notion of microfinance and its delivery modes in India;

METHODS OF RESEARCH

using secondary data, this research article is descriptive in nature. Books of references,
contemporary research paper publications available on various websites and magazines, newspapers,
research articles, professional dissertations, standard publications, e-journals, periodicals, and online
resources have all been used for collecting data. The microfinance institution, the RBI report, the
NABARD report, and the Bharat Microfinance report

Delivery Models of Microfinance in India

In India, several models have evolved to deliver microfinance effectively to diverse population
groups. The most prominent models include:

1. Self-Help Group (SHG) — Bank Linkage Model

This is the most widely practiced model in India and was promoted by NABARD (National
Bank for Agriculture and Rural Development). SHGs are informal groups of 10-20 members, typically
women, who pool their savings and lend among themselves. Once the group demonstrates financial
discipline, it is linked with a formal bank to access larger loans. This model emphasizes collective
responsibility and social collateral.

2. Microfinance Institutions (MFIs)

MFIs are registered entities such as Non-Banking Financial Companies (NBFCs), societies, or
trusts that directly provide microloans to individuals or groups. They often use the Joint Liability
Group (JLG) model, where a small group of borrowers guarantees each other’s loans. MFIs play a
key role in scaling microfinance services, especially in underserved areas.

3. Grameen Model

Inspired by Bangladesh’s Grameen Bank, this model organizes borrowers into groups of five,
with larger groups forming centres. Loans are given individually but are guaranteed by the group,
ensuring peer monitoring and support. Weekly meetings and repayments are integral features.
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4. Cooperative Model

Under this model, cooperatives or credit societies, owned and managed by the members
themselves, offer microfinance services. These institutions foster community participation and mutual
accountability.

ROLE OF MICROFINANCE IN RURAL DEVELOPMENT

Microfinance and Poverty Reduction in India

The primary objective of microfinance is to empower the economically disadvantaged by
providing them with access to financial resources. By offering microloans without collateral,
microfinance enables individuals to engage in income-generating activities, thereby enhancing their
livelihoods. Studies have shown that access to microfinance services leads to increased household
incomes, improved consumption patterns, and better access to education and healthcare.

India journey towards economic inclusivity has been significantly bolstered by the microfinance
sector, which serves as a pivotal instrument in alleviating poverty and promoting financial inclusion.
Microfinance refers to the provision of financial services such as small loans (microcredit), savings,
insurance, and remittance services to low-income individuals or groups who are traditionally excluded
from the formal banking sector. Over the past few decades, microfinance has evolved from a niche
initiative to a mainstream financial service, playing a crucial role in India’s socio-economic
development.

The Indian government has recognized the potential of microfinance in poverty reduction and
has implemented various initiatives to support the sector. The Pradhan Mantri MUDRA Yojana
(PMMY), launched in 2015, aims to provide institutional finance to micro and small enterprises. As
of January 2024, over 46 crore loans amounting to ~ 27.38 lakh crore have been sanctioned under
PMMY.

Additionally, the Self-Help Group-Bank Linkage Programme (SHG-BLP) facilitated by
NABARD has been pivotal in promoting financial inclusion. This program links informal women’s
groups to formal banking institutions, enabling them to access credit and savings facilities.

Category Data (2023-24
Total SHGs Saving Linked with Banks 144.22 lakh SHGs
Total Deposits by SHGs ~ 65,089.15 crore
Exclusive Women SHGs 120.44 lakh SHGs
Deposits by Women SHGs ~ 55,227.69 crore
SHGs Credit Linked During 2023-24 54.82 lakh SHGs
Total Loan Disbursed to SHGs (2023-24) " 2,09,285.87 crore
SHGs with Outstanding Loans 77.42 lakh SHGs

Total Outstanding Loan Amount " 2,59,663.73 crore
Average Loan Amount Disbursed per SHG " 3.82 lakh
Estimated Number of Families Covered 17.75 crore families
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Self Help Groups for Rural Development

There are primarily two methods of delivery or models in microfinance. The Self-Help Group
Model (SHGs) is the first, while microfinance institutions are the second. In India, the SHG model
is the most successful in terms of client outreach, loan disbursement, savings, and other factors. Ten
to twenty people make up the informal SHG group. The main reason this group was formed was to
give its members access to credit facilities and savings accounts. Only when participants pool their
money to form a common fund does it become possible It is anticipated that this social project will
make the marginalized members self-sufficient, capable of handling their money wisely, and produce
improved social and economic outcomes.

RISING INCOMES OF FEMALE
SHG MEMBERS

— Overall — Rural — Semi-urban — Urban — Metro
500

450
Lnn /

Parameter Value Total SHG Members 10.05 crore women Total SHGs Formed 90.87 lakh Total
Bank Loans Dishbursed ~ 9.71 lakh crore Non-Performing Asset (NPA) Rate 1.8% Capitalization
Support Provided (Total) ~ 48,290 crore Revolving Fund (per SHG) ~ 20,000 — ~ 30,000 Community
Investment Fund (per SHG) Upto ~ 2.5 lakh Enterprises Created via SVEP 3.13 lakh rural enterprises
Income Growth (Urban SHG Members, FY19-FY24) Index from 100 to 462 (4.6x growth) Income
Growth (Rural SHG Members, FY19-FY24) 65% moved to higher income quantiles

Women Empowerment and Rural Development Through Microfinance

Women make up more than fifty per cent of the population. Nonetheless, women continue to
have a comparatively little role in family involvement and decision-making. In this instance,
increasing women’s involvement in financial and social decision-making requires microfinance.
For microfinance organizations, the growing amount of rural residents taking part in financial plans
from unofficial financing sources poses a serious challenge. In India, the majority of SHG members
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