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Subsidy is considered as negative tax in economic
parlance. As tax imposed on a given product discour-
ages (oris expsected so) its production and consump-
tion, a subsidy produces a reverse effect. Subsidy is
a transfer payment. Hence it is not included in national
product or income. But as far as expenditure is con-
cernad, it becomes a part and parcel of the sources of
finance to be spent on goods and services producad.

The sources of finance for subsidy, as for any other
government expenditure, is mainly from the tax reve-
nue collected from the public. Subsidy thus needs fo
be justified, which at the simplest level can be done by
the externality criterion. A product is said to have exter-
nal bensefit if it gives bensfit to the society in addition to
the private bensefit it gives its buyer. For example when
a person buys a vaccination he geis immunity from a
particular disease and at the same time he will ot spread
the diseass to the other members of the Socisty. Fig-
ure-A explains how subsidy can bring about efficiency
in the case of a product with external benefit. Obviously
when a product is subsidised with external bensfit, an
externality is internalised.

Apart from the public goods (a pure public good is one
which benefits people regardjess of who pays forit) and
goods with external benefits, the critgrion for giving
subsidies to various commodities as well as to units of
certain industries is by and large determined by the socio-
political environment. But it would invariably be pos-
sible to assign one or more of the broad objectives of
public investment like increasing the aggregate (or per
capita) consumption, improving the standard of liv-
ing, redistribution of consumption, ensuring balanced
growth, promating self sufficiency etc, to most of the
subsidy. schemes.

When the government feels that the production and
consumption of a certain commodity should be in-
creased in the interest of the nation, itcan achieve the
goal by announcing a subsidy on that product. The effect
of a subsidy will be by a downward shift in the supply curve
(or by an equivalent upward shift in the demand curve)
as shown in figure-B. The change in the magnitude of
production

determined by the elasticity of the supply and demand

and consumption of the product will be

The government gives subsidies to certain industries
in terms of its economic and social goals so that they
could increase their productive activity either by
astablishing new units or by expanding the sxisting
ones. For exampls, in our couniry, indusiries which
produce agricultural inputs like feriilizer and iools get
some subsidies. In addition, if certain industries are
prepared to establish new units in the backward areas
of the country, they would receive much farger subsi-
dies by way of free grants, supply of water and power
at concessional rates etc.

When subsidy is given on a capital good, say, plant
and machinery, the burden of fixed cost on the opera-
tional economy of the manufacturing unit is reduced.
This will enable the unit to break-even at a lower level
of production thereby compensating for the disadvan-
tageous position (backward area) with respect to irans-
portation and marketing etc. The effect of subsidy on
capital goods on the operational sconomy of such a
unit is depicted in Figure-C. It may sometimes be required
to subsidise a key input of production whose cost
escalation might cripple the operationa! economy of
cortain units. The effect of such a subsidy is depicted
in Figure -D.

SUBSIDY ON HSD OIL

Various schemes of subsidy were implementad in the
fisheries sector by local and Central Government
agencies at various points of time. In the marine fisher-
ies saector MPEDA is the major agency with a large
number of schemes ranging from subsidy for setting up
of mini-laboratory in the processing units. if.one makes
an attempt to evaluate the impact of any scheme in the
background of the targetied objectives, it is quite
possible to locate some anomalies which might have
crept into the systermn at different laveis of implemen-
tation. The fusl subsidy scheme implemented by MPEDA
termed as the cost reimbursement scheme for H.8.D.
oil consumed by desp sea fishing vessals is unique in
its anomalies and ambiguity of its objectives.

Firstly,
fishery or

diseconomies are inevitable in an unrestricted
any industry exploiting a common property

curves and the extant of subsedy
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natural resource. The optmum number of big trawlers
requirad to exploit the stock of prawn fishery along
Northeast coast was esfimated by Rao (1988) as 104,
It only somebody had analysed the marginal contri-
bution of 100 more vessels added to the fleet thereaf-
ter, one couid understand the fruth of the earlier esti-
mate. It the fuel cost reimbursement scheme helps to
bring down thre cost of oparation and thus make some
more profils avalable for sharing, it will attract some
more units to the existing fleet, further aggravating the
disaconomias. It is earnesty presumed that the 500
numbers of deep sea fishing vessel targeted for Eight
plan are not meant for exploitation of the coastal shrimp
stocks.

Slippery Ground : Secandly, the ground on which the fuel
subsidy scheme stands is slippery and can be disputed
in the present context without any statistics. It is true
that fuel prices (which contribute to 40% of the operat-
ing cost) went up in the recent past catapulting the
operating costs of the deep sea fishing units (and aso
all other machinery on land, running on fossil fuel). But
did anybody attempt to weigh the increase in exchange
value ¢f rupee due to subsaguent devaluation and the
consequent increase in the procurement prices against
the cosi escalation due to hike in fuel proces? The
argument that the Indian vessel operator has to pay

around Rs.1500/-and more each Kl of HSD oll as against
what his rpart in  SriLanka, Singapore & Japan
pays is too dolicate and requires review. One should not
forget that Talwanese vessels come all the way to Indian

a

EEZ and ¢ conomically viable fishing whargas our
vessels could not do the same irrespective of the
proximity to v grounds. Itis fair to ask whether the
parcentag: in the cost of HSD (the total costof which

for the dee; Hing units s estimaled as 9% of their
expori sarniny reater than the percentage increase
g o devaluation of rupee.
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i ; evidence of the hiss from other
vassals being consumed inte is some logic

in dsprving tham of the facility | ical that instead
of halping the weaker lot, this scheme supporis the
stronger ones. Should the amount allocated (out of the
400 lakhs allecaed for the scheme which opened on
1stJan 1891, 91.26 lakhs were spanttill 31 March 1992,
thirty six vessels belonging to 12 companies benefit-
ted) for this scheme be enjoyed by a selected few who
happened to have facilities to export what they caich
is a question which requires immediate answer. When
a couple of FAQ experts visiting Visakhapatnam were
asked about this subsidy

scheme they said "it's crazy!". OQur modesty will not

parmit such a remark eventhough most of us feel so.

Way to Bankruptcy : Subsidy of any type is undersirable
in the long run as it propagates diseconomy in the system.
It should be borne in mind that nobody can make
something out of nothing and subsidies of all types
should be weighed against their opporunity costs
periodically so as to stop them atthe earliest point of time.
Subsidies should be given as emergency support to save
the sick units from untimely death rather than as long
term treatment plan which Isads to the inevitable death
of both patient and the doctor together. Agricultural
subsidy's contribution to the country's fiscal deficit is
well known. The gravity of the current situation can be
sensad from Dr. Manmohan Singh's statement, at the
annual Economic Editor's Conference recently held in
New Delhi, that the country's fiscal system will “simply
go bankrupt" ifthe government persists with the present
level of agricultural subsidy.

The tendency to subsidise anything is detrimental to
the country's economic health. Subsidy should not be
ane of the means for achieving the lofty target of 500 deep
sea fishing vessels in the 8th plan. Tnere should be
financial - assistance on softer terms but with stringent
measures of recovery. The objectives of the investment
must be clearly examined in the economic and scien-
tific background for each additional unitso as to avoid
unwanted investment leading to the diseconomies of
the existing units. Unless the ground work is made for
aconomic utilizaition of the deep sea resources, these
additional fishing units introduced will not go deep, but
go on getting a bite of the coastal shrimp stock. Only
shortsighted planners can advocate maximisation or
optimisation of organisational objectives in isolated
companments. Unless a holistic approach is adopted.
in formulating the long range developmental policies and
objectives the industry cannot be sustained as a healthy
organ of the national economy. It would be appropri-
ate that these vital decisions are made by an apex body
like the proposed Natonal Marine Fisheries Develop-
ment Board.

(The views expressed in this article are the author's
personal views and it does not necessarily reflect the
views of the organisation he serves.)

EXPLANATION OF FIGURES
Figure A
External Benefit, Efficiency & Subsidy

When a product with external benefit (say, vaccination)
exists in a free market, the quantity Q produced and
sold will be determined by the equilibrium E, the point
of intersection of the marginal private benefit line and
the cost curve. But as there exists a marginal external
benefit (MU) indicated by the thick arrow, there is an
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efficiency loss, indicated by the shade region, at E,. If
efficiency is required, equilibrium must shift to E, the
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point of intersection of the marginal social benefit (MUg)
line with the cost curve, and the quantity produced and
sold must be Q, All units between Q, and Q, have &
benefit - the height of D, that exceads the cost line §,
and producing them would result in a net bensfit and
not producing would result in a net loss.

A subsidy equal to the external benefit arrow will shift
the demand curve from D, to D,(individuals prepared ©
pay only P, for Q, units will now be'prepared to pay P,
- that is original P, plus the subsidy provided by the

| FIBHIMG CHIR

| SUBSIDY
§.07 >
~D
Q@ Q
QUANTITY
D R
TC
BEP
e
(W]
2
i BEP
i
&
N £e
()
(45}
Q  Q
QUANTITY

Government). Thus the shift in equilibrium from E, to
E, will resultin a net efficiency gain equal to the shaded
area.

Figure B
Effect of a Specific Subsidy on a Product

A specific subsidy indicated by the thick arrow, resulis
in shifting of the supply curve of the product from S to
8'. (Alternatively this can be represented as an upward
shiftin the demand curve.) Thus the equilibrium E, where,
units were sold at price P", shifts to E', where Qg
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units are sold at P, Thesubsidy, is equalto P'P",
lowers the prics paid by the consumers (byRP") and

increases the quantity produced and sold. How
the benefits of a given subsidy are dividea between
buyer (shaded area 'a’) and seller (shaded area 'b’)
depends upon the elasticity of demand and supply
curves of the product.

Figure C
Effect of Subsidy on Capilal Goods

A fifty percent subsidy on the cost of plant and machin-
ery given to a manufacturing unit will bring down its fixed

cost curve from FC 1o FC', with a consequent fall in the
totalcostline from TCto TG'. The break-sven point (BEP)
earlier achieved al a production level which may
compensate for the disadvantages which necessitated
the subsidy.

rigure D
Effect of Subsidy on a Variable Input.

Effect of subsidy on one of the inputs of production (say,
fuel) brings down the variable cost curve to a lower
gradient. Thus the total cost curve shifts from TC to TC'.
Like in figure C, here also the break-even point (BEP')
is brought down with a similar shift in the profit area.
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