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Abstract

Loan waiver policies are evidently political decisions but surprisingly there has been no political analyses
of the policy. The paper presents a political study on the policy through a descriptive analyses of a
comprehensive primary data-set that comprises all loan waiver announcements in India over the last three
decades. The findings bring light to how political, economic and environmental factors such as party
ideology, elections, droughts and state finances have had a bearing on the politician's choice to introduce

waivers.
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Introduction

Loan waivers have emerged as the prominent policy choice for addressing the issue of agricultural distress.
Over the last one year waivers of farm loans were announced by a number of state governments such as
Uttar Pradesh, Maharashtra, Rajasthan, Punjab and Karnataka and the policy is under serious
consideration by the state governments of Madhya Pradesh and perhaps even by the central government.
This expansion of the loan waiver policy has prompted many studies and commentaries by scholars that

have presented a variety of perspectives on the issue.

The extant discourse on the policy may be divided into three broad categories. The first category
constitutes commentaries that are supportive of the policy and argue for the need for waivers to relieve
the persistent debt stress faced by farmers following years of rural stagnancy. Scholars holding this view

argue that if waivers have been granted to industrialists why should it not be extended to farmers that
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are in dire straits and are committing suicide? (Sainath 2008). Alongside this is also the rational argument
of the ‘debt overhang’ theory (Patel 2017, 6) that hypothesizes that loan waivers would help distressed

farmers overcome the debt baggage and enable them to make productive investments.

The second category of papers reflect a critical view of waivers. Kanz (2008) demonstrates empirical
evidence that is inconsistent with the debt overhang theory. His study of the 2008 loan waiver granted by
the central government shows that loan waiver beneficiaries tend to make lower investments and have
less productive farms than similar non-beneficiaries. A negative view is also reflected in Shylendra (1995)
study of the national loan waiver of 1990. His empirical evidence demonstrates that loan waivers primarily
benefit the better-off households and waivers adversely impact the repayment behaviour of borrowers.
Further Ravi (2015) argues that it is poor mental and physical health and not indebtedness that is the
leading cause of suicides among farmers in India. Loan waivers, are therefore, a reactionary policy

emerging from a simplistic diagnosis of the causes for farmer suicide.

The third category of work presents a more nuanced view. Mukherjee, Subramanian and Tantri (2014)
differentiate the impact of loan waivers on distressed and non-distressed borrowers. Their research shows
that waivers have had a positive effect on the loan performance of distressed beneficiaries but have had
no effect on non-distressed beneficiaries. Further, they find that loan waivers also lead to rationing of
future credit® by banks to the non-distressed borrowers. Vaidyanathan (2016) and Rath (2008) analyse
that the policy works as a temporary palliative to the debt stress faced by farmers but will not have a long-

term impact on improving their living conditions.

3 As per the CAG 2013 audit report, one of the objectives of the central loan waiver scheme announced in 2008 was
to enable indebted farmers to avail fresh agricultural credit. However, the report stated that no effort was made by
the government to monitor the extent to which this objective was fulfilled. As a consequence Mukherjee,
Subramaniam and Tantri (2014) is the only work so far that gives us some measure of the extent of credit rationing
that accompanied the 2008 loan waiver.
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The above studies make it clear that the existing empirical evidence does not portend an encouraging
picture of the loan waiver policy. Loan waivers tend to disproportionately benefit the better-off farmers,
lead to lower future investments and productivity and also result in selective credit rationing by banks.
The overarching thrust reflected in many of the studies is that long-term investments in agriculture and
the rural economy may result in higher and sustained dividends to farmers rather than the instinctive pay-
outs in the form of waivers. This inconsistency between the intellectual discourse and the observed
proliferation of loan waivers impels an answer to the question on why policy-makers in India have
increasingly resorted to short-term reprieves when there is opportunity to make more sustained

interventions in the rural economy.

We believe this is an important and complex question that needs careful reflection and analyses. The
evidence cited above suggests that the rationale for loan waivers does not lie so much in the economic
benefits that it delivers to distressed farmers but it is more likely a product of the peculiarities of the
policy-making process in India. Loan waivers are ostensible political decisions taken by political actors with
a view to appropriate concrete political gains. Therefore, in order to understand why politicians choose
waivers as their preeminent policy choice for addressing the distress of the rural sector, we need to

analyse the incentives and disincentives that drive their immanently political decisions.

To our surprise we were not able to locate any study that exercises a political lens to analyse the loan
waiver policy. Loan waivers have been around in India for over three decades but barring a few passing
references (Chandra 2008: 471, Jaffrelot 1998: 469, Ruparelia 2015: 117) there has been no systematic
attempt at uncovering the politics behind the policy. The knowledge gap that has developed over years is
therefore immense and presents an opportunity for a plethora of political studies on the subject using a

variety of research approaches.
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The mandate for this article is fairly limited. We wish to stimulate a conversation around the politics of
loan waivers. As a plausible anchor for this conversation we present here a comparative study of loan
waivers introduced in India over a thirty year time span since the first loan waiver was announced way
back in 1987. This is a descriptive study so the findings are intended to be only suggestive. We hope that
the framework outlined here would motivate in-depth studies into some or all of the dimensions

identified here.

The findings of the study are revealing. We find that loan waivers are not a monopoly of a particular party
ideology but have been introduced by both the large national parties as well as many regional parties.
Further, as we would expect, loan waiver announcements are strategically timed to coincide with the
electoral calendar. Quite surprisingly, we see no consistent pattern between loan waivers and the
incidence of drought in many states. With regard to the fiscal cost of waivers we find that pre 2016 waivers
were concentrated among states that had lower debt ratios than the national average. This trend has,
however, been broken since 2016 as the current wave of waivers is dominated by states that are highly
indebted. Of course the opportunity costs of waivers are found to be immense- if the money allocated to
waivers were instead transferred to the agricultural budget it would have led to an average jump of 340%
in the annual allocation for agriculture. Finally we do not find any consistent pattern between loan waiver

implementation and the future electoral prospects of the waiver announcing political party.

The rest of the paper is structured as follows. In the next section we will present a historical account of
loan waivers in India and describe the primary data-set collated by us. Section three will pick up the
prominent arguments and assertions from the extant literature and examine their efficacy in the face of
empirical data. Section four integrates the findings presented in the earlier section. Section five highlights
the salient variation in how different governments have operationalized their loan waiver programmes.
The final section concludes by presenting recommendations for policy-makers and identifying potential

areas for research.
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Brief history of loan waivers

Loan waivers are a fairly recent phenomenon when viewed in the context of India’s seventy year
democratic history. The first loan waiver was announced about three decades ago in 1987 by the then
Chief Minister of Haryana, Chaudhary Devi Lal. When viewed in the context of the political environment
during that era the policy does not seem entirely misplaced. The 1980s was a period that witnessed the
emergence of new social groups on the national political stage following the successes of the Green
Revolution in the 1970s. The resulting economic ascendance of the middle peasants coalesced with the
political ascendance of the Other Backward class (OBCs) around the Mandal commission agitations to
deliver a new level of political mobilisation to this hitherto underrepresented group. Alongside the
strengthening of the political organization of the farmer community came a number of demands ranging
from subsidies for inputs such as fertilizers, farm equipment and power to minimum support price (MSP)

for farm produce and more recently the calls for loan waiver.

It is instructive to see that shortly after the loan waiver announcement in his state, Devi Lal went on to be
appointed the Deputy Prime Minister under the V.P. Singh government in 1989. Here as well, the central
government of the day declared the first agricultural loan waiver at the national level. Post these early

announcements there have been sixteen waivers as listed in the table below:

-Table 1 -

The table shows that after the initial thrust (‘first wave’) there was virtually a moratorium on waivers for
more than a decade until mid-2000. The next half-decade from 2005 to 2010 witnessed four waivers: two
in the Southern states of Kerala and Tamil Nadu, one in Maharashtra and the one large central waiver in
2008. The following five years between 2010 and 2015 witnessed a significant ramp-up with five loan
waivers, all from state governments such as Karnataka, Chhattisgarh, Uttar Pradesh, Andhra Pradesh and

Telangana. We are still in the middle of the last five year period (‘third wave’) and already there have been
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seven loan waiver announcements from the state governments of Tamil Nadu, Uttar Pradesh, Punjab,
Maharashtra, Rajasthan and two waivers in Karnataka alone. This broad trend suggests a steady

acceleration in the number of loan waivers after 2005.

Another interesting insight that emerges from the table is that loan waivers seem to be more popular
among state governments as compared to the central government. Sixteen of the eighteen waivers listed
above came from state governments while only two came from the central government. In fact post 2008
all the waivers announced were by different state governments and none came from the centre. This
suggests that waivers are largely a matter of state policy. We will leverage on this state-centric feature of

loan waivers to reveal comparative insights on how the policy has varied in its context and design.

Before we set out on the descriptive analyses of the data a few qualifications pertaining to the data-set
are necessary. Firstly, the data-set is constituted only of loan waivers that cover the entire expanse of the
state or nation. We do not include waivers that are limited in scope to particular districts or regions within
a state. This differentiation is necessary as the financial implications of small-scale waivers are not
comparable to state or nation-wide efforts. Secondly, we only include waivers that entail partial or
complete moratorium of the capital value of the loan. Exclusive interest waivers are excluded since they

are of limited financial consequence®.

Having set the initial foundation for discussion, we will now pick up some prominent arguments pertaining

to loan waivers and evaluate them using the exhaustive cross-state data that we have collated.

Ideological motivation

Some commentators on the loan waiver policy have imputed a certain ideological motivation for loan

waivers. For instance, Kapoor (2018) believes that waivers reflect a persistent ‘socialist’ baggage among

4 For instance, in 1996 the Tamil Nadu government announced an interest waiver of 3%, which costed the exchequer
a relatively small amount of Rs. 20 crore.



Draft version

Indian policy-makers despite a clear transition to a capitalist thinking since economic liberalization in
1991. We gather that if there was an ideological leaning behind the policy then we would expect waivers
to be more proliferate among parties that espouse one particular ideology as compared to others. More
specifically, we would regard that waivers would be more agreeable to parties that are ideologically
positioned to the left or the left of centre. The graph below illustrates the party-wise distribution of

waivers announced since 1987.

- Figurel-

We find that quite remarkably the data defies our expectation. Out of the eighteen loan waivers, only one
waiver can be traced to a left-leaning party (CPM in Kerala) and four to the centre-left Congress party.
Many loan waivers (8 out of 18) were introduced by state governments ruled by right-leaning parties. Five
of these came from BJP ruled states and three from regimes governed by right-leaning regional parties

(TDP, TRS and AIADMK). The rest five waivers are from other regional parties.

The evidence on the ideological types of waiver announcing parties appears so dispersed that it is difficult
to narrow down to a single ideological motivation that drives the policy. Waivers have been announced
multiple times by the Congress, the BJP and a number of other regional parties. This observation suggests

that loan waivers have no clear relation with a particular political ideology.

Electoral exigency

If not ideology then politicians are known to work for either elections or office. The second test is
therefore to see whether waiver policies are connected to their electoral interest. We analyse this by

investigating the timing of waiver announcements within the electoral cycle as shown in the figure below:

- Figure 2 -
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The evidence in favour of the connection between waivers and elections is striking. In the case of seven
waivers, the policy was announced about a year or a year and half prior to the impending election. This
timing seems propitious as it gives the ruling incumbent time to implement the scheme and distribute
benefits before it faces the electoral test. In ten other cases, loan waivers were implemented by ruling
parties within a year of coming to power. These are cases of political challengers that had promised loan
waivers in their election manifestos. On successfully coming to power, waivers appear to be one of the

first policy promises that politicians are keen to fulfil.

The above shows overwhelming evidence (17 of 18 waivers) in favour of the conjecture that waivers are
timed to match the electoral cycle. The case of Maharashtra in 2017 seems to be the only exception where
a waiver was announced in the middle of an electoral cycle. The overall evidence suggests that the

electoral incentive is a strong motive for politicians to announce waivers.

Relief from drought

It is no surprise that politicians are motivated by electoral considerations for planning the policy. This is
quite expected and the data only reinforces the existing belief. The more interesting question is how do
politicians project a rational basis for the policy? We delve into this aspect by analysing the policy rationale

reflected in the speeches® made by politicians while announcing their intent for waiving loans.

We find a common thread running across the speeches. Politicians tend to rationalise the need for a
waiver by focussing public attention on a drought situation faced by the state. Loan waivers are thereafter
justified as a means to alleviate the debt stress faced by farmers in the face of severe drought. Instances
of such rationalisations are many but for the sake of illustration we will cite only a few. In June 2017,

Maharashtra Chief Minister announced a farm loan waiver that is likely to cost the state exchequer a sum

5 We studied the media extracts from the speeches made by the politicians.
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of Rs. 34,000 crore. The rationale behind the policy as stated by him was: “there had been a demand for
loan waiver for farmers who have been severely affected due to continuous drought since 2012”, Quite
strikingly in the same month, the Karnataka Chief Minister cited two years of drought in the state as the
cause for farmer distress which he hoped to alleviate through waivers’. Further, in May 2018, the Chief
Minister of Punjab wrote a letter to the Prime Minister requesting him to announce a debt waiver in order

to help farmers tide over losses incurred from adverse climatic conditions such as drought?.

This anecdotal evidence establishes the centrality of drought within the arguments made by politicians to
rationalise loan waivers. But what about the application of this argument? Do policy-makers apply the

logic of drought to decide on when to announce waivers? This is the next question that we turn to.

We evaluated the efficacy of the ‘drought’ argument by converging two data-sets: one on rainfall data
published by the Indian Meteorological Department (IMD)® and the second on the timing of loan waiver
data that has been described earlier. For the former we used fine-grained district-level data on rainfall to
collate a state-wise measure of the percentage of districts in the state that received ‘deficient’° rainfall
during the year. We use this measure to make an inference on whether the state may or may not be
designated as drought-affected. The table below illustrates the drought scenario for each state for a

period of three years prior to the announcement of the waiver:

6 Rs. 34,000 cr loan waiver - Maharashtra to write off farm debt up to Rs 1.5 lakh, The Telegraph, 24 June 2017.
Link: https://www.telegraphindia.com/1170625/jsp/nation/story_158653.jsp

7 Karnataka to waive %8,165-cr crop loans, The Hindu Business Line, 21 June 2017. Link:
https://www.thehindubusinessline.com/news/national/karnataka-to-waive-8165cr-crop-loans/article9732260.ece
8 Punjab CM writes to PM urging him to announce debt-relief to farmers, India Today, 18 May 2018. Link:
https://www.indiatoday.in/india/story/punjab-cm-writes-to-pm-urging-him-to-announce-debt-relief-to-farmers-
1235739-2018-05-18

9 IMD publishes district-wise rainfall data for the period of 1901-2010. For data after 2010 we referred on annual
‘Rainfall Statistics of India’ also published by IMD

10 We use IMD defined criteria to determine if a district has ‘deficient’ rainfall. As per the metric a district is
designated to have received deficient rainfall if the actual rainfall in a year is 20% less than the long-term average
rainfall.
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- Table2-

As mentioned in the table, we used two measures of drought for the analysis. The first measure is a
relatively lenient one where states are designated drought-hit when at least one-third of their districts
have received deficient rainfall. The second measure is more stringent where state-wide drought is

assigned only when at least half the districts have received deficient rainfall.

The findings are revealing. While we cited earlier that policy-makers rationalise loan waivers by exercising
the argument of drought, the evidence does not seem to tally with the rhetoric. Surprisingly, we found
that in four cases (Rajasthan 2017, Andhra Pradesh 2014 and Karnataka 2012 and Maharashtra 2009)
there was no condition of drought in the three years prior to the announcement of the policy. In seven
other cases (using the lenient measure), the state was drought affected in one of the three previous years.
However, three cases (Punjab 2017, Uttar Pradesh 2017 and Uttar Pradesh 2012) were particularly severe

where the state experienced drought in all the three years.

The evidence suggests an uneven pattern between loan waivers and droughts. In some cases the
relationship is clear with waivers having been preceded by multiple years of drought. But in other cases

we find no evidence to suggest that there was a drought prior to the announcement of the waiver.

Fiscal viability

Concerns regarding the fiscal viability of loan waivers are rife in the literature. Waivers have been criticised
for posing an additional ‘burden’ on the limited financial resources of the state (EPW 2017, Kundu 2017,
Patel 2017). However, to our knowledge, this conjecture has so far not been supported with evidence.
We evaluate the arguments surrounding fiscal viability in three parts. In the first part we estimate the
allocation for loan waivers in the budget year in which they were announced. In the second part we

estimate the opportunity costs associated with loan waiver proposals. Finally, we analyse whether state

10
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governments appear to be conscious of their fiscal position while taking decisions regarding waivers. The

analysis of these individual parts is presented below.

The figure below gives an illustration of the resource-intensiveness of all loan waivers:

- Figure3 -

We find that waivers are, in general, fairly resource-intensive efforts. If we take a simple state average of
the loan waiver allocation as a percentage of the state budget it works out to a high of 9.1%. This high
average of course masks the wide variation in waiver policies across states and even across time. For
instance, the loan waiver announced by the Andhra Pradesh government in 2014 was the biggest when
viewed as a percentage of the budget. As opposed to this, the loan waiver announced in Kerala in 2006
was the least resource-intensive (0.3% of budget). It is also interesting to see that two or more loan
waivers announced in the same state may differ in their allocations. For instance, the Uttar Pradesh loan
waiver announced in 2006 accounted for less than 1% of state budget as the scheme was limited to waiver
of farm loans only from cooperative banks. The same state in 2017 announced a much larger programme

constituting 9.5% of the state budget that encompassed loans from all cooperative banks.

Our next effort was to arrive at an estimate for the opportunity cost of the waiver policy. What if the
resources committed to waivers were instead allocated towards longer-term investments in agriculture?
What would have been the likely accretion in investment? This measure would reveal to us the extent of
trade-off that a loan waiver programme entails for long-term investments. In line with this premise we
choose to compare the one-time allocation for loan waivers with the annual allocation for agriculture on
ayear just prior to or after the waiver®!. The table below displays the data for waiver announcements post

2012.

11 We did not compare the allocation for agriculture in the same year as the waiver announcement since we
expected that states would reduce their agricultural allocation in the year of the waiver.

11
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- Table3-

The table above reveals a substantive opportunity cost associated with waivers. In place of a waiver if the
same amount is transferred to the agricultural budget we would find between 22% to 670% increase in
the annual agricultural budget. This, we believe, could purport to a substantive jump in the resources
available for agricultural investment, which could open up new possibilities for transforming the existing

approach towards agriculture and rural development.

The third concern relates to the fiscal viability of waivers in the face of the financial debt incurred by the
states. Here we feel it is instructive to bring light to the macro-picture before we set sights on the

individual state waiver data. The broad picture can be gauged from the figure below:

- Figure 4 -

We see an interesting trend reflected in the data. Average debt/ GSDP ratio showed a steady increase
over the period 2000 to 2005 but post 2006 the average debt levels of states have shown a consistent
decline. By 2015 average state debt/ GSDP reached an all-time low of 21.7%. It is interesting to see that
the ‘second wave’ of loan waivers started in 2006 and went right up to 2014 coinciding with the period

that witnessed a steady decline in state debt.

The macro-picture reveals an interesting broad trend that the propensity for state governments to
announce waivers tends to rise as they gain more control over their state debts. Prior to 2006 when state
debts were high no loan waivers were announced. This pattern suggests that state governments have
been fairly conscious of their fiscal position. When debts tended to go northward the propensity to

announce waivers dropped.

Unfortunately the pattern visible for the second wave of waivers is no longer in practice during the ‘third

wave’ of waivers beginning from the year 2016. After 2015 average state debt has seen a rise and

12
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alongside this we also see a rise in the number of waivers. The imminent trend suggests that state

governments seem less bothered now about their debt position than they were earlier.

This shifting trend in the fiscal consciousness of states is more evident when we look at the data on
individual loan waiver announcements. The table below posits the debt position of states alongside the

all-India average debt among states in the year the waiver was announced:

-  Table4 -

We find two striking patterns. Out of the nine loan waivers that were announced prior to 2016, seven of
them were introduced by states that had lower debt/ GSDP ratios than the all-India state average. The
only two states (Uttar Pradesh in 2012 and Kerala in 2006) that had higher debt ratios presented waivers
of very low size (less than 1% of state budget). The trend seems to have changed post 2016. Firstly, a
higher proportion of the seven waiver announcing states fell in the higher debt category (3 out of 7).
Secondly, the three states with high debt have introduced large waivers ranging from 8.5% to 12% of the
state budget. This evidence further reinforces the fact that we are now seeing a lower degree of fiscal
consciousness among policy-makers. It is perhaps this fact that stoked the concern of the RBI governor
Dr. Urijit Patel in August 2017 when he expressed his concern regarding the rising tide of farm loan waiver

announcements across states in India2.

Electoral impact

Earlier we showed evidence that elections are an important influence for loan waivers. Now we will use
the comprehensive data-set to get a sense of how electorally consequential these loan waivers have been
for the political actors. Have incumbent governments that have implemented loan waivers come back to

power? The evidence connecting the policy of loan waivers with re-election prospects is expectedly weak

12 patel 2017

13
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since there are many other factors including the anti-incumbency element pervasive in Indian elections
that are likely to have a bearing on electoral results. Also the data-set is not complete since many of the
incumbent governments that introduced waivers after 2014 have yet to face elections. But to the extent
that the data may reveal a pattern we thought it may be interesting to analyse it. The table below

tabulates the data as currently available:

- Table5s-

Firstly, we find some indication of a ‘recency’ effect applying to voter reactions to loan waiver policies.
Loan waiver policies that were implemented early in the incumbent’s tenure (such as Tamil Nadu 2006,
Kerala 2006 and UP 2012) show poorer electoral prospects than policies that are implemented closer to
the time of elections. In the former case all three states lost the elections and showed reduced vote-share,
while in the latter case two out of four states that implemented waiver just before the election showed

slightly enhanced vote-share.

Secondly, it seems plausible that large loan waivers implemented just before elections receive more
electoral support than small loan waivers. The evidence for this is currently only cursory and needs further
investigation. Karnataka in 2017 implemented a moderately large loan waiver programme (4.4%) and
received some benefit for it in the 2018 elections. On the other hand, Uttar Pradesh in 2012 and Karnataka
in 2012 implemented much smaller waiver programmes®3 (0.8% and 2.9% of GSDP) and seem to have paid

dearly in the ensuing election.

Integrating the findings

The above sections have highlighted many disparate aspects regarding loan waiver policies in India. We

will now attempt to weave these distinctive findings into a cogent narrative in order to arrive at some

13 Thank Ravish Tiwari from Indian Express to have given us this insight.

14
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broader reflections. Firstly, we observe that loan waiver policies are driven more by electoral exigencies
rather than a deeply held ideological conviction. This is important to note because it suggests that it is
difficult to connect the policy of loan waivers with any particular development philosophy, either to the

left end or the right end of economic ideological spectrum.

Secondly, we observe that while the policy rationale given by politicians is to help farmers meet the
adverse conditions emerging from drought, the data that we collated suggests that the application of the
policy does not reflect a serious consideration of drought. Waivers have been announced in states that

faced acute drought as well as states where drought was not widespread.

Thirdly and contrary to the general impression, the data suggests that politicians have been fairly
conscious of the state’s fiscal condition when they make decisions regarding loan waivers. Until recently
the bulk of loan waiver announcements coincided with the period when states were making active efforts
at restraining their public debt. Unfortunately this trend seems to have been broken since 2016 where

high debt states have also begun announcing large loan waiver packages.

Policy design and implementation

So far we have brought light to the vagaries in the context and size of loan waivers that have been
implemented across states and also across time. Alongside this there is also interesting variation in the
design of waiver policies and the manner in which waivers have been implemented across states. In this

section, we would bring light to some of these differences, which we believe also deserves attention.

Broadly there appear to be four key elements to the policy design of loan waivers: (a) Coverage of farmers
(b) Waiver limit (c) Coverage of banks and (d) Repayment incentive. We argue that policy makers carve
out distinctive waiver programmes by making strategic choices with regard to each of these elements.
The end result of these choices is substantive, as it has implications for the size of the waiver. Table 6
illustrates the range of choices that policy makers have made across the four design elements:

15
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- Table6-

We see some interesting patterns. Firstly, we find that with regard to coverage of farmers, a majority (12
of 17) of waiver programmes did not set any formal eligibility criterion. This means that all types of farmers
(marginal, small and large) were eligible to avail of waivers. There were only five occasions where some
sort of eligibility was formalized: on four occasions eligibility was limited to small and marginal farmers

while on one occasion only marginal farmers were included.

Secondly, there is variation in the maximum amount of waiver that an individual farmer is eligible for. As
shown in the table in almost all cases some limit was exercised barring Tamil Nadu in 2006, where the

waiver policy mentioned no formal limit to the waiver that could be availed by a farmer.

Thirdly, the types of financial institutions covered under the programme also matter. In seven cases the
programme was limited to only co-operative institution loans. Eight other cases had wider coverage that
included both co-operative institutions and commercial banks. A recent programme by Maharashtra in

2017 further widens the ambit by also incorporating loans from licensed money lenders.

Lastly, some policy-makers have incorporated some variant of a repayment incentive that attempts to
partially mitigate the moral hazard issues associated with loan moratoriums. The evidence, however,
shows that they were in minority as only seven out of the seventeen waivers analysed had instituted a

repayment incentive policy.

It is further instructive to see how these design choices have an impact on the size of the waiver. We
illustrate this by analysing two different policy designs administered by the same state government at
different points in time. Consider the two waivers introduced by Tamil Nadu in 2006 and 2016. Both
broadly shared the same design barring a difference in the farmer eligibility criterion. The 2006 waiver
policy had no formal eligibility criterion while the 2016 policy was limited to only small and marginal
farmers. However, this design difference seems to have substantively influenced the size of the

16
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programme. While the 2006 waiver accounted for 14% of the Tamil Nadu budget the waiver in 2016 was

much smaller, accounting for only 3% the state budget.

A similar observation can be seen in the two waiver policies introduced by Karnataka in 2017 and 2018.
The 2017 waiver was limited to only co-operative institutions and the waiver was capped at Rs. 50,000
per farmer. As opposed to this the 2018 policy offered a wider coverage of all banks and co-operative
institutions as well as a higher individual waiver limit of Rs. 2 lakh. The cumulative effect of these two
policy differences dramatically enhanced the allocation for the 2018 waiver. The Karnataka waiver in 2017
claimed only 4% of state budget while the 2018 waiver accounted for 16% of the budgetary resources.
Both these cases suggest that the choice of policy design can have huge implications for the size and scope

of loan waivers.

With regard to implementation of the waiver programme the data is sparse as implementation plans are
rarely reported by the media and detailed policy documents are not accessible. However, there are two
implementation-related innovations that have received wide attention. The first is the initiative taken by
the Maharashtra and Uttar Pradesh governments in 2017 of linking the disbursal of waiver benefits to the
Aadhar accounts of the beneficiaries. While the jury is still out on whether the transition to Aadhar has
been smooth but the initiative does appear to be one way to curb ‘ghost’ beneficiaries and reduce

duplicity in the allocation of benefits.

Another innovation is the model followed by Kerala since 2006 where a Farmer’s Debt Relief Commission
has been in place for over a decade. As a permanent body, the mandate of the Commission is to consider
individual applications from farmers requesting for debt waiver or restructuring. Members of the
commission, comprising agricultural experts, farmer representatives and former judges, travel across the
state to receive applications and conduct hearings with applicants. One of the advantages of such a

commission is that it helps dissociate the state’s debt support from the vagaries of the electoral process.

17
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Ironically, this may be the reason why politicians in other states have not been forthcoming in adopting

the model.

Conclusion

The motivation for this article stems from an accumulating pile of evidence from the economic stream
that suggests that farm loan waivers have not been particularly beneficial even to the intended
beneficiaries of the scheme. This leads to an intriguing puzzle as to why policy-makers continue to
announce loan waivers, and why the programme has expanded over the last decade? We argue that in
order to locate an answer to this question we need to conduct a political analysis of loan waiver policies
but so far there has been no research in this regard. Through this article we attempt to make a beginning

towards unravelling the political roots of the policy.

We present descriptive evidence by analysing a comprehensive primary data-set that collates all loan
waiver announcements since the first waiver was announced three decades ago. The evidence is
revealing. Firstly, we find, quite expectedly, that waivers are motivated by electoral considerations but it
could not be determined whether there is an ideological philosophy driving the policy since waivers have
been announced by parties across the ideological spectrum. Secondly, we find a mismatch between the
public rationale for the scheme and its actual implementation. Not all waiver announcements are
preceded by conditions of severe droughts in states. Thirdly, we observe that prior to 2016 policy-makers
were generally conscious of the fiscal position of their state but this sense of fiscal responsibility seems to

be waning in recent years.

The overall findings do give empirical ground for a stark critique of loan waiver policies. This conclusion
should however not be incorrectly conflated to suggest in any way that the current crisis faced by the
agricultural sector is not real and should not be addressed with vigour. As earlier studies by experts on

agriculture have highlighted the roots of the agricultural crisis are structural (Nadkarni 2018) and so the
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solutions need to be far-sighted. The economic stream evidence so far suggests that waivers have not
even worked as an effective palliative, which means that we need to be more creative even with designing
the immediate relief measures. While the search is on for an alternate policy the best that can perhaps
be done right now is to work on the design and implementation of waivers so as to target benefits to the
most vulnerable farmers. In this regard the article highlights interesting insights that policy makers may

consider while designing and implementing the policy.
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Tables

Table 1: Chronology of Farm loan waivers in India

.No. Government Party in power!* Waiver policy Year
1 Haryana State Lok Dal (LD) 1987
2 Central Govt. Jan Morcha 1990
3 Kerala State Communist Party of India (Marxist) (CPI(M)) 2006
4 Tamil Nadu Dravida Munnetra Kazhagam (DMK) 2006
5 Central Govt. Congress Party (INC) 2008
6 Maharashtra State Congress Party (INC) 2008
7 Karnataka State Bharatiya Janata Party (BJP) 2012
8 Chhattisgarh State Bharatiya Janata Party (BJP) 2012
9 Uttar Pradesh State Samajwadi Party (SP) 2012
10 Andhra Pradesh State Telugu Desam Party (TDP) 2014
11 Telangana State Telangana Rashtra Samithi (TRS) 2014
12 Tamil Nadu State All India Anna Dravida Munnetra Kazhagam (AIADMK) 2016
13 Uttar Pradesh State Bharatiya Janata Party (BJP) 2017
14 Punjab State Congress Party (INC) 2017
15 Maharashtra State Bharatiya Janata Party (BJP) 2017
16 Karnataka State Congress Party (INC) 2017
17 Rajasthan State Bharatiya Janata Party (BJP) 2017
18 Karnataka State Janata Dal (Secular) (JD(S) 2018

14 party in power is designated based on the party affiliation of the Chief Minister.
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Table 2: Rainfall pattern prior to loan waiver announcement®®

Inadt:':nce of d.rought All 3 years 2of3years | 1of3years A LIICLE Total
prior to waiver years
Drought measure 1 3 2 7 4 16
Drought measure 2 1 3 8 4 16

Note:

Drought measure 1: 33% of districts in the state received ‘deficient’ rainfall
Drought measure 2: 50% of districts in the state received ‘deficient’ rainfall
Definition of ‘deficient’ rainfall follows IMD specification: District receives 20% lower rainfall than long-

term average

15 The rainfall data only covers the 16 loan waivers announced by the state governments
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Table 3: Opportunity cost of the loan waiver policy

Waiver Agriculture budget Waiver as % of
State .
(Rs. crore) (Rs. crore) Agricultural budget
Kar 2018 34,000 5,080 669%
Raj 2017 20,000 3,072 651%
Kar 2017 8,165 4,344 188%
Mah 2017 34,022 10,344 329%
Pun 2017 10,000 2,548 392%
UP 2017 36,359 11,589 314%
Tel 2014 16,374 6,312 259%
AP 2014 24,000 10,424 230%
UP 2012 1,650 7,625 22%
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Table 4: State debt position as compared to All India state average on the year of loan waiver

State Debt position
Below average debt Above average debt
First Wave (1990s) 1 0
Second Wave (2005-15) 6 2
Third Wave (2016-17) 4 3
Total 11 5
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Table 5: Electoral impact of Loan waiver policy

S.No. State waiver Incumbent Election Won/ Lost Vote-share

party year elections?® change

1 Kar 2017 INC 2018 Lost +1.4%

2 UP 2012 SP 2017 Lost -7.3%

3 Chh 2012 BJP 2013 Won +0.7%

4 Kar 2012 BJP 2013 Lost -14%

5 Mah 2009 INC 2009 Won -0.1%

6 TN 2006 DMK 2011 Lost -4.1%

7 Ker 2006 CPM 2011 Lost -2.3%

16 Won/ Lost is evaluated based on whether the party formed the government as the main ruling party subsequent

to the election
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Table 6: Policy design of loan waivers?’

money lenders

Eligibility criterion Waiver Limit Banks covered R'e payn?ent
incentive
* Marginal farmers: | 1 |+ Less than 50,000 6 Case by case 1| Yes 7
* Small and 4 |+ 50,000- 1 lakh 3 Cooperatives 7 | No 10
Marginal: * 1 lakh -2 lakh 6 All Banks 8
* All farmers 12 [+ No limit 1 All Banks and 1

17 Details of the scheme have been drawn from media reports
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Figures

Figure 1: Party-wise breakup of number of loan waiver policies
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Figure 2: Timing of loan waiver announcements in the electoral cycle
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Figure 3: Loan waiver allocation as percentage of state/ central budget
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Figure 4: Trends in the number of waivers with changes in average state debt®
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18 Kaur, Mukherjee and Ekka (2017) analyze that the deterioration in state debt began in 1997 and went on to
2005. Since 2005 the debt position has witnessed significant improvement.
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