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POVERTY BACKGROUND PAPER 

 

 

1. This report provides an overview of poverty trends in India in recent years, highlighting the 

diversity of these trends across India’s states. It also reviews India’s current poverty reduction policies. 

 

A. Evolution and Measurement of Poverty
1
 

 

2. India’s rapid economic growth has contributed to a substantial reduction in poverty.
2
 The 

poverty headcount rate, measured by the national poverty line, declined by 2.3 percentage points per 

year over the decade FY2004–FY2011 or about three times the pace of the poverty reduction of the 

preceding decade (Table 1). Based on poverty and household expenditure data, a 2013 ADB study 

found that poverty reduction had accelerated, especially since 2004–2005.
3

 India has already 

substantially achieved the first Millennium Development Goal by halving (to less than 30%) the 

proportion of people whose income is less than $1.25 a day. It has also made progress toward halving 

the number of people suffering from hunger. The poverty gap ratio, which measures the extent to 

which the consumption of the poor is below the poverty line and is therefore an indication of the 

depth of poverty, also declined by nearly 50% in both rural and urban areas during 2004–2012. 

However, many people who have been lifted above the poverty line are still living at income levels that 

cannot adequately support their nutritional needs.  

 

3. Two other characteristics of poverty incidence in India are noteworthy. First, district-level 

poverty estimates reported in the Twelfth Five Year Plan, 2012–2017, showed that the richer states 

were not immune from poverty. Some of the poorest districts in India lie in the richer states such as 

Maharashtra, Karnataka, and Tamil Nadu. The poverty head count rate in some districts of Maharashtra 

and Karnataka exceeds 40% and reaches as high as 48%, while it is as low as 11% in other districts of 

Maharashtra, and below 7% in some Karnataka districts. The disparity is wider in Tamil Nadu, where in 

some districts the poverty rate is above 60% and in others below 3.5%. Second, there was a marked 

urbanization of poverty in India from FY2005 to FY2012, with urban poor now accounting for one-

third of the total, compared with one-eighth in the early 1950s, and rural poverty measures that were 

historically higher than those of urban areas converging with urban measures.
4
 This trend has been 

accompanied by an increase in inequality within urban areas and between urban and rural areas. 

 

4. Despite the fall in poverty, the trends and levels of poverty and inequality until early 2000s 

were not commensurate with the strong growth of the economy during the 1990s and contrasted with 

the reduction in poverty achieved by other large countries such as the People's Republic of China, 

Indonesia, and Viet Nam.
5
 As a whole, population growth has made it difficult to reduce the number of 

                                                 
1
  The broad facts about poverty in India are well known thanks to considerable number of surveys and research documents, and 

the data compiled by the National Institution for Transforming India (NITI) Aayog (formerly the Planning Commission) and the 

Ministry of Statistics and Program Implementation. The world’s first national poverty line was calculated by a committee set up 

by the Indian government. 

2
  Three idesxes frequently used to measure poverty include (i) the headcount index, or the percentage of the population living in 

households with a consumption per capita less than the poverty line; (ii) the poverty gap index, defined by the mean distance 

below the poverty line expressed as a proportion of that line, where the mean is formed over the entire population, counting 

all the non-poor as having zero poverty gap; and (iii) the squared poverty gap index, defined as the mean of the squared 

proportionate poverty gaps. 

3
  R. Hasan et al. 2013. Growth, Structural Change, and Poverty Reduction: Evidence from India. ADB South Asia Working Paper. 

No. 22. Manila: Asian Development Bank. November. 

4
  The SPG index for urban India has overtaken that for rural India in recent years. G. Datt et al. 2016. Growth, urbanization, and 

poverty reduction in India. Policy Research Working Paper. No. WPS7568. Washington, DC: World Bank. 

5
  In the People's Republic of China, the incidence of rural poverty (using a poverty line of $1 per day in purchasing parity terms) 

declined from 31.0% in 1990 to 14.0% in 1997, driven by a growth rate in agriculture of 4.4% per annum, although urban 

poverty increased from 0.5 % to 0.8 % during the same period. 

https://ideas.repec.org/p/wbk/wbrwps/7568.html
https://ideas.repec.org/p/wbk/wbrwps/7568.html
https://ideas.repec.org/s/wbk/wbrwps.html
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poor at a more rapid pace. India continues to have the largest number of poor in the world (about  

300 million) with the majority living in rural areas. According to the World Bank, India with 17.5% of 

the world's population had 20.6% of the world's poorest in 2011. In this light, eradicating extreme 

poverty by 2030—one of the Sustainable Development Goals—will be a formidable task. 

 

Table 1: India Poverty Trends 

Item  FY1993 FY2004 FY2009 FY2011 

Annual Average Decline in Poverty 

FY1993–

FY2004 

FY2004–

FY2009 

FY2004–

FY2011 

Poverty headcount 

ratio (%) 

Rural 50.1 41.8 33.8 25.7 0.8 1.6 2.3 

Urban 31.8 25.7 20.9 13.7 0.6 1.0 1.7 

  Total 45.3 37.2 29.8 21.9 0.7 1.5 2.2 

Number of poor 

(million) 

Rural 328.6 325.8 278.2 216.5 0.3 9.5 15.6 

Urban 74.5 81.4 76.5 52.8 (0.6) 1.0 4.1 

  Total 403.7 407.2 354.7 269.3 (0.3) 10.5 19.7 

Source: Government of India, Planning Commission. 2013. Press Note on Poverty Estimates, 2011–2012. Delhi. July. 

 

5. While the relative decline of poverty in India is not contested, the methodology for measuring 

poverty and the definition of poor are subjects of debate.
6
  Reports by the Planning Commission, now 

replaced by the National Institution for Transforming India (NITI) Aayog, indicate that 21.9% of India’s 

population lived below the poverty line in 2011–2012, with the ratio at 25.7% in rural areas and 13.7% 

in urban areas.
7
 Using a different methodology, the Rangarajan Expert Group concluded that 29.5% of 

the India’s population was below the poverty line in 2011–2012, with the poverty rate estimated at 

30.9% in rural areas and 26.4% in the urban areas.
8
 In 2015, the World Bank’s Global Monitoring 

Report 2015/2016 raised the global poverty line to $1.90 per day to reflect differences in cost of living 

across countries (based on 2011 prices) and estimated that poverty in India had declined more 

substantially than previously calculated to 12.4% in 2015 from 21.0% in 2012.
9
  

 

B.  Diversity of Poverty Rates Across States 

 

6. An “all India” approach to poverty measurement masks considerable variations among the 

states (Table 2). According to the Planning Commission’s estimates for FY2011, about two-thirds of the 

poor were concentrated in five states (Bihar, Madhya Pradesh, Maharashtra, Uttar Pradesh, and West 

Bengal), although the poverty head count rate was not the highest in these states. The highest rates 

were recorded by Chhattisgarh (39.9%), Jharkhand (37.0%), and Manipur (36.9%). Goa had the lowest 

poverty head count rate at 5.1%, followed by Kerala (7.1%) and Himachal Pradesh (8.1%). 

 

  

                                                 
6
  Government of India, Planning Commission. 2014. Report of the Expert Group to Review the Methodology for Measurement of 

Poverty. Delhi. 

7
  The Indian Government adopted the Tendulkar methodology in 2005, which is anchored on a basket of goods rather than on 

calorie intake and uses rural, urban, and regional minimum expenditure per capita necessary to survive. Using this 

methodology, the national poverty line at the end of 2011–2012 was estimated at Rs27 per day in rural areas and Rs33 per 

day in urban areas. Planning Commission data for 2011–2012 indicate that 216.5 million poor lived in rural areas and 52.8 

million in urban areas. 

8
  In 2014, a committee headed by former Reserve Bank of India Governor Rangarajan recommended changes in the poverty line 

calculation, with monthly per capita consumption expenditure of Rs972 in rural areas and Rs1,407 in urban areas treated as 

the poverty line at all India level. The recommendation is awaiting government approval. 

9
  These estimates are based on shorter recall periods for food items consumed, which lead to higher consumption expenditure 

estimates. The higher expenditures combined with a high population density around the poverty line translate into the lower 

poverty rate for FY2011. 

http://planningcommission.gov.in/index_oldpc.php
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Table 2: Percentage of the Population below the Poverty Line in India, FY2011 

Poverty Rate (%) Rural Poverty Urban Poverty Total Poverty 

Less than 10 Punjab, Himachal Pradesh, 

Kerala 

Himachal Pradesh, Kerala, 

Andhra Pradesh, Tamil 

Nadu, Meghalaya, 

Maharashtra, Punjab,  

Kerala, Himachal Pradesh, 

Punjab, Andhra Pradesh 

10–20  Andhra Pradesh, Haryana, 

Rajasthan, Tamil Nadu,  

Gujarat, Haryana, 

Rajasthan, West Bengal, 

Karnataka, Odisha 

Haryana, , Tamil Nadu,  

Rajasthan, Gujarat, 

Maharashtra, West Bengal 

20–30 Gujarat, West Bengal, 

Maharashtra, Karnataka 

Assam, Madhya Pradesh, 

Chhattisgarh, Uttar Pradesh 

Karnataka, Uttar Pradesh 

30–40 Madhya Pradesh, Assam, 

Uttar Pradesh, Bihar, Odisha,  

Bihar Madhya Pradesh, Assam, 

Odisha, Bihar, Chhattisgarh 

Above 40 Chhattisgarh   

FY = fiscal year. 

Source: Government of India, Ministry of Finance. 2016. Government of India Economic Survey 2015–16. Delhi. 

 

7. In a positive development, the 

poverty head count rate declined in all 

states during FY2009–FY2011, albeit 

far from uniformly (Figure 1), and the 

rate of its decline, which was slower in 

the poorer states (Bihar, Orissa, Uttar 

Pradesh, Madhya Pradesh and Assam) 

until FY2009, accelerated during the 

following 2 years, exceeding that in the 

richer states (Table 3).
10

 However, 

poverty rates in these states remained 

above those of the richer states owing 

to higher population growth rates and 

larger initial poverty rates in the poor 

states. 

 

8. There is substantial evidence 

that economic growth has been a 

major driver of poverty reduction and 

inclusiveness in India, with the long-

term economic growth elasticity of 

poverty reduction estimated at 0.5.
11

 Apart from raising employment and income, rapid growth 

generated higher budgetary revenues and created fiscal space that helped to finance critical public 

investments to reduce poverty and social expenditure programs. At the same time, as the government 

continues to undertake revenue and inclusive growth boosting reforms, it is also committed to fiscal 

consolidation and maintaining macroeconomic and financial stability, with particular attention to 

inflation risks.
12

  

                                                 
10

  The poverty head count rates are not strictly comparable across states because of inter-state price differentials and differences 

in the poverty line definition by each state. 

11
  J. Bhagwati and A. Panagariya. 2013. Why Growth Matters: How Economic Growth in India Reduced Poverty and the Lessons 

for Other Developing Countries. New York, NY: Public Affairs. 

12
  The adverse impact of persistent high inflation on growth is well documented. K. Mohaddes and M. Raissi. 2014. Does 

Inflation Slow Long-run Growth in India? IMF Working Paper. No. WP/14/222. Washington, DC: International Monetary Fund 

(IMF). In addition, macroeconomic stability, defined as a low and stable inflation, is an essential prerequisite for poverty 

reduction as it reduces the “inflation tax” on the poor. Inflation, and food price inflation in particular, affects poor households 

more severely, as they need to spend disproportionately more on food, and their substitution possibilities are limited. 

Figure 1: India: Change in Poverty Headcount Rates 

 

Source: R. Anand et al. 2014. India: Defining and Explaining Inclusive 

Growth and Poverty Reduction. IMF Working Paper. No. WP14/63. 

Washington, DC: International Monetary Fund. 

Poverty headcount rate, FY2011 

(in percent) 

Poverty headcount rate, FY2009 

  (in percent) 
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9. Against this background, the disparity of growth rates across the 16 states that account for 

90% of both India’s GDP and its population has been arguably the most important factor affecting the 

diversity of poverty rates and its rate of decline. All states grew faster during FY2004–FY2009 than 

during the previous decade, and the degree of dispersion in growth rates across states decreased 

compared with the previous decade’s average, although the rate of growth was still higher in the rich 

states.
13

 In particular, Assam, Himachal Pradesh, Punjab, Rajasthan, Uttar Pradesh, and West Bengal 

lagged behind in the growth of per capita net state domestic product (NSDP). Thus, income gaps 

across states grew and the ratio of the real per capita income of the rich states to that of the lagging 

states (poor states) widened from 4.8 to 5.3, with Goa’s FY2013 NSDP per capita at current prices 

estimated to be 3 times India's average and 7.2 times that of the poorest state Bihar. In 2014, the top 

five states by NSDP per capita (greater than $3,000) were Goa, Delhi, Sikkim, Chandigarh, and 

Puducherry. The bottom five were Bihar, Uttar Pradesh, Manipur, Assam, and Jharkhand, all of which 

had a per capita NSDP of less than $800. 

 

Table 3: Average Decline in Poverty Headcount Rate in 16 States of India  

(% per year)  

State 

FY1993–FY2004 FY2004–FY2009 FY2009–FY2011 

Rural Urban Total Rural Urban Total Rural Urban Total 

Andhra Pradesh 1.44 1.07 1.34 1.90 1.14 1.76 5.9 5.95 5.95 

Assam 1.68 0.54 1.58 (0.70) (0.86) (0.70) 3.00 2.80 2.95 

Bihar 0.60 0.09 0.55 0.08 0.86 0.18 10.65 4.10 9.90 

Gujarat 0.36 0.72 0.55 2.48 0.44 1.76 2.60 3.85 3.20 

Haryana 1.38 0.16 1.07 1.24 (0.12) 0.80 3.50 6.35 4.45 

Himachal Pradesh 1.06 0.82 1.06 3.18 (1.60) 2.68 0.30 4.15 0.70 

Karnataka 1.74 0.75 1.46 2.28 1.26 1.96 0.80 2.15 1.35 

Kerala 1.25 0.50 1.05 1.64 1.26 1.54 1.45 3.55 2.45 

Madhya Pradesh (0.42) (0.30) (0.36) 2.32 2.44 2.38 3.15 0.95 2.50 

Maharashtra 1.04 0.43 0.88 3.68 1.46 2.72 2.65 4.60 3.55 

Orissa 0.20 (0.28) 0.17 4.32 2.34 4.04 1.75 4.30 2.20 

Punjab (0.16) 0.77 0.14 1.50 0.12 1.00 3.45 4.45 3.80 

Rajasthan 0.45 0.02 0.35 1.88 1.96 1.92 5.15 4.60 5.05 

Tamil Nadu 1.23 1.27 1.43 3.26 1.38 2.36 2.70 3.15 2.90 

Uttar Pradesh 0.75 0.38 0.68 0.66 0.48 0.64 4.50 2.80 4.15 

West Bengal 0.39 0.62 0.46 1.88 0.48 1.52 3.15 3.65 3.35 

All India 0.75 0.55 0.74 1.60 0.96 1.48 4.05 3.60 3.95 

Source: R. Anand et al. 2014. India: Defining and Explaining Inclusive Growth and Poverty Reduction. IMF Working Paper.  

No. WP/14/63. Washington, DC: International Monetary Fund. 

10. The differences in GDP growth rates, while critical, do not fully explain the differential 

performance in poverty reduction, however. Structural factors that lead to higher growth—e.g., 

economic liberalization and labor migration to higher productivity sectors—also affect poverty 

reduction rates. States with the best performance in poverty reduction during 1987–2009 (Tamil Nadu, 

Karnataka, and Andhra Pradesh, Maharashtra) have tended to be those registering a high degree of 

structural change. Conversely, states with the weakest track record in poverty reduction (Assam, Bihar, 

Madhya Pradesh, and Punjab) have tended to have a low degree of structural change (Figure 2). While 

this trend is broadly consistent across states, there are some exceptions. The extent of poverty 

reduction in West Bengal has been far higher than might be expected from the slow pace of structural 

change in that state, while in Haryana, the reduction in the poverty ratio has been considerably less 

than would be suggested by the extent of structural change, implying that other factors are also at 

work. The trends in the state’s population growth and the initial economic and social conditions 

(including initial poverty levels, human and physical capital assets, access to credit, state of 

                                                 
13

 The coefficient of variation of growth rates decreased from 0.35 in the first period to 0.28 in the second. The variation ranged 

from a low of 3.4% per year for Assam to a high of 9.6% for Tamil Nadu. R. Anand et al. 2014. India: Defining and Explaining 

Inclusive Growth and Poverty Reduction. IMF Working Paper. No. WP/14/63. Washington, DC: IMF. 
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infrastructural development, and climatic conditions), together with the regulatory and policy 

environment, among other factors, have also influenced poverty ratios at the state level. 

 

 

 

1. Initial Conditions 

 

11. Variations in the endowments of households, such as the initial education levels and 

proportion of land under irrigation, are positively correlated with the growth rate of average household 

consumption and therefore the rate of progress in poverty reduction. There is some evidence that 

growth has no impact on the welfare of the poor, who lack a minimum of physical and human capital 

assets, or belong to lower castes (or are in a state of “social exclusion”).
14

 The positive association of 

initial education levels and subsequent economic growth has been well documented, and the decline in 

the poverty rate has been significantly lower in states that started with lower female literacy rates.
15

 On 

the other hand, a state that combines a relatively high proportion of land under irrigation and by far 

the highest female literacy rate of any state, has reduced the incidence of poverty substantially, 

especially since 2009. The states with more developed financial systems, higher levels of bank credit to 

GDP ratios, more competitive product markets, and greater labor market flexibility (which especially 

allows higher levels of female labor force participation) also experienced more rapid growth and 

poverty reduction, as did those with a higher initial share of workers engaged in low productivity 

agriculture who could be reallocated to higher productivity activities.  

 

                                                 
14

  R. Gaiha and V. Kulkarni. 1998. Is Growth Central to Poverty Alleviation in India? Journal of International Affairs. Vol. 52, No. 1. 

pp. 145–188. 

15
  Footnote 3; R. Barro. 1991. Economic Growth in a Cross Section of Countries. The Quarterly Journal of Economics. Vol. 106, 

No. 2. pp. 407–443.; J. Benhabib and M. Spiegel. 1994. The Role of Human Capital in Economic Development: Evidence from 

Aggregate Cross-Country Data. Journal of Monetary Economics. Vol. 34, No. 2, pp. 143–173; R. Anand et al. 2014. India: 

Defining and Explaining Inclusive Growth and Poverty Reduction. IMF Working Paper. No. WP/14/63. Washington, DC: 

International Monetary Fund.  

Figure 2: India Structural Change and Productivity Growth, 1987–2009 

 

 

Note: Numbers on the top of bars indicate ranking in terms of the impact of structural change on productivity growth.  

Source: R. Hasan et al. 2013. Growth, Structural Change, and Poverty Reduction: Evidence from India. ADB South Asia 

Working Paper Series. No. 22. Manila: Asian Development Bank. November. 
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12. The link between the adequacy of transport and power infrastructure and poverty levels are 

also well documented. The Planning Commission found that the rank correlation between an 

infrastructure index it had developed and the poverty ratio was strong and rising, with infrastructure 

affecting poverty primarily by encouraging economic activity and leading to higher incomes. According 

to the World Bank Global Monitoring Report 2015, investment in integration and connectedness 

through railroads in India has helped to reduce the exposure of agricultural prices and real income to 

rainfall shocks, and to diminish the famine and mortality risks associated with recurrent weather 

shocks. Moreover, according to the World Bank report, rural electrification in India has caused major 

changes in consumption and earnings, with increases in the employment opportunities for both men 

and women, and made it possible for girls to reallocate their time in favor of school attendance. Thus, 

the continued efforts to provide regular and reliable electricity to Indian villages could serve as a major 

instrument for reducing poverty. Currently, almost all villages in India are electrified, but fewer than 

70% of homes have electricity connections. In Uttar Pradesh, India’s most populous state, three out of 

four rural electrified households receive electricity for less than 12 hours a day. The expected reform of 

cumbersome regulatory procedures and arrangements for public–private partnerships will attract more 

private sector participation in development projects, which will help to upgrade rural infrastructure, 

enhance connectivity, and reduce poverty. 

 

13. The poor—both those living in poverty and those just barely above the poverty line—are most 

at risk from climate change, as they have the fewest resources to adapt to or recover quickly from 

climate-related shocks. Climatic conditions serve as a determining factor in the disparity of growth and 

development. Hostile agro-climatic conditions, poor connectivity, and infrastructure and physical 

isolation have been the main cause of backwardness in some regions. Recurrent droughts and floods, 

such as those suffered by the Koraput, Balangir, and undivided Kalahandi districts of Orissa, have 

adversely affected economic development in those districts. Weather events have been the cause of 

slide into poverty by those just above the poverty line.
16

 

 

14. The government’s environmental policies recognize that, if poverty is to be sustainably reduced 

and regression into poverty prevented, the impact of climate change on the poor has to be addressed. 

Climate policies can benefit the poor not only over the long term, but also in the short term when they 

are accompanied by appropriate social policies. The government’s climate policies designed to reduce 

greenhouse gas emissions, such as the phasing out of fossil fuel subsidies and carbon pricing, can 

increase the cost of energy to consumers, but they can also generate or free up public finances to help 

the poor in more targeted ways and offset any rise in fuel or energy prices. As subsidies for fossil fuels 

including diesel, kerosene, and domestic liquefied petroleum gas are lowered, social safety nets are 

being put in place to catch the poor before they fall into poverty, and innovative policies are being 

explored to reduce the trade-off between economic growth and environmental protection. In this 

regard, the 14th Finance Commission’s recommendation in 2015 that the area under forest cover be 

considered as one of the criteria for states to receive funds from the Union government is an innovative 

way to balance environmental needs with the requirements of economic growth and poverty reduction. 

 

2. Policy Environment 

 

15. Evidence is growing that, for growth to be sustainable and effective in reducing poverty, it 

needs to be inclusive. In the case of India, there is a relatively strong link between state-level 

socioeconomic policies and inclusive growth and poverty reduction outcomes.
17

 This is particularly 

                                                 
16

 A 25-year survey of households in India’s Andhra Pradesh found that 14% of households were able to escape poverty, while 

12% became impoverished.  Of those who slid into poverty, 44% cited weather events as a cause. S. Hallegatte et al. 2016. 

Shock Waves: Managing the Impacts of Climate Change on Poverty. Washington, DC: International Bank for Reconstruction 

and Development and the World Bank). 

17
   A. Berg and J. Ostry. 2011. Inequality and Unsustainable Growth: Two Sides of the Same Coin? IMF Staff Discussion Note. No. 

SDN/11/08. Washington, DC: International Monetary Fund; Aart Kraay. 2004. When is Growth Pro-Poor? Cross-Country 

 

http://www.brookings.edu/research/books/2007/reducingglobalpoverty
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evident in the case of educational attainment. The states that boosted spending on education while 

improving the delivery of education services experienced more inclusive growth outcomes because 

education benefits the poor more (footnote 13). These outcomes were more pronounced where 

appropriate labor market and structural conditions and policies were in place. In particular, gender-

targeted policies that ease restrictions on female labor force participation have been shown to be 

helpful in alleviating poverty, especially if combined with policies that boost formal job creation.
18

  

 

16. Variations in agricultural policies across states have affected the availability of employment 

opportunities, particularly in the agricultural sector. Distortionary subsidies for farm inputs, restrictions 

on agricultural tenancy and the market for land-lease, and some aspects of the Essential Commodities 

Act have all helped to lower production incentives and demand for labor, while the rigid social 

constraints within the labor market have limited off-farm employment opportunities.
19

 Recognizing 

that the high rates of poverty in rural areas are also related to such policies, national and state 

governments are easing regulation of trade, improving the allocation of public expenditures, reforming 

subsidies, especially for rural power and irrigation; and addressing the serious shortfall in rural 

infrastructure development and maintenance. Programs for sustained growth in yields are also being 

implemented to increase farm productivity. The responsiveness of poverty to the growth of farm yields 

has been shown to be important in all the states, implying that technological change along with 

positive incentives to produce will benefit the rural population in lagging states (footnote 3). 

 

17. Redistributive policies have reduced poverty. Econometric results suggest that boosting social 

sector spending by about 1% of GDP is associated with a decline of about half a percentage point in 

the poverty rate.
20

 Many state governments have undertaken state-specific measures to expand 

coverage of services along with further subsidies, especially to provide cheap food grains. These 

schemes, initially implemented only in richer states, such as Tamil Nadu and Andhra Pradesh, have now 

been adopted by poorer states, such as Chhattisgarh and Orissa and these states saw significant 

reductions in poverty between FY2005 and FY2010. An ADB study suggests that differences on how the 

public distribution system (PDS)—the primary channel for ensuring food security managed jointly by 

the central and state governments—is implemented can have variable impacts on poverty.
21

 The 

lowering of PDS prices to below-market prices did lead to larger transfers to PDS users, but such 

subsidies proved less efficient than cash transfers. Recognizing that the PDS and other subsidy 

programs have become increasingly unwieldy and cost ineffective, they are being redesigned, especially 

with a view to reducing fiscal costs and raising community involvement.  

19 Financial relations between the states and the central government, especially the tax and 

expenditure devolution policies have affected poverty outcomes as well. Before the trend toward 

devolution of tax revenue and spending, there was an in-built bias against the share of center’s 

                                                                                                                                                             
Evidence. IMF Working Paper. No. WP/04/47; R. Anand et al. 2014. India: Defining and Explaining Inclusive Growth and Poverty 

Reduction. IMF Working Paper. No. WP14/63. Washington, DC: IMF. 

18
  IMF. 2016. India: Selected Issues. IMF Country Report. No. 16/76. Washington, DC. January. 

19
 These include the provisions empowering the government to order the states to impose distribution and stock limits, price 

controls, and licensing requirements. 

20
 These expenditures help to raise wellbeing across all income groups and may not necessarily serve to reduce inequality.  

R. Anand et al. 2014. India: Defining and Explaining Inclusive Growth and Poverty Reduction. IMF Working Paper. No. 

WP/14/63. Washington, DC: International Monetary Fund. 

21
  Himanshu. 2013. Poverty and Food Security in India. Manila: ADB. September 2013. Under the public distribution system, the 

government purchases a number of essential food items for distribution to targeted households at subsidized prices and for 

buffer stock build up. The central government is responsible for procurement, storage, transportation, and bulk allocation of 

food grains, state governments hold the responsibility for distribution through the network of Fair Price shops. State 

governments are also responsible for allocation and identification of families below poverty line, issue of ration cards, and the 

supervision and monitoring of Fair Price shops. Under the public distribution system scheme, each family below the poverty 

line is eligible for 35 kg of rice or wheat every month, while a household above the poverty line is entitled to 15 kg of food 

grain on a monthly basis. With continuing implementation of the National Food Security Act of 2013, the entitlements for 

food grains will shift from a per household basis to 5 kg per person, except for the poorest households which will continue to 

receive 35 kg per family. 
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resources being devoted to poorer states, as the center’s grants to a state were broadly equal to the 

revenue that the state raised through its own resources. This procedure exacerbated inter-state 

inequality. Poorer states became dependent on other forms of fiscal transfers, including loans from the 

central government, which also blurred the lines of responsibility for expenditure. These factors 

arguably adversely affected the volume and quality of state expenditure, especially in states where 

administrative capacity is stretched. With the implementation of the proposals of various Finance 

Commissions, in particular, the 14th Finance Commission which recommended an increase in the 

transfer of tax revenue to states, a more progressive distribution of these revenues can be expected, 

with the biggest gainers likely to be the poorer special category states (mostly those in the northeast).
22

  

 

20. The devolution of fiscal authority to states is leading to changes in the nature and design of 

India's welfare state. The past two Union budgets cut back the center’s funding for project-based 

welfare schemes implemented by states from 142 projects to 66 and transferred the responsibility for 

these expenditures to the states, which are also given a larger share from the tax pool. The central 

government will no longer have a determining say in states’ allocation of resources, and states are 

expected to use their own funds to maintain welfare at desired levels. However, there are concerns that 

maintaining welfare schemes even at current levels might prove difficult for state governments that 

now need to make changes in their budgets and enhance their management of public resources. 

Poorer states that rely more on central funding for welfare payments may find it to maintain these. 

Thus, states are being encouraged through technical and financial assistance to enhance public 

financial management to prevent people dependent on welfare benefits from regressing into poverty.  

 

21. The government’s efforts at financial inclusion and social protection are aimed at reducing the 

number of poor or socially excluded people, and preventing those who are reasonably secure from re-

turning to poverty. Social services are being improved to improve human capital and provide the poor 

with the initial conditions that will enable them to participate in the labor market for off-farm jobs. The 

main instruments have been the distribution of central assistance to the states, special area programs, 

and various centrally sponsored schemes for poverty alleviation.
23

 In May 2015, the government 

launched three social security schemes (Atal Pension Yojana, Pradhan Mantri Suraksha Bima Yojana, 

and Pradhan Mantri Jeevan Jyoti Bima Yojana) and pledged to move toward creating a uniform social 

security system for all Indians, especially the poor. India has also embarked on a major effort to im-

prove financial inclusion. The prime minister's Jan Dhan Yojana initiative, which aims to bring access to 

financial services to all households, has been highly successful, with 125 million accounts opened under 

the scheme by January 2015 mobilizing $1.5 billion. Increasing the availability of financial services, mo-

bile phones, and unique identification numbers under the program will make it easier to provide direct 

welfare payments to the poor, thereby reducing leakages in benefit payments. 

 

22. While rural growth remains significant for poverty reduction, studies show that it is no longer 

the prime driver in more developed states of India. As economies become more diversified, urban 

economic growth is becoming more pro-poor.
24

 In particular, the construction boom across India, 

especially in both rural and urban infrastructure, has led to an increase in employment. In 1993–1994, 

construction accounted for only 3.2% of employment for rural males, but by 2011–2012, this had risen 

to 13.0%. The combination of rising demand for unskilled labor in construction, transport, and other 

services and its diminishing supply is likely to have been a driving force behind higher wages in both 

farm and non-farm sectors, compressing the urban–rural wage gap, although the recent slump in 

construction may have arrested this trend.
25

 The rise in real wages indicates that labor shortages may 

                                                 
22

  Government of India, Ministry of Finance. 2015. Government of India Economic Survey 2014–15. Volume 1. Delhi. Chapter 10. 

23
  With the devolution of tax and expenditure responsibilities to states, some of these schemes will be financed by states rather 

than the central government. 

24
  G. Datt et al. 2016. Growth, urbanization, and poverty reduction in India. Policy Research Working Paper. No. WPS7568. 

Washington, DC: World Bank. 

25
 H. Jacoby and B. Dasgupta. 2015. Changing Wage Structure in India in the Post Reform Era: 1993–2011. Policy Research 
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have already begun in rural areas of some developed states like Tamil Nadu, Haryana, Punjab, and 

Andhra Pradesh.
26

 These states may have reached their Lewis Turning Point and need to focus on labor- 

saving technologies and wide-scale farm mechanization.
27

 In the poorer states like Madhya Pradesh, 

Uttar Pradesh, and Bihar, which have not reached this point, raising the productivity of the rural labor 

force is still crucial. At the same time, as the share of the labor force employed in agriculture inevitably 

falls with deepening urbanization, financing for new enterprises is being emphasized to tap the 

entrepreneurial nature of Indian youth by facilitating start-ups and innovation, ensuring sustained 

growth. 

 

 

                                                                                                                                                             
Working Paper. No. WPS7426, World Bank, and Wilk and Kumar 2015, “The Peak is Over: What the End of India’s Construction 

Boom Means for the Country’s Economy,” Financial Post, August 26. 

26
  A. Reddy. 2013. Trends in Rural Wage Rates: Whether India Reached Lewis Turning Point. Delhi: International Crops Research 

Institute for Semi-Arid Tropics (ICRISAT/CGIAR). 

27
 Defined as a point at which surplus labor moving from the underdeveloped or agricultural sectors to more developed sectors 

falls to such an extent that wages begin to rise.  


