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BLOCK 1 ECONOMIC DEVELOPMENT PLANNING AND 

ECONOMIC REFORMS IN INDIA 
 

The aim of this block is to present certain concepts related to economic development, its 

planning and economic reforms in India. 

 

First unit deals with explaining the basic approaches to economic development. It focuses 

on economic growth versus economic development; models of economic development; 

measuring economic development and regional policy to encourage economic 

development. 

 

Unit 2 discusses concepts related to sustainable development and strategic planning. It 

reveals Sustainable development in India followed by the states role in sustainable 

development. Other areas of concern will be the role of higher education institutions in 

promoting sustainable development, planning, strategies and sustainable development in 

Indian context, development of grass root panchayats and NGO‘s and pressure groups to 

promote sustainable development in India. 

 

The last unit that is unit 3 presents to you the economic reforms in India. After giving 

overview, the unit will move on discussing the rationale for internal and external reforms.  

Globalisation along with its advantages and drawbacks will be dealt in detail. India and 

the world trade organisation and WTO‘s concerns for India will finally be focused.  
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UNIT 1 

APPROACHES TO ECONOMIC DEVELOPMENT  

Objectives 

After studying this unit you should be able to: 

 Define the term economic development 

 Compare economic growth with economic development  

 Know the models of economic development 

 Measure the economic development  

 Describe the regional policy in context of economic development 

Structure 

 
1.1 Introduction 

1.2 Economic growth versus economic development 

1.3 Models of economic development 

1.4 Measuring economic development 

1.5 Regional policy 

1.6 Summary 

1.7 Further readings 

 

1.1 INTRODUCTION 

Economic development is the increase in the standard of living of a nation's population 

with sustained growth from a simple, low-income economy to a modern, high-income 

economy. Its scope includes the process and policies by which a nation improves the 

economic, political, and social well-being of its people.  

Gonçalo L Fonsesca at the New School for Social Research defines economic 

development as "the analysis of the economic development of nations."  

The University of Iowa's Center for International Finance and Development states that: 

"'Economic development' or 'development' is a term that economists, politicians, 

and others have used frequently in the 20th century. The concept, however, has 

been in existence in the West for centuries. Modernization, Westernization, and 

especially Industrialization are other terms people have used when discussing 

economic development. Although no one is sure when the concept originated, 

most people agree that development is closely bound up with the evolution of 

capitalism and the demise of feudalism."  

http://en.wikipedia.org/wiki/Standard_of_living
http://en.wikipedia.org/wiki/Economy
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The study of economic development by social scientists encompasses theories of the 

causes of industrial-economic modernization, plus organizational and related aspects of 

enterprise development in modern societies. It embraces sociological research on 

business organization and enterprise development from a historical and comparative 

perspective; specific processes of the evolution (growth, modernization) of markets and 

management-employee relations; and culturally related cross-national similarities and 

differences in patterns of industrial organization in contemporary Western societies. On 

the subject of the nature and causes of the considerable variations that exist in levels of 

industrial-economic growth and performance internationally, it seeks answers to such 

questions as: "Why are levels of direct foreign investment and labour productivity 

significantly higher in some countries than in others?"  

Mansell and Wehn state that development has been understood since the Second World 

War to involve economic growth, increases in per capita income, and attainment of a 

standard of living equivalent to that of industrialized countries.  

Economy Development can also be considered as a static theory that documents the state 

of economy at a certain time. According to Schumpeter (2003) the changes in this 

equilibrium state to document in economic theory can only be caused by intervening 

factors coming from the outside. 

1.2 ECONOMIC GROWTH VERSUS ECONOMIC DEVELOPMENT 

Economic development refers to social and technological progress. It implies a change in 

the way goods and services are produced, not merely an increase in production achieved 

using the old methods of production on a wider scale. Economic growth implies only an 

increase in quantitative output; it may or may not involve development. Economic 

growth is often measured by rate of change of gross domestic product (eg., percent GDP 

increase per year.) Gross domestic product is the aggregate value-added by the economic 

activity within a country's borders. 

Economic development typically involves improvements in a variety of indicators such 

as literacy rates, life expectancy, and poverty rates. GDP does not take into account 

important aspects such as leisure time, environmental quality, freedom, or social justice; 

alternative measures of economic wellbeing have been proposed. 

A country's economic development is related to its human development, which 

encompasses, among other things, health and education. 

1.2.1 Intensive versus extensive growth 

A closely related idea is the difference between extensive and intensive economic 

growth. Extensive growth is growth achieved by using more resources (land, labour and 

capital). Intensive growth is growth achieved by using a given amount of resources more 

efficiently (productively). Intensive growth requires development. personal safety and 

freedom from fear of physical harm, and the extent of participation in civil society. 

http://en.wikipedia.org/wiki/Social_science
http://en.wikipedia.org/wiki/Social_progress
http://en.wikipedia.org/wiki/Technological_progress
http://en.wikipedia.org/wiki/Economic_growth
http://en.wikipedia.org/wiki/Gross_domestic_product
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1.2.2 Does growth create development? 

Dependency theorists argue that poor countries have sometimes experienced economic 

growth with little or no economic development; for instance, in cases where they have 

functioned mainly as resource-providers to wealthy industrialised countries. There is an 

opposing argument, however, that growth causes development because some of the 

increase in income gets spent on human development such as education and health. 

According to Ranis et al. (2000), we view economic growth to human development as a 

two-way relationship. Moreover, Ranis suggested that the first chain consist of economic 

growth benefiting human development with GNP. Namely, GNP increases human 

development by expenditure from families, government and organizations such as NGOs. 

With the increase in economic growth, families and individuals will likely increase 

expenditures with the increased in incomes, which leads to increase in human 

development. Further, with the increased in expenditures, health, education tend to 

increases in the country and later will contribute to economic growth. 

In addition to increasing private incomes, economic growth also generates additional 

resources that can be used to improve social services (such as healthcare, safe drinking 

water etc...). By generating additional resources for social services, unequal income 

distribution will be limited as such social services are distributed equally across each 

community; benefiting each individual. Thus, increase living standards of the public.  

To summarize, as noted in Anand‘s article (1993), we can view the relationship between 

human development and economic development in three different explanations. First, 

increase in average income leading to improved in health and nutrition (known as 

Capability Expansion through Economic Growth). Second, it is believed that social 

outcomes can only be improved by reducing income poverty (known as Capability 

Expansion through Poverty Reduction). Thirdly, (known as Capability Expansion 

through Social Services), defines the improvement of social outcomes with essential 

services such as education, health care, and clean drinking water. 

1.3 MODELS OF ECONOMIC DEVELOPMENT 

The 3 building blocks of most growth models are: 

1. the production function, 

2. the saving function 

3. the labor supply function (related to population growth). 

Together with a saving function, growth rate equals s/β (s is the saving rate, and β is the 

capital-output ratio). Assuming that the capital-output ratio is fixed by technology and 

does not change in the short run, growth rate is solely determined by the saving rate on 

the basis of whatever is saved will be invested. 
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1.3.1 Harrod–Domar model 

The Harrod–Domar model delineates a functional economic relationship in which the 

growth rate of gross domestic product (g) depends positively on the national saving ratio 

(s) and inversely on the national capital/output ratio (k) so that it is written as g = s / k. 

The equation takes its name from a synthesis of analysis of growth by the British 

economist Sir Roy F. Harrod and the Polish-American economist Evsey Domar.  

The Harrod–Domar model in the early postwar times was commonly used by developing 

countries in economic planning. With a target growth rate, and information on the capital 

output ratio, the required saving rate can be calculated. 

1.3.2 Exogenous growth model 

The exogenous growth model (or neoclassical growth model) of Robert Solow and others 

places emphasis on the role of technological change. Unlike the Harrod-Domar model, 

the saving rate will only determine the level of income but not the rate of growth. The 

sources-of-growth measurement obtained from this model highlights the relative 

importance of capital accumulation (as in the Harrod–Domar model) and technological 

change (as in the neoclassical model) in economic growth.  

The original Solow (1957) study showed that technological change accounted for almost 

90 percent of U.S. economic growth in the late 19th and early 20th centuries. Empirical 

studies on developing countries have shown different results (see Chen, E.K.Y.1979 

Hyper-growth in Asian Economies). 

Also see, Krugman (1994), who maintained that economic growth in East Asia was based 

on perspiration (use of more inputs) and not on inspiration (innovations) (Krugman, P., 

1994 The Myth of Asia‘s Miracle, Foreign Affairs, 73). 

Even so, in our postindustrial economy, economic development, including in emerging 

countries is now more and more based on innovation and knowledge. Creating business 

clusters is one of the strategies used. One well known example is Bangalore in India, 

where the software industry has been encouraged by government support including 

Software Technology Parks. 

However, when looking at the growth rate put forward from the neoclassical growth 

model, it seems to suggest that countries with same characteristics and technology will 

eventually converge to the same rate of growth. However, one should know that the 

knowledge presented in countries that promotes technological advancement is not 

stationary. Meaning that knowledge are linked to individual and not to the country. 

According to Lucas Jr (1988) to compensate the movement of knowledge, we should 

implement factors such as labour factor to predict immigration flow. With labour 

movement coming into factor, we can then predict the flow of knowledge which can then 

successfully lead to increase in technology. 

http://en.wikipedia.org/wiki/Harrod%E2%80%93Domar_model
http://en.wikipedia.org/wiki/Roy_F._Harrod
http://en.wikipedia.org/wiki/Evsey_Domar
http://en.wikipedia.org/wiki/Exogenous_growth_model
http://en.wikipedia.org/wiki/Robert_Solow
http://en.wikipedia.org/wiki/Postindustrial
http://en.wikipedia.org/wiki/Emerging_country
http://en.wikipedia.org/wiki/Emerging_country
http://en.wikipedia.org/wiki/Business_cluster
http://en.wikipedia.org/wiki/Business_cluster
http://en.wikipedia.org/wiki/Bangalore
http://en.wikipedia.org/wiki/Software_Technology_Park
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1.3.3 Information-led development 

Information-led development (ILD) most commonly refers to a development strategy 

whereby a developing country makes as a primary economic policy focus the creation 

and development of a national information technology (IT) sector with the express aim of 

relying on this sector as an engine of growth. Notable examples of such countries are 

India and the Philippines. 

More recently, a new formulation of ILD has emerged. With origins in community 

economic development in the United States, the new ILD model describes the use of data 

to generate actionable information or information solutions to development challenges. 

Examples of this include the inclusion of non-financial payment obligations in consumer 

credit files, also known as alternative data, and the use of this information in 

underwriting, as a means to reduce financial exclusion in the United States, where an 

estimated 54 million  

Americans are shut out of mainstream credit access as there is insufficient information 

about them in their credit files to be scored by a credit scoring model. This variant of ILD 

was pioneered by PERC, a non-profit policy research organization and development 

intermediary headquartered in Chapel Hill, North Carolina. Other US-based 

organizations, including Social Compact and the Local Initiatives Support Corporation, 

employ variants of ILD, but none has applied this internationally except for PERC. 

This development model is gaining traction in emerging markets such as Colombia and 

South Africa, where the data is being used to reduce financial exclusion and facilitate 

credit access as a means to build wealth and form assets. It is also attracting increasing 

attention from development agencies, including USAID, the International Finance 

Corporation, the World Bank Group, and the Consultative Group to Assist the Poor. 

1.4 MEASURING ECONOMIC DEVELOPMENT 

1.4.1 GDP 

North America, even though one of the slowest growing continents, has a stable growth. 

Most of the faster growing economies are in the Caribbean. 

South America has a Boom and Bust growth with high followed by recession growth, 

most notable in Brazil, however growth has been stabilizing and the whole continent is 

growing. 

Africa has seen the fastest growing but also the slowest growing/declining. From the oil 

fields which made Angola the 3rd fastest growing country in the world, to Zimbabwe the 

slowest growing and declining country in the world. Oil in Africa has created 'wealth 

spots' were a few countries have exceeded their neighbors in wealth. Out of the 10 fastest 

growing countries in the world, 3 were African. Some countries have in the past been the 

http://en.wikipedia.org/wiki/Information-led_development
http://en.wikipedia.org/wiki/Alternative_data
http://en.wikipedia.org/wiki/Political_and_Economic_Research_Council
http://en.wikipedia.org/w/index.php?title=Social_Compact&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Local_Initiatives_Support_Corporation&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=Local_Initiatives_Support_Corporation&action=edit&redlink=1
http://en.wikipedia.org/wiki/USAID
http://en.wikipedia.org/wiki/International_Finance_Corporation
http://en.wikipedia.org/wiki/International_Finance_Corporation
http://en.wikipedia.org/wiki/World_Bank_Group
http://en.wikipedia.org/wiki/Consultative_Group_to_Assist_the_Poor
http://en.wikipedia.org/wiki/Caribbean
http://en.wikipedia.org/wiki/Brazil
http://en.wikipedia.org/wiki/Angola
http://en.wikipedia.org/wiki/Zimbabwe
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fastest growing in the world. Equatorial Guinea reached 75% growth in 2004 because of 

oil reserves. 

Europe has one of the most stable growth rates. After the fall of the Soviet Union, there 

was a period of economic decline in Eastern Europe over the 1990s, followed by 

recovery in the 2000s. The region is now experiencing growth, particularly in those 

countries that have recently joined the European Union.  

If the Caucasus were included, Europe would be one of the fastest growing continents in 

the world. Most countries are growing at a medium speed; however, many smaller 

countries exceed 7% and grow exceptionally faster than their neighbors. Out of the 10 

fastest growing countries in the world, only 1 is in Europe. 

Overall in the 20th century Asia was seen as the area with most growth; however, in the 

21st century, most of this has been dominated by China. Some spots of growth are 

starting to appear in East and even South Asia. Most nations with high populations have 

seen high growth especially. Out of the 10 fastest growing countries 3 were directly in 

Asia, and 3 indirectly or partially. 

Meanwhile Oceania has seen moderate growth. The only exceptional growth in Oceania 

has been on Vanuatu. 

Some countries have negative growth, most often due to ongoing wars or hyperinflation. 

These countries include Palestinian territories, Zimbabwe, Fiji and Chad. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://en.wikipedia.org/wiki/Equatorial_Guinea
http://en.wikipedia.org/wiki/Soviet_Union
http://en.wikipedia.org/wiki/Eastern_Europe
http://en.wikipedia.org/wiki/European_Union
http://en.wikipedia.org/wiki/Caucasus
http://en.wikipedia.org/wiki/China
http://en.wikipedia.org/wiki/Vanuatu
http://en.wikipedia.org/wiki/Ongoing_war
http://en.wikipedia.org/wiki/Hyperinflation
http://en.wikipedia.org/wiki/Palestinian_National_Authority
http://en.wikipedia.org/wiki/Zimbabwe
http://en.wikipedia.org/wiki/Fiji
http://en.wikipedia.org/wiki/Chad
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Table 1 key indicators of economic development 
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Table 2 Key indicators of economic development 
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Table 3 key indicators of economic development 
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1.5 REGIONAL POLICY 

In its broadest sense, policies of economic development encompass three major areas: 

 Governments undertaking to meet broad economic objectives such as price 

stability, high employment, and sustainable growth. Such efforts include 

monetary and fiscal policies, regulation of financial institutions, trade, and tax 

policies. 

 Programs that provide infrastructure and services such as highways, parks, 

affordable housing, crime prevention, and K–12 education. 

 Job creation and retention through specific efforts in business finance, marketing, 

neighborhood development, small business development, business retention and 

expansion, technology transfer, and real estate development. This third category is 

a primary focus of economic development professionals. 

1.5.1 Economic developers 

Economic development, which is thus essentially economics on a social level, has 

evolved into a professional industry of highly specialized practitioners. The practitioners 

have two key roles: one is to provide leadership in policy-making, and the other is to 

administer policy, programs, and projects. Economic development practitioners generally 

work in public offices on the state, regional, or municipal level, or in public-private 

partnerships organizations that may be partially funded by local, regional, state, or federal 

tax money. These economic development organizations (EDOs) function as individual 

entities and in some cases as departments of local governments. Their role is to seek out 

new economic opportunities and retain their existing business wealth. 

There are numerous other organizations whose primary function is not economic 

development work in partnership with economic developers. They include the news 

media, foundations, utilities, schools, health care providers, faith-based organizations, 

and colleges, universities, and other education or research institutions. 

With more than 20,000 professional economic developers employed world wide in this 

highly specialized industry, the International Economic Development Council [IEDC] 

headquartered in Washington, D.C. is a non-profit organization dedicated to helping 

economic developers do their job more effectively and raising the profile of the 

profession. With over 4,500 members across the US and internationally, serving 

exclusively the economic development community. Membership represents the entire 

range of the profession ranging from regional, state, local, rural, urban, and international 

economic development organizations, as well as chambers of commerce, technology 

development agencies, utility companies, educational institutions, consultants and 

redevelopment authorities. Many individual states also have associations comprising 

economic development professionals and they work closely with IEDC. 

There is intense competition between communities, states, and nations for new economic 

development projects in today's globalize world, and the struggle to attract and retain 
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business is further intensified by the use of many variations of economic incentives to the 

potential business such as; tax incentives, help with investment capital, donated land and 

many others. IEDC places significant attention on the various activities undertaken by 

economic development organizations to help them compete and sustain vibrant 

communities. 

Additionally, the use of community profiling tools and database templates to measure 

community assets versus other communities is also an important aspect of economic 

development. Job creation, economic output, and increase in taxable basis are the most 

common measurement tools. When considering measurement, too much emphasis has 

been placed on economic developers for "not creating jobs." However, the reality is that 

economic developers do not typically create jobs, but facilitate the process for existing 

businesses and start-ups to do so. Therefore, the economic developer must make sure that 

there are sufficient economic development programs in place to assist the businesses 

achieve their goals. Those types of programs are usually policy-created and can be local, 

regional, statewide and national in nature. 

Activity 1 

1. Define economic development. Discuss how it is different from economic 

growth? 

2. List the models of economic development. 

3. What are the various parameters to measure economic development? 

4. Throw light on regional policy emphasizing the economic developers. 

1.6 SUMMARY 

The unit focuses on concepts and approaches to economic development. Economic 

development is explained as the increase in the standard of living of a nation's population 

with sustained growth from a simple, low-income economy to a modern, high-income 

economy. Secondly economic growth had been compared with economic development. 

Models of economic development were discussed in detail included Harrod – Domar 

model of economic development, exogenous growth model and information led 

development model. Further methods to measure economic development were suggested. 

Finally regional policy in context of economic development had been discussed. 

1.7 FURTHER READINGS 
 

 Mansell, R & and Wehn, U. 1998. Knowledge Societies: Information Technology 

for Sustainable Development. New York: Oxford University Press. 

 Anand, S. & Sen, A., 2000. Human Development and Economic Sustainability. 

World Development. 

 Malcolm Gilles, Dwight H. Perkins. Michael Roemer, Donald R. Snodgrass, 

Economics of development, Norton 1996 

http://en.wikipedia.org/wiki/Standard_of_living
http://en.wikipedia.org/wiki/Economy
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 Lester, Nina, "Assessing Economic Development Incentives: Central Texas City: 

Managers Perspectives" (2005). Applied Research Projects. Texas State 

University. 
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UNIT 2 

SUSTAINABLE DEVELOPMENT AND STRATEGIC 

PLANNING 

Objectives 

After studying this unit you should be able to: 

 Understand the approach sustainable development in international and Indian 

context  

 Know the State‘s and higher education institution‘s role in sustainable 

development 

 Appreciate the Planning and strategies to promote sustainable development 

 Describe the role of grass root panchayats 

 Explain the contribution of NGO‘s and pressure groups in sustainable 

development. 

Structure 

2.1 Introduction 

2.2 Sustainable development in India 

2.3 The states role in sustainable development 

2.4 The role of higher education institutions in promoting sustainable development 

2.5 Planning, strategies and sustainable development in Indian context 

2.6 Development of grass root panchayats 

2.7 NGO‘s and pressure groups 

2.8 Summary 

2.9 Further readings 

 

2.1 INTRODUCTION  

Sustainable development is a pattern of resource use that aims to meet human needs 

while preserving the environment so that these needs can be met not only in the present, 

but also for future generations. The term was used by the Brundtland Commission which 

coined what has become the most often-quoted definition of sustainable development as 

development that "meets the needs of the present without compromising the ability of 

future generations to meet their own needs."  

Sustainable development ties together concern for the carrying capacity of natural 

systems with the social challenges facing humanity. As early as the 1970s "sustainability" 

was employed to describe an economy "in equilibrium with basic ecological support 

systems." Ecologists have pointed to The Limits to Growth, and presented the alternative 

of a ―steady state economy‖ in order to address environmental concerns. 

http://en.wikipedia.org/wiki/Environment_(biophysical)
http://en.wikipedia.org/wiki/Brundtland_Commission
http://en.wikipedia.org/wiki/Economic_development
http://en.wikipedia.org/wiki/Carrying_capacity
http://en.wikipedia.org/wiki/Systems_ecology
http://en.wikipedia.org/wiki/Systems_ecology
http://en.wikipedia.org/wiki/Economy
http://en.wikipedia.org/wiki/The_Limits_to_Growth
http://en.wikipedia.org/wiki/Steady_state_economy
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The field of sustainable development can be conceptually broken into three constituent 

parts: environmental sustainability, economic sustainability and sociopolitical 

sustainability. 

2.1.1 Scope and definitions 

The concept has included notions of weak sustainability, strong sustainability and deep 

ecology. Sustainable development does not focus solely on environmental issues. 

In 1987, the United Nations released the Brundtland Report, which defines sustainable 

development as 'development which meets the needs of the present without 

compromising the ability of future generations to meet their own needs. 

The United Nations 2005 World Summit Outcome Document refers to the 

"interdependent and mutually reinforcing pillars" of sustainable development as 

economic development, social development, and environmental protection. 

Indigenous people have argued, through various international forums such as the United 

Nations Permanent Forum on Indigenous Issues and the Convention on Biological 

Diversity, that there are four pillars of sustainable development, the fourth being cultural. 

The Universal Declaration on Cultural Diversity (UNESCO, 2001) further elaborates the 

concept by stating that "...cultural diversity is as necessary for humankind as biodiversity 

is for nature‖; it becomes ―one of the roots of development understood not simply in 

terms of economic growth, but also as a means to achieve a more satisfactory intellectual, 

emotional, moral and spiritual existence". In this vision, cultural diversity is the fourth 

policy area of sustainable development. 

Economic Sustainability: Agenda 21 clearly identified information, integration, and 

participation as key building blocks to help countries achieve development that 

recognises these interdependent pillars. It emphasises that in sustainable development 

everyone is a user and provider of information. It stresses the need to change from old 

sector-centred ways of doing business to new approaches that involve cross-sectoral co-

ordination and the integration of environmental and social concerns into all development 

processes. Furthermore, Agenda 21 emphasises that broad public participation in decision 

making is a fundamental prerequisite for achieving sustainable development.  

According to Hasna Vancock, sustainability is a process which tells of a development of 

all aspects of human life affecting sustenance. It means resolving the conflict between the 

various competing goals, and involves the simultaneous pursuit of economic prosperity, 

environmental quality and social equity famously known as three dimensions (triple 

bottom line) with is the resultant vector being technology, hence it is a continually 

evolving process; the ‗journey‘ (the process of achieving sustainability) is of course 

vitally important, but only as a means of getting to the destination (the desired future 

state). However, the ‗destination‘ of sustainability is not a fixed place in the normal sense 

that we understand destination. Instead, it is a set of wishful characteristics of a future 

system.  

http://en.wikipedia.org/wiki/Environment_(biophysical)
http://en.wikipedia.org/wiki/Sustainability
http://en.wikipedia.org/wiki/Economics
http://en.wikipedia.org/wiki/Society
http://en.wikipedia.org/wiki/Sustainability
http://en.wikipedia.org/wiki/Deep_ecology
http://en.wikipedia.org/wiki/Deep_ecology
http://en.wikipedia.org/wiki/United_Nations
http://en.wikipedia.org/wiki/Brundtland_Report
http://en.wikipedia.org/wiki/2005_World_Summit
http://en.wikipedia.org/wiki/UNESCO
http://en.wikipedia.org/wiki/Agenda_21
http://en.wikipedia.org/wiki/Triple_bottom_line
http://en.wikipedia.org/wiki/Triple_bottom_line
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Green development is generally differentiated from sustainable development in that 

Green development prioritizes what its proponents consider to be environmental 

sustainability over economic and cultural considerations. Proponents of Sustainable 

Development argue that it provides a context in which to improve overall sustainability 

where cutting edge Green development is unattainable. For example, a cutting edge 

treatment plant with extremely high maintenance costs may not be sustainable in regions 

of the world with fewer financial resources. An environmentally ideal plant that is shut 

down due to bankruptcy is obviously less sustainable than one that is maintainable by the 

community, even if it is somewhat less effective from an environmental standpoint. 

Some research activities start from this definition to argue that the environment is a 

combination of nature and culture. The Network of Excellence "Sustainable Development 

in a Diverse World", sponsored by the European Union, integrates multidisciplinary 

capacities and interprets cultural diversity as a key element of a new strategy for 

sustainable development. 

Still other researchers view environmental and social challenges as opportunities for 

development action. This is particularly true in the concept of sustainable enterprise that 

frames these global needs as opportunities for private enterprise to provide innovative 

and entrepreneurial solutions. This view is now being taught at many business schools 

including the Center for Sustainable Global Enterprise at Cornell University and the Erb 

Institute for Global Sustainable Enterprise at the University of Michigan. 

The United Nations Division for Sustainable Development lists the following areas as 

coming within the scope of sustainable development:  

Sustainable development is an eclectic concept, as a wide array of views fall under its 

umbrella. The concept has included notions of weak sustainability, strong sustainability 

and deep ecology. Different conceptions also reveal a strong tension between ecocentrism 

and anthropocentrism. Many definitions and images (Visualizing Sustainability) of 

sustainable development coexist. Broadly defined, the sustainable development mantra 

enjoins current generations to take a systems approach to growth and development and to 

manage natural, produced, and social capital for the welfare of their own and future 

generations. 

During the last ten years, different organizations have tried to measure and monitor the 

proximity to what they consider sustainability by implementing what has been called 

sustainability metrics and indices. 

Sustainable development is said to set limits on the developing world. While current first 

world countries polluted significantly during their development, the same countries 

encourage third world countries to reduce pollution, which sometimes impedes growth. 

Some consider that the implementation of sustainable development would mean a 

reversion to pre-modern lifestyles.  

http://en.wikipedia.org/wiki/Green_development
http://en.wikipedia.org/wiki/European_Union
http://en.wikipedia.org/wiki/Cultural_diversity
http://en.wikipedia.org/wiki/Center_for_Sustainable_Global_Enterprise
http://en.wikipedia.org/wiki/Cornell_University
http://en.wikipedia.org/wiki/Erb_Institute
http://en.wikipedia.org/wiki/Erb_Institute
http://en.wikipedia.org/wiki/University_of_Michigan
http://en.wikipedia.org/wiki/United_Nations
http://en.wikipedia.org/wiki/Deep_ecology
http://en.wikipedia.org/wiki/Ecocentrism
http://en.wikipedia.org/wiki/Anthropocentrism
http://computingforsustainability.wordpress.com/2009/03/15/visualising-sustainability/
http://en.wikipedia.org/wiki/Sustainability_metrics_and_indices
http://en.wikipedia.org/wiki/Sustainability_metrics_and_indices
http://en.wikipedia.org/wiki/Third_world_countries
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Others have criticized the overuse of the term: 

"The word sustainable has been used in too many situations today, and ecological 

sustainability is one of those terms that confuse a lot of people. You hear about 

sustainable development, sustainable growth, sustainable economies, sustainable 

societies, and sustainable agriculture. Everything is sustainable (Temple, 1992)." 

 

2.2 SUSTAINABLE DEVELOPMENT IN INDIA 

After independence several development efforts in India created a lot of mess with 

misguided policies. The immediate task in front of us is it to clean up this mess. We have 

50 crores of people living in rural areas excluding rich-to do households. These people 

live in mainly rain-fed areas. The resources are limited for these people. From a 

population of 100 crores 70% of are poor. Majority of the lands owned by them are 

categorized as wastelands where yields are about 0.5 to 1 ton of grain per hectare Forests 

and pastures have been highly degraded, and the top soil has been eroded or deprived of 

nutrients. Usually one crop per year (with poor yield) is cultivated in these areas due to 

inadequate irrigation facilities. On the whole, the present natural resource endowment in 

this region appears quite bleak. Even though we talk about privatization, there is no real 

investment in agriculture, especially in these rain-fed areas that are outside the much 

hyped "Green Revolution" areas.  That is why the theme of this talk is "turning the 

present crisis to an opportunity." In fact, by the combination of a scientific and 

participatory approach to land improvement and micro-watershed management a 

sufficiently large bio-mass surplus can be achieved in these areas. In fact it is possible to 

generate bio-mass surplus in the form of wood and process-able material of 2 

T/Household/Year.  

The basis of industrialization is energy. We need to identify the energy needs based on 

"end-use." This is the departure from Western calculations of energy needs. The main 

departure is we must look at energy in the following areas:  

 Materials: Steel, metals etc.  

 Synthetic Polymers: PVC, polyethylene, adhesives etc.  

 Liquid fuels  

 Cement  

In developed countries, energy needs are looked as the availability of "gas and/or 

gasoline" and electricity.  

There can be a major leap in rural infrastructure (villages & small towns), economy and 

livelihoods if 5T of coal-equivalent energy supply is available per family per year. We 

currently make available only 0.5-1 ton. However, there is capacity to provide this level 

of energy with 50% from solar and other 50% from materials such as bamboo, small 

timber chemical intermediates from plants (such as non-edible oils, phenols, starch, 

ethanol) etc. So far we have been neglecting solar energy. Currently, from the point of 
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end-use, 40% of energy from coal is in the form of steam (or heat). Steam can also be 

produced at low-cost by solar-thermal systems.  

An overhead of a low-cost, high-performance solar thermal equipment, fabricated at 

Bhusawal (Maharashtra) was shown.  

The 10 square-meter concentrator has a modular design with regular-size flat glass 

mirrors, supported by a steel truss to give the overall shape of a paraboloid concentrator.  

The receiver, located at the focus of the concentrator, is an aluminum cage (about the size 

of a trashcan) with tubes running around it (for transferring heat to the working medium--

--oil or steam). The entire structure has been designed to withstand very high gusts of 

winds. The present cost of the system (including the tracking drive) is Rs. 7500 per 

square meter. The amount of heat delivered by the unit over a period of 8 hours is 

roughly 1 kg coal-equivalent (about 3500 kcal in the case of high-ash content coal) per 

square-meter of the concentrator.  If the size of the concentrator is increased, engineered 

wood-bamboo composites can replace the steel frame with a drastic reduction in the cost.  

We now have the capability to train an engineering diploma holder to fabricate these 

units in a small garage with no expensive equipment.  

Note:  To increase the capacity of process-able materials for energy to 2.5 tons per 

household, we need to shift the use of glass in Indian situations from conspicuous use to 

regenerate-able form of energy. Maybe we need to have a policy of taxing the 

consumptive/conspicuous users.  

Sustainable development in India now encompasses a variety of development schemes in 

social, cleantech (clean energy, clean water and sustainable agriculture) and human 

resources segments, having caught the attention of both Central and State governments 

and also public and private sectors. Social sector, cleantech investments into green energy 

and fuel alternatives and development schemes for backward and below the poverty line 

(BPL) families are being touted as some of the more heavily invested segments in India 

in 2009, despite the economic slowdown.  

In fact, India is expected to begin the greening of its national income accounting starting 

next year, making depletion in natural resources wealth a key component in its 

measurement of gross domestic product (GDP). 

Sustainable energy investment in India went up to US$ 3.7 billion in 2008, up 12 per cent 

since 2007. It included asset finance of US$ 3.2 billion, up by 36 per cent. Venture 

capital and private equity saw an increase of 270 per cent to US$ 493 million. Merger 

and acquisition activities totaled US$ 585 million. Most acquisition activity was centered 

on biomass, small hydro and wind projects, according to the report, Global Trends in 

Sustainable Energy Investment 2009. 

India‘s sustained work towards reducing Greenhouse Gases (GHG) will ensure that the 

country‘s per capita emission of GHG will continue to be low until 2030-31, and it is 
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estimated that the per capita emission in 2031 will be lower than per capita global 

emission of GHG in 2005, according to a new study. Even in 2031, India‘s per capita 

GHG emissions would stay under four tonnes of CO2, which is lower than the global per 

capita emission of 4.22 tonnes of CO2 in 2005. 

India has been ranked ninth in the tree planting roll of honour in a campaign to plant a 

billion trees, which was launched by the United Nations Environment Programme 

(UNEP) in November 2006. The country has registered 96 million trees. 

Two Indian companies including Wipro and HCL have figured in the list of top five 

green electronics brands as per the 8th edition of the Guide to Greener Electronics, 

because of their strong focus on the e-waste management and climate control. The study 

which for the first time has included climate and energy as criteria for evaluation has 

placed Wipro in joint second position with Samsung. 

Corporate Initiatives 

 Global systems and services company Dell, in partnership with The Energy and 

Resources Institute (TERI), has launched ‗The Climate Eduxchange‘–an IT-

enabled initiative to improve environment education in schools across India. The 

campaign aims to raise awareness and understanding about climate change issues 

among students and teachers of all disciplines.  

 SOS Children‘s Villages of India and Coca-Cola India announced the 

commencement of work on 24 million liters of rainwater harvesting (RWH) 

project at SOS Children‘s Village in Aluva near Kochi. The project, on 

completion, will help ensure safe drinking water for children and nearby 

communities.  

 Tata Steel Rural Development Society (TSRDS), an organisation involved in the 

steel major's community building initiatives has embarked on an initiative to 

empower communities by creating awareness on the Right to Information (RTI) 

Act at the grassroots level.  

Clean Energy and Technology 

The Energy Efficiency Indicator (EEI) survey for corporate India, released in June 2009, 

reveals that 47 per cent of the respondents are paying more attention to energy efficiency, 

compared to last year and 94 per cent of the respondents feel that energy management is 

extremely important. An increase in capital investments for energy efficiency is needed; 

say 62 per cent, while 72 per cent of the respondents feel their organisations can achieve 

more energy efficiency from operating budgets. More than 92 per cent of the respondents 

say energy efficiency is a priority in new construction as well as in renovation projects. 

Corporate Investments 

 Investors from the US and European countries are keen to invest around US$ 

416.4 million to promote and equip small and medium enterprises engaged in 
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green business such as advanced technologies for water management, 

agriculture/organic products, clean technologies, ecotourism, renewable energy, 

green building materials, etc.  

 PV Technologies India (a subsidiary of Moser Baer), Titan Energy Systems, 

Reliance Industries Ltd, Tata BP Solar Power are among the 12 Solar Photo 

Voltaic projects filed under Special Incentive Package Scheme (SIPS), which 

have received in-principle clearance from the Government. Together, these 12 

projects would entail an investment of US$ 16.34 billion over a 10-year period.  

 Finnish company, WinWind Power Energy, has opened its US$ 77.5 million wind 

turbine-cum-blade manufacturing facility near Chennai.  

 Clinton Climate Initiative (CCI), a programme of US-based William J Clinton 

Foundation, has signed a memorandum of understanding (MoU) with the Gujarat 

government for the setting up of five solar parks in Gujarat. The proposed 3000 

MW solar power project will see an investment of over US$ 10.3 billion.  

 Natural Energy Processing Company (NEPC) India Ltd is planning to set up a 

special economic zone (SEZ) at Palladam near Coimbatore with an investment of 

around US$ 429.09 million.  

Government Initiatives 

 The government has formulated the National Policy on Biofuels and given its 

approval for setting up the National Bio-fuel Coordination Committee and Bio-

Fuel Steering Committee. Under the policy, it targets increasing the blending of 

biofuels with petrol and diesel to 20 per cent by 2017.  

 The Indian Renewable Energy Development Agency (IREDA) will be investing 

around US$ 3.39 billion for the development of renewable energy (RE) sector 

projects during the 11th Five Year Plan. As per Planning Commission estimates, 

RE projects worth US$ 15.97 billion, (expected to generate 15,000 MW power) 

are likely to come up in the Plan.  

 The government is considering a regulation to make use of renewable energy 

mandatory for special economic zones (SEZ) to save on traditional fuel like coal 

and diesel.  

 India is likely to spend over US$ 20.4 billion on setting up of power plants based 

on renewable energy sources by the end of 2011-12.  

 The government has allowed 100 per cent FDI (foreign direct investment) in the 

renewable energy sector and a conducive policy has been put in place to attract 

foreign companies.  

 The government is proposing to convert special economic zones (SEZs) into 

green hubs.  

2.3 THE STATE’S ROLE IN SUSTAINABLE DEVELOPMENT 
 

The Strategies for State Policies and Spending have been the centerpiece of the state‘s 

efforts to direct growth. First approved by the Cabinet Committee on State Planning 

Issues in 1999 and updated in 2004, these strategies direct how state investments will be 

made relevant to growth and preservation. 
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The 2004 update of the strategies document shows four ―investment levels‖ that detail 

how state policies and investments will be used either to support development or to 

discourage development and support preservation. 

 

Investment Level 1 – These are most often municipal areas which are the traditional 

hubs of development (shown in red on the map below). Density in these areas is typically 

higher than in outlying areas. A variety of transportation options are often available, 

including public transportation and bicycle and pedestrian systems. In these areas, state 

policies support investment in infrastructure, such as transportation, water, and 

wastewater; development and redevelopment activities; and open space investments for 

urban parks, recreational areas, waterfronts, and greenways. The state encourages mixed 

uses with a variety of transportation options to reduce reliance on  

 

Investment Level 2 – These are the less developed areas within municipalities or 

unincorporated developments. They are often rapidly growing areas with opportunities 

for infill development. Similar to Level 1, state policies in these areas support investment 

in infrastructure, development and redevelopment activities, protection of critical 

waterways, and open-space investments for urban and suburban parks and greenways. 

The state encourages mixed uses with a variety of transportation options to reduce 

reliance on cars for travel. 

 

Investment Level 3 –  

These are areas with ―leap frog‖ development that is discontinuous from existing 

infrastructure or areas designated in municipal and county comprehensive plans as long-

term growth (shown in yellow on the map). In some cases, they reflect areas that would 

be otherwise suitable for growth, but have environmental constraints on or around the 

site. State policies in these areas provide for limited infrastructure investments that are 

logical extensions of existing infrastructure. The proper phasing, timing, and design of 

growth is important in these areas. State policies encourage protection of critical 

waterways, establishment of greenways, and providing a transition between Level 3 and 

Level 4 (rural) areas. 

 

Investment Level 4 – These areas include rural areas, areas where counties and 

municipalities have not planned for growth, and areas with sensitive natural resources 

(shown in white on the map). State policies in these areas support preservation of natural 

and agricultural resources. State infrastructure investments will be limited to investments 

necessary to protect public health, safety, and welfare. In addition to directing state 

investments, the Strategies for State Policies and Spending are used as a guide for 

reviewing local comprehensive plans and development proposals through the Preliminary 

Land Use Service (PLUS) process.  

 

2.3.1 Preliminary Land Use Service (PLUS) 
 

The PLUS process went into effect in February 2004, changing the way that the state 

reviews land-use proposals. The new PLUS process replaces the former Land Use 

Planning Act. It gives state agencies an opportunity to review development proposals 
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early in the development process, providing opportunities for natural resource protection, 

among other things. Being early in the process allows developers to incorporate changes 

based on comments made by state agencies before too much money has been invested in 

a particular design. The PLUS process changes the state agencies‘ voice in land use. 

Previously, state agencies reviewed projects late in the land-use process. Therefore, 

comments came to the local agency when the local jurisdiction‘s role was to approve or 

deny a project. Under the new process, developers and local governments receive the 

concerns of state agencies early in the process when changes can be made to 

accommodate concerns. This allows for more informed decisions to be made. In some 

cases, the governing body can choose to apply conditions to a proposal based on the state 

comments. 

 

In many cases, the expertise on issues such as natural resources, traffic, cultural 

resources, and other areas resides in the state agencies. Comments shared through the 

PLUS process often make developers aware of natural resource constraints on a project 

site, such as the presence of wetlands, wellhead protection areas, excellent recharge areas, 

and rare or endangered species. Comments also provide recommendations for protection 

of natural features, such as riparian buffers, tree preservation and mitigation, and 

impervious cover thresholds. Local government staff, planning commissions, and elected 

bodies rely on this expertise. The PLUS process puts this expertise at the front of the 

process. 

 

2.4 THE ROLE OF HIGHER EDUCATION INSTITUTIONS IN 

PROMOTING SUSTAINABLE DEVELOPMENT 

To care about sustainable development means to accept responsibility for the well being 

of future generations and also of our habitat, of our planet. An affirmative attitude 

towards sustainability has to be an integral part of the moral foundation of our activities 

and of our lifestyle. This means that promoting sustainable development must be an 

important aspect of the educational agenda at all levels. It starts in kindergarten and it 

goes all the way to the university level and beyond. It basically involves three aspects: the 

buildup and reinforcement of a basic understanding of the problem of sustainability, an 

inspection of all aspects of our life under the criterion of sustainability and finally an 

active search for new methods and techniques to further sustainable development.  

In all of this, Higher Education Institutions play a crucial role. Clearly, the research 

agenda should be influenced – but not dictated – by striving for sustainability with the 

goal of inventing new methods to deal with all the big problems such as climate change, 

pollution, energy, hunger, infectious diseases, biodiversity, etc. Systematically thinking 

about justice and ethics, peace and good governance, not only about ecology, but also 

about economy might contribute in a substantial way to the establishment of a sustainable 

way of life. But the most important contribution is in education offered by institutions. 

Whatever particular subject is being taught the question whether and how it may 

influence development towards sustainability must always be asked and discussed. Of 

course there are contexts, in which it is difficult to make this connection, but they are 

much less frequent then one would expect.  
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Nowadays as we are moving towards thematic and problem-focused teaching and 

research, sustainability is a wonderful topic to bring together many different disciplines. 

Several initiatives are taken by Indian universities in this regard. 

Higher Education Institutions not only have to teach their own students, they have to 

explain the relevant problems to politicians and to industrial leaders as much as to a 

wider public. Here it is particularly important to show how to differentiate between 

scientific questions and results on the one hand and moral, ethical or ideological aspects 

on the other hand. 

But having said all this, we come to a point that often does not get the necessary 

attention. As Higher Education Institutions are to a large extent responsible for the 

training of teachers at the primary and secondary level, they are ultimately responsible for 

the development of new methods and new approaches to explaining sustainability to 

everybody, from pre-schoolers all the way to adults. It has to be said that quite a few 

impressive and successful steps in this direction have been taken, but nobody would 

doubt that much remains to be done. 

And much remains to be done in all domains of human life before we can claim to be 

fully on the path towards sustainability. 

2.4.1 A New Vision of Education  

Education for sustainable development is a ―dynamic concept that encompasses a new 

vision of education that seeks to empower people of all ages to assume responsibility for 

creating and enjoying a sustainable future.
 

The overall aim of ESD is to empower citizens 

to act for positive environmental and social change, implying a participatory and action-

oriented approach.  

ESD integrates concepts and analytical tools from a variety of disciplines to help people 

better understand the world in which they live. Pursuing sustainable development through 

education requires educators and learners to reflect critically on their own communities; 

identify non-viable elements in their lives; and explore tensions among conflicting values 

and goals. ESD brings a new motivation to learning as pupils become empowered to 

develop and evaluate alternative visions of a sustainable future and to work to 

collectively fulfil these visions.
 

 

2.4.2 Education for Sustainable Development: an Evolving Concept  

From the time sustainable development was first endorsed at the United Nations (UN) 

General Assembly in 1987, the concept of education for sustainable development has also 

been explored. The 1992 United Nations Conference on Environment and Development 

(UNCED) in Rio de Janeiro brought together representatives of Governments, 

international and non-governmental organisations (NGOs), and civil society to discuss 

the challenges of the next century and to adopt a global plan of action to meet these 

challenges. The action plan, known as Agenda 21, provided a comprehensive set of 

principles to assist Governments and other institutions in implementing sustainable 
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development policies and programmes. Chapter 36 of Agenda 21 affirmed education as 

essential for making progress toward sustainable development.  

Following UNCED, the Commission on Sustainable Development (CSD) appointed 

UNESCO to be the Task Manager for Chapter 36, responsible for accelerating education 

reforms and coordinating stakeholder activities. UNESCO was also charged with 

providing professional and technical support to Member States; developing sample 

curriculum and training materials; and disseminating innovative ESD policies, 

programmes, and practices. 

2.4.3 Education for Sustainable Development in Action  

For over a decade, many higher education institutions, NGOs, and Government agencies 

worldwide have made significant efforts to incorporate sustainable development into 

academic programmes, operations and community outreach. From these experiences, it is 

clear that while there may be agreement on the overall goals of ESD, its creation and 

implementation at local, regional, and national levels differ to meet diverse social, 

economic, and environmental conditions in relevant and culturally appropriate ways. 

Moreover, educational approaches must also take into account the experiences of 

indigenous cultures and minorities and both acknowledge and facilitate their original and 

important contributions to the process of sustainable development.  

Reorienting education to support sustainable development must be supported by broad 

cooperation at all levels and by multiple stakeholders. Each educator and discipline has 

an aspect that can contribute to the content and pedagogy of ESD. Communities can 

contribute to the development of ESD curricula to ensure that curricula reflect the 

knowledge, skills, perspectives, and priorities of the local people. Government leaders 

should make steps to reorient national education policies and systems toward ESD and 

set targets to meet international commitments. Finally, networks and partnerships 

between Governments, institutions and organisations, civil society, the private sector and 

the media can assist in translating concepts into goals and actions. 

2.4.4 International Commitments  

Heads of states, NGOs, businesses and other major groups reaffirmed their commitment 

to education at the 2002 World Summit on Sustainable Development (WSSD) in 

Johannesburg. The centrality of education, defined broadly, to the creation of a 

sustainable future is evident through several references in almost every chapter of the 

Plan of Implementation and in Paragraph 18 of the Political Declaration. The WSSD Plan 

of Implementation recognises education as critical for sustainable development in its own 

right, but also sees education as a key agent for change and a tool for addressing such 

questions as gender equality, rural development, health care, HIV/AIDS, and 

consumption patterns, as these intersect with the sustainable development agenda.
3 

 

2.4.5 UNESCO’s Role: Education for Sustainable Development  

On December 20, 2002 the UN General Assembly adopted, by consensus, a resolution 

establishing a Decade of Education for Sustainable Development. The resolution 
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designates the ten-year period as 2005-2014, and declares UNESCO as the lead agency to 

promote the Decade. UNESCO will have a dual role to play: first as the lead agency in 

the promotion of the Decade, and second as a substantive implementer of ESD.  

Improving the quality and coverage of education and reorienting its goals to recognise the 

importance of sustainable development must be one of UNESCO‘s and the world‘s 

highest priorities in the upcoming Decade. Education for Sustainable Development must 

also be attentive to developments and reforms in education, particularly the Dakar 

Framework for Action on Education for All (EFA), the UN Literacy Decade (UNLD), 

and Millennium Development Goals.  

The challenge of applying Education for Sustainable Development requires partnerships 

among Governments, academic and scientific communities, teachers, NGOs, local 

communities and the media. The Decade offers an opportunity for UNESCO and its 

partners to reorient education toward the awareness that we share a common destiny and 

a commitment to a better future for both people and the planet. 

2.5 PLANNING, STRATEGIES AND SUSTAINABLE 

DEVELOPMENT IN INDIAN CONTEXT 

One of the most important functions of economic planning is to achieve consistency 

among different economic objectives. Some desirable goals are likely to conflict with 

others. While it may be possible, for example, to stimulate the economy so as to obtain 

sharply higher levels of output and employment, the measures required to do this may 

also produce rapidly rising prices, which in turn will lead to rising imports and falling 

exports; the result may be a balance of payments crisis. 

The long term objective of Economic Planning was spelled out in various planned 

documents in the interim documents. Up to the 7th five year plan, broadly the main 

objectives were: -  

1) Economic growth, approximately 5%per annum.  

2) Self Reliance  

3) Removal of Unemployment.  

4) Removal of Economic inequalities(govt. removes inequalities by various tech. like 

Nationalisation, putting money in the market, holding some of the institutions under its 

own control etc.)  

5) Elimination of Poverty.  

6) Modernisation.  

 

In the subsequent plans, they were simply related to the economic growth in Indian 

perspective. Various plans did not plays equal emphasize on these objective, whereas 

earlier plans led stress on rapid economic growth more then any other objective.  

 

The 5th and 6th plan laid great importance to self reliance, generation of employment and 

removal of poverty.  In the 7th plan, modernisation was stressed.  
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The government which assumed in 1991 virtually abandoned these long term objectives 

of economic planning. Its entire concern was to implement a programme of Macro 

economics, stablisation through Fiscal correction. Moreover, trade, industrial and public 

sector policies aimed at undermining the very system of economic planning.  

 

The 9th plan focused on accelerated growth, recognizing a special role for agriculture, for 

its stronger poverty reducing and employment generating facts which will be carried out 

over a period of 15 years. 

The word ‗planning‘ is not new to you as it is a part of everyday usage. You must have 

used it with reference to preparation for your examination or visit to a hill station. It 

involves the process of thinking, formulation of a scheme or programme and 

implementation of a set of actions to achieve some goal. Though it is a very broad term, 

in this chapter, it has been used with reference to the process of economic development. 

It is, thus different from the traditional hit-and-miss methods by which reforms and 

reconstruction are often undertaken. Generally, there are two approaches to planning, i.e. 

sectoral planning and regional planning. The sectoral planning means formulation and 

implementation of the sets of schemes or programmes aimed at development of various 

sectors of the economy such as agriculture, irrigation, manufacturing, power, 

construction, transport, communication, social infrastructure and services. There is no 

uniform economic development over space in any country. Some areas are more 

developed and some lag behind. This uneven pattern of development over space 

necessitates that the planners have a spatial perspective and draw the plans to reduce 

regional imbalance in development. This type of planning is termed as regional planning. 

 

Target Area Planning 

 

The planning process has to take special care of those areas which have remained 

economically backward. As you know, the economic development of a region depends 

upon its resource base. But sometimes resource-rich region also remain backward. 

The economic development also requires technology as well as investment besides the 

resource. With the planning experience of about one and half decades, it was realized that 

regional imbalances in economic development were getting accentuated. In order to arrest 

the accentuation of regional and social disparities, the Planning Commission introduced 

the ‗target area’ and target group approaches to planning. Some of the examples of 

programmes directed towards the development of target areas are Command Area 

Development Programme, Drought Prone Area Development Programme, Desert 

Development Programme, Hill Area Development Programme. The Small Farmers 

Development Agency (SFDA) and Marginal Farmers Development Agency (MFDA) 

which are the examples of target group programme. 

 

In the 8th Five year Plan special area programmes were designed to develop 

infrastructure in hill areas, north-eastern states, tribal areas and backward areas. 

 

Hill Area Development Programme 
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Hill Area Development Programmes were initiated during Fifth Five Year Plan covering 

15 districts comprising all the hilly districts of Uttar Pradesh (present Uttaranchal), Mikir 

Hill and North Cachar hills of Assam, Darjiling district of West Bengal and Nilgiri 

district of Tamil Nadu. The National Committee on the Development of Backward Area 

in 1981 recommended that all the hill areas in the country having height above 600 m and 

not covered under tribal sub-plan be treated as backward hill areas. The detailed plans for 

the development of hill areas were drawn keeping in view their topographical, ecological, 

social and economic conditions. These programmes aimed at harnessing the indigenous 

resources of the hill areas through development of horticulture, plantation agriculture, 

animal husbandry, poultry, forestry and small-scale and village industry. 

 

Drought Prone Area Programme 

 

This programme was initiated during the Fourth Five Year Plan with the objectives of 

providing employment to the people in drought-prone areas and creating productive 

assets. Initially this programme laid emphasis on the construction of labour-intensive 

civil works. But later on, it emphasised on irrigation projects, land development 

programmes, afforestation, grassland development and creation of basic rural 

infrastructure such as electricity, roads, market, credit and services. National Committee 

on Development of Backward Areas reviewed the performance of this programme. It has 

been observed that this programme is largely confined to the development of agriculture 

and allied sectors with major focus on restoration of ecological balance. Since growing 

population pressure is forcing the society to utilise the marginal lands for agriculture, 

and, thereby causing ecological degradation, there is a need to create alternative 

employment opportunities in the drought prone areas. The other strategies of 

development of these areas include adoption of integrated watershed development 

approach at the micro-level. The restoration of ecological balance between water, soil, 

plants, and human and animal population should be a basic consideration in the strategy 

of development of drought-prone areas. 

 

Planning Commission of India (1967) identified 67 districts (entire or partly) of the 

country prone to drought. Irrigation Commission (1972) introduced the criterion of 30 

per cent irrigated area and demarcated the drought prone areas. Broadly, the drought 

prone area in India spread over semi-arid and arid tract of Rajasthan, Gujarat, Western 

Madhya Pradesh, Marathwada region of Maharashtra, Rayalseema and Telangana 

plateaus of Andhra Pradesh, Karantka plateau and highlands and interior parts of Tamil 

Nadu. The drought prone areas of Punjab, Haryana and north-Rajasthan are largely 

protected due to spread of irrigation in these regions.  

 

2.5.1 Measures for Promotion of Sustainable Development 

 

The ecological sustainability of Indira Gandhi Canal Project has been questioned by 

various scholars. Their point of view has also largely been validated by the course of 

development this region has taken during the last four decades, which has resulted in 

degradation of physical environment. It is a hard fact that attaining sustainable 

development in the command area requires major thrust upon the measures to achieve 
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ecological sustainability. Hence, five of the seven measures proposed to promote 

sustainable development in the command area are meant to restore ecological balance. 

 

 The first requirement is strict implementation of water management policy. The 

canal project envisages protective irrigation in Stage-I and extensive irrigation of 

crops and pasture development in Stage-II. 

 In general, the cropping pattern shall not include water intensive crops. It shall be 

adhered to and people shall be encouraged to grow plantation crops such as citrus 

fruits. 

 The CAD programmes such as lining of water courses, land development and 

leveling and warabandi system (equal distribution of canal water in the command 

area of outlet) shall be effectively implemented to reduce the conveyance loss of 

water. 

 The areas affected by water logging and soil salinity shall be reclaimed. 

 The eco-development through afforestation, shelterbelt plantation and pasture 

development is necessary particularly in the fragile environment of Stage-II. 

 The social sustainability in the region can be achieved only if the land allotees 

having poor economic background are provided adequate financial and 

institutional support for cultivation of land. 

 The economic sustainability in the region cannot be attained only through 

development of agriculture and animal husbandry. The agricultural and allied 

activities have to develop along with other sectors of economy. This shall lead to 

diversification of economic base and establishment of functional linkages 

between basic villages, agro-service centres and market centres. 

2.5.2 Achievements during the IX Plan (1997-2002) 

(1)District GIS Centres  
Interface with the end users at the districts is maintained through the District NRDMS 

centres. These centres are the operational hubs of the Programme. Offer of technical 

support, maintenance and supply of geo-spatial information needed for district 

development planning, by the administration, is its main activity. In the IX plan period, 5 

centres were established in the states of Sikkim, U.P and Haryana. Two centres were 

added to the existing 11 centres in Karnataka. The improvements in database design are 

being adopted in all the district centres as per the conceptual design and necessary 

documentation of the data is being consolidated in the form of data dictionaries. 

 

(2) Low cost GIS Software 
Low cost GIS Software indigenously developed DOS-based GIS software – Geo-

Referenced Area Management (GRAM) was upgraded to WINDOWS based GRAM++ 

with additional functions and capabilities to address the processing needs of local level 

planning. Core capabilities of the package have been enhanced to manage large GIS 

databases at districts. Add-ons like GRAMNET and GEO-SQL have been developed to 

facilitate resource network analysis and spatial querying respectively. A limited set of 

functions of GRAM++ have been developed with OCX controls to promote building up 

of applications around the package. A data conversion module has been developed for 
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converting data from scanned images (raster) to vector format useful in creating GIS 

databases. GRAM++ Tutor and GIS tutor have been developed for self-training of end-

users. 

 

(3) Spatial Decision Support Systems  

GIS-based Decision Support Modules have been developed in the different sectors of 

rural development e.g. water conservation, landuse planning, energy budgeting, and 

facility location / allocation to help generate alternative scenarios for facilitating 

decision-making. While the decision support systems (DSS) for Water Conservation is 

capable of simulating hydrological processes operating at the level of micro-watersheds 

to predict surface run-off, silt and biomass yields, and crop production, that for Landuse 

Planning throws light on the consequences of productivity of an area arising out of 

possible changes in cropping pattern. The DSS for Energy Budgeting helps estimate the 

present and future demand / supply of energy of an area (e.g. a block or a district) in the 

household (cooking & non cooking), agriculture, and industry sectors to facilitate 

drawing up energy development strategies. The DSS for Facility Location / Allocation 

helps in optimally locating / allocating new facilities like fair price shops, schools, and 

health centres or reallocating the existing facilities amongst the demand nodes for better 

utilisation of available resources. 

 

(4) Hydrology of Small Watersheds   

Realising the importance of the problem and gaps in understanding small watershed 

hydrology in Indian catchments due to paucity of data, the coordinated program on 

―Hydrology of small watershed‖ has been launched by Department of Science and 

Technology, Government of India Under the programme, data on hydro-meteorological 

and other related parameters are getting collected through extensive instrumentation from 

5 paired micro watersheds (treated and untreated) from four agro-ecological regions of 

the country. The selected watersheds are- (a) Dudhi and Bewas in Tawa basin in Madhya 

Pradesh, (b) Jojri and Jhanwar in Loni basin of Rajasthan, (c) Chandrabanga Garh and 

Danda in Garhwal district of U.P, (d) Pyakkara in Palghat district of Kerala and 

Rampatna in Kolar district of Karnataka, and (e) two micro-watersheds in Loktak lake 

basin in Manipur. Region specific models have been finalized for development of GIS 

based DSS about watershed development interventions. 

 

(5) Groundwater Studies 
Groundwater is the major resource for meeting the water demand of the community 

throughout the year. The spurt of industrial activities and intensive agricultural practices 

in last two decades has led to severe scarcity for clean and hazard-free water. Therefore, 

to focus our efforts on evolving a more "holistic groundwater management strategies for 

resource evaluation and sustainable use" a National Meet on S&T Inputs for Water 

Resources Management was organised by DST at IIT-Delhi between 8–10 April 1997. In 

October '99, a four days Brainstorming session on ground water modeling was organised 

at Central Arid Zone Research Institute (CAZRI), Jodhpur. Topics like - resource 

estimation, resource exploitation and its effect on the environment, groundwater pollution 

- quality assessment and its remedial measures, newer techniques in groundwater 

estimation, were discussed in the meet. In accordance with the recommendations, the 
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division is supporting research projects on these themes. 

 

In November 1999, a training workshop to select groups of research investigators on 

―Groundwater data needs and its organization using appropriate tools and technology‖ 

was organized under the supervision of a groundwater consultant from Atlanta, USA. 

Recently, in December 2000, a team of 3 scientists was deputed to University of Western 

Australia for a period of 8 weeks to undergo an advanced training on Visual Modflow, a 

groundwater-modeling tool. 

 

(6) Landslide Studies  

Over the past several years, many areas in landslide prone terrain – mainly concentrated 

in the Lesser Himalayas – have been investigated for preparation of Landslide Hazard 

Zonation maps by Geological Survey of India. DST has funded most of the projects at 

academic institutions/ universities and research laboratories for carrying out landslide 

hazard zonation mapping in selected areas viz. parts of Chamoli District in Uttar Pradesh, 

Sukhidang area in Kumaon Himalayas, Lunglei District of Mizoram and parts of Western 

Ghats. DST‘s Expert Committee undertook a review of these initiatives and called for a 

new emphasis on Quantitative Hazard Assessment and control of landslides. Further, it 

was felt that ongoing landslide hazard zonation studies lacked proper geotechnical 

engineering, rock mechanics and engineering geology inputs which are so vital for 

understanding of: mechanisms driving the ground movements, appropriate analysis of 

failed slopes and design of suitable control measures. Use of soil nailing techniques was 

demonstrated in the control of landslides in Rishikesh-Badrinath. 

 

(7) Bio-Geo Database and Ecological Modelling for Himalaya  

Sustainable development plan for the bio-diversity rich, fragile eco-system through 

integrated resource databases at watershed level (micro scale), in three selected 

Altitudinal transects in Himalayan region – Himachal Pradesh, Kumaon and Garhwal are 

proposed to be undertaken. 

 

(8) Training and user Interaction  

 

1. Two end-user training programmes on GRAM++ package conducted in April and May 

1999. 

 

2. A 6 weeks training in digital cartography and GIS for spatial data management was 

organized at the Survey Training Institute, Hyderabad during November ‘98 - January 99 

for the NRDMS personnel from District Centres. 

 

3. A workshop for assessing the information need of district level decision-makers of 

Almora District, U.P. was organized in May, 2000. A preliminary assessment of the need 

was made. Efforts are on to establish a Resource Database Centre. 

 

4. A feedback cum training workshop was organized at IIT, Bombay on 7-8 September 

2000 under the project ―Development of Decision Support System for Energy Planning at 
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district level-Phase II‖. A demonstration of Energy tool was made to the participants 

followed by hands-on training. 

 

5. Two Sensitization Workshops for Eastern and Southern Regions were organized 

at Calcutta and Trivandrum during 1999-2000.  

 

(9) SAR Interferometry   

 

The coordinated programme on SAR Interferometry and its application in developmental 

planning is being promoted through the active participation of several academic 

institutions. As a first step, an Indian In SAR group was formed in 1999 with the 

objective of streamlining the research activities, dissemination of research opportunities, 

creation of processing facilities and manpower development in this emerging area. As a 

follow-up of this, 4 trainings in SAR interferometric processing and applications were 

organized, with the involvement of technical experts from abroad, at IIT- Bombay and 

nearly 60 Indian scientists were trained in all. Field experiments synchronous with the 11 

days mission of SRTM between 11 – 22 February 2000 was supported for carrying out 

ground measurements in selected 11 sites spread over different physiographic units  

2.5.3 Planning failure  

Strategic planning seldom fail, it is the implementation of the plans that fail. 

Implementing strategic plan may sound as easy as putting plan and strategy into action. 

In reality, it is not at all easy. Business repeatedly fails to truly motivate their members to 

work with enthusiasm, all together, towards astrategic plan.  

They are multitude of reasons as to why strategic plan fail to be implemented. Crucial 

among them are: 

1 - Failure to Motivate leaders  

Strategic plan does not work by itself; it has to be carried through assigned leaders of 

various levels. These leaders must be motivated through proper company incentives 

scheme. There should be programs for leaders to motivate each other on a horizontal line 

level and at the same time motivate authoritatively down on a vertical basis.  

2 - Strategy into action  

Failure to link strategic to group and individual to act as a team towards plan is another 

major hindrance to success. The ultimate goal is to be able to effectively translate 

strategic intent all the way through to results in a clear and powerful team efforts.  

Business is not able to live up to the challenge in creatively and systematically unfold the 

strategy, bring it to life through action plans across and align employees behind the 

Strategic plan.  
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3 - Performance or actual practicing of the Strategy plan.  

Too often great plans stay as 'plans'. Typically, the energy and enthusiasm generated 

during the planning process quickly ebbs away, swamped by the weight of day to day 

business issues.  

To make the strategy 'live' ever, business needs to engage to make performance, which 

means?  

 Communicating the strategic intent, thrusts and action plans.  

 Using rigorous communication process to rally everyone behind the plan.  

 Setting individual targets that is in unison to the strategic plan. 

 Consistently measuring progress, assessing and giving feedback about 

performance  

Performance or actual practicing of strategic plan is to get all members aligned together 

to reach the goal and deliver individual results. 

There is some other nitty-gritty that causes failure such as side-tracked, majoring the 

minor, or simply losing interest. But the most important factor that makes strategic plan 

fails is the inability to work towards the 3 steps of motivation, action and performance in 

getting people to be aware of the plan, learn and stick to it and work in one united effort 

to see the plan through.  

Example 

CHENNAI: The downpour has stopped. Lakhs of people in several places were affected 

and in many cases, they had to be relocated, albeit temporarily. Parts of Velachery and 

Madipakkam in south Chennai and Perambur, Pulianthope and Vyasarpadi in the north 

are among the most affected areas. The respite has provided an opportunity to the 

authorities and public-spirited citizens to take stock of the situation.  

Singular failure  

Town planning experts say the flooding has again brought out the singular failure of the 

Chennai Metropolitan Development Authority (CMDA) in playing its role of strategic 

planner for the metropolis. The so-called Master Plan should have clearly mapped the 

flood plains and the areas of potential flooding that would pre-empt any haphazard 

housing development in vulnerable pockets.  

Chennai's natural terrain allowed for floods to drain into the watercourses of north 

Chennai including the Kosastaliyar, the Buckingham Canal, Otteri nullah and the Captain 

Cotton Canal. Cutting across the metropolis is the river Cooum and channels that lead 

into this river. In the South is the Adyar River. Further south is the massive flood plan 
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that stretches from the fringes of Keelkattalai extending into the Pallikkaranai marsh-

Velachery Lake, down to the Okkiyam Madagu and Buckingham Canal.  

However, these natural systems are choked by haphazard and unmonitored development.  

The former president of the Institute of Town Planners, A.N. Sachitanandam, says that 

ideally, the apex planners at CMDA should have insisted upon private and public sector 

developers to provide a series of siphons in all road and rail alignments that affect the 

natural systems. He says the Authority needs to regulate private development and ensure 

that the plot developers stick to the lay out plans and provide adequate infrastructure.  

Despite repeated attempts to contact her, the CMDA's vice-chairperson, Jayanthi, was not 

available for comment.  

Solutions  

Though the disturbance of the natural pattern of drainage in and around Chennai in the 

name of urbanisation is cited as the main reason for flooding, senior officials and experts 

say that solutions can still be found. The regular desilting of all the watercourses should 

be carried out in an organised manner. The benefit of this argument was actually felt in 

Velachery early this week, though briefly, after Metrowater officials removed vegetation 

from the Velachery Lake and canal. The Corporation Commissioner, M.P. Vijayakumar, 

claims that it was because of the desilting operations in the last two years that the 

problem was contained effectively.  

As for Velachery, one option is to dig a direct 3 km long canal near Thoraipakkam from 

the Buckingham Canal to the sea, instead of the present alignment of the water joining 

the sea at Muttukadu (10 km away).  

Land acquisition  

This will hasten the draining of floodwater but the key issue would be land acquisition. 

The cost of land is said to be so high that the Government may find it prohibitive to 

pursue the project. However, the experts say that having allowed the development on the 

marshland, the options are limited. So, the Government will have to examine the proposal 

of forming the direct canal seriously.  

As for north Chennai, a similar direct canal from the Buckingham Canal to the sea is to 

be dug near Manali, says the former chief engineer of the Public Works Department, K. 

Ramalingam. He also says that as low-level bridges in northern parts of the city are 

obstructing the free flow of water, their height has to be raised. Also, with regard to the 

Buckingham Canal, a stretch of the canal within the premises of an industrial unit has to 

be cleaned.  

Asked whether the changes in the beach profile in and around Chennai have any adverse 

impact on drainage of floodwater into the sea, S. Ramachandran, Director of the Institute 
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of Ocean Management in the Anna University, says that the changes can only help faster 

drainage.  

2.6 DEVELOPMENT OF GRASS ROOT PANCHAYATS 
 

Over 35% of the rural people in India are living in poverty. While most of the poor are 

dependent on agriculture, important natural resources required for increasing agricultural 

production, are in shortage and heavily eroded. Hence, the major challenge for agencies 

engaged in rural development is to provide employment opportunities and food security 

by making sustainable use of the natural resources and The rural communities feel that 

the Government is responsible for providing all the basic amenities and tackling the 

problems of the poor.  

 

However, the resources available are limited and in the absence of appropriate systems 

and organisations, even the available resources are not utilised efficiently. Therefore it is 

necessary to strengthen the existing infrastructure and build institutions at the grassroot 

level to serve the community, for improving their livelihood. The role of institutions 

operating at the grassroot level is dependent on the problems of the farmers. Some of the 

problems which have dragged our farmers to poverty are limited access to natural 

resources and severe depletion of these resources leading to low productivity, outdated 

technologies, lack of critical inputs and finance, lack of management, poor infrastructure 

and support services. Frequent failure due to natural calamities, chronic poverty leading 

to poor health and illiteracy and exploitation by the vested interests and moneylenders 

has shaken their confidence. This has forced them to depend on relief work without 

making any serious effort for their own development. 

 

Major institutions involved in developing rural economy can be grouped into sources of 

technology, sources of finance, sources of marketing and business. Various levels of 

People.s Organisations (POs) such as Self Help Groups and their Federations, Users 

groups, Village Level Planning Committees, Input production centres and Marketing 

units are some of the institutions which can play a critical role in providing sustainable 

livelihood to rural communities. These institutions have to play different roles at different 

levels to support the rural families and their Self Help Groups through Gram Panchayats 

or local NGOs.  

 

It has been observed that most of the POs are very active in the initial stage as the 

members are in need of various services for improving their socio-economic conditions. 

Subsequently, with their success in generating gainful self-employment, their interest and 

involvement taper down and the functioning of these POs are affected. Therefore, the 

POs can entrust some of their roles in providing services to private entrepreneurs. Such a 

strategy will ensure the quality of the services provided on behalf of POs, while the 

members can effectively monitor the programme based on the time available with them. 

As Gram Panchayat is the constitutional body to implement various development 

programmes sponsored by the Government, close co-ordination between People.s 

Organisations, NGOs and Gram Panchayat can help in efficient implementation of 

various development programmes. Networking of various organisations at the village 
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level and their participation in the Gram Sabha will help in monitoring the working of the 

Gram Panchayat and making efficient use of the resources for the benefit of the weaker 

sections of the society. 

 

Despite significant advancement in industrial development, Indian economy is still 

dependent on agro-based activities. Over 70% of the population living in rural areas is 

dependent on agriculture for their livelihood. A majority of these families spend over 

90% of their earnings on basic needs such as food, fuel and health care. Over 50% of the 

rural families who are not able to meet even these essential needs fall under the category 

of the poor. Industrial development and adoption of modern technologies are likely to 

generate additional employment in urban areas and pay rich dividend to elite and rich 

investors. This in turn might widen the gap between the urban and rural as well as the 

rich and the poor, with respect to wealth accumulation, resulting in further hardship for 

the poor. Therefore, we need to address the problems of the poor to ensure social justice 

and better quality of life. 

 

Rural development also deserves priority for maintaining self-sufficiency in food supply. 

Our food security is under severe threat because of the growing population. No doubt, 

India has tripled her food production over the last four decades, to reach the present level 

of 200 million tons/year. However, with over 1.8% annual birth rate, our growing 

population is bound to raise the annual demand for food to 250 million tons by 2010 A.D. 

As food security is a pre-requisite for economic progress, agro-based rural development 

deserves attention. 

 

Fortunately, the Government of India has been giving top priority to rural development. 

However, in the absence of well planned development programmes and efficient delivery 

systems, most of these resources do not benefit the target groups. It has been reported that 

only 18% of the rural development budget reaches the target families, while the rest is 

wasted due to inefficient delivery systems or drained out. As a result, the pace of progress 

has remained stunted and the poor continue to suffer. 

 

2.6.1 Problems of the Rural Poor 

 
The time is now ripe for a change in the strategy. The rural development programme 

should identify the problems of the poor and address the local needs, instead of forcing 

them to accept pre-conceived plans. The participating families should take active part in 

the programme. There should be equal opportunity for the weaker sections of the society 

and women. The programme should facilitate sustainable management of natural 

resources and environmental protection and lead to better quality of life. Presently, there 

is no formal mechanism to understand the problems and address their needs. Different 

organisations created by the Government in the form of various development departments 

and Panchayat Raj Institutions are not adequate to service large heterogeneous sections of 

the rural communities. Hence, the development agencies felt the need to promote 

different types of grassroot level organisations to facilitate the process of sustainable 

development. It is useful to review the strengths and weaknesses of these institutions and 

select appropriate organisations for wider replication. The utility of various types of 
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organisations is dependent on the problems faced by the community. Rural poverty can 

be attributed to the following problems: 

 

  

 Degradation of resources leading to lower agricultural productivity 

 Outdated technologies 

 Inadequate supply of critical inputs and finance 

 Poor infrastructure and support services 

 Lack of management 

  

 Lack of confidence in outsiders and themselves 

 

The problems faced by the farmers are detailed below: 

 

Limited Access to Natural Resources: With the growing population and lack of off 

farm employment opportunities in rural areas, the farmers are compelled to sub-divide 

their ancestral landed properties for their livelihood. This has resulted in uneconomical 

size of land holdings unsuitable for making efficient use of water for irrigation and 

advanced technologies for optimising the production. This problem can be solved through 

awareness and motivation to adopt family planning and search for alternative sources of 

employment instead of depending on traditional farming practices. 

 

Low Agricultural Productivity: While over 75% of the farmers own less than 2 ha land, 

most of them do not have the ability to invest in critical inputs to optimise the crop yields. 

In the absence of eco-friendly farming practices and neglect of soil and water 

conservation, these land resources have been heavily denuded resulting in lower crop 

production. Although irrigation facilities are available to cover about 28% of the 

cropping areas, over 10 million hectares of fertile lands have turned into sodic 

wastelands, due to excessive use of water for irrigating crops. In the absence of proper 

coordination among water users, farmers having land at the tail end of the command area 

are often deprived of their due share, while some of the powerful farmers use excessive 

water and damage their fertile lands. As a result of unsound farming practices, the 

average crop yield in India is only around 2 tons per hectare, as compared to the world 

average of 2.5 tons and 4 tons/ hectare in China. To improve the agricultural productivity, 

there is need to provide backward and forward linkages. It is necessary to form people.s 

organisations at the grassroot level, for motivating farmers to make optimum use of 

available resources and enhance the food production by several folds. Livestock is 

another important natural resource owned by the poor.  

 

Generally, the rural families maintain 1-2 cows or buffaloes for milk, a pair of bullocks 

for farming and a few sheep, goats and poultry for supplementary income. Although 

fodder is in scarcity, most of the poor families maintain large herds and let them graze on 

common lands. Dairy husbandry has scope as there is good demand for milk. However, 

most of the important breeds of cattle and buffaloes are genetically eroded and about 80-

85% of the livestock are unproductive and cause undue pressure on forest resources while 

the rural poor are unable to take advantage of these animals. It is feasible to make 
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sustainable use of these natural resources through application of appropriate technologies 

and use of idle labour. However, it is necessary to provide breeding and extension 

services at the doorsteps of the farmers, organise input enhance the income from 

livestock. 

 

Out-dated Technologies and Shortage of Critical Inputs: Agriculture no doubt has 

advanced significantly over the last few decades. However, most of these technologies 

are suitable for large-scale commercial farming which require heavy investment and 

advanced skills. Therefore, such technologies are neither appropriate nor affordable to 

small holders. Hence, it is necessary to facilitate selection of suitable technologies to 

improve the needs of these small farmers. Furthermore, rural women are left out of 

training programmes for capacity building although they contribute 64% of the labour for 

agricultural production. With improved agriculture, there has been a greater demand for 

improved agricultural inputs such as improved seeds, nutrients, plant protection devices, 

post harvest equipment for processing and storage. However, several critical inputs are in 

short supply and often the farmers are cheated by being supplied sub-standard products. 

 

Moreover, the inputs produced in urban areas reach the farmers through several 

middlemen, resulting in high cost and delay. There is a need to create decentralised units 

for producing critical inputs at the grassroot level. This can also help in generating 

additional employment. Farmers being chronically poor, they are unable to mobilise 

finance to meet their consumptive and productive needs. Even today, many poor farmers 

are in clutches of moneylenders and work as bonded labour. Considering the need to 

provide adequate finance well on time, the Government of India has promoted several 

types of financial institutions. Micro-finance institutions have also been promoted by the 

banks and voluntary agencies. To make best use of these facilities, it is necessary to 

establish powerful Self Help Groups at the grassroot level. 

 

Lack of Management: Lack of planning and management is another major reason for 

low profitability in agriculture. In the absence of an integrated approach to tackle 

multidimensional problems, sectorial development activities may not deliver expected 

results. Apart from integration of various sectors, many of these projects also lack proper 

planning and resource mobilisation. Unlike industries, rural development projects are not 

implemented on sound management principles taking into consideration the required 

inputs, technologies, human skills and opportunities for marketing the produce. In the 

absence of any connectivity with the market and information centre, these farmers are 

exploited by traders. 

 

Poor Health Status: With the annual birth rate of 28 per 1000, as compared to 23 in 

Asia, the family size has been growing without any addition to the income. Most of the 

rural people suffer from poor health due to starvation, lack of immunisation, poor 

hygiene and sanitation. Over 25% villages do not have year-round supply of drinking 

water and about 75% of the potable water sources are polluted. Consumption of polluted 

water is the main cause of illness particularly during the rainy season. Medical and 

immunisation services do not reach remote villages. There is a need to create awareness 



 41 

on sanitation and establish linkage with the Primary Health Centres, operated by the 

Government.  

 

Illiteracy and Indebtedness: Illiteracy in rural areas is high particularly among women, 

varying from 55% to 75%. This has a direct bearing on employment, income, child care 

and education. While many migrate in distress to cities, the rest live in chronic poverty. 

They often try to forget their problems by consuming alcohol. They lose confidence in 

others as well in their ability to live a decent life. This is a vicious cycle. 

 

Lack of Confidence: As a result of complex problems, the poor farmers have 

experienced bitterness while availing assistance from the development agencies. Many 

scientists and agricultural extension specialists have approached the farmers in the past 

with new technologies, many of which failed due to lack of inputs or technologies. Others 

have approached the farmers with an ulterior motive of exploitation and cheated them. 

Hence, the farmers have lost confidence in outsiders as well as in them. They are not 

prepared to listen to the extension officers of development organisations anymore. They 

feel comfortable depending on the relief work provided to them either by the Government 

or other donor agencies.  

 

This can be referred to as mental or psychological poverty. It is therefore imperative to 

address the problems of mental poverty before tackling rural poverty. Many voluntary 

agencies are currently engaged in motivation and capacity building of the poor to enable 

them to participate in various development programmes. To ensure food security and 

rural prosperity, it is necessary to address the above problems. Various grassroot level 

organisations can facilitate the local communities to overcome these problems and earn 

their livelihood. Looking to the nature of problems, many innovative organisations have 

emerged in the field. The role of such organisations should be assessed and further 

strengthened for wider replication. 

 

2.6.2 Grassroot Level Organisations for Sustainable Development 

 
The development programme should be able to identify suitable solutions for the above 

problems, based on available resources and technologies. However involvement of the 

target families in taking active part in development and sustaining the programme beyond 

the project is necessary for ensuring success, apart from reviving the infrastructure for 

delivering critical services, developing the capacity of the target groups and arranging for 

procurement and distribution of essential inputs and marketing of the produce. Farmers 

should be oriented to make a swift forecast of the demand for various commodities and 

exploit the opportunities. There is good scope for setting up market outlets to reach the 

customers without involving many middlemen. Such agencies can support farmers with 

seeds of improved varieties, finance and other critical inputs for optimising their crop 

yields. 

 

Marketing services are presently provided by the Agricultural Marketing Boards, Milk 

Cooperatives and Federations which are inefficient and politically oriented. Many of 

these cooperatives are not competent and controlled by vested interests at the cost of 
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overlooking the interests of its members. Very often, they end up in losses because of 

mis-management and their inability to compete with private traders, who indulge in 

unfair trade practices. In this process, innocent farmers suffer heavily. Presently, only a 

few Farmers, Organisations, Sugar Cooperatives, Milk Unions, Fruit growers 

Cooperatives, Coffee and Tea Growers Associations, etc. are fairly successful because of 

their professional approach to manage the business. The strength of these organisations 

can be extended to other crops in different regions. Development of village level farmers 

organisations which can directly deal with reliable business houses or trade outlets should 

also be encouraged. To establish such linkages, village level growers. Organisations will 

have to be strengthened. Industries can play a significant role in strengthening such 

market oriented village level organisations. 

 

Facilitation for credit disbursement in rural areas has been long recognised by the policy 

makers. However, provision was made only to meet the needs of agricultural production 

and not their financial needs. Credit cooperatives were established to disburse the credit. 

However, many of these credit societies are not functional and many farmers who have 

availed of loans have turned defaulters. With the failure of these organisations, new 

organisations such as SHGs, micro-finance organisations, users groups and growers 

associations have emerged. 

 

2.6.3 Linkage of Grassroot Level Organisations 
 

Important Organisations existing in rural areas are the Gram Panchayat, Anganawadis, 

primary and secondary schools, Primary Health Centre, veterinary hospital, Banks and 

cooperatives for credit and input supplies and the office of the Village LevelWorker for 

Agricultural Extension. Except for the Cooperatives, the other organisations are 

supported and controlled by the State Government.  

 

One veterinary hospital which is expected to provide health care and breeding services 

covers about 10.15 villages. However, the services provided are often unsatisfactory. 

With the 73rd Amendment of the Indian Constitution, the role of the Gram Panchayat has 

become predominant in implementing almost all the development programmes launched 

by the Government. The intention of the Government is to empower the local bodies at 

the grassroot level to promote micro-level planning, implement various need based 

development programmes and ensure transparency. The Gram Panchayats are expected to 

develop their plans through a participatory approach and discuss such plans in the Gram 

Sabha. The Gram Sabha is expected to act as the watch dog and monitor the programmes 

implemented by the Gram Panchayat and other organisations. 

 

Although the Gram Panchayats have the responsibility of implementing various 

development programmes, they are not equipped with necessary staff and skills for 

implementation. In such a situation, the work is assigned to contractors having close link 

with powerful members in the Panchayat. Instead, such responsibilities can be undertaken 

by People.s Organisations, with greater efficiency. This practice is ideal for ensuring 

transparency in all public dealings while providing opportunity for the local people to 
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generate additional employment. The members of the Gram Sabha and strong local 

organisations can influence the Gram Panchayats to adopt such a system. 

 

Agricultural extension services are presently being provided by the Zilla Panchayat 

through Gram Sevaks. However, most of them are ineffective in dealing with farmers 

who are located far away and least receptive. Thus, the technology transfer in backward 

areas is extremely slow. Cooperative credit societies were promoted to ensure credit 

needs of farmers. However, most of the efforts to disburse bank loans to farmers either 

directly or through cooperative societies in the past have not been successful due to lack 

of motivation and inadequate pressure from their peer groups. Hence, to overcome the 

problems of finance, self help groups and micro-finance institutions are being promoted 

during recent years. 

 

Generally, a Self Help Group (SHG) of 10-20 farmers can be an effective non-formal 

organisation to provide essential services and facilities to the members. The SHGs of 

homogeneous groups, separate for men and women are more efficient. These groups can 

start with savings and micro-credit. Subsequently, they can plan for promoting micro-

enterprises by individual families as well as by the group. They can also organise 

procurement of agricultural inputs, credit, technical services and marketing of the 

produce. Several SHGs can jointly form a village level or block level Farmers.  

 

Association or Cooperative Federation organises technology transfer, processing, 

marketing and other services. In many of the villages where BAIF is implementing the 

development programme, the village level committees have initiated several services to 

facilitate the SHGs to expand their micro-enterprises. In Maharashtra, several farmers 

groups involved in marketing of milk are able to independently hire the services of 

veterinarians and avail of livestock breeding and health care services, while farmers in 

many other states are still dependent on Government assistance for similar services. 

However, it has been observed that the SHGs and Users. Groups are generally active in 

the initial stage, because all the members are able to take benefit of their group for 

socioeconomic benefits.  

 

The external facilitating agencies are also very supportive in the initial stage. Gradually, 

as the members are able to take advantage of their group for individual economic 

development, they neither have time nor interest in their organisation. Hence, the 

effectiveness and efficiency of these POs tapers down gradually. To overcome this 

problem, it is better if the POs assign various services and assignments to individuals, 

particularly the unemployed youth who have the capacity to manage the work efficiently. 

The services provided by these individual entrepreneurs can be monitored by the 

representatives of POs. In this way, the Pos can serve their members better and devote 

their energy for monitoring the functions of the Gram Panchayat, Financial Institutions 

and other external agencies. Voluntary Organisations working at the block level can play 

a significant role in capacity building of the SHGs and Farmers. Organisations and 

facilitate a close link between the SHGs and Gram Panchayat.  
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NGOs are good in motivating the poor farmers to build their capabilities to participate in 

various development programmes. They can also help the SHGs to organise processing 

and marketing of the produce through various industries and consumer organisations. 

Presently, water users, organisations, various fruit growers organisations and Dairy 

Cooperatives are functioning efficiently. The reason for their success is their direct 

linkage with livelihood. Food insecurity and poverty being the major problems of the 

rural communities, agriculture and agro-based activities were given priority. These 

organisations need to have strong linkages with various support organisations such as 

Technology Development Institutions and Financial Institutions, Industries and Market 

outlets to sustain their efficiency and utility. As the members of the SHGs and farmers 

Organisations form the Gram Sabha, these enlightened members take active part in the 

deliberations of the Gram Sabha.  

 

The office bearers of various village level organisations such as cooperative societies, 

banks, mahila mandals, youth groups, farmers. associations and voluntary agencies 

should take part in meetings and influence the Gram Panchayat to implement various 

development programmes through POs. Some of these institutions can also assume the 

role of facilitators of the Gram Sabha and form a link between the Gram 

Panchayat and Gram Sabha With good linkage with various institutions at the village 

level, the community will be able to monitor the services provided by the Government 

and take maximum advantage for their economic development. Any shortfall in the 

services can be arranged through private entrepreneurs. There are instances where the 

members of the village self-help groups monitored the attendance of school teachers and 

Anganwadis and health workers. Such groups have prevented vested interests from 

mismanaging the Gram Panchayat. This can be possible where the POs have established a 

strong linkage with other organisations, horizontally and vertically. 

 

2.7 NGO’S AND PRESSURE GROUPS  

2.7.1 Non-governmental organizations (NGOs) 

Non-governmental organizations (NGOs) have played a major role in pushing for 

sustainable development at the international level. Campaigning groups have been key 

drivers of inter-governmental negotiations, ranging from the regulation of hazardous 

wastes to a global ban on land mines and the elimination of slavery.But NGOs are not 

only focusing their energies on governments and inter-governmental processes. With the 

retreat of the state from a number of public functions and regulatory activities, NGOs 

have begun to fix their sights on powerful corporations - many of which can rival entire 

nations in terms of their resources and influence. 

Aided by advances in information and communications technology, NGOs have helped to 

focus attention on the social and environmental externalities of business activity. 

Multinational brands have been acutely susceptible to pressure from activists and from 

NGOs eager to challenge a company's labour, environmental or human rights record. 

Even those businesses that do not specialize in highly visible branded goods are feeling 
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the pressure, as campaigners develop techniques to target downstream customers and 

shareholders. 

In response to such pressures, many businesses are abandoning their narrow Milton 

Friedmanite shareholder theory of value in favour of a broader, stakeholder approach 

which not only seeks increased share value, but cares about how this increased value is to 

be attained.Such a stakeholder approach takes into account the effects of business activity 

- not just on shareholders, but on customers, employees, communities and other 

interested groups.There are many visible manifestations of this shift. One has been the 

devotion of energy and resources by companies to environmental and social affairs. 

Companies are taking responsibility for their externalities and reporting on the impact of 

their activities on a range of stakeholders. 

Nor are companies merely reporting; many are striving to design new management 

structures which integrate sustainable development concerns into the decision-making 

process.Much of the credit for creating these trends can be taken by NGOs. But how 

should the business world react to NGOs in the future? Should companies batten down 

the hatches and gird themselves against attacks from hostile critics? Or should they hold 

out hope that NGOs can sometimes be helpful partners? 

For those businesses willing to engage with the NGO community, how can they do so? 

The term NGO may be a ubiquitous term, but it is used to describe a bewildering array of 

groups and organizations - from activist groups 'reclaiming the streets' to development 

organizations delivering aid and providing essential public services. Other NGOs are 

research-driven policy organizations, looking to engage with decision-makers. Still others 

see themselves as watchdogs, casting a critical eye over current events. 

They hail from north and south and from all points in between - with the contrasting 

levels of resources which such differences often imply. Some are highly sophisticated, 

media-savvy organizations like Friends of the Earth and WWF; others are tiny, grassroots 

collectives, never destined to be household names.Although it is often assumed that 

NGOs are charities or enjoy non-profit status, some NGOs are profit-making 

organizations such as cooperatives or groups which lobby on behalf of profit-driven 

interests. For example, the World Trade Organization's definition of NGOs is broad 

enough to include industry lobby groups such as the Association of Swiss Bankers and 

the International Chamber of Commerce. 

Such a broad definition has its critics. It is more common to define NGOs as those 

organizations which pursue some sort of public interest or public good, rather than 

individual or commercial interests.Even then, the NGO community remains a diverse 

constellation. Some groups may pursue a single policy objective - for example access to 

AIDS drugs in developing countries or press freedom. Others will pursue more sweeping 

policy goals such as poverty eradication or human rights protection. 

However, one characteristic these diverse organizations share is that their non-profit 

status means they are not hindered by short-term financial objectives. Accordingly, they 
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are able to devote themselves to issues which occur across longer time horizons, such as 

climate change, malaria prevention or a global ban on landmines. Public surveys reveal 

that NGOs often enjoy a high degree of public trust, which can make them a useful - but 

not always sufficient - proxy for the concerns of society and stakeholders. 

Not all NGOs are amenable to collaboration with the private sector. Some will prefer to 

remain at a distance, by monitoring, publicizing, and criticizing in cases where 

companies fail to take seriously their impacts upon the wider community. However, 

many are showing a willingness to devote some of their energy and resources to working 

alongside business, in order to address corporate social responsibility. 

To learn more about what these partnerships look like, go to 'Opposites attract' using the 

menu on the left. There, NGO-business relations expert Jem Bendell explores several 

NGO-business relationships and explains how the new wave of partnerships differs from 

old-style corporate philanthropy. 

2.7.2 Pressure Groups  

 

In the pluralist model of democracy, pressure groups play an essential role. Political 

parties cannot provide adequate representation for the full range of diverse interests and 

opinions in a modern democracy because their key function is to aggregate interests into 

a coherent political entity capable of governing the country. Pressure groups enable 

particular interests and causes to be heard and to exert influence in public decision and 

decision-making. Yet it is precisely the representation of specialist interests and of single 

issues which may give cause for concern, both in terms of the methods used to achieve 

objectives and of the undue power and influence which particular lobbies can exert. 

 

Pluralists believe that pressure groups overcome the democratic deficit that builds up as 

most people political participation is to cast a vote every five years, this leading to people 

having little or no influence over decisions made between elections, and minority views 

not being represented. Pressure groups increase participation and access to the political 

system, thereby enhancing the quality of democracy. They complement and supplement 

electoral democracy in two main ways: first, by providing an important mechanism by 

which citizens can influence government between elections; and second by enabling 

opinions to be weighed as well as counted. 

 

Pressure groups improve the quality of government. Consultation with affected groups is 

the rational way to make decisions in a free society. It makes government more efficient 

by enhancing the quality of the decision making process - the information and advice 

provided by groups helps to improve the quality of government policy and legislation. 

Pressure groups are a product of freedom of association, which is a fundamental principle 

of liberal democracy. Freely operating pressure groups are essential to the effective 

functioning of liberal democracy in three main ways: they serve as vital intermediary 

institutions between government and society; they assist in the dispersal of political 

power; and they provide important counterweights to balance the concentration of power. 
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Pressure groups enable new concerns and issues to reach the political agenda, thereby 

facilitating social progress and preventing social stagnation.  

 

Pressure groups increase social cohesion and political stability by providing a safety-

valve outlet for individual and collective grievances and demands. 

Pressure groups assist the surveillance of the government by exposing information it 

would rather keep secret, thereby reinforcing and complementing work of opposition 

through political parties. Pressure groups thereby improve the accountability of decision 

makers to electorates. 

 

Although few people would deny that pressure groups play an important role in British 

politics, critics have argued that this role may not be the one suggested by the pluralist 

model. 

 

Pressure groups improve participation, but in an unequal way, benefiting the well 

organised but disadvantaging the weakly organised. In this sense, they work against - not 

in favour of - the public interest. Pressure groups themselves may not be representative of 

their members. Their officers are not usually elected. Few groups have procedures for 

consulting their members. As a result, the views expressed by group officials may not be 

shared by the groups members. 

 

Although the views of pressure groups may sometimes be considered, they are likely to 

be ignored if they do not confirm with the ideology or agenda of the decision makers. 

Pressure group activity gives people hope that they can make a difference. This hope is a 

distraction. The ruling class would rather that people put their energies into pressure 

group activities, which do not question the fundamentals of the system than into political 

activity, which seriously challenges the right of the elite to govern. 

Group opposition can slow down or block desirable changes, thereby contributing to 

social immobilizations. Large-scale demonstrations mounted by any group may lead to 

unpleasant clashes without the police, sometimes involving militants with their own 

agenda. This level of civil disobedience cannot be justified in today‘s democratic system. 

Pressure groups are an essential dimension of any democracy, yet they can endanger 

democracy if sectional groups undermine the public interest or if the methods they use 

are corrupt or intimidating. 

 

The different types of pressure groups found in India are business groups, trade unions, 

peasant groups, student groups, teachers' association, caste and religious associations, 

women's associations, etc. 

 

The Business Groups 

The Business group is the most important and organised pressure group in India. They 

are also most effective. They are independent of the political parties that exist and they 

have enough resources with which they can safeguard their interests. Business 

associations have existed in India even before Independence. The important business 

groups include the Confederation of Indian Industry (CII), Federation of Indian 

Chambers of Commerce and lndustry (FICCI) and Associated Chamber of Commerce. 
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They exert varied kinds of pressures; they try to influence planning, licensing bodies and 

economic ministries. Some businesspersons are always there in different legislatures at 

the Central as well as State level. Every Ministry of the Government of India tias some 

kind of consultative committee and business groups are represented there. During pre-

budget meetings the Finance Ministry interacts with the groups, to secure suitable inputs 

which helps in budget formulation. 

 

Trade Unions 

The Indian Trade union movement has rapidly developed. The trade unions were present 

prior to Independence. Under communist influence, the All India Trade Union Congress 

(AITUC) was established in 1920s. The emergence of the communist movement also 

played an important role in the growth of trade unions in India. In 1948, the Indian 

National Trade Union Congress (INTUC) was established. Trade Unions in India are 

closely affiliated with the political parties; many national political parties have got their 

own federations of trade unions. In fact no amount of independence from political parties 

exists in trade unions. They seem to have been able to exert significant pressure at the 

policy formulation level and their strength is well recognised by political parties and 

government.  

 

The trade unions when required can be very vocal and militant in their actions to meet 

their demands. They work through the weapon of strike and have been able to achieve 

monetary gains in terms of wage increase, bonus, change in wage structure, etc. These 

types of pressure groups have been able to encourage class consciousness and class 

solidarity among the workers. We have witnessed over the past few years the trade 

unions resorting to demonstrations, during the disinvestment by the government in public 

sector undertakings over the past few years. lnspite of certain institutional limitations, 

such as, ideological differences, internal splits, external pressures, lack of international 

backing, the trade unions exert significant pressure at various levels of policy 

formulation. 

 

Peasants Organisations 

The rise of peasants groups in India has been mainly due to abolition of Zamindari 

System, implementation of Panchayati Raj, land reform measures, Green Revolution 

Movement. They gained power since 1960s. In 1936, the All India Kisan Sabha was 

established and after 1942 the Communist Party of India acquired control over it. 

Different parties have got their own peasant organisations. Like the trade unions, there is 

no peasant organisation which may be independent of party control, though at the State 

level, their organisations are non-political, independent of the political parties and 

homogenous. The agriculturists are mainly organised more in regional or local class 

unions than on all-India basis. Even though there are some important All India Kisan 

Associations like All India Kisan Congress, All India Kisan Kamgar Sammelan, Akhil 

Bharatiya Kisan Sangh, peasant groups have been mainly organised on territorial basis. 

Their demands relate to procurement prices of agricultural products, fertiliser subsidy, 

tenancy rights, electricity charges, etc. The Bharatiya Kisan Party (BKP) in Western U.P. 

is considered the most significant pressure group. The interplay of language, caste factor, 
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weak financial positions, etc. has been greatly responsible for non-emergence of national 

level pressure groups. 

 

Students Organisations 

The student organisations in India have also acted as pressure groups both prior to 

Independence and after Independence. The All Bengal Students Association was formed 

in 1928. The All India Students Federation (AISF) was established in 1936. After 

Independence the political parties continue to be affiliated with student organisations. 

The All India Students Congress and later on the National Students Union of India 

(NSUI) are affiliated to the Congress Party. The All India Students Federation and 

Students Federation of India (SFI), are controlled by Communist Party of India. The 

Radical Students Union, Democratic Students Union, Akhil Bharatiya Vidyarthi Parishad 

(ABVP) etc. are all affiliated to different political parties. They try to pressurize 

governmental policy on various crucial issues; their activities are not just confined to 

educational issues. Like the students organisations we also have teachers' associations. 

 

Community Associations 

Apart from these there are various community associations in India. These community 

groups are organised on the basis of caste, class and religion. Some examples of caste 

organisations are Scheduled Caste Federation, Backward Caste Federation, etc. Amongst 

other organisations there are some like Vishwa Hindu Parishad, Northern and Southern 

India Christian Conference, etc. which represent interests that are supposed to safeguard 

their respective religions. 

 

Activity 2  

 

1. Throw light on sustainable development in context of India.  

2. Discuss the role of state government and higher education institutions in 

promoting sustainable development. 

3. Explain planning failures and suggest measures to overcome these pitfalls. 

4. write short notes on NGO‘s and pressure groups 

 

 

2.8 SUMMARY 
 

Sustainable development is discussed in this unit as a pattern of resource use that aims to 

meet human needs while preserving the environment so that these needs can be met not 

only in the present, but also for future generations. Followed by introduction sustainable 

development and its relevance in Indian economy have been clarified. Role of State 

government in managing sustainable development was the next area of concern. Further 

the role of higher education institutions in promotion sustainable development was 

focused as education for sustainable development is a ―dynamic concept that 

encompasses a new vision of education that seeks to empower people of all ages to 

assume responsibility for creating and enjoying a sustainable future.Planning and 

strategies implemented to achieve sustainable development and growth also revealed. 

The next area of discussion was the development of grass root panchayats and their 

http://en.wikipedia.org/wiki/Environment_(biophysical)
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contribution in sustainable development was unraveled. Finally how NGO‘s and pressure 

groups play vital role in encouraging development has been discussed. 
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UNIT 3 

ECONOMIC REFORMS IN INDIA 

Objectives 

After studying this unit you should be able to: 

 Understand the economic reforms in India and their phases 

 Analyze the rationale for internal and external reforms 

 Have the knowledge of globalization and its impacts on Indian society and 

economy 

 Know the concerns of world trade organisation for development of Indian 

economy 

Structure 

 
3.1 Introduction 

3.2 Economic reforms – the overview 

3.3 Rationale for internal and external reforms  

3.4 Globalisation  

3.5 India and the world trade organisation 

3.6 WTO‘s concerns for India  

3.7 Summary  

3.8 Further readings 

 

3.1 INTRODUCTION  

The economic liberalization in India refers to ongoing reforms in India that started in 

1991. After Independence in 1947, India adhered to socialist policies. In the 1980s, Prime 

Minister Rajiv Gandhi initiated some reforms. In 1991, after the International Monetary 

Fund (IMF) had bailed out the bankrupt state, the government of P. V. Narasimha Rao 

and his finance minister Manmohan Singh started breakthrough reforms. The new 

policies included opening for international trade and investment, deregulation, initiation 

of privatization, tax reforms, and inflation-controlling measures. The overall direction of 

liberalization has since remained the same, irrespective of the ruling party, although no 

party has yet tried to take on powerful lobbies such as the trade unions and farmers, or 

contentious issues such as reforming labor laws and reducing agricultural subsidies.  

As of 2009, about 300 million people — equivalent to the entire population of the United 

States — have escaped extreme poverty. The fruits of liberalization reached their peak in 

2007, with India recording its highest GDP growth rate of 9%. With this, India became 

the second fastest growing major economy in the world, next only to China. An 

Organisation for Economic Co-operation and Development (OECD) report states that the 

http://en.wikipedia.org/wiki/Economy_of_India
http://en.wikipedia.org/wiki/Socialist
http://en.wikipedia.org/wiki/Rajiv_Gandhi
http://en.wikipedia.org/wiki/International_Monetary_Fund
http://en.wikipedia.org/wiki/International_Monetary_Fund
http://en.wikipedia.org/wiki/P._V._Narasimha_Rao
http://en.wikipedia.org/wiki/Manmohan_Singh
http://en.wikipedia.org/wiki/Deregulation
http://en.wikipedia.org/wiki/Privatization
http://en.wikipedia.org/wiki/Labor_laws_in_India
http://en.wikipedia.org/wiki/Subsidies_in_India
http://en.wikipedia.org/wiki/Poverty_in_India
http://en.wikipedia.org/wiki/Organisation_for_Economic_Co-operation_and_Development
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average growth rate 7.5% will double the average income in a decade, and more reforms 

would speed up the pace.  

Indian government coalitions have been advised to continue liberalization. India grows at 

slower pace than China, which had liberalised economy in 1978. McKinsey states that 

removing main obstacles "would free India‘s economy to grow as fast as China‘s, at 10 

percent a year". 

3.2 ECONOMIC REFORMS - THE OVERVIEW 

 
The economy of India is one of the fastest growing economies in the world. Since its 

independence in the year 1947, a number of economic policies have been taken which 

have led to the gradual economic development of the country. On a broader scale, India 

economic reform has been a blend of both social democratic and liberalization policies.  

 

3.2.1 Economic reforms during the post independence period  

The post independence period of India was marked by economic policies which tried to 

make the country self sufficient. Under the economic reform, stress was given more to 

development of defense, infrastructure and agricultural sectors. Government companies 

were set up and investment was done more on the public sector. This was made to make 

the base of the country stronger. To strengthen the infrastructure, new roads, rail lines, 

bridges, dams and lots more were constructed.  

During the Five Years Plans initiated in the 1950s, the economic reforms of India 

somewhat followed the democratic socialist principle with more emphasis on the growth 

of the public and rural sector. Most of the policies were meant towards the increase of 

exports compared to imports, central planning, business regulation and also intervention 

of the state in the finance and labor markets. In the mid 50&apos;s huge scale 

nationalization was done to industries like mining, telecommunications, electricity and so 

on.  

 

3.2.2 Economic Reforms during 1960s and 1980s 

 
During the mid 1960&apos;s effort was made to make India self sufficient and also 

increase the production and export of the food grains. To make the plan a success, huge 

scale agricultural development was undertaken. The government initiated the ‗Green 

Revolution‘ movement and stressed on better agricultural yield through the use of 

fertilizers, improved seed and lots more. New irrigation projects were undertaken and the 

rural banks were also set up to provide financial support to the farmers.  

 

The first step towards liberalization of the economy was taken up by Rajib Gandhi. After 

he became the Prime Minister, a number of restrictions on various sectors were eased, 

control on pricing was removed, and stress was given on increased growth rate and so on.  

http://en.wikipedia.org/wiki/People%27s_Republic_of_China
http://en.wikipedia.org/wiki/Economic_reform_in_the_People%27s_Republic_of_China
http://en.wikipedia.org/wiki/McKinsey
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3.2.3 Economic Reforms during 1990s to the present times  

 

Due to the fall of the Soviet Union and the problems in balance of payment accounts, the 

country faced economic crisis and the IMF asked for the bailout loan. To get out of the 

situation, the then Finance Minister, Manmohan Singh initiated the economic liberation 

reform in the year 1991. This is considered to be one of the milestones in India economic 

reform as it changed the market and financial scenario of the country. Under the 

liberalization program, foreign direct investment was encouraged, public monopolies 

were stopped, and service and tertiary sectors were developed. 

 

Since the initiation of the liberalization plan in the 1990s, the economic reforms have put 

emphasis on the open market economic policies. Foreign investments have come in 

various sectors and there has been a good growth in the standard of living, per capital 

income and Gross Domestic Product.  

 

Due to the global meltdown, the economy of India suffered as well. However, unlike 

other countries, India sustained the shock as an important part of its financial and banking 

sector is still under government regulation. Nevertheless, to cope with the present 

situation, the Indian government has taken a number of decisions like strengthening the 

banking and tertiary sectors, increasing the quantity of exports and lots more. 

 

3.3 RATIONALE OF INTERNAL AND EXTERNAL REFORMS 
 

The Indian National Congress regained political power after elections to Parliament in 

June 1991. Within a few days of its getting in power a package of new economic policies 

was announced. The proposed policy frame was radically different, in approach and 

content, from the one India had pursued ever since it‘s gaining political independence. 

 

The new policy package was delivered swiftly in order to complete the process of 

changeover so as not to permit consolidation of any likely opposition to implementation 

of the new policies. The strategy was to administer 'shock therapy' to the economy. The 

new policies did not come from the Party's election manifesto of 1991 for which the Party 

sought support of the Indian voters. The policy package also did not get discussed at any 

major organisational or Parliamentary forum. It was a surprise move for many in the 

Cabinet too, what to speak of State Chief Ministers or other State level functionaries.  

 

There was no debate among officials or economists prior to the official adoption. A 

number of distinguished personalities in business and industry, however, expressed 

approval and support to the new policies. The press and the government-controlled mass 

media were pressed into service to assert that the country needed to opt for 'market 

oriented policies' as most misfortunes of the country were linked to extensive state 

controls and interventions. TINA: 'There is No Alternative' to the New Economic Policy 

(NEP) was the assertion. 
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The reforms package was projected as an indigenous product. The package had been in 

use for many years in a number of Latin American and African countries and had been 

known by differing connotations such as 'Washington Consensus', `Structural Adjustment 

Programme' and liberalisation. The World Bank and the IMF never denied their 

contribution in this regard. The Indian media, however, projected it as 'Manmohanomics', 

after the name of the then Finance Minister. All criticism of the new economic policy was 

snubbed.  
 

The entire state machinery was put on the public relations job5. Ministers were advised to 

exploit all opportunities to 'educate public' on the merits of the policy reforms.6 Advisory 

committees and expert groups supposed to deliberate on policies and programmes were 

packed with sycophants and favourites. It was asked: why should public resources is 

wasted in hearing criticism? Most critics were left out of the consultation and decision-

making processes. They were either dubbed as irrelevant or were described as living in 

the Stone Age! A few distinguished Non-Resident Indian economists were invited for 

short visits to India to lecture on the merits of `free market'. The swift and speedy 

adoption of new policies paid dividends. It took time for many to grasp the true nature 

and full implications of the new policy changes and therefore opposition did not surface 

immediately. 

 

Lack of critical debate on the issue and yielding of no space for honest opposition led to 

the emergence of a conformist culture in administration, politics, media and worst of all 

in academics. There were close similarities to the emergency days of the mid- 'seventies. 

The result: isolation of the ruling party and adoption of a variety of policies which did not 

relate to the problems of the Indian economy. Concentration of political power resulted 

into excessive misuse of the state machinery. And, thus came the era of scams, 

favouritism and corruption. The five-year rule of the Congress was full of scandals. The 

party's performance at the 1996 Parliamentary elections was miserable. 

The party has to answer a lot of the corruption charges, involving directly those who 

occupied top political positions. Many of the happenings of the post-1991 phase would 

probably remain riddles. 

 

For instance: why were the normal democratic and political processes set aside and not 

permitted to operate freely? Why was the liberalisation package projected as a 'home 

grown' product? Was it an intellectual bankruptcy or a newly acquired faith? The speed 

with which the policy package was rushed through made it abundantly clear that the form 

and the style of functioning were essentially undemocratic. The new economic policy did 

not originate out of an analysis of the data and information or a well thought-out 

development perspective. The policy changes did not address themselves to the real 

problems before the nation and the people. 

 

3.3.1 External Pressure 
 

There are evidences to suggest that adoption of the new economic policy was done under 

pressure from the multilateral agencies. The communication dated November 12, 1991 by 

Lewis T. Preston of the World Bank brings out the close relationship between the loan 
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sanctioned by the World Bank and IDA to the Government of India and in turn their 

expectations from the latter. We quote:  

 

The proposed Structural Adjustment Loan/Credit (SAL/SAC) would support the initial 

phase of the Government's program of macroeconomic stabilization and structural 

reform. In addition to a major fiscal adjustment effort, the main areas covered by the 

program are: 

i) deregulation of domestic industry and promotion of foreign direct investment; 

ii) Liberalization of the trade regime; 

iii) Reform of domestic interest rates coupled with measures to strengthen capital markets 

and institutions; and 

iv) Initiation of public enterprise reform. 

 

The adjustment policies being supported by the SAL/SAC in conjunction with an IMF 

stand-by arrangement will restore macroeconomic balance and strengthen external credit 

worthiness. The Government's reform measures would initiate the opening up of the 

economy and would also alter fundamentally the parameters of public-private interaction 

in a manner that would promote domestic competition, improve the incentive system, and 

would foster sustained growth with raising productivity. 
 

 However, to ensure that the Indian Government must pursue the proposed policies, a 

mechanism for monitoring the Adjustment Programme was visualised in the following 

manner. The adjustment program is being coordinated by the Department of Economic 

Affairs, Ministry of Finance. The proposed operation requires monitoring of the 

consistency of macroeconomic framework, as outlined in the Letter of Development 

Policy, and the implementation of specific actions detailed in paragraph 98. The 

monitoring of macroeconomic performance in particular will be closely coordinated with 

the IMF. The Bank/Association will also monitor the implementation and progress of 

reform actions through a mid-term consultation to be held prior to end-January 1992. In 

addition to serving as a catalyst to promote greater coordination among the various line 

ministries to which the SAL/SAC program relates, the review would provide a forum to 

discuss with the authorities the recommendations of several high level committees 

established by the Government and their incorporation, to the extent appropriate, in the 

1992/93 Budget'. 

 

 

Provision for an institutional mechanism to permit participation by the multilateral bodies 

in India's national budget-making exercises is reasonably suggestive. Contrary to the 

perceptions held by most well-meaning Indians a different view was advocated 

suggesting that the IMF and World Bank are agencies which are not that of aliens. It was 

asserted that the IMF and the World Bank were as much Indian institutions as that of any 

other nation. These are like cooperatives established to help developing nations, it was 

argued. 

 

This line of argument was also accompanied by a question: Why should not India accept 

advice if it helped its economy to grow faster? Unfortunately, the advice of the World 

Bank or IMF was accepted without testing its objectivity against the past experiences and 
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other contemporary empirical evidences. It may be recalled how the IBRD and IMF do 

not function in terms of the practice of `one nation one vote'. The developed nations 

exercise 59.76 per cent voting rights in the Bank. The same is true of the IMF. Under the 

IMF rules additional funding for the IMF requires an 85 per cent vote in the governing 

body. Therefore, "the U.S. with a 19 per cent vote can block any change". The U.S. plays 

an important role in the multilateral bodies. In this regard a report of the U.S. Department 

of the Treasury outlines the expected role of multilateral institutions like the World Bank 

and the IMF. 

 

The report seeks to provide an official evaluation of the policies and operations of the 

multilateral development banks (MDBs). The four institutions studied are: the World 

Bank Group, the Inter-American Development Bank (IDB), and the Asian Development 

Bank (ADB) and the African Development Bank (AFDB). 

 

One should also ask some other questions: Were all the policies followed hitherto 

(sometimes known as Nehruvian model) so flawed that they should be summarily 

dumped? If so, how could countries like Japan and Korea which adopted similar policies 

towards protection, foreign capital and technology succeed? If, on the other hand, the 

policies were well-conceived and the failure could be traced to their faulty 

implementation who should take the blame? It is in this vein that we need to have an 

objective assessment of the causes for India becoming a large debtor nation, being 

brought to a near insolvency situation on the BOP account. 

 

3.4 GLOBALISATION 

Indian economy had experienced major policy changes in early 1990s. The new 

economic reform, popularly known as, Liberalization, Privatization and Globalization 

(LPG model) aimed at making the Indian economy as fastest growing economy and 

globally competitive. The series of reforms undertaken with respect to industrial sector, 

trade as well as financial sector aimed at making the economy more efficient. 

With the onset of reforms to liberalize the Indian economy in July of 1991, a new chapter 

has dawned for India and her billion plus population. This period of economic transition 

has had a tremendous impact on the overall economic development of almost all major 

sectors of the economy, and its effects over the last decade can hardly be overlooked. 

Besides, it also marks the advent of the real integration of the Indian economy into the 

global economy.  

This era of reforms has also ushered in a remarkable change in the Indian mindset, as it 

deviates from the traditional values held since Independence in 1947, such as self reliance 

and socialistic policies of economic development, which mainly due to the inward 

looking restrictive form of governance, resulted in the isolation, overall backwardness 

and inefficiency of the economy, amongst a host of other problems.  

Now that India is in the process of restructuring her economy, with aspirations of 

elevating herself from her present desolate position in the world, the need to speed up her 
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economic development is even more imperative. And having witnessed the positive role 

that Foreign Direct Investment (FDI) has played in the rapid economic growth of most of 

the Southeast Asian countries and most notably China, India has embarked on an 

ambitious plan to emulate the successes of her neighbors to the east and is trying to sell 

herself as a safe and profitable destination for FDI.  

Globalization has many meanings depending on the context and on the person who is 

talking about. Though the precise definition of globalization is still unavailable a few 

definitions are worth viewing, Guy Brainbant: says that the process of globalization not 

only includes opening up of world trade, development of advanced means of 

communication, internationalization of financial markets, growing importance of MNCs, 

population migrations and more generally increased mobility of persons, goods, capital, 

data and ideas but also infections, diseases and pollution.  

The term globalization refers to the integration of economies of the world through 

uninhibited trade and financial flows, as also through mutual exchange of technology and 

knowledge. Ideally, it also contains free inter-country movement of labor. In context to 

India, this implies opening up the economy to foreign direct investment by providing 

facilities to foreign companies to invest in different fields of economic activity in India, 

removing constraints and obstacles to the entry of MNCs in India, allowing Indian 

companies to enter into foreign collaborations and also encouraging them to set up joint 

ventures abroad; carrying out massive import liberalization programs by switching over 

from quantitative restrictions to tariffs and import duties, therefore globalization has been 

identified with the policy reforms of 1991 in India. 

3.4.1 The Important Reform Measures (Step Towards liberalization 

privatization and Globalization) 

Indian economy was in deep crisis in July 1991, when foreign currency reserves had 

plummeted to almost $1 billion; Inflation had roared to an annual rate of 17 percent; 

fiscal deficit was very high and had become unsustainable; foreign investors and NRIs 

had lost confidence in Indian Economy. Capital was flying out of the country and we 

were close to defaulting on loans. Along with these bottlenecks at home, many 

unforeseeable changes swept the economies of nations in Western and Eastern Europe, 

South East Asia, Latin America and elsewhere, around the same time. These were the 

economic compulsions at home and abroad that called for a complete overhauling of our 

economic policies and programs. Major measures initiated as a part of the liberalization 

and globalization strategy in the early nineties included the following: 

Devaluation: The first step towards globalization was taken with the announcement of 

the devaluation of Indian currency by 18-19 percent against major currencies in the 

international foreign exchange market. In fact, this measure was taken in order to resolve 

the BOP crisis 
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Disinvestment-In order to make the process of globalization smooth, privatization and 

liberalization policies are moving along as well. Under the privatization scheme, most of 

the public sector undertakings have been/ are being sold to private sector 

Dismantling of The Industrial Licensing Regime At present, only six industries are under 

compulsory licensing mainly on accounting of environmental safety and strategic 

considerations. A significantly amended locational policy in tune with the liberalized 

licensing policy is in place. No industrial approval is required from the government for 

locations not falling within 25 kms of the periphery of cities having a population of more 

than one million. 

Allowing Foreign Direct Investment (FDI) across a wide spectrum of industries and 

encouraging non-debt flows. The Department has put in place a liberal and transparent 

foreign investment regime where most activities are opened to foreign investment on 

automatic route without any limit on the extent of foreign ownership. Some of the recent 

initiatives taken to further liberalize the FDI regime, inter alias, include opening up of 

sectors such as Insurance (upto 26%); development of integrated townships (upto 100%); 

defense industry (upto 26%); tea plantation (upto 100% subject to divestment of 26% 

within five years to FDI); enhancement of FDI limits in private sector banking, allowing 

FDI up to 100% under the automatic route for most manufacturing activities in SEZs; 

opening up B2B e-commerce; Internet Service Providers (ISPs) without Gateways; 

electronic mail and voice mail to 100% foreign investment subject to 26% divestment 

condition; etc. The Department has also strengthened investment facilitation measures 

through Foreign Investment Implementation Authority (FIIA). 

Non Resident Indian Scheme the general policy and facilities for foreign direct 

investment as available to foreign investors/ Companies are fully applicable to NRIs as 

well. In addition, Government has extended some concessions especially for NRIs and 

overseas corporate bodies having more than 60% stake by NRIs 

Throwing Open Industries Reserved For The Public Sector to Private Participation. 

Now there are only three industries reserved for the public sector 

Abolition of the (MRTP) Act, which necessitated prior approval for capacity expansion 

The removal of quantitative restrictions on imports. 

The reduction of the peak customs tariff from over 300 per cent prior to the 30 per 

cent rate that applies now. 

Wide-ranging financial sector reforms in the banking, capital markets, and insurance 

sectors, including the deregulation of interest rates, strong regulation and supervisory 

systems, and the introduction of foreign/private sector competition. 

3.4.2 Impact of Globalization of Indian Economy 
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The novel Tale of Two Cities of Charles Dickens begins with a piquant description of the 

contradictions of the times: It was the best of times, it was the worst of times; it was the 

age of wisdom, it was the age of foolishness; it was the epoch of belief, it was the epoch 

of incredulity; we had everything before us, we had nothing before us 

At the present, we can also say about the tale of two Indias: We have the best of times; 

we have the worst of times. There is sparkling prosperity, there is stinking poverty. We 

have dazzling five star hotels side by side with darkened ill-starred hovels. We have 

everything by globalization, we have nothing by globalization. 

Though some economic reforms were introduced by the Rajiv Gandhi government (1985-

89), it was the Narasimha Rao Government that gave a definite shape and start to the new 

economic reforms of globalization in India. Presenting the 1991-92 Budget, Finance 

Minister Manmohan Singh said: After four decades of planning for industrialization, we 

have now reached a stage where we should welcome, rather fear, foreign investment. 

Direct foreign investment would provide access to capital, technology and market. 

In the Memorandum of Economic Policies dated August 27, 1991 to the IMF, the Finance 

Minister submitted in the concluding paragraph: The Government of India believes that 

the policies set forth in the Memorandum are adequate to achieve the objectives of the 

program, but will take any additional measures appropriate for this purpose. In addition, 

the Government will consult with the Fund on the adoption of any measures that may be 

appropriate in accordance with the policies of the Fund on such consultations. 

The Government of India affirmed to implement the economic reforms in consultation 

with the international bank and in accordance of its policies. Successive coalition 

governments from 1996 to 2004, led by the Janata Dal and BJP, adopted faithfully the 

economic policy of liberalization. With Manmohan Singh returned to power as the Prime 

Minister in 2004, the economic policy initiated by him has become the lodestar of the 

fiscal outlook of the government. 

3.4.3 The Bright Side of Globalization 

The rate of growth of the Gross Domestic Product of India has been on the increase from 

5.6 per cent during 1980-90 to seven per cent in the 1993-2001 period. In the last four 

years, the annual growth rate of the GDP was impressive at 7.5 per cent (2003-04), 8.5 

per cent (2004-05), nine per cent (2005-06) and 9.2 per cent (2006-07). Prime Minister 

Manmohan Singh is confident of having a 10 per cent growth in the GDP in the Eleventh 

Five Year Plan period. 

The foreign exchange reserves (as at the end of the financial year) were $ 39 billion 

(2000-01), $ 107 billion (2003-04), $ 145 billion (2005-06) and $ 180 billion (in February 

2007). It is expected that India will cross the $ 200 billion mark soon. 

The cumulative FDI inflows from 1991 to September 2006 were Rs.1, 81,566 crores (US 

$ 43.29 billion). The sectors attracting highest FDI inflows are electrical equipments 
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including computer software and electronics (18 per cent), service sector (13 per cent), 

telecommunications (10 per cent), transportation industry (nine per cent), etc. In the 

inflow of FDI, India has surpassed South Korea to become the fourth largest recipient. 

India controls at the present 45 per cent of the global outsourcing market with an 

estimated income of $ 50 billion. 

In respect of market capitalization (which takes into account the market value of a quoted 

company by multiplying its current share price by the number of shares in issue), India is 

in the fourth position with $ 894 billion after the US ($ 17,000 billion), Japan ($ 4800 

billion) and China ($ 1000). India is expected to soon cross the trillion dollar mark. 

As per the Forbes list for 2007, the number of billionaires of India has risen to 40 (from 

36 last year)more than those of Japan (24), China (17), France (14) and Italy (14) this 

year. A press report was jubilant: This is the richest year for India. The combined wealth 

of the Indian billionaires marked an increase of 60 per cent from $ 106 billion in 2006 to 

$ 170 billion in 2007. The 40 Indian billionaires have assets worth about Rs. 7.50 lakh 

crores whereas the cumulative investment in the 91 Public Sector Undertakings by the 

Central Government of India is Rs. 3.93 lakh crores only. 

3.4.4 The Dark Side of Globalization 

On the other side of the medal, there is a long list of the worst of the times, the foremost 

casualty being the agriculture sector. Agriculture has been and still remains the backbone 

of the Indian economy. It plays a vital role not only in providing food and nutrition to the 

people, but also in the supply of raw material to industries and to export trade. In 1951, 

agriculture provided employment to 72 per cent of the population and contributed 59 per 

cent of the gross domestic product. However, by 2001 the population depending upon 

agriculture came to 58 per cent whereas the share of agriculture in the GDP went down 

drastically to 24 per cent and further to 22 per cent in 2006-07. This has resulted in a 

lowering the per capita income of the farmers and increasing the rural indebtedness. 

The agricultural growth of 3.2 per cent observed from 1980 to 1997 decelerated to two 

per cent subsequently. The Approach to the Eleventh Five Year Plan released in 

December 2006 stated that the growth rate of agricultural GDP including forestry and 

fishing is likely to be below two per cent in the Tenth Plan period. 

The reasons for the deceleration of the growth of agriculture are given in the Economic 

Survey 2006-07: Low investment, imbalance in fertilizer use, low seeds replacement rate, 

a distorted incentive system and lo post-harvest value addition continued to be a drag on 

the sectors performance. With more than half the population directly depending on this 

sector, low agricultural growth has serious implications for the inclusiveness of growth. 

The number of rural landless families increased from 35 per cent in 1987 to 45 per cent in 

1999, further to 55 per cent in 2005. The farmers are destined to die of starvation or 

suicide. Replying to the Short Duration Discussion on Import of Wheat and Agrarian 
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Distress on May 18, 2006, Agriculture Minister Sharad Pawar informed the Rajya Sabha 

that roughly 1, 00,000 farmers committed suicide during the period 1993-2003 mainly 

due to indebtedness. 

 

In his interview to The Indian Express on November 15, 2005, Sharad Pawar said: The 

farming community has been ignored in this country and especially so over the last eight 

to ten years. The total investment in the agriculture sector is going down. In the last few 

years, the average budgetary provision from the Indian Government for irrigation is less 

than 0.35 percent. 

During the post-reform period, India has been shining brilliantly with a growing number 

of billionaires. Nobody has taken note of the sufferings of the family members of those 

unfortunate hundred thousand farmers. 

Further, the proportion of people depending in India on agriculture is about 60 % whereas 

the same for the UK is 2 %, USA 2 %and Japan 3 %. The developed countries, having a 

low proportion of population in agriculture, have readily adopted globalization which 

favors more the growth of the manufacturing and service sectors. 

About the plight of agriculture in developing countries, Nobel Prize-winning economist 

Joseph Stiglitz said: Trade agreements now forbid most subsidies excepted for 

agricultural goods. This depresses incomes of those farmers in the developing countries 

who do not get subsidies. And since 70 per cent of those in the developing countries 

depend directly or indirectly on agriculture, this means that the incomes of the developing 

countries are depressed. But by whatever standard one uses, todays international trading 

regime is unfair to developing countries.  

He also pointed out: The average European cow gets a subsidy of $ 2 a day (the World 

Bank measure of poverty); more than half the people in the developing world live on less 

than that. It appears that it is better to be a cow in Europe than to be a poor person in a 

developing country.  

Demoting Agriculture 

The Economic Survey reports released till 1991 contained the Chapters in the following 

order: (1) Introduction, (2) Agricultural Production, (3) Industrial Performance and 

Policies, (4) Infrastructure, (5) Human Resources, (6) Prices, Price Policy and Public 

Distribution System, (7) Fiscal Policy and Government Budget, (8) Monetary and Credit 

Developments, (9) The External Sector and (10) Problems and Prospects. 

In the Economic Survey 1991-92, Finance Minister Manmohan Singh recast the Chapters 

in the following order: (1) Introduction, (2) Public Finance, (3) Money and Credit, (4) 

Prices and Distribution, (5) Balance of Payments, (6) Industry, (7) Agriculture, (8) 

Infrastructure and (9) Social Sectors. 
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It is not known as to why the Finance Minister demoted the importance of agriculture that 

has about 90 per cent population from the second place to the seventh in the annual 

Economic Survey of the country. In a way does it symbolize the low importance 

deliberately given to the growth of the agriculture sector in the scheme of globalization? 

The number of rural landless families increased from 35 per cent in 1987 to 45 per cent in 

1999, further to 55 per cent in 2005. The farmers are destined to die of starvation or 

suicide. Replying to the Short Duration Discussion on Import of Wheat and Agrarian 

Distress on May 18, 2006, Agriculture Minister Sharad Pawar informed the Rajya Sabha 

that roughly 1, 00,000 farmers committed suicide during the period 1993-2003 mainly 

due to indebtedness. 

In his interview to The Indian Express on November 15, 2005, Sharad Pawar said: The 

farming community has been ignored in this country and especially so over the last eight 

to ten years. The total investment in the agriculture sector is going down. In the last few 

years, the average budgetary provision from the Indian Government for irrigation is less 

than 0.35 percent. 

During the post-reform period, India has been shining brilliantly with a growing number 

of billionaires. Nobody has taken note of the sufferings of the family members of those 

unfortunate hundred thousand farmers. 

Further, the proportion of people depending in India on agriculture is about 60 % whereas 

the same for the UK is 2 %, USA 2 %and Japan 3 %. The developed countries, having a 

low proportion of population in agriculture, have readily adopted globalization which 

favors more the growth of the manufacturing and service sectors. 

About the plight of agriculture in developing countries, Nobel Prize-winning economist 

Joseph Stiglitz said: Trade agreements now forbid most subsidies excepted for 

agricultural goods. This depresses incomes of those farmers in the developing countries 

who do not get subsidies. And since 70 per cent of those in the developing countries 

depend directly or indirectly on agriculture, this means that the incomes of the developing 

countries are depressed. But by whatever standard one uses, todays international trading 

regime is unfair to developing countries.  

He also pointed out: The average European cow gets a subsidy of $ 2 a day (the World 

Bank measure of poverty); more than half the people in the developing world live on less 

than that. It appears that it is better to be a cow in Europe than to be a poor person in a 

developing country.  

Growth of Unemployment and Poverty 

The proportion of the unemployed to the total labor force has been increasing from 2.62 

per cent (1993-94) to 2.78 per cent (1999-2000) and 3.06 per cent (2004-05). In absolute 

figures, the number of unemployed had been in those years 9.02 million, 10.51 million 

and 13.10 million respectively. (Economic Survey 2006-07, Table 10.4) 
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In reply to a question, the Minister for Labor and Employment informed the Lok Sabha 

on March 19, 2007, that the enrolment of the unemployed in the Employment Exchanges 

in 2006-07 was 79 lakhs against the average of 58 lakhs in the past ten years. 

About the impact of globalization, in particular on the development of India, the ILO 

Report (2004) stated: In India, there had been winners and losers. The lives of the 

educated and the rich had been enriched by globalization. The information technology 

(IT) sector was a particular beneficiary. But the benefits had not yet reached the 

majority, and new risks had cropped up for the losersthe socially deprived and the rural 

poor. Significant numbers of non-perennial poor, who had worked hard to escape 

poverty, were finding their gains reversed. Power was shifting from elected local 

institutions to unaccountable trans-national bodies. Western perceptions, which 

dominated the globe media, were not aligned with local perspectives; they encouraged 

consumerism in the midst of extreme poverty and posed a threat to cultural and linguistic 

diversity.  

Social Services 

About the quality of education given to children, the Approach to the Eleventh Five Year 

Plan stated: A recent study has found that 38 per cent of the children who have completed 

four years of schooling cannot read a small paragraph with short sentences meant to be 

read by a student of Class II. About 55 per cent of such children cannot divide a three 

digit number by a one digit number. These are indicators of serious learning problems 

which must be addressed.  

The Approach paper added further: Universalisation of education will not suffice in the 

knowledge economy. A person with a mere eight years of schooling will be as 

disadvantaged in a knowledge economy by ICT as an illiterate person in modern industry 

an services.  

The less said about the achievements in health the better. The Approach to the Eleventh 

Plan concedes that progress implementing the objectives of health have been slow. The 

Report gave the particulars of the rates of infant mortality (per 1000 live births) for India 

as 60 against Sri Lanka (13), China (30) and Vietnam (19). The rate of maternal mortality 

(per 1, 00,000 deliveries) of India is 407 against Sri Lanka (92), China (56) and Vietnam 

(130). 

Growth of Slum Capitals 

In his 2007-08 Budget Speech, Finance Minister Chidambaram put forth a proposal to 

promote Mumbai as a world class financial centre and to make financial services the next 

growth engine of India. 
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Of its 13 million population, Mumbai city has 54 per cent in slums. It is estimated that 

100 to 300 new families come to Mumbai every day and most land up in a slum colony. 

Prof R. N. Sharma of the Tata Institute of Social Science says that Mumbai is 

disintegrating into slums. From being known as the slum capital of India and the biggest 

slum of Asia, Mumbai is all set to become the slum capital of the world. 

The population of Delhi is about 14 million of which nearly 45 per cent population lives 

in slums, unauthorized colonies, JJ clusters and undeveloped rural parts. During dry 

weather these slum dwellers use open areas around their units for defecation and the 

entire human waste generated from the slums along with the additional wastewater from 

their households is discharged untreated into the river Yamuna. 

 

The cumulative FDI inflows (until September 2006) to the New Delhi region were of Rs. 

27,369 crores and to Mumbai Rs. 24,545 crores. The two spots of New Delhi and 

Mumbai received 46 per cent of the total FDI inflows into India.  

3.4.5 Victims of Globalization 

IN his Making Globalization Work, Nobel Laureate Stiglitz wrote: Trade liberalization 

opening up markets to the free flow of goods and services was supposed to lead to 

growth. The evidence is at best mixed. Part of the reason that international trade 

agreements have been so unsuccessful in promoting growth in poor countries is that they 

were often unbalanced. The advanced industrial countries were allowed to levy tariffs on 

goods produced by developing countries that were, on average, four times higher that 

those on goods produced by other advanced industrial countries. 

In his foreword to The Dynamics and Impact of Globalization by Dr. M. V. Louis 

Anthuvan, Justice V. R. Krishna Iyer pointed out pithily: The New World Order is the 

product of what is now familiarly described as globalization, liberalization and 

privatization. The weaker sectors like the Asian and African countries are victims, whose 

economic welfare is slavery, at the disposal of the White world. When World War II 

came to a close, commercial conquest and trade triumph became the major goal of the 

United States and the other giant trade powers. Indeed, these mighty countries and 

companies even made world hunger as Big Business. The poorer countries with natural 

resources have been made banana republics and cucumber vassals. 

The Human Development Report 2006 recorded: Globalization has given rise to a 

protracted debate over the precise direction of trends in global income distribution. What 

is sometimes lost sight of is the sheer depth of inequality and the associated potential for 

greater equity to accelerate poverty reduction. Measured in the 2000 purchasing power 

parity (PPP) terms, the gap between the incomes of the poorest 20 per cent of the world‘s 

population and the $ 1 a day poverty line amounts to about $ 300 billion. That figure 

appears large, but it is less than two per cent of the income of the worlds wealthiest 10 

per cent. 
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3.4.6 To make Globalization Work 

Under the phenomenal growth of information technology which has shrunk space and 

time and reduced the cost of moving information, goods and capital across the globe, the 

globalization has brought unprecedented opportunities for human development for all, in 

developing as well as developed countries. Under the commercial marketing forces, 

globalization has been used more to promote economic growth to yield profits to some 

countries and to some groups within a country. 

India should pay immediate attention to ensure rapid development in education, health, 

water and sanitation, labor and employment so that under time-bound programmes the 

targets are completed without delay. A strong foundation of human development of all 

people is essential for the social, political and economic development of the country. 

Though at present India appears to be dominant in some fields of development as in IT-

ITES, this prosperity may be challenged by other competing countries which are 

equipping themselves with better standards of higher education. As detailed earlier, our 

progress in education has been slow and superficial, without depth and quality, to 

compete the international standards. 

The government should take immediate steps to increase agricultural production and 

create additional employment opportunities in the rural parts, to reduce the growing 

inequality between urban and rural areas and to decentralize powers and resources to the 

panchayati raj institutions for implementing all works of rural development. Steps should 

be taken for early linking of the rivers, especially in the south-bound ones, for supply of 

the much-needed water for irrigation. 

It should be remembered that without a sustainable and productive growth of the 

agricultural sector, the other types of development in any sphere will be unstable and 

illusory. Despite the concerted development in manufacturing and service sectors, despite 

the remarkable inflow and overflow of foreign reserves, agriculture is still the largest 

industry providing employment to about 60 per cent of the workforce in the country. 

Mere growth of the GDP and others at the macro level in billions does not solve the 

chronic poverty and backward level of living norms of the people at the micro level. The 

growth should be sustainable with human development and decent employment potential. 

The welfare of a country does not percolate from the top, but should be built upon 

development from the bottom. 

3.5 INDIA & THE WORLD TRADE ORGANIZATION  

India is a founder member of the General Agreement on Tariffs and Trade (GATT) 1947 

and its successor, the World Trade Organization (WTO), which came into effect on 

1.1.95 after the conclusion of the Uruguay Round (UR) of Multilateral Trade 

Negotiations.  India‘s participation in an increasingly rule based system in the 

governance of international trade is to ensure more stability and predictability, which 
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ultimately would lead to more trade and prosperity for itself and the 134 other nations 

which now comprise the WTO.  India also automatically avails of MFN and national 

treatment for its exports to all WTO Members.  

3.5.1 Ministerial Conferences of WTO  

The first Ministerial Conference held in 1996 in Singapore saw the commencement of 

pressures to enlarge the agenda of WTO. Pressures were generated to introduce new 

Agreements on Investment, Competition Policy, Transparency in Government 

Procurement and Trade Facilitation. The concept of Core Labor Standards was also 

sought to be introduced. India and the developing countries, who were already under the 

burden of fulfilling the commitments undertaken through the Uruguay Round 

Agreements, and who also perceived many of the new issues to be non-trade issues, 

resisted the introduction of these new subjects into WTO. They were partly successful. 

The Singapore Ministerial Conference (SMC) set up open ended Work Program to study 

the relationship between Trade and Investment; Trade and Competition Policy; to 

conduct a study on Transparency in Government Procurement practices; and do 

analytical work on simplification of trade procedures (Trade Facilitation). Most 

importantly the SMC clearly declared on the Trade- Labor linkage as follows:  

"We reject the use of labor standards for protectionist purposes, and agree that the 

comparative advantage of countries, particularly low-wage developing countries, must in 

no way be put into question. In this regard we note that the WTO and ILO Secretariat 

will continue their existing collaboration".  

The Second Ministerial Conference of WTO, held at Geneva in May 1998, 
established a process to prepare for the Third Ministerial Conference and to submit 

recommendations regarding the WTO's future work program, which would enable 

Members to take decisions at the Third Ministerial Conference at Seattle.  

The Geneva Ministerial Conference (GMC) Declaration had identified the following 

issues for the General Council's work, paragraphs 9(a) to 9(b) of the Declaration:  

(a)  

i.       Issues, including those brought forward by Members, relating to 

implementation of existing agreements and decisions;  

ii.      The negotiations already mandated at Marrakesh (Agriculture and Services) 

and to ensure that such negotiations begin on schedule;  

iii.     Mandated reviews already provided for under other existing agreements and 

decisions taken at Marrakesh;  

(b)   Recommendations concerning other possible future work on the basis of the work 

program initiated at Singapore Ministerial Conference consisting of:  
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i.       Trade and Investment;  

ii.      Trade and Competition Policy;  

iii.     Transparency in Government Procurement;  

iv.     Trade Facilitation. 

(c)   Recommendations on the follow-up to the High-Level Meeting on Least-Developed 

countries;  

(d) Recommendations arising from consideration of other matters proposed and agreed to 

by Members concerning their multilateral trade relations.  

The 3rd Ministerial Conference held in Seattle during 30th November-3rd December, 

1999 was being looked up by many, specially in the developing countries, as a launching 

pad for a comprehensive round of negotiations.  

In the preparatory process in the General Council of the WTO (September 1998 to 

September 1999), new issues which were proposed for the negotiating agenda by some 

Members under paragraph 9(d) are as follows:  

a)     Industrial Tariffs  

b)     (b) Global Electronic Commerce  

c)     (c) Trade and Labour Standards  

d)     Trade and Environment  

e)     Coherence in the interaction of WTO and other international organizations.  

Outcome of the Seattle Ministerial Conference of WTO  

The Indian delegation to the Third Ministerial Conference of the WTO was led by the 

Union Minister of Commerce & Industry, Mr. Murasoli Maran. The delegation also 

included Members of Parliament, senior officials from different Ministries and 

representatives from the apex Chambers of commerce and industry.  

The Seattle Conference attracted wide attention because of proposals by some countries 

to press for the launching of a comprehensive round of negotiations covering subjects as 

wide ranging as labour issues, coherence in global economic architecture, agriculture etc. 

Even before the commencement of the Conference there were widespread protests and 

demonstrations in Seattle by a number of anti-WTO groups ranging from environmental 

activists to labour unions. The inaugural session which was to be held in the forenoon of 

30th November, 1999 had to be abandoned because of disturbances. The plenary which 
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was to start in the afternoon on the same day had to be held under heavy police 

protection.  

The Chairmen of various Working Groups tried to narrow down the differences in their 

respective groups with a view to arriving at a consensus in the draft Ministerial text that 

had been transmitted from the Geneva preparatory process. However, in view of the wide 

divergence of views, no group could present draft texts for inclusion in the Ministerial 

declaration acceptable to all the members.  

As there was no prospect of reaching a conclusion on a large number of issues, it was 

decided after consultation among key members that it would not be practicable to adopt 

any Ministerial declaration. The Chairperson of the Conference made only a brief 

statement on 3rd December followed by brief reports by the Chairmen of the various 

groups. The Chairperson observed that divergences of opinion remained that would take 

time to be narrowed down. It was therefore, decided to suspend the work of the Seattle 

Ministerial Conference.  

While the above constituted the overall outcome, the deliberations and consultations 

which took place on several of the important issues are briefly outlined below subject-

wise (these positions are indicative and not definitive since a number of delegations, 

including ourselves, made it clear that nothing was agreed until everything was agreed).  

(a)   Implementation issues: A good deal of discussions took place on this subject in 

Seattle, further to the extensive consultations held in Geneva earlier. The Working 

Group Chairman (Canada) came up with a final proposal (similar to what was mooted 

by the Secretariat) that meant a few immediate decisions at Seattle and establishment 

of a special mechanism to examine and make recommendations within one year, and 

in any case by the Fourth Ministerial Session, on other implementation issues. The 

Chairman's text also proposed negotiations in respect of Anti-Dumping and Subsidies 

Agreements. While India and most other countries were prepared to go along with the 

Chairman's text, the US had reservations and was opposed to any negotiations on 

anti-dumping and subsidies and could, at the most, agree to a few (not all) of the 

issues raised by the Committee on Anti-Dumping and Subsidies respectively. No 

consensus could, therefore, emerge.  

(b)   Agriculture: Mandated negotiations have to commence on 1.1.2000 on Agriculture. 

In the run-up to Seattle, however, the Cairns Group of countries supported by US 

sought to secure a more rigorous negotiating mandate that would speed up 

elimination/ reduction of their export/domestic subsidies. EC, Japan, Norway etc., 

resisted this to the very end. While EC appeared to display some flexibility on this 

issue, Japan put up stiff opposition on further inroads into elimination of domestic 

subsidies. As for India, our concerns relating to food security were adequately 

reflected.  
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(c)   Services: No substantive negotiation took place in Seattle as there was hardly any 

divergence of views on the draft text which adequately takes into account India's 

concerns.  

(d)   Investment and Competition Policy: India, Malaysia, Hong Kong, China and 

Pakistan proposed the continuation of the study process launched at Singapore. EC 

and others stubbornly argued that they wanted negotiations to be launched right away. 

Given this, the talks broke off but a 'bridge proposal' which aimed at carrying forward 

the study process to prepare for negotiations to be launched by the Fourth Ministerial 

Conference began to take shape. While India, Malaysia, Hong Kong, China and 

Pakistan continued to oppose even the "bridge proposal", a number of other 

developing countries (including countries such as Zimbabwe, Sri Lanka and Egypt) 

showed inclination to agree to launch negotiations or to agree to the compromise 

proposal.  

(e)   Market Access for non-agricultural items: There was virtually no opposition for 

the launching of negotiations in this area except that a number of developing 

countries including ourselves pointed out the priority that we attached to the 

implementation issues and made it clear that agreeing to any text on this issue 

depended on progress in other areas. The text which evolved during the Green Room 

consultations left open the modalities to be followed for the tariff reduction exercise 

although the APEC countries wanted a specific reference to their Accelerated Tariff 

Liberalisation (ATL) initiative. EU wanted a common tariff reduction method to be 

adopted for all countries while certain others preferred a formula approach to be the 

main methodology. While our concerns were largely met in the draft text, the US 

insisted on avoiding any reference to peak-tariffs saying it was a politically sensitive 

issue. Several developing countries, including us, however, firmly opposed the 

substitution of 'peak tariffs' by any other phraseology. This matter still needs to be 

resolved.  

(f)    Transparency in Government Procurement: There were broadly three proposals 

on this subject at the Seattle Ministerial. First, that the Working Group should 

continue its work until the fourth Ministerial session. India and number of developing 

countries supported this proposal. Second, that the Seattle Ministerial should mandate 

commencement of negotiations based on the elements that had formed the basis of 

discussion in the Working Group with the objective of concluding an Agreement at 

the latest by the Fourth Ministerial session. A number of developed and developing 

countries such as Brazil and South Africa supported this proposal. Third, that the 

Ministers adopt at Seattle an Agreement on Transparency in Government 

Procurement based on the formulation proposed by the United States and the 

European Communities. After further discussions in the open-ended Seattle Working 

Group on Singapore issues and other issues, its Chairman gave his understanding that 

there was virtual consensus among Members present on the second proposal. He 

noted that India was the only Member present that stated that it could not join such a 

consensus and urged India to reconsider its position. India had stated that it could 
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only support further work in the Working Group aimed at arriving at a consensus on 

the elements of a Transparency agreement.  

(g)   Trade and Environment: Developed countries, particularly EU, were very keen on 

negotiations on environment related issues to accommodate concerns of their civil 

society. They wanted environmental considerations integrated throughout the 

negotiations in the new Round ('mainstreaming') which will also dilute the focussed 

mandate of the Committee on Trade and Environment (CTE ) to that extent. USA was 

further keen that Members right to set high environmental standards was not 

undermined by trade rules. US and CAIRNS Group countries also called for the 

removal of environmentally damaging subsidies such as agricultural subsidies and 

fishery subsidies that contributed to over capacity. Developing countries sought 

adjustments in the TRIPS Agreement for preservation of biological diversity and 

reward for traditional knowledge. The proposal to mainstream environment and dilute 

the role of CTE and the US proposal regarding environmental standards were 

opposed by some developing countries including India while there was considerable 

support for removal of environment- related subsidies. The TRIPS related proposals 

were supported by some, but there was no consensus.  

(h)   Intellectual Property: Many members were willing to complete the negotiations on 

the establishment of a multilateral system of notification and registration of 

geographical indications for wines and possibly spirits, while there was an emerging 

consensus for an early decision on the ongoing discussions on inclusion of other 

products for the higher level of protection as has been provided to wines under Art 23 

of TRIPS. Other work programmes proposed to be launched at Seattle included a 

proposal to make recommendations to the Fourth Ministerial Conference on the scope 

for protection for traditional knowledge and folkfore under the TRIPS Agreement, 

and review of Article 71.1, including enhancing the Agreement to respond to its 

objectives and principles as well as new developments elsewhere, and of Article 

27.3(b) relating to life forms and plant varieties.  

(i)    Other issues: There were a few other issues which were less controversial. Subjects 

belonging to this category included E-commerce and trade facilitation. A proposal to 

set up a working group on transfer of Technology, supported by India also found 

wide support but was opposed by USA, while EC and some others preferred 

discussions on this issue within the Committee on Trade and Development. On the 

other hand, the proposed Working Group on Bio-technology, pursued by USA was 

hardly discussed because of strong opposition from many members, including India.  

(j)     Regarding transparency in the functioning of WTO, US and EU were keen for some 

kind of mechanism whereby civil society could participate in the WTO functioning, 

inter alia, through amicus curiae briefs in the trade dispute settlement mechanism. But 

this was sharply opposed by India and many other developing countries.  

3.5.2 The Road Ahead  
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As earlier stated, no consensus could emerge as a result of the divergences that persisted 

on various issues and the Seattle Conference had to be suspended. For the present, it can 

only be said that the mandated negotiations in agriculture and services and mandated 

reviews would commence as scheduled from January 2000. The Ministerial Conference 

may resume its work only after the Director General of WTO has been able to consult 

with delegations and recommend its reconvening after making sure that the next time 

around there will be greater degree of consensus. In his statement after the Conference, 

Director General Moore said that it was "vital to maintain and consolidate what has 

already been achieved". However, there is no final agreed Conference document which 

records the progress already achieved.  

Moves are already afoot to reconvene the Ministerial meeting. The European Union is in 

particular keen that this is quickly achieved with the launch of a comprehensive round of 

negotiations. The DG of WTO is also stated to be of the view that the Ministerial meeting 

should resume early. We have informed all those who have approached us that the 

contentious issues like labour standards should be off the table and further there should 

be narrowing down of differences on all issues before any attempt is made to reconvene 

the Ministerial meeting. The developments in the next few months are beings watched.  

Environmental concerns are already built into the existing Agreements and there is also a 

Committee on Trade and Environment. Our objection is not to environmental standards 

per se but the possibility of misuse of environmental standards for protectionist purposes. 

We are opposing the enlargement of the mandate of the Committee on Trade and 

Environment and to what is called the mainstreaming of environment in all the 

agreements. US is very keen that they should have the right to lay down higher level of 

environmental standards in a non-discriminatory manner. It appears that many of the 

countries may agree to higher standards of environmental protection measures being 

implemented by any country so long as they are non-discriminatory and are not used for 

protectionist purposes.  

On the issue of labour standards, however, there is considerable opposition to its 

inclusion in the agenda from many countries. A view point being advocated is that there 

should be no objection to a direction by WTO to ILO to make a study as it will not 

amount to giving negotiating mandate and that the developing countries can always say 

no to negotiations even at a subsequent stage. Even this, limited scope, if agreed to, is 

however, not without some risk. We are therefore carefully monitoring these and other 

developments while seeking to actively mobilise the support of like minded countries in 

all possible fora on issues of concern and interest to us.  

3.5.3 POST SEATTLE SCENARIO  

India is taking advantage of this 'time out' to consolidate its position on issues of its 

interest in the WTO. Three pronged efforts have been launched which are as follows:  

(a) On the one hand, India has continued to highlight the areas of its concern at 

important bilateral and multilateral meetings, which have been as follows :  



 72 

In his meeting with the Director General WTO on 12th January 2000 at New Delhi 

Commerce and Industry Minister emphasised that globalisation has caused uneven 

growth, increasing the disparities between the richest and the poorest. This has to be 

addressed, inter alia, by addressing the implementation problems in existing Agreements 

and operationalising the special and differential clauses in favour of developing countries. 

A consensus could be reached only if the more controversial issues, such as non-trade 

related issues, could be eliminated from WTO.  

In his statement at UNCTAD-X (Bangkok 13th February 2000), the Minister highlighted 

that "International rule making must ....permit flexibility and autonomy to developing 

countries to pursue their material development strategies on the basis of needs and 

aspirations of their people." He registered a strong protest on the part of the developing 

countries as to how issues extraneous to trade, such as labour standards, are sought to be 

put on the negotiating agenda, while, on the other hand issues such as the cross border 

movement of persons, a matter of great interest to developing countries is resisted by 

developed countries. On the margins of the UNCTAD Conference at Bangkok, he had 

also used this opportunity to have bilateral and plurilateral meetings with a view to 

evolve common stand on important WTO issues.  

The UNCTAD Plan of Action has taken on board some of the important concerns of 

developing countries on implementation issues by inter alia recognising that "in the 

course of implementation of the WTO Agreements, most developing countries consider 

that certain imbalances and asymmetries exist" and that "these problems need to be 

addressed urgently so as to ensure that the multilateral trading system results in mutual 

benefits for all countries." India was also able to moderate the wording on global 

coherence as much as "coherence" has been diluted to "cooperation" in the critical 

portions of the UNCTAD-X Declaration and Plan of Action. India feels that strengthened 

'coherence' between WTO and the UN organizations may lead to increased cross 

conditionalities which may narrow down our policy options for development. Thus our 

success in diluting the coherence brief in UNCTAD is significant.  

(b) Under the second track of post-Seattle follow up Government has held 

consultations to appraise the situation arising out of the failure of the Seattle 

Ministerial Conference to reach consensus on major issues. A meeting of the 

Advisory Committee on International Trade was convened on February 3, 2000 to 

apprise the Committee of the important developments at and immediately after Seattle 

and seek the Committee's advice on the way forward. The gist of the Committee's advice 

to Government has been to ask Government to review the implementation issues and 

prioritise those which are of core interest; to ensure that our implementation demands are 

properly attuned to our autonomous programme of domestic economic liberalisation; to 

evolve a suitable response to a situation where even some of the developing countries are 

willing to accept some watered down version of a group on trade and labour in 

association with the WTO; and evolve our stand on environment so that we don't appear 

to be against protection of environment; to give adequate publicity to our positive record 

of adherence to ILO conventions and ongoing efforts for implementation of core labour 

standards; and to formulate a national consensus on biotechnology etc.  
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(c)The third strand of our post-Seattle approach has been, to participate actively in 

the meetings of the General Council of the WTO and its subsidiary bodies to 

continue to emphasise the areas of our concern. India has participated actively in the 

General Council meetings held post-Seattle on 17th December, 1999 and on 2nd, 7th and 

29th February, 2000. 

One of the most dramatic events that have taken place in later part of 20
th

 century was 

culmination of GATT 1947 into WTO (The world Trade organization), which came into 

being on 1
st
 January 2005. This WTO has set expectations high in various member 

countries (by now 149 including latest addition of Saudi Arabia) regarding spurt in world 

trade where India has insignificant share in the pie-Only 0.75% at the most. Even in IT 

exports the share of Indian exporters is just peanuts in view of overall world market.  

Since formation of WTO there have been regular meetings of Ministerial Conferences 

(Highest Policy level body of WTO) religiously every 2 years and 5 such meetings have 

taken place while world prepares for the Hong Kong meeting to take place shortly, the 

sixth one.  

While 5
th

 meet at Cancun, Mexico was more or less failure, the earlier one at Seattle, 

USA was received with brickbats from environmentalist and Labor union Groups 

protesting against WTO regime.  

It is statistical fact that world trade has definitely grown since 1995 thereby giving 

indicators that international trade reforms do play important role in boosting economic 

development of various countries.  

3.5.4 Problems facing India in WTO & its Implementation  

There are several problems facing these Multilateral Trade agreements:  

- Predominance of developed nations in negotiations extracting more benefits from 

developing and least developed countries  

- Resource and skill limitations of smaller countries to understand and negotiate under 

rules of various agreements under WTO  

- Incompatibility of developed and developing countries resource sizes thereby causing 

distortions in implementing various decisions  

- Questionable effectiveness in implementation of agreements reached in past and 

sincerity  

- Non-tariff barriers being created by developed nations.  

- Regional cooperation groups posing threat to utility of WTO agreement itself, which is 

multilateral encompassing all member countries  
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- Poor implementation of Doha Development Agenda  

- Agriculture seems to be bone of contention for all types of countries where France, 

Japan and some countries are just not willing to budge downwards in matter of domestic 

support and export assistance to farmers and exporters of agriculture produce.  

- Dismantling of MFA (Multi Fiber Agreement) and its likely impact on countries like 

India  

- Under TRIPS question of high cost of Technology transfer, Bio Diversity protection, 

protection of Traditional Knowledge and Folk arts, protection of Bio Diversities and 

geographical Indications of origin, for example Basmati, Mysore Dosa or Champagne. 

The protection has been given so far in wines and spirits that suit US and European 

countries.  

3.5.5 Implications for India  

It appears that India does not stand to gain much by shouting for agriculture reforms in 

developed countries because the overall tariff is lower in those countries. India will have 

to tart major reforms in agriculture sector in India to make Agriculture globally 

competitive. Same way it is questionable if India will be major beneficiary in dismantling 

of quotas, which were available under MFA for market access in US and some EU 

countries. It is likely that China, Germany, North African countries, Mexico and such 

others may reap benefit in textiles and Clothing areas unless India embarks upon major 

reforms in modernization and up gradation of textile sector including apparels.  

Some of Singapore issues are also important like Government procure, Trade and 

Investment, Trade facilitation and market access mechanism.  

In Pharma-sector there is need for major investments in R &D and mergers and 

restructuring of companies to make them world class to take advantage. India has already 

amended patent Act and both product and Process are now patented in India. However, 

the large number of patents going off in USA recently, gives the Indian Drug companies 

windfall opportunities, if tapped intelligently. Some companies in India have organized 

themselves for this.  

Excerpts from Speech of Ramkrishna Hegde, the then Minister, at Geneva in 1998-  

"In order to make WTO an effective multilateral body, which serves the objectives for 

which it was set up, it is necessary to go back to the basic principles. The Uruguay Round 

negotiators had stated their intentions quite clearly in the Preamble to the Marrakesh 

Agreement establishing the WTO. They recognised "that their relations in the field of 

trade and economic endeavour should be conducted with a view to raising standards of 

living, ensuring full employment and a large and steadily growing volume of real income 

and effective demand, and expanding the production of and trade in goods and services, 

while allowing for the optimal use of the world's resources in accordance with the 
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objective of sustainable development, seeking both to protect and preserve the 

environment and to enhance the means for doing so in a manner consistent with their 

respective needs and concerns at different levels of economic development. They 

recognized also "that there is need for positive efforts designed to ensure that developing 

countries, and especially the least developed among them, secure a share in the growth in 

international trade commensurate with the needs of their economic development".  

The Objective of WTO Reiterated 

It is very clear that the intention of the negotiators was to use trade as an instrument for 

development, to raise standards of living, expand production, keeping in view, 

particularly, the needs of developing countries and least-developed countries. The WTO 

must never lose sight of this basic principle. Every act of implementation and of 

negotiation, every legal decision, has to be viewed in this context. Trade, as an instrument 

for development, should be the cornerstone of all our deliberations, decisions and actions. 

Besides, the system should be seen to be equitable and fair. It must be used in such a 

manner that the letter and spirit of the Agreements is fully observed. The WTO Members 

must mutually support and encourage each other to achieve the final goal. It must be 

recognized that all Members should assume a negotiating rather than an adversarial 

posture. It should also be recognized that different economies have different features and 

structures, different problems, different cultures. The pace of change must be carefully 

calibrated to take into account such differences. All Members should guard against 

unilateral action that cuts at the root of multilateral agreement and consensus.  

Developing countries have generally been apprehensive in particular about the 

implementation of special and differential treatment provisions (S&D) in various 

Uruguay Round Agreements. Full benefits of these provisions have not accrued to the 

developing countries, as clear guidelines have not been laid down on how these are to be 

implemented. "  

The first Ministerial Conference held in 1996 in Singapore saw the commencement of 

pressures to enlarge the agenda of WTO. Pressures were generated to introduce new 

Agreements on Investment, Competition Policy, Transparency in Government 

Procurement and Trade Facilitation. The concept of Core Labor Standards was also taken 

up for introduction.  

 India and the developing countries, which were already under the burden of fulfilling the 

commitments undertaken through the Uruguay Round Agreements, and who also 

perceived many of the new issues to be non-trade issues, resisted the introduction of these 

new subjects into WTO. They were partly successful. The Singapore Ministerial 

Conference (SMC) set up open-ended Work Program to study the relationship between 

Trade and Investment; Trade and Competition Policy; to conduct a study on 

Transparency in Government Procurement practices; and do analytical work on 

simplification of trade procedures (Trade Facilitation).  

Most importantly the SMC clearly declared on the Trade-Labor linkage as follows:  
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" We reject the use of labor standards for protectionist purposes, and agree that the 

comparative advantage of countries, particularly low-wage developing countries, must in 

no way be put into question. In this regard we note that the WTO and ILO Secretariat 

will continue their existing collaboration".  

Not many people in this country are aware that there is a dispute settlement system in the 

WTO. This is at the heart of the WTO and sets it apart from the earlier GATT. Countries 

like the USA and the European Union have brought cases against us and won these cases 

like in pharmaceutical patents. India too has complained against the US and Europe and it 

too has won its fair share of disputes in areas like textiles. India must effectively use this 

mechanism to extract fair share in world markets.  

It would be advantageous for India to give concrete shape to SAARC economic forum or 

free market and align itself with ASEAN.  

3.5.6 What India should do?  

The most important things for India to address are speed up internal reforms in building 

up world-class infrastructure like roads, ports and electricity supply. India should also 

focus on original knowledge generation in important fields like Pharmaceutical 

molecules, textiles, IT high end products, processed food, installation of cold chain and 

agricultural logistics to tap opportunities of globalization under WTO regime.  

India's ranking in recent Global Competitiveness report is not very encouraging due to 

infrastructure problems, poor governance, poor legal system and poor market access 

provided by India.  

Our tariffs are still high compared to Developed countries and there will be pressure to 

reduce them further and faster.  

India has solid strength, at least for mid term (5-7 years) in services sector primarily in IT 

sector, which should be tapped and further strengthened.  

India would do well to reorganize its Protective Agricultural policy in name of rural 

poverty and Food security and try to capitalize on globalization of agriculture markets. It 

should rather focus on Textile industry modernization and developing international 

Marketing muscle and expertise, developing of Brand India image, use its traditional arts 

and designs intelligently to give competitive edge, capitalize on drug sector opportunities, 

and develop selective engineering sector industries like automobiles & forgings & 

castings, processed foods industry and the high end outsourcing services.  

India must improve legal and administrative infrastructure, improve trade facilitation 

through cutting down bureaucracy and delays and further ease its financial markets.  
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India has to downsize non-plan expenditure in Subsidies (which are highly ineffective 

and wrongly applied) and Government salaries and perquisites like pensions and 

administrative expenditures.  

Corruption will also have to be checked by bringing in fast remedial public grievance 

system, legal system and information dissemination by using e-governance.  

The petroleum sector has to be boosted to tap crude oil and gas resources within Indian 

boundaries and entering into multinational contracts to source oil reserves.  

It wont be a bad idea if Indian textile and garment Industry go multinational setting their 

foot in western Europe, North Africa, Mexico and other such strategically located areas 

for large US and European markets.  

The performance of India in attracting major FDI has also been poor and certainly needs 

boost up, if India has to develop globally competitive infrastructure and facilities in its 

sectors of interest for world trade. 

  

3.6 WTO’S CONCERNS FOR INDIA 

Developing countries have generally been apprehensive in particular about the 

implementation of special and differential treatment provisions in various Uruguay 

Round Agreements. Full benefits of these provisions have not accrued to the developing 

countries, as clear guidelines have not been laid down on how these are to be 

implemented. A case in point is Article 15 of the Anti-Dumping Agreement, which 

explicitly says that "special regard must be given by developed country Members to the 

special situation of developing country Members" in applying such measures and that 

"constructive remedies provided for by this Agreement shall be explored before applying 

anti- dumping duties where they would affect the essential interests of developing 

country Members". 

In actual practice, we have faced situations in which our products have been subjected to 

repeated anti-dumping actions and levy of provisional duties, creating an atmosphere of 

uncertainty and instability in the market, thus resulting in closure of smaller units and 

unemployment. Another example is Article XVIII:B of GATT which provides for a 

special dispensation for developing countries in the institution and maintenance of 

quantitative restrictions on imports. This Article clearly lays down that quantitative 

restrictions may be imposed and maintained by a developing country "to ensure a level of 

reserves adequate for the implementation of its programme of economic development". 

However, in actual practice we find that the development dimension is totally ignored 

while assessing the adequacy or otherwise of foreign exchange reserves, with the result 

that there is no distinction between Articles XII and XVIII. All developing countries are 

firmly of the view that development has to be brought back to the centre stage of WTO 

activities, as was intended by the Uruguay Round negotiators.  
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Another issue of deep concern is the trend towards unilateral action by certain developed 

countries in total disregard of provisions laid down in the Uruguay Round Agreements. 

We are forced, at great expense and considerable difficulty, to take such issues to the 

dispute settlement mechanism. Distinguished delegates are aware that developing 

countries and least-developed countries have to battle against resource constraints and 

shortage of skills and expertise in these areas. Such unilateral action, I have no hesitation 

to say, bring to disrepute the entire multilateral trading system which we have struggled 

to build over the years. This would necessarily slow down the impetus for reform in all 

developing countries.  

There has also been an increasing trend in the recent past in favour of regionalism. While 

regional economic groupings have resulted in increased trade among countries in the 

region, there is inherent danger of discrimination against third countries. Article XXIV of 

GATT specifically recognises regional arrangements as an exception to the multilateral 

system. While we recognise the positive effect of regional groupings that are consistent 

with the principles of the multilateral trading system and also the special needs of 

developing countries as enunciated in the Enabling Clause, we fear that the proliferation 

of such arrangements may weaken the framework of the system. The rules relating to 

such regional arrangements need to be clear and precise and should ensure that market 

access for third countries is not denied or reduced. Otherwise, we will, over the years, 

have a situation where the multilateral system becomes largely irrelevant.  

The implementation aspects of the Uruguay Round Agreements need to be given special 

attention. We have been articulating from time to time our concerns regarding the 

implementation of the Agreement on Textiles and Clothing. At the Singapore 

Conference, we had drawn the attention of Members to the adverse impact on our exports 

of actions taken under this Agreement, such as the series of transitional safeguard 

measures, which were subsequently found to be inconsistent even with the provisions of 

the Agreement. We have taken careful note of the First Major Review of the Agreement 

conducted by the Council for Trade in Goods earlier this year. It is a matter of deep 

concern to us to note that, in spite of the provisions negotiated by us to ensure a 

commercially meaningful phasing out of restrictions maintained under the MFA regime, 

the review confirmed that the bulk of restrictions would get integrated into the GATT 

1994 only at the end of the transition period.  

This is indeed a serious matter, considering that the Members resisting progressive 

liberalisation of trade in this sector are demanding from countries like India faster and 

more "broad- based" liberalisation in other sectors. Obviously, in this context, we must 

see symmetry of concessions as far as trade liberalisation is concerned. I have referred 

elsewhere in my address to the pernicious effect of the use of anti-dumping measures by 

a major trading partner on our textile and clothing exports. In the context of the 

Agreement on Textiles and Clothing, the use of anti-dumping measures on textile and 

clothing exports which are already under a quota regime, is a clear case of protectionism 

and needs to be deplored in the strongest terms. We are glad that Members have decided 

to entrust the Council for Trade in Goods with the task of keeping the implementation of 

the ATC under regular review. We reaffirm our commitment to fulfill this mandate given 
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to the Council, especially in the process we would be initiating with respect to evaluating 

the overall implementation of WTO Agreements. I would like to emphasise that the 

textiles and clothing sector is an extremely significant part of our own economy 

accounting for 20% of national industrial output and providing means of living to 30 

million people. Any restriction of market access for our exports of textiles and clothing 

products would, therefore, have very serious implications for us in terms of income and 

employment and jeopardise the very credibility of the multilateral trading system.  

The Agreement on Agriculture will come up for review in the year 2000. We will then 

have an opportunity to have a fresh look at this area, keeping in view the development 

perspective and the needs of developing countries. There still remain a number of 

inequities as far as the implementation of the Agreement is concerned. For instance, 

while the majority of developing countries are prohibited from providing export 

subsidies, the developed countries are permitted to resort to such subsidies provided their 

budgetary outlays are within their reduction commitment.  

This is obviously unfair in the sense that countries which have been distorting the market 

in the past can continue to maintain subsidy regimes, while others are prohibited from 

using such measures in the future. This Agreement is based on the rationale of open 

international trade in the agricultural sector. It presupposes the supremacy of an open 

price based system, thereby implying that a country should import agricultural products if 

they are produced cheaper elsewhere. India and certain other developing countries have 

been stressing the need for the multilateral trading system to recognise the importance of 

food security. A country may not have the resources to buy agricultural products from 

international markets even if they are easily available.  

Moreover, a very large percentage of the rural population in such countries is dependent 

on agriculture and any measure that has an effect on employment in this sector needs to 

be carefully examined. It is necessary also to have a close look at the shortcomings in 

minimum market access provisions, which are circumvented in many ways in the actual 

process of implementation by various ingenious methods such as aggregation of tariff 

lines into product groups. The exemptions given for direct payments to farmers and 

deficiency payments from the ambit of reduction commitments in respect of production 

subsidies also need to be carefully studied. There is also the issue of the possible negative 

effects of the reform programme on least-developed and net-food-importing developing 

countries which has not been effectively addressed as yet, despite a Ministerial Decision 

during the Uruguay Round negotiations.  

The General Agreement on Trade in Services will also be reviewed in the year 2000. We 

would hope that developing countries will be able to achieve substantial improvement in 

market access during the negotiations. While there has been great focus on movement of 

goods and capital, particularly from markets in the developed world to developing 

countries, hardly any attention has been paid to market access to professionals from 

developing countries, our engineers, our doctors, our technicians. The fear expressed in 

the developed countries that there will be transfer of job opportunities from the North to 

the South pays scant regard to the fact that the free inflow of goods and services into 
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developing countries can likewise lead to displacement of industry, unemployment, 

decline in effective demand, fall in incomes and the deprivation of the globally under 

privileged. We are concerned that the comparative advantage of our professionals is not 

allowed to be exploited in full measure, while, at the same time, there is unabating 

pressure on us to open markets to goods and services in which the developed world has a 

decisively comparative advantage.  

Protectionist measures adopted by developed countries in various ways restrict market 

access for goods and services produced in developing countries. An analysis of India's 

external trade reveals that the sixteen countries or territories to which four fifths of our 

exports are directed, maintain eight major categories of non-tariff barriers restricting our 

market access. These include restrictive import policy regimes, standards, testing, 

labeling and certification measures which are set at unrealistic levels for developing 

countries or are scientifically unjustified, export subsidies, barriers on movement of 

services, unfavorable government procurement regimes, barriers to investment and other 

barriers including anti-dumping measures and countervailing measures. In the area of 

standards in particular, developing countries suffer both at the stage of standard setting in 

international bodies and in actual implementation.  

Similar imbalances are seen in the TRIPs Agreement. Although Article 65 of the TRIPs 

Agreement contemplates a transition period of ten years for India as a developing country 

to introduce product patent protection in areas of technology not so protected in its 

territory as on 1 January 1995, such as pharmaceuticals and agri-chemicals, the obligation 

under Article 70.9 to grant exclusive marketing rights for patents at any time after the 

entry into force of the WTO Agreement effectively neutralizes this transition period 

available to us. In the realm of geographical indications, the additional protection 

available to wines and spirits is not applicable to the region specific products of 

developing countries. The current debate in India on the Basmati rice issue, involving the 

passing off type of activity indulged in by certain foreign enterprises with regard to this 

kind of rice which is associated with certain regions of India, has focused attention on the 

need for higher protection for products other than wines and spirits under Article 23 of 

the TRIPs Agreement.  

Indeed, the issue of development of proprietary patents by enterprises based on the 

traditional knowledge of indigenous communities, nurtured through generations, without 

obtaining prior informed consent or without coming to any agreement on benefit sharing, 

have been viewed as iniquitous practices by countries such as India, which are 

storehouses of such indigenous knowledge. A situation, where indigenous biotechnology, 

developed over the ages in countries such as India, is being used without any flow back 

of benefits from patentees to original developer‘s calls for amendments in the TRIPs 

Agreement. The imbalances in the TRIPs Agreement and its tilt against the holders of 

indigenous know-how, mainly based in developing countries, misaligns it with another 

major international agreement, namely, the Convention on Biodiversity.  

Thus, the agenda before wto is heavy. The shortcomings of the Uruguay Round 

Agreements and problems in their implementation have come to light in increasing 
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measure. These shortcomings have necessarily to be addressed in a fair and objective 

manner and solutions found through negotiations in a spirit of mutual understanding. 

Developed countries, with far greater experience in global trade and a strong information 

infrastructure, are in a much better position to exploit market access opportunities 

provided by the Uruguay Round Agreements and to use them to their advantage. It is for 

this reason that developing countries have been resisting the move to widen the area of 

activity of the WTO. The developing countries are still at a preliminary stage in 

understanding the Agreements, implementing them as they can, absorbing their full 

implications and meeting the onerous notification requirements. We consider that 

attention should be focused on implementation issues and the issues relating to the built-

in agenda rather than take up new issues at the present moment. Faith in the multilateral 

trading system will increase manifold if people perceive that it is sensitive to their needs 

and concerns.  

Activity 3 

1. Discuss in detail the overview to economic reforms in India. 

2. What are the advantages of globalization? Also discuss its dark side. 

3. What are the initiatives taken by WTO to leverage the progress of Indian 

economy? 

4. Write a note on ‗WTO‘s concerns for India‘. 

3.7 SUMMARY 
 

The unit threw light on economic reforms in India. Three phases of these reforms were 

discussed in detail. The post independence period of India was marked by economic 

policies which tried to make the country self sufficient. Under the economic reform, 

stress was given more to development of defense, infrastructure and agricultural sectors. 

During the mid 1960 effort was made to make India self sufficient and also increase the 

production and export of the food grains. To make the plan a success, huge scale 

agricultural development was undertaken. Due to the fall of the Soviet Union and the 

problems in balance of payment accounts, the country faced economic crisis and the IMF 

asked for the bailout loan. To get out of the situation, the then Finance Minister, 

Manmohan Singh initiated the economic liberation reform in the year 1991. Internal and 

external causes of these reforms were discussed in the later section. The change of 

globalization and its impacts along with brighter and darker sides are revealed. Finally 

the initiatives taken by WTO to support India‘s economic growth were discussed in 

detail. 

 

3.8 FURTHER READINGS 

 
 Kaushik Basu, Gary S. Fields, and Shub Debgupta. "Retrenchment, Labor Laws 

and Government Policy: An Analysis with Special Reference to India". The 

World Bank.       

 "India Country Overview 2008". The World Bank. 2008 

http://www.worldbank.org/html/prdph/downsize/docs/india.pdf
http://www.worldbank.org/html/prdph/downsize/docs/india.pdf
http://en.wikipedia.org/wiki/Economic_liberalisation_in_India#cite_ref-wbindiaoverview2008_32-0
http://en.wikipedia.org/wiki/Economic_liberalisation_in_India#cite_ref-wbindiaoverview2008_32-0
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BLOCK 2 DEMOGRAPHIC FEATURES OF INDIAN 

POPULATION 
 

The aim of this block is to present to you the demographic features of Indian population. 

 

First unit deals with explaining the basics of Indian demography. Physical demographics 

of Indian population will be discussed in detail. Social sector and the economy will 

remain another important topic of discussion. Finally Population, food and the 

environment factors of Indian demography will be dealt. 

 

Unit 2 discusses the social and physical infrastructure of India. Elements of social 

infrastructure will be discussed followed by explaining the physical infrastructure.  

Regional imbalance in India will be dealt and Profile of India‘s physical infrastructure 

will be revealed. Government policy on infrastructure development including public 

private partnership will be the last area of discussion. 
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UNIT 1 

THE BASICS OF INDIAN DEMOGRAPHY 

Objectives 

After studying this unit you should be able to: 

 Reveal the concepts and basics of demography of India 

 Understand the physical demographics of India 

 Know the social sectors and their relevance in Indian economy 

 Explain the elements of population, food and the environment 

Structure 

 
1.1 Introduction 

1.2 Physical demographics 

1.3 Social sector and the economy 

1.4 Population, food and the environment 

1.5 Summary 

1.6 Further readings 

  

 

1.1 INTRODUCTION 

The demographics of India is remarkably diverse. India's population of approximately 

1.17 billion people (estimate for July, 2009) consists of more than one-sixth of the 

world's population. India has more than two thousand ethnic groups, and every major 

religion is represented, as are four major families of languages (Indo-European, 

Dravidian, Austro-Asiatic and Tibeto-Burman languages) as well as a language isolate 

(the Nihali language spoken in parts of Maharashtra). 

Further complexity is lent by the great variation that occurs across this population on 

social parameters such as income and education. Only the continent of Africa exceeds the 

linguistic, genetic and cultural diversity of the nation of India 

Demographic features of Indian population are being divided into certain categories 

which we are going to discuss in following sections. 

 

1.2 PHYSICAL DEMOGRAPHICS 

1.2.1 Female Mortality and Sex Ratios  

http://en.wikipedia.org/wiki/India
http://en.wikipedia.org/wiki/Template:Ethnic_Groups_of_India
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http://en.wikipedia.org/wiki/Austro-Asiatic_languages
http://en.wikipedia.org/wiki/Tibeto-Burman_languages
http://en.wikipedia.org/wiki/Language_isolate
http://en.wikipedia.org/wiki/Nihali_language
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According to 1981 census, the total population of females was 330 millions, which is 

more than the total population of 220 millions of the U.S.A. and 267 millions of the 

U.S.S.R. Still, as compared to the male population in India it is only 935 females for 

every one thousand males. While the female population of India has increased from 117 

millions in 1901 to 330 millions in 1981, the number of females per thousand men has 

been declining steadily.  

In 1901, there were 972 females for every one thousand males, while in 1981, the ratio 

has declined to 935 females per thousand males. According to, sex ratio by age-group it 

was found in 1971 census that it was lower than the national average for all ages in 10-19 

age-group and again in. the 40-59 age-group. In the age-group 20-29, the number of 

women was slightly higher than that of men, particularly in the rural areas in the States of 

Andhra Pradesh, Meghalaya, Karnataka, Orissa, Tamil Nadu and Tripura. Among all the 

States in India, Kerala is the only State where the females out- number males in all 

censuses from 1921; it being 1034 per 1000 males in 1981 census. One of the rich States 

in India, Haryana, reported the lowest sex ratio among states (877). The other States with 

a noticeable lower sex ratio were Punjab (886), Uttar Pradesh (886), Arunachal Pradesh 

(870) and Sikkim (836) and in other States it was more than 900. 

1.2.2 Health and mortality  
 

During the period 1947-70, mortality fell considerably, due to reductions in several major 

communicable diseases and the absence of major famines. However, many infant and 

childhood diseases remained very prevalent, tuberculosis contributed to high levels of 

adult morbidity (and significant mortality), and malaria began to re-emerge after an initial 

period when it seemed to have been brought under control.  

Mortality continued to improve fairly steadily during the last three decades of the 

twentieth century. Both the crude death rate and the infant mortality rate almost halved, 

the former falling from 16 to less than 9 per thousand, and the latter from 134 to about 

70. Life expectation rose from 50 to 62 years.  

 

This period saw considerable progress against communicable diseases such as gastro-

enteritis, dysentery, tetanus, polio and leprosy. But regional differentials in mortality 

remained, mortality and health conditions generally being more favourable in the south 

than the north. Contamination of water supplies, inadequate management of liquid and 

solid wastes, and the high levels of crowding typical of urban slums contributed to the 

maintenance of infections in the general population, though urban mortality remained 

lower than rural.  

The resurgence of malaria, the spread of drug-resistant forms of tuberculosis, and the 

menacing rise of HIV/AIDS from the mid-1980s (a development which has probably 

contributed to the resurgence of tuberculosis) all serve to illustrate just how important 

infectious diseases remain in the country's mortality and health profile. Indeed, although 

there has been a marked shift towards greater prominence of non-communicable diseases 

(e.g. cancers and circulatory ailments) in the country's overall pattern of cause of death, at 

the start of the twenty-first century India suffers from a 'double burden' of communicable 
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and non-communicable diseases. Widespread nutritional and reproductive health 

problems, reflecting conditions of great poverty, coexist with lifestyle-induced illnesses 

linked to the adoption of new patterns of behaviour. These include reduced levels of 

physical activity and more obesity among the better-off in urban areas, and greater 

consumption of tobacco. Respiratory ailments remain prominent and stubbornly high, in 

part because of increased levels of atmospheric pollution. 

1.2.3 Fertility  
 

Given the scale and diversity of India's population, a decline from around 6 children per 

woman in 1970, to almost half that level in a span of 30 years is a significant 

achievement. Fertility has declined throughout the country, though at varying pace in 

rural and urban areas and in different states, with Kerala and Tamil Nadu already 

reaching the replacement level. Changes in fertility behaviour have diffused through 

space and time conditioned by socio-cultural and historical considerations rather than 

neat administrative boundaries. Fertility has fallen at all ages; at younger ages due to a 

rise in the age at marriage and at older ages due to control of fertility within marriage 

through the adoption of family planning (mainly sterilization). This has resulted in a very 

short time span of childbearing, especially in states with low fertility.  

Fertility in India has fallen under a wide range of socio-economic and cultural conditions. 

The rising levels of education, influence of the media, economic changes, continuing 

urbanization, declines in infant and child mortality have all contributed to fertility 

decline. The diffusion of new ideas and enhanced aspirations for children has led even 

uneducated parents to limit their family size. However, fertility variation between regions 

is likely to persist for some time although a trend towards broad convergence in levels of 

fertility between the states is under way. 

1.2.4 Migration and urbanisation  
 

India's level of urbanisation is projected to rise from about 28 per cent in 2001 to 36 per 

cent by 2026 - when the total urban population could number roughly half a billion. 

Indeed, because there is considerable scope for reclassifying rural areas as 'urban' these 

figures could turn out to be underestimates. Whereas in 2001 there were thirty-five 

'million plus' cities, it seems likely that there will be nearly seventy by 2026. And because 

the urban population is becoming increasingly concentrated, these seventy cities could 

contain around half of all the country's urban inhabitants.  

 

The largest urban agglomerations - Delhi and Greater Mumbai - will probably each 

contain thirty million people. Everywhere urban populations will grow much faster than 

their rural counterparts. Indeed, more than half of all India's population growth in the 

period to 2026 is likely to end up living in the urban sector. However, more 

demographically and socio-economically advanced states like Maharashtra and Tamil 

Nadu will experience relatively modest rises in the sizes of their rural populations, while 

less advanced states like UP and Bihar will experience considerable increases in the sizes 

of both their urban and their rural populations.  
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The volumes of people involved in different types of migration may increase in the 

coming decades, but many migration rates seem set to decline. Thus short term 

'circulatory' migration rates will probably fall as such movements are increasingly 

replaced by the rise of commuting. Interstate migration rates may also fall - partly 

because the growing number of 'million plus' cities will mean that people can move to 

such places without having to leave their home state. Continued urbanisation will ensure 

that migration flows become more and more urban-oriented. UP and Bihar will remain 

the most important exporters of people, but it seems unlikely that major north-to-south 

migration flows within the country will develop soon. That said, short distance migration 

- which is dominated by women, and primarily for reasons of marriage - will continue to 

be the most frequent type of human movement.  

 

Finally, international migration will continue to be negligible compared to the size of 

India's population. But the number of people leaving for North America, Europe and 

Australia seems certain to continue to rise in the period to 2026, as does the number of 

migrants entering India from Nepal and Bangladesh. International migration will 

probably have increasing social, economic, and political implications for India in the next 

few decades – not to speak of the wider world.  
 

1.3 SOCIAL SECTORS AND THE ECONOMY  

1.3.1 Education and literacy  

 

The recent progress in Indian education makes a welcome contrast with the past. The 

legacy of illiteracy and educational neglect inherited at the time of Independence led the 

new Indian state to resolve that it would provide free and compulsory education to all 

children up to age 14 by 1960. Since that time, the target date for achieving it has 

repeatedly been extended, and at the start of the new millennium the country is far from 

attaining its elusive goal. However, some encouraging signs from the 1990s could bode 

well for the future. Between the censuses of 1991 and 2001, the overall literacy rate of 

the population over age seven rose by 13 percentage points, to 65 per cent - the highest 

decadal rise ever. Age-specific literacy rates measured in 1993 and 1999 also show a 10 

percentage point increase in literacy among 6-19 year olds, quite substantial for a six-year 

period. Even in the four large and educationally backward northern states of Bihar, MP, 

Rajasthan and UP, there was marked acceleration in the 10-14 year old literacy rate, 

which increased by 18 percentage points. Current school attendance also grew rapidly. 

For example, among rural 6-10 year old girls, it increased by fully 20 percentage points 

during the same six years.  

 

The factors that are likely to have contributed to this accelerated progress are grouped 

into two broad categories: acceleration in the demand for schooling and improvements in 

the quantity and quality of the supply of schooling. The increase in demand over the 

1990s is linked to the combined effects of falling poverty, fertility decline and brighter 

economic prospects due to greater openness to international trade and investment.  
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These trends promise stronger demand in the economy for schooled persons and thus 

higher economic returns to education. Improvement in the supply of education is linked 

to better management via decentralization measures, the initiation in the 1990s of 

centrally and externally financed education projects, the use of Para-teachers to expand 

access, and the rapid spread of private schooling. Different parts of the country, however, 

have experienced very different patterns of educational provision, with varying degrees 

of reliance on the public and private sectors.  

Population growth has made the task of educating India‘s children more difficult. Some 

states have in fact already experienced declines in their school-age numbers, while others 

will have growing school-age populations up to 2026.  

 

Projections are shown for the educational distribution of the population in 2026 in two 

illustrative cases, Bihar and Tamil Nadu. The treatment of education ends with a 

discussion of the problems of the near future such as low and static or falling per capita 

real public expenditures on education across many states; the low quality of education in 

terms of poor school facilities, high pupil-teacher ratios and dull curricula; the spread of 

private primary schooling; and hierarchies of access, that is, a tendency for poorer 

children, lower castes, and girls to have access only to lower quality schooling.  

 

1.3.2 Employment  

Despite rapid economic growth, the 1990s have in many ways been a disappointing 

decade for employment: there was a slowdown in the rate of employment generation and 

a corresponding increase in unemployment. The declining capacity of agriculture to 

absorb labour, together with absolute job losses in the public sector, has been the main 

culprits. Employment growth in other sectors like trade, financial services and some 

manufacturing activities has been unable to compensate. Persistently high unemployment 

among those with high job aspirations remains, although with some improvement. State-

level dispersion in unemployment rates appears to have increased. There is also evidence 

that employment quality has deteriorated with an ‗informalization‘ and ‗casualization‘ of 

the workforce. However, research shows increasing labour productivity in the 

unorganized sector during the 1990s, together with an increasing growth rate of incomes. 

There is also evidence of an increase in the real wage earnings of casual workers. The 

working age population will be approximately 1.5 times as large in 2026 as it was in 

2001.  

This future growth is incorporated in employment projections. To estimate future labour 

force size, the growing population is combined with estimates of changes in the labour 

force participation rate, with particular attention to what may happen to women‘s 

participation. If women‘s participation increases, there will be an average annual addition 

of approximately 8 million people to the labour force between 2001 and 2026. And if 

recent trends in economic growth and the employment intensity of output continue until 

2026, there will be a significant increase in unemployment. Even an annual economic 

growth rate of 8 per cent up to 2026 will not avoid future increases in unemployment. 

1.3.3 The condition of the people – problem of poverty  
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Poverty in India is widespread with the nation estimated to have a third of the world's 

poor. According to the a 2005 World Bank estimate, 42% of India's falls below the 

international poverty line of $1.25 a day (PPP, in nominal terms Rs. 21.6 a day in urban 

areas and Rs 14.3 in rural areas); having reduced from 60% in 1980. According to the 

criterion used by the Planning Commission of India 27.5% of the population was living 

below the poverty line in 2004–2005, down from 51.3% in 1977–1978, and 36% in 1993-

1994. 

Among the causes ascribed for the high level poverty in India are its history under British 

rule, large population, and low literacy. Also important is India's social structure, 

including the caste system in India, and the role of women in Indian society. Economic 

growth has in the past been dampened by a dependence upon agriculture, and the 

economic policies adopted after its independence. 

Since the 1950s, the Indian government and non-governmental organizations have 

initiated several programs to alleviate poverty, including subsidizing food and other 

necessities, increased access to loans, improving agricultural techniques and price 

supports, and promoting education and family planning. These measures have helped 

eliminate famines, cut absolute poverty levels by more than half, and reduced illiteracy 

and malnutrition  

a. Causes of poverty in India 

1. Caste system 

A disproportionally large share of poor is lower caste Hindus. According to S. M. 

Michael, Dalits constitute the bulk of poor and unemployed.  

Many see the pan-Indian social construct of caste system as a system of exploitation of 

poor low-ranking groups by more prosperous high-ranking groups. In many parts of 

India, land is largely held by high-ranking property owners of a particular dominant caste 

(Brahmanas, Kshatriya) that economically exploit low-ranking landless labourers and 

poor artisans, all the while degrading them with ritual emphases on their so-called god-

given inferior status. According to William A. Haviland, casteism is widespread in rural 

areas, and continues to segregate Dalits. Others, however, have noted the steady rise and 

empowerment of the Dalits through social reforms and the implementation of 

reservations in employment and benefits.  

2. British era 

The reign of the Islamic dynasty of the Great Mughals had been an era of unprecedented 

prosperity in India. The Mughal era ended about 1800. Jawaharlal Nehru claimed "A 

significant fact which stands out is that those parts of India which have been longest 

under British rule are the poorest today." The Indian economy was purposely and 

severely deindustrialized (especially in the areas of textiles and metal-working) through 

colonial privatizations, regulations, tariffs on manufactured or refined Indian goods, 
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taxes, and direct seizures, as noted by linguist and commentator Noam Chomsky. 

However, according to economist Angus Maddison, such explanation ignores the role of 

changes in demand and technology. 

In 1830, India accounted for 17.6% of industrial production against Britain's 9.5%, but by 

1900 India's share was down to 1.7% against Britain's 18.5%. (The change in industrial 

production per capita is even more extreme due to Indian population growth). This is 

because Europe - particularly Britain - industrialized before the rest of the world. 

This view claims that British policies in India exacerbated weather conditions to lead to 

mass famines which, when taken together, led to between 30 to 60 million deaths from 

starvation in the Indian colonies. Community grain banks were forcibly disabled, land 

was converted from food crops for local consumption to cotton, opium, tea, and grain for 

export, largely for animal feed.  

According to Angus Maddison, "They replaced the wasteful warlord aristocracy by a 

bureaucratic-military establishment, carefully designed by utilitarian technocrats, which 

was very efficient in maintaining law and order. [...] However, the pattern of 

consumption changed as the new upper class no longer kept harems and palaces, nor did 

they wear fine muslins and damascened swords. This caused some painful readjustments 

in the traditional handicraft sector. It seems likely that there was some increase in 

productive investment which must have been near zero in Moghul India: government 

itself carried out productive investment in railways and irrigation and as a result there 

was a growth in both agricultural and industrial output."  

3. India's economic policies 

In 1947, the average annual income in India was $439, compared with $619 for China, 

$770 for South Korea, and $936 for Taiwan. By 1999, the numbers were $1,818; $3,259; 

$13,317; and $15,720. (numbers are in 1990 international Maddison dollars) In other 

words, the average income in India was not much different from South Korea in 1947, 

but South Korea became a developed country by 2000s. At the same time, India was left 

as one of the world's poorer countries. 

Hindu rate of growth is an expression used to refer to the low annual growth rate of the 

economy of India, which stagnated around 3.5% from 1950s to 1980s, while per capita 

income averaged 1.3%. At the same time, Pakistan grew by 5%, Indonesia by 6%, 

Thailand by 7%, Taiwan by 8%, and South Korea by 9% and the term was coined by 

Indian economist Raj Kumar Krishna. 

License Raj refers to the elaborate licenses, regulations and the accompanying red tape 

that were required to set up and run business in India between 1947 and 1990. The 

License Raj was a result of India's decision to have a planned economy, where all aspects 

of the economy are controlled by the state and licenses were given to a select few. 

Corruption flourished under this system.  
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The labyrinthine bureaucracy often led to absurd restrictions - up to 80 agencies had to be 

satisfied before a firm could be granted a licence to produce and the state would decide 

what was produced, how much, at what price and what sources of capital were used. 

—BBC 

India had started out in the 1950s with:  

 high growth rates 

 openness to trade and investment 

 a promotional state 

 social expenditure awareness 

 macro stability 

but ended the 1980s with:  

 low growth rates (Hindu rate of growth) 

 closure to trade and investment 

 a license-obsessed, restrictive state (License Raj) 

 inability to sustain social expenditures 

 macro instability, indeed crisis. 

Poverty has decreased significantly since reforms were started in the 1980s.  

Also: 

 Over-reliance on agriculture. There is a surplus of labour in agriculture. Farmers 

are a large vote bank and use their votes to resist reallocation of land for higher-

income industrial projects. While services and industry have grown at double digit 

figures, agriculture growth rate has dropped from 4.8% to 2%. About 60% of the 

population depends on agriculture whereas the contribution of agriculture to the 

GDP is about 18%. 

 High population growth rate, although demographers generally agree that this is a 

symptom rather than cause of poverty. 

Despite this, India currently adds 40 million people to its middle class every year. 

Analysts such as the founder of "Forecasting International", Marvin J. Cetron writes that 

an estimated 300 million Indians now belong to the middle class; one-third of them have 

emerged from poverty in the last ten years. At the current rate of growth, a majority of 

Indians will be middle-class by 2025. Literacy rates have risen from 52 percent to 65 

percent in the same period.  

4. Neo-liberal policies and their effects 

Other points of view hold that the economic reforms initiated in the early 1990s are 

responsible for the collapse of rural economies and the agrarian crisis currently 

underway. As journalist and the Rural Affairs editor for The Hindu, P Sainath describes 
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in his reports on the rural economy in India, the level of inequality has risen to 

extraordinary levels, when at the same time, hunger in India has reached its highest level 

in decades. He also points out that rural economies across India have collapsed, or on the 

verge of collapse due to the neo-liberal policies of the government of India since the 

1990s. The human cost of the "liberalisation" has been very high. The huge wave of farm 

suicides in Indian rural population from 1997 to 2007 totaled close to 200,000, according 

to official statistics. That number remains disputed, with some saying the true number is 

much higher. Commentators have faulted the policies pursued by the government which, 

according to Sainath, resulted in a very high portion of rural households getting into the 

debt cycle, resulting in a very high number of farm suicides. As professor Utsa Patnaik, 

India‘s top economist on agriculture, has pointed out, the average poor family in 2007 has 

about 100 kg less food per year than it did in 1997. 

Government policies encouraging farmers to switch to cash crops, in place of traditional 

food crops, has resulted in an extraordinary increase in farm input costs, while market 

forces determined the price of the cash crop. Sainath points out that a disproportionately 

large number of affected farm suicides have occurred with cash crops, because with food 

crops such as rice, even if the price falls, there is food left to survive on. He also points 

out that inequality has reached one of the highest rates India has ever seen. In a report by 

Chetan Ahya, Executive Director at Morgan Stanley, it is pointed out that there has been 

a wealth increase of close to $1 Trillion in the time frame of 2003-2007 in the Indian 

stock market, while only 4-7% of the Indian population hold any equity. During the time 

when Public investment in agriculture shrank to 2% of the GDP, the nation suffered the 

worst agrarian crisis in decades, the same time as India became the nation of second 

highest number of dollar billionaires. Sainath argues that 

Farm incomes have collapsed. Hunger has grown very fast. Public investment in 

agriculture shrank to nothing a long time ago. Employment has collapsed. Non-farm 

employment has stagnated. (Only the National Rural Employment Guarantee Act has 

brought some limited relief in recent times.) Millions move towards towns and cities 

where, too, there are few jobs to be found. 

In one estimate, over 85 per cent of rural households are landless, sub-marginal, marginal 

or small farmers. Nothing has happened in 15 years that has changed that situation for the 

better. Much has happened to make it a lot worse. 

Those who have taken their lives were deep in debt – peasant households in debt doubled 

in the first decade of the neoliberal ―economic reforms,‖ from 26 per cent of farm 

households to 48.6 per cent. Meanwhile, all along, India kept reducing investment in 

agriculture (standard neoliberal procedure). Life was being made more and more 

impossible for small farmers. 

As of 2006, the government spends less than 0.2% of GDP on agriculture and less than 

3% of GDP on education. However, some government schemes such as the mid-day meal 

scheme, and the NREGA have been partially successful in providing a lifeline for the 

rural economy and curbing the further rise of poverty. 
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b. Efforts to alleviate poverty 

Since the early 1950s, govt has initiated, sustained, and refined various planning schemes 

to help the poor attain self sufficiency in food production. Probably the very most 

important initiative has been the supply of basic commodities, particularly food at 

controlled prices, available throughout the country as poor spend about 80 percent of 

their income on food. 

c. Outlook for poverty alleviation 

Eradication of poverty in India is generally only considered to be a long-term goal. 

Poverty alleviation is expected to make better progress in the next 50 years than in the 

past, as a trickle-down effect of the growing middle class. Increasing stress on education, 

reservation of seats in government jobs and the increasing empowerment of women and 

the economically weaker sections of society, are also expected to contribute to the 

alleviation of poverty. It is incorrect to say that all poverty reduction programmes have 

failed. The growth of the middle class (which was virtually non-existent when India 

became a free nation in August 1947) indicates that economic prosperity has indeed been 

very impressive in India, but the distribution of wealth is not at all even. 

After the liberalization process and moving away from the socialist model, India is 

adding 60 to 70 million people to its middle class every year. Analysts such as the 

founder of "Forecasting International", Marvin J. Cetron writes that an estimated 390 

million Indians now belong to the middle class; one-third of them have emerged from 

poverty in the last ten years. At the current rate of growth, a majority of Indians will be 

middle-class by 2025. Literacy rates have risen from 52 percent to 65 percent during the 

initial decade of liberalization (1991-2001). 

d. Controversy over extent of poverty reduction 

The definition of poverty in India has been called into question by the UN World Food 

Programme. In its report on global hunger index, it questioned the government of India's 

definition of poverty saying: 

The fact that calorie deprivation is increasing during a period when the proportion of 

rural population below the poverty line is said to be declining rapidly, highlights the 

increasing disconnect between official poverty estimates and calorie deprivation.  

While total overall poverty in India has declined, the extent of poverty reduction is often 

debated. While there is a consensus that there has not been increase in poverty between 

1993-94 and 2004-05, the picture is not so clear if one considers other non-pecuniary 

dimensions (such as health, education, crime and access to infrastructure). With the rapid 

economic growth that India is experiencing, it is likely that a significant fraction of the 

rural population will continue to migrate toward cities, making the issue of urban poverty 

more significant in the long run. 
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Some, like journalist P Sainath, hold the view that while absolute poverty may not have 

increased, India remains at a abysmal rank in the UN Human Development Index. India 

is positioned at 132
ond

 place in the 2007-08 UN HDI index. It is the lowest rank for the 

country in over 10 years. In 1992, India was at 122
ond

 place in the same index. It can even 

be argued that the situation has become worse on critical indicators of overall well-being 

such as the number of people who are undernourished (India has the highest number of 

malnourished people, at 230 million, and is 94th of 119 in the world hunger index), and 

the number of malnourished children (43% of India's children under 5 are underweight 

(BMI<18.5), the highest in the world) as of 2008. 

Economist Pravin Visaria has defended the validity of many of the statistics that 

demonstrated the reduction in overall poverty in India, as well as the declaration made by 

India's former Finance Minister Yashwant Sinha that poverty in India has reduced 

significantly. He insisted that the 1999-2000 survey was well designed and supervised 

and felt that just because they did not appear to fit preconceived notions about poverty in 

India, they should not be dismissed outright. Nicholas Stern, vice president of the World 

Bank, has published defenses of the poverty reduction statistics. He argues that increasing 

globalization and investment opportunities have contributed significantly to the reduction 

of poverty in the country. India, together with China, have shown the clearest trends of 

globalization with the accelerated rise in per-capita income. 

A 2007 report by the state-run National Commission for Enterprises in the Unorganised 

Sector (NCEUS) found that 77% of Indians, or 836 million people, lived on less than 20 

rupees per day (USD 0.50 nominal, USD 2.0 in PPP), with most working in "informal 

labour sector with no job or social security, living in abject poverty."  

A study by the McKinsey Global Institute found that in 1985, 93% of the Indian 

population lived on a household income of less than 90,000 rupees a year, or about a 

dollar per person per day; by 2005 that proportion had been cut nearly in half, to 54%. 

More than 103 million people have moved out of desperate poverty in the course of one 

generation in urban and rural areas as well. They project that if India can achieve 7.3% 

annual growth over the next 20 years, 465 million more people will be lifted out of 

poverty. Contrary to popular perceptions, rural India has benefited from this growth: 

extreme rural poverty has declined from 94% in 1985 to 61% in 2005, and they project 

that it will drop to 26% by 2025. Report concludes that India's economic reforms and the 

increased growth that has resulted have been the most successful anti-poverty 

programmes in the country.  

e. Persistence of malnutrition among children 

According to the New York Times, is estimated that about 42.5% of the children in India 

suffer from malnutrition. The World Bank, citing estimates made by the World Health 

Organization, states "that about 49 per cent of the world's underweight children, 34 per 

cent of the world's stunted children and 46 per cent of the world's wasted children, live in 

India." The World Bank also noted that "[w]hile poverty is often the underlying cause of 

malnutrition in children, the superior economic growth experienced by South Asian 
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countries compared to those in Sub-Saharan Africa, has not translated into superior 

nutritional status for the South Asian child."  

A special commission to the Indian Supreme court has noted that the child malnutrition 

rate in India is twice as great as sub-Saharan Africa  

Poverty in India has been diminishing, though at an uncertain rate: data problems abound. 

The numbers in income poverty are in the region of 300 million. In today‘s 

understanding, poverty is not just a lack of income but includes deprivation in health, in 

education, and other aspects of well-being. The country has a very mixed record. Only 

two indicators have shown accelerated improvement in the last decade, fertility decline 

and education. However, nearly a third of the population is still illiterate. Nutrition has 

also improved modestly in recent years, but malnutrition is still widespread – despite 

slowly improving diets. It seems to be only partially a problem of income. Other aspects 

of health also show only modest improvements, with some worsening due to 

environmental factors and HIV/AIDS.  

 

Numerous inequalities are present: most poverty is rural, and there are large 

discrepancies in wellbeing between different regions and social groups. The numbers in 

poverty are still projected to be 190 million in 2026, if the trends of the recent past 

continue. Again, these are mechanical projections – much can be done to improve this 

prospect. But the country shows divergent movement, with the better-off states making 

significant progress, and the worse off (and most populous) experiencing only slow 

improvement. Recent research suggests there is a link between high fertility and poverty, 

at the family level and even at the macroeconomic level. Unfortunately the states where 

poverty is worst and economic growth slowest are also mostly those where population 

growth is fastest. But continuing fertility decline should contribute to the amelioration of 

poverty.  
 

1.3.4 Gender Inequality 

Sociologically the word gender refers to the socio-cultural definition of man and 

woman, the way societies distinguish men and women and assign them social roles. 

The distinction between sex and gender was introduced to deal with the general 

tendency to attribute women's subordination to their anatomy. For ages it was believed 

that the different characteristics, roles and status accorded to women and men in 

society are determined by sex, that they are natural and therefore not changeable. 

Gender is seen closely related to the roles and behavior assigned to women and men 

based on their sexual differences. As soon as a child is born families and society begin 

the process of gendering. The birth of the son is celebrated, the birth of a daughter 

filled with pain; sons are showered with love, respect, better food and proper health 

care. Boys are encouraged to be tough and outgoing; girls are encouraged to be 

homebound and shy. All these differences are gender differences and they are created 

by society. Gender inequality is therefore a form of inequality which is distinct from 

other forms of economic and social inequalities. It dwells not only outside the 

household but also centrally within it. It stems not only from pre-existing differences 

in economic endowments between women and men but also from pre-existing 
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gendered social norms and social perceptions. Gender inequality has adverse impact 

on development goals as reduces economic growth. It hampers the overall well being 

because blocking women from participation in social, political and economic activities 

can adversely affect the whole society. Many developing countries including India 

have displayed gender inequality in education, employment and health. It is common 

to find girls and women suffering from high mortality rates. There are vast differences 

in education level of two sexes. India has witnessed gender inequality from its early 

history due to its socio-economic and religious practices that resulted in a wide gap 

between the position of men and women in the society.  

The origin of the Indian idea of appropriate female behavior can be traced to the rules 

laid down by Manu in 200 B.C.: "by a young girl, by a young woman, or even by an 

aged one, nothing must be done independently, even in her own house". "In childhood 

a female must be subject to her father, in youth to her husband, when her lord is dead 

to her sons; a woman must never be independent." Women's lives are shaped by 

customs that are centuries old. "May you be the mother of a hundred sons" is a 

common Hindu wedding blessing. Statistics reveal that in India males significantly 

outnumber females and this imbalance has increased over time. The sex ratio 

according to 2001 census report stands at 933 per 1000 males. Out of the total 

population, 120 million are women who live in abject poverty. The maternal mortality 

rate in rural areas is among the worlds highest. From a global perspective India 

accounts for 19% of all live births and 27% of all maternal deaths. The deaths of 

young girls in India exceed those of young boys by over 300,000 each year and every 

6th infant death is specifically due to gender discrimination. Women face 

discrimination right from the childhood. Gender disparities in nutrition are evident 

from infancy to adulthood. In fact, gender has been the most statistically significant 

determinant of malnutrition among young children and malnutrition is a frequent, 

direct or underlying, cause of death among girls below age 5. Girls are breast-fed less 

frequently and for a shorter duration in infancy. In childhood and adulthood, males are 

fed first and better. Adult women consume approximately 1,000 fewer calories per 

day than men according to one estimate. Nutritional deprivation has two major 

consequences for women: they never reach their full growth potential, and suffer from 

anemia, which are risk factors in pregnancy. This condition complicates childbearing 

and results in women and infant deaths, and low birth weight infants. The tradition 

also requires that women eat last and least throughout their lives even when pregnant 

and lactating. Malnourished women give birth to malnourished children, perpetuating 

the cycle. Women receive less healthcare facilities than men. A primary way that 

parents discriminate against their girl children is through neglect during illness. As an 

adult they tend to be less likely to admit that they are sick and may wait until their 

sickness has progressed far before they seek help or help is sought for them. Many 

women in rural areas die in childbirth due to easily preventable complications. 

Women's social training to tolerate suffering and their reluctance to be examined by 

male personnel are additional constraints in their getting adequate health care. 

The Constitution of India ensures gender equality in its preamble as a fundamental 

right but also empowers the state to adopt measures of positive discrimination in favor 

of women by ways of legislation and policies. India has also ratified various 
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international conventions and human rights forums to secure equal rights of women, 

such as ratification of Convention on elimination of all forms of discrimination against 

women in 1993. Women have been finding place in local governance structures, 

overcoming gender biases. Over one million women have been elected to local 

panchayats as a result of 1993 amendment to the Indian Constitution requiring that 1/3 

rd of the elected seats to the local governing bodies be reserved for women. The 

passing of Pre-natal Diagnostic Tech Act in 1994 also is a step in removing gender 

discrimination. This Act seeks to end sex-determination tests and female foeticide and 

prohibits doctors from conducting such procedures for the specific purpose of 

determining the sex of the fetus. The Government also announced the National policy 

for empowerment of women in 2001 to bring out advancement, development and 

empowerment of women. The Government has also drawn up a draft National policy 

for the empowerment of women which is a policy statement outlining the state's 

response to problems of gender discrimination. As persistent gender inequalities 

continue we need to rethink concepts and strategies for promoting women's dignity 

and rights. UN Secretary General Kofi Annan has stated, "Gender equality is more 

than a goal in itself. It is a precondition for meeting the challenge of reducing poverty, 

promoting sustainable development and building good governance." There is a need 

for new kinds of institutions, incorporating new norms and rules that support equal 

and just relations between women and men. Today women are organizing themselves 

to meet the challenges that are hampering their development. 

 

1.3.5 The economy  

 
India‘s economy grew at about 6 per cent a year during the decade up to 2001 – an 

increase in performance over previous decades. But there are some worrying signs that 

raise questions about whether the speed of growth can be maintained. The economic 

reforms of the 1990s played a considerable part in the acceleration of economic growth, 

but the large agenda of reforms still to be completed is stalled, mainly for political 

reasons. Difficulties in the export sector, partly related to the backlog of reforms, and 

lack of human capital and infrastructural investment, are also likely to impede future 

growth.  

 

Progress has been very mixed at the state level, with some southern and western states 

growing much faster than others, particularly those in the Gangetic plain. Many of the 

same factors explain this differential performance, with the additional problem in several 

states of poor economic management. A key issue is the heavy subsidies for electricity 

and water, which play major parts in several states‘ fiscal deficits. They are detrimental to 

public expenditure for health and education, which are the province of state governments, 

and they hinder environmental conservation.  

 

Resource constraints also hamper much-needed social and economic investment. One 

positive factor for the future is the so-called ‗demographic bonus‘ that results from the 

labour forces growing faster than the dependent population of younger people, and 

permits increased savings. It presents an opportunity that has to be grasped over the next 
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thirty years, before a larger ageing population begins to reverse the early benefits of 

fertility decline.  
 

1.4 POPULATION, FOOD AND THE ENVIRONMENT  

1.4.1 Food and agriculture  

 

What of the country‘s food prospects? Population growth and increases in food 

production are intimately entwined. During 1951-2001 India‘s population grew by 285 

per cent and cereal production by 441 percent - figures which suggest that over half of 

cereal production growth was attributable to rising demand from population growth. The 

data are often patchy and inconsistent. But by 2026 the level of total cereal demand is 

projected to be roughly 250 million tons - of which perhaps 30 million will be needed to 

cover feed, seed and wastage. There should be no insurmountable problems to producing 

this quantity of cereals, which will require an average cereal yield over twenty-five years 

of just over three metric tons per hectare.  

People are diversifying their patterns of food consumption, however. Taste, lifestyle, 

income and other changes are contributing to particularly fast demand growth for non-

cereal foods - like vegetables, fruits and milk - while consumption of coarse cereals and 

pulses is either constant or declining.  

1.4.2 Modeling the environment  

Energy use is likely to grow very considerably as both the economy and the population 

expands. In the recent past the use of commercial energy has been growing considerably 

faster than population, indicating that it is economic growth, and the pattern of growth, 

that has been the driving force. But population is a strong background factor adding to 

demand. Hitherto growing energy use has been accompanied by significant pollution, but 

the analysis here suggests that this trend need not continue. Cleaner technologies already 

exist and are becoming steadily less expensive.  

Future expansion is modeled with clean technologies introduced at different stages; the 

earlier they are introduced, the lower the levels of pollution reached. This effect is 

dominant, considerably outweighing demographic growth. The key factor is the 

economics of introducing the beneficial technology: it is assessed here as eminently 

affordable. The conclusion is that India can aspire to a greatly improved environment and 

a higher rate of economic growth. In fact, on account of the economic benefits of 

environmental improvement, which are likely to exceed the costs by an appreciable 

margin, India‘s economic prospects would be improved. 

1.4.3 The urban environment  
 

Urban environmental quality in India is set to become an increasingly important issue. 

Towns and cities draw heavily on natural resources such as water, forests and soils. 



 101 

Where not properly managed, urban areas generate waste in a manner that pollutes air 

and water sources, and degrades renewable resources. Many of these problems of waste, 

air and water pollution have increased in India beyond both the absorptive capacity of 

nature and the handling capacity of institutions. Solid waste is a major problem.  

 

The expanding volume of waste comes both from rising numbers of people and 

increasing per capita generation of waste; but most of the country‘s towns and cities are 

not coping successfully with its growth: uncollected refuse, unmanaged disposal sites and 

the presence of hazardous waste are all too common, while land for disposal becomes 

ever scarcer. Options do exist; successful examples of good management can be found, 

commonly with the involvement of non-governmental organisations, and some 

remarkable recycling is carried out, not least by poorer households. It is possible to 

manage waste and in many cases to generate wealth at the same time.  

 

Urban water and sewage present further challenges, linked to population growth. A large 

proportion of India‘s towns and cities lack sewage disposal, and water supplies are 

inadequate, especially for the poor, and often unsafe. All urban areas experience rising 

volumes of human and municipal liquid waste, commonly growing faster than treatment 

capacity. This presents considerable dangers to health. The threat to water-courses if 

nothing is done is very considerable.  

 

Air pollution is a scourge of most urban areas. But here the main culprits are vehicle 

traffic, industry and thermal power production, which have all grown much faster than 

population. Domestic burning of low-grade fuels and vegetable matter makes a further 

contribution. There is considerable variety of experience across India, with some notable 

improvements, not least in Delhi in the recent past. Cleaner fuels and improved vehicle 

and manufacturing technologies can make major differences. It is the combination of a 

lack of institutional capability, demographic pressures, and economic growth that 

explains the current state of the environment in India‘s cities. Future trends will depend 

on the way in which demographic factors change, but also very largely on the ways in 

which urban governance is transformed over the coming decades. India has positive 

experiences to show in all fields of urban environmental management; the challenge is to 

have these best practices far more widely spread.  

 

1.4.4 Water  
 

Perhaps the strongest of all population impacts is on the demand for water. There will be 

growing needs for residential and industrial supplies, but it is agriculture which takes 

most of India‘s water, and as long as the country tries to remain broadly self-sufficient in 

food, demand for water will grow with the population requiring to be fed. Yet India will 

not have more water available in the future than it has now – and as a result of pollution, 

it could well have less. Climate change could produce more rainfall, although with 

greater seasonal fluctuations, and uncertain impacts on the Himalayan snowmelt and 

glacier flow. Very large increases will be needed in the efficiency with which water is 

used.  
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A number of studies have examined the future balance between water supply and 

demand, and found that growing national demand can be met. Apart from uncertainties 

attaching to climate change, the account here takes the same view. But much depends on 

the manner in which demand is met. At present there is little incentive for farmers or 

residential consumers to conserve water. On the contrary, the mix of prices and subsidies 

in agriculture favours excessive water use without provision for maintenance of supplies, 

while better-off urban consumers have mostly free or subsidised water, and only the poor 

pay. At the same time, pollution is affecting the quality and quantity of useable water, 

and the situation is worsening rather than improving. Water is hardly a problem for the 

future alone: it is already apparent in water scarcity, and frequent conflicts over water use 

in cities and countryside alike. The challenge is considerable: to find ways of overcoming 

pollution and to give the right incentives to users and consumers that will induce them to 

conserve water, while not hurting the poor.  

 

Much of policy has been directed at supply management. There has been an engineering 

tradition of large-scale dams and water works, now giving way to increasing emphasis on 

smaller-scale schemes, watershed development and water harvesting. The view is taken 

here that large dams will still be required, but they should be regarded as instruments of 

last resort, and only adopted with far more attention to environmental concerns and the 

care and resettlement of affected populations than has been shown in the past. More 

attention to demand management is also needed; indeed, as water problems become more 

acute, life-style changes may well be required as part of any solution. Water policy is 

complex, and not to be seen in simple demand and supply terms. It involves laws, 

institutions, society and politics. But however difficult, there will have to be change. 

―Business as usual‖ is not an option for India where water is concerned.  

 

1.4.5 Common pool resources  
 

Fuel-wood, fodder, crop wastes, cow-dung, forest products, water – these and other 

common pool resources make valuable contributions to livelihoods, especially of rural 

populations, and most importantly in arid and semi-arid areas and the Himalayan region. 

They may be the principal assets of landless people. But they are subject to conflicting 

claims, including those from industry and commerce. One study suggests that these 

resources contribute on average 3 per cent of household expenditures, but there has been 

a quinquennial rate of decline in the land area of common pool resources of close to 2 per 

cent in recent times; more detailed local studies show higher rates of decline, and higher 

contributions to household expenditures, especially for the poor.  

 

Population growth contributes to increasing demand on these resources; at the same time, 

income growth can lead to changing preferences and demand switching to other products. 

There are possibilities of substitution also, and supplies can regenerate as well as be 

depleted. An index is developed here for access and use of these resources; Bihar and UP 

turn out to be the worst placed states in terms of the combination of population growth 

and poverty relative to the availability of common pool resources.  
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While there has been much past emphasis on the safety-net and livelihood functions of 

common pool resources, the analysis here suggests a need for a wider focus, including 

market-based opportunities for their use, and their role in the provision of ecological 

services. At the same time, the main philosophy of management, stressing decentralised 

local governance and collective institutions and values, sits uneasily with national and 

global forces pointing to an expanding and individualised market economy. Need for a 

major effort of reconceptualising the issues and reformulating policy is foreseen if the 

problems of conflicting claims are to be resolved. 

Activity 1 

 

1. Give an account of physical demographics in India with suitable examples. 

2. What are the causes and effects of migration and urbanisation on Indian 

economy?  

3. Write a brief note on social sectors and Indian economy. Throw light on problems 

of poverty and inequality. 

4. What do you understand with ‗modeling of environment‘?  Explain common pool 

resources. 

 

1.5 SUMMARY 
 

The unit throws light on demographic picture of India. Physical demographics are 

discussed with female Mortality and Sex Ratios; health and mortality; fertility and 

concepts of migration and urbanisation. Later section deals with social sectors and the 

economy which considerably deals education and literacy and employment related 

conditions in India. Section also reveals the condition of the Indian people along with 

problem of poverty and gender Inequality. The economy of India was another topic 

described in detail.  Population, food and the environment were discussed in the next 

section with food and agriculture; modeling the environment; water and common pool 

resources. 

 

1.6 FURTHER READINGS 
 

 Kalyani Menon-Sen, A. K. Shiva Kumar (2001). "Women in India: How Free? 

How Equal?". United Nations.  

 N. Vittal, "Roots of Effective Governance", Icfai University Press, 2007 

 William A. Haviland, Anthropology: The Human Challenge, 10th edition, 

Thomson Wadsworth, 2005, 

 Kumar, Jayant. Census of India. 2001. September 4, 2006 
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UNIT 2 

SOCIAL AND PHYSICAL INFRASTRUCTURE IN INDIA 

Objectives 

After studying this unit you should be able to: 

 Understand the social and physical infrastructure in India 

 Know the elements of social infrastructure 

 Appreciate the physical infrastructure of India. 

 Be aware about the concept of regional imbalance 

 Explain the profile of India‘s physical infrastructure 

 Describe the policy of Indian government about infrastructure development 

Structure 

2.1 Introduction 

2.2 Elements of social infrastructure  

2.3 Physical infrastructure 

2.4 Regional imbalance 

2.5 Profile of India‘s physical infrastructure  

2.6 Government policy on infrastructure development – public private partnership 

2.7 Summary 

2.8 Further readings 

 

2.1 INTRODUCTION  
 

The Social Infrastructure in India includes the education system in India, health care, the 

management of the education and health services in India that form the basic social 

infrastructure definition. The India government looks after the social development in 

India by careful infrastructure planning and handling the social issues in close 

coordination. 

 

The infrastructure development of any country includes both economic infrastructure 

development that is the development of various sectors like Energy , Power , Telecom , 

Transport (Railways , Roadways , Aviation and Shipping ), Infotech , Finance , etc. and 

also the social infrastructures including education and health issues. 

 

India development is incomplete without social development and that would require 

focus on the infrastructure strategy for social research India. The infrastructure policy of 

India needs to be made more comprehensive with major changes in the infrastructure 
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projects taken up in the past and more research behind the project infrastructure so as to 

yield maximum developmental results.  

 

The infrastructure research work includes the current issues that require immediate 

attention in a proper infrastructure report and then formulation and planning of projects in 

sync with the infrastructure industry. 

Development of social infrastructure comprising education, health and medical care, 

nutrition, housing and water supply which is instrumental in contributing to substantial 

improvements in human resources development which, in turn, initiate and accelerate 

economic development with increased Telesis. Physical quality of life and human well 

being are pivotal on the enhanced availability of these social services. These services are 

key to overall increased productivity. Investment in human development programmes, 

enable the poor to help themselves and try to give a fair chance of getting those rewards. 

On social front Government adopts a three-pronged approach during the successive Five 

Year Plan periods - augmenting increased resources on social sector, implementing anti-

poverty programmes in an effective way and accelerating economic growth. 
 

2.2 ELEMENTS OF SOCIAL INFRASTRUCTURE  
 

2.2.1 Public Expenditure 
 

Recognizing the importance of social capital* the Government has placed social services as 

he centre stage of the development strategy. Social sector expenditure enhanced to 

Rs.972178.99 lakhs in 2004-05 works out to 33.83 per cent of the total budgetary expenditure 

of over Rs.859776.91 lakhs in 2003-04, showing an increase of 13.07 per cent. Among the 

social sector 47 per cent of the total allocation goes in favour of education followed by health 

sector (21%), water supply (2%) and housing (1.0%). This indicates the seriousness of the 

Governments' commitment to promotion of social infrastructure, which is the greatest 

resource in the growth process.  

 

 

 



 106 

 

2.2.2 Human Development 
 

Economic development may be conceived of as a multidimensional process. In order to link 

the economic attainment of society and the quality of life, human development frame work 

has been developed. The Human Development Index computed both by the National 

Planning Commission and State Planning Commission gauges the overall accomplishments 

made in three basic dimensions of human development viz. longevity and health, education 

and knowledge and decent standard of living. Going by these parameters, the State had 

showcased impressive progress over a period. In terms of HDI Tamil Nadu's rank among 15 

major States improved from seventh position in 1981 to third place 1991 and remained at the 

same place in 2001. The value of the Index is higher than that of for all India. It attests to the 

fact that Tamil Nadu occupies top slot in Human Development Index next to Kerala and 

Punjab in 2001. 
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However, within the State there are inter-district variations and in 19 districts HDI is below 

the State average. 

 

2.2.3 Literacy and Education 
 

Education creates positive externality. Subsidies can help to set right the under-consumption 

of education with positive externalities. The components of education usually are 

distinguished as consumption i.e. enjoyment of fuller life permitted by education and as 

direct investment the gains accruing `internally' in the form of increased earnings profiles to 

educated persons. It is also an investment in the functioning of the economic and social 

system at large. In view of the above the Government place education high on the 

development agenda. 

 

Primary Education 

 

The Government's goal is Education for All. The Indian Constitution stipulates in the Article 

45, "the State shall provide within a period of 10 years from the commencement of this 

Constitution for free and compulsory education for all children until they complete the age 

of 14 years". It also calls for the "State within its economic capacity to make effective 

provision for education". The latest 86th Constitutional Amendment has made education a 

fundamental right. In primary education universal access, enrolment, retention, achievement 

and community participation and pro-active institutional changes are the basic ingredients to 

achieve the goal of Education for All. Government of India inaugurated the District Primary 

Education Programme in Dharmapuri, Thiruvannamalai, Cuddalore, Villupuram, Perambalur, 

Pudukkottai and Ramanathapuram in 1994-95, where female literacy was less than the State 

average. Following the 86th Constitutional Amendment, the Sarva Siksha Abhiyan (SSA) 

came in to operation sponsored by Government of India for universalisation of elementary 

education in the age group 6 - 14 years. 

 

The SSA is an omnibus intervention having several components. Under this scheme 

provision is made for infrastructure facilities such as construction of class rooms, provision 

of toilets, drinking water, electrification, maintenance, opening of elementary and middle 

schools, appointment of teachers, grants-in-aid to teachers to procure teaching aids, etc. 

besides capacity-building.  
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The Indian government lays emphasis to primary education up to the age of fourteen 

years (referred to as Elementary Education in India.) The Indian government has also 

banned child labour in order to ensure that the children do not enter unsafe working 

conditions. However, both free education and the ban on child labor are difficult to 

enforce due to economic disparity and social conditions. 80% of all recognized schools at 

the Elementary Stage are government run or supported, making it the largest provider of 

education in the Country. However, due to shortage of resources and lack of political 

will, this system suffers from massive gaps including high pupil teacher ratios, shortage 

of infrastructure and poor level of teacher training. Education has also been made free  

for children up to the age of 14 or class VIII under the Children's Right to Free and 

Compulsory Education Act 2009. 

There have been several efforts to enhance quality made by the government. The District 

Primary Education Programme (DPEP) was launched in 1994 with an aim to universalize 

primary education in India by reforming and vitalizing the existing primary education 

system. 85% of the DPEP was funded by the central government and the remaining 15 

percent was funded by the states. The DPEP, which had opened 160000 new schools 

including 84000 alternative education schools delivering alternative education to 

approximately 3.5 million children, was also supported by UNICEF and other 

international programmes. This primary education scheme has also shown a high Gross 

Enrollment Ratio of 93–95% for the last three years in some states. Significant 

improvement in staffing and enrollment of girls has also been made as a part of this 

scheme. The current scheme for universalization of Education for All is the Sarva 

Shiksha Abhiyan which is one of the largest education initiatives in the world. 

Enrollment has been enhanced, but the levels of quality remain low. 

http://en.wikipedia.org/wiki/Primary_education
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Secondary education 

The National Policy on Education (NPE), 1986, has provided for environment awareness, 

science and technology education, and introduction of traditional elements such as Yoga 

into the Indian secondary school system. Secondary education covers children 14-18 

which covers 88.5 million children according to the Census, 2001. However, enrolment 

figures show that only 31 million of these children were attending schools in 2001-02, 

which means that two-third of the population remained out of school. A significant 

feature of India's secondary school system is the emphasis on inclusion of the 

disadvantaged sections of the society. Professionals from established institutes are often 

called to support in vocational training. Another feature of India's secondary school 

system is its emphasis on profession based vocational training to help students attain 

skills for finding a vocation of his/her choosing. A significant new feature has been the 

extension of SS to secondary education in the form of the Madhyamik Shiksha Abhiyan. 

A special Integrated Education for Disabled Children (IEDC) programme was started in 

1974 with a focus on primary education, but which was converted into Inclusive 

Education at Secondary Stage Another notable special programme, the Kendriya 

Vidyalaya project, was started for the employees of the central government of India, who 

are distributed throughout the country. The government started the Kendriya Vidyalaya 

project in 1965 to provide uniform education in institutions following the same syllabus 

at the same pace regardless of the location to which the employee's family has been 

transferred.  

Tertiary education 

Our university system is, in many parts, in a state of disrepair…In almost half the districts in the 

country, higher education enrollments are abysmally low, almost two-third of our universities and 

90 per cent of our colleges are rated as below average on quality parameters… I am concerned 

that in many states university appointments, including that of vice-chancellors, have been 

politicised and have become subject to caste and communal considerations, there are complaints 

of favouritism and corruption. 

– Prime Minister Manmohan Singh in 2007 

India's higher education system is the third largest in the world, after China and the 

United States. The main governing body at the tertiary level is the University Grants 

Commission (India), which enforces its standards, advises the government, and helps 

coordinate between the centre and the state. Accreditation for higher learning is overseen 

by 12 autonomous institutions established by the University Grants Commission.  

As of 2009, India has 20 central universities, 215 state universities, 100 deemed 

universities, 5 institutions established and functioning under the State Act, and 13 

institutes which are of national importance. Other institutions include 16000 colleges, 

including 1800 exclusive women's colleges, functioning under these universities and 

institutions. The emphasis in the tertiary level of education lies on science and 

technology. Indian educational institutions by 2004 consisted of a large number of 
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technology institutes. Distance learning is also a feature of the Indian higher education 

system.  

Some institutions of India, such as the Indian Institutes of Technology (IITs), have been 

globally acclaimed for their standard of education. The IITs enroll about 8000 students 

annually and the alumni have contributed to both the growth of the private sector and the 

public sectors of India.  

Besides top rated universities which provide highly competitive world class education to 

their pupil, India is also home to many universities which have been founded with the 

sole objective of making easy money. Regulatory authorities like UGC and AICTE have 

been trying very hard to extirpate the menace of private universities which are running 

courses without any affiliation or recognition. Students from rural and semi urban 

background often fall prey to these institutes and colleges.  

Technical education 

From the first Five Year Plan onwards India's emphasis was to develop a pool of 

scientifically inclined manpower. India's National Policy on Education (NPE) 

provisioned for an apex body for regulation and development of higher technical 

education, which came into being as the All India Council for Technical Education 

(AICTE) in 1987 through an act of the Indian parliament. At the level of the centre the 

Indian Institutes of Technology and the Indian Institutes of Information Technology are 

deemed of national importance. The Indian Institutes of Management is also among the 

nation's premier education facilities. Several Regional Engineering Colleges (REC) have 

been converted into National Institutes of Technology. The UGC has inter-university 

centres at a number of locations throughout India to promote common research, eg. the 

Nuclear Science Centre at the Jawaharlal Nehru University, New Delhi. 

2.2.4 Healthcare in India 

Healthcare in India is the responsibility of constituent states and territories of India. The 

Constitution charges every state with "raising of the level of nutrition and the standard of 

living of its people and the improvement of public health as among its primary duties". 

The National Health Policy was endorsed by the Parliament of India in 1983 and updated 

in 2002.  

The art of Health Care in India can be traced back nearly 3500 years. From the early days 

of Indian history the Aryurvedic tradition of medicine has been practiced. During the rule 

of Emperor Ashoka Maurya (third century B.C.E.), schools of learning in the healing arts 

were created. Many valuable herbs and medicinal combinations were created. Even today 

many of these continue to be used. During his rein there is evidence that Emperor Ashoka 

was the first leader in world history to attempt to give health care to all of his citizens, 

thus it was the India of antiquity which was the first state to give it's citizens national 

health care. 
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In recent times India has eradicated mass famines, half of children in India are 

underweight, one of the highest rates in the world and nearly the same rate of Sub-

Saharan Africa. Water supply and sanitation in India continue to be a challenged, only 

one of three Indians has access to improved sanitation facilities such as toilet. India's 

HIV/AIDS epidemic is a growing threat. Cholera epidemics are not unknown. The 

maternal mortality in India is the second highest in the world. 

Providing healthcare and disease prevention to India‘s growing population of more than a 

billion people becomes challenging in the face of increased competition for resources. 

2.47 million people in India are estimated to be HIV positive. India is one of the four 

countries worldwide where polio has not as yet been successfully eradicated and one 

third of the world‘s tuberculosis cases are in India. Three out of four children who died 

from measles in 2008 were in India. According to the World Health Organization 

900,000 Indians die each year from drinking contaminated water and breathing in 

polluted air. As India grapples with these basic issues, new challenges are emerging for 

example there is a rise in chronic adult diseases such as cardiovascular illnesses and 

diabetes as a consequence of changing lifestyles. 

There are vast disparities in people‘s health even among the different states across the 

country largely attributed to the resource allocation by the state governments where some 

states have been more successful than others. Better efforts are needed by the local 

governments to ensure that the health services provided are actually reaching the poor in 

worst-affected areas. 

However, at the same time, India's health care system also includes entities which are 

world class. India is a magnet for medical tourists, who are able to get medical treatments 

and surgeries at a fraction of the cost of these procedures in developed countries. The 

Apollo set of hospitals, for example, thrives on this business. Each hospital, however, 

must also set aside a number of beds for the poor. However, as the BBC reported, access 

to these services by the poor is plagued with corruption. While many foreign medical 

experts criticize medical tourism, many private hospitals are able to demonstrate that 

their level of care is comparable, if not better, than that received in developed countries 

1. Issues 

Malnutrition 

Half of children in India are underweight, one of the highest rates in the world and nearly 

same as Sub-Saharan Africa. India contributes to about 5.6 million child deaths every 

year, more than half the world's total.  

Women 

Most Indian women are malnourished. The average female life expectancy today in India 

is low compared to many countries, but it has shown gradual improvement over the years. 
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In many families, especially rural ones, the girls and women face nutritional 

discrimination within the family, and are anemic and malnourished.  

The maternal mortality in India is the second highest in the world. Only 42% of births in 

the country are supervised by health professionals. Most women deliver with help from 

women in the family who often lack the skills and resources to save the mother's life if it 

is in danger. According to UNDP Human Development Report (1997), 88% of pregnant 

women (age 15-49) were found to be suffering from anemia.  

Water and sanitation 

Water supply and sanitation in India continue to be abysmal, despite longstanding efforts 

by the various levels of government and communities at improving coverage. The 

situation is particularly inadequate for sanitation, since only one of three Indians has 

access to improved sanitation facilities (including improved latrines). While the share of 

those with access to an improved water source is much higher than for sanitation (86%), 

the quality of service is poor and most users that are counted as having access receive 

water of dubious quality and only on an intermittent basis. As of 2003, it was estimated 

that only 30% of India's wastewater was being treated, with the remainder flowing into 

rivers or groundwater. The lack of toilet facilities in many areas also presents a major 

health risk; open defecation is widespread even in urban areas of India, and it was 

estimated in 2002 by the World Health Organisation that around 700,000 Indians die each 

year from diarrhoea. No city in India has full-day water supply. Most cities supply water 

only a few hours a day. In towns and rural areas the situation is even worse. 

2. Healthcare Infrastructure 

The Indian healthcare industry is seen to be growing at a rapid pace and is expected to 

become a US$280 billion industry by 2022. The Indian healthcare market was estimated 

at US$35 billion in 2007 and is expected to reach over US$70 billion by 2012 and 

US$145 billion by 2017. According to the Investment Commission of India the 

healthcare sector has experienced phenomenal growth of 12 percent per annum in the last 

4 years. Rising income levels and a growing elderly population are all factors that are 

driving this growth. In addition, changing demographics, disease profiles and the shift 

from chronic to lifestyle diseases in the country has led to increased spending on 

healthcare delivery. 

Even so, the vast majority of the country suffers from a poor standard of healthcare 

infrastructure which has not kept up with the growing economy. Despite having centers 

of excellence in healthcare delivery, these facilities are limited and are inadequate in 

meeting the current healthcare demands. Most public health facilities lack efficiency, are 

understaffed and have poorly maintained or outdated medical equipment. 

Approximately one million people, mostly women and children, die in India each year 

due to inadequate healthcare. 700 million people have no access to specialist care and 

80% of specialists live in urban areas. In addition to poor infrastructure India faces a 
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shortage of trained medical personal especially in rural areas where access to care is 

altogether limited. 

In order to meet manpower shortages and reach world standards India would require 

investments of up to $20 billion over the next 5 years. Forty percent of the primary health 

centers in India are understaffed. According to WHO statistics there are over 250 medical 

colleges in the modern system of medicine and over 400 in the Indian system of medicine 

and homeopathy (ISM&H). India produces over 250,000 doctors annually in the modern 

system of medicine and a similar number of ISM&H practitioners, nurses and para 

professionals. Better policy regulations and the establishment of public private 

partnerships are possible solutions to the problem of manpower shortage. 

India faces a huge need gap in terms of availability of number of hospital beds per 1000 

population. With a world average of 3.96 hospital beds per 1000 population India stands 

just a little over 0.7 hospital beds per 1000 population. Moreover, India faces a shortage 

of doctors, nurses and paramedics that are needed to propel the growing healthcare 

industry. India is now looking at establishing academic medical centers (AMCs) for the 

delivery of higher quality care with leading examples of The Manipal Group & All India 

Institute of Medical Sciences (AIIMS) already in place. 

As incomes rise and the number of available financing options in terms of health 

insurance policies increase, consumers become more and more engaged in making 

informed decisions about their health and are well aware of the costs associated with 

those decisions. In order to remain competitive, healthcare providers are now not only 

looking at improving operational efficiency but are also looking at ways of enhancing 

patient experience overall.  

3. Central government role 

Critics say that the national policy lacks specific measures to achieve broad stated goals. 

Particular problems include the failure to integrate health services with wider economic 

and social development, the lack of nutritional support and sanitation, and the poor 

participatory involvement at the local level. 

Central government efforts at influencing public health have focused on the five-year 

plans, on coordinated planning with the states, and on sponsoring major health programs. 

Government expenditures are jointly shared by the central and state governments. Goals 

and strategies are set through central-state government consultations of the Central 

Council of Health and Family Welfare. Central government efforts are administered by 

the Ministry of Health and Family Welfare, which provides both administrative and 

technical services and manages medical education. States provide public services and 

health education. 

The 1983 National Health Policy is committed to providing health services to all by 

2000. In 1983 health care expenditures varied greatly among the states and union 

territories, from Rs 13 per capita in Bihar to Rs 60 per capita in Himachal Pradesh, and 
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Indian per capita expenditure was low when compared with other Asian countries outside 

of South Asia. Although government health care spending progressively grew throughout 

the 1980s, such spending as a percentage of the gross national product (GNP) remained 

fairly constant. In the meantime, health care spending as a share of total government 

spending decreased. During the same period, private-sector spending on health care was 

about 1.5 times as much as government spending. 

4. Expenditure 

In the mid-1990s, health spending amounted to 6% of GDP, one of the highest levels 

among developing nations. The established per capita spending is around Rs 320 per year 

with the major input from private households (75%). State governments contribute 

15.2%, the central government 5.2%, third-party insurance and employers 3.3%, and 

municipal government and foreign donors about 1.3, according to a 1995 World Bank 

study. Of these proportions, 58.7% goes toward primary health care (curative, preventive, 

and promotive) and 38.8% is spent on secondary and tertiary inpatient care. The rest goes 

for nonservice costs. 

The fifth and sixth five-year plans (FY 1974-78 and FY 1980-84, respectively) included 

programs to assist delivery of preventive medicine and improve the health status of the 

rural population. Supplemental nutrition programs and increasing the supply of safe 

drinking water were high priorities. The sixth plan aimed at training more community 

health workers and increasing efforts to control communicable diseases. There were also 

efforts to improve regional imbalances in the distribution of health care resources. 

The Seventh Five-Year Plan (FY 1985-89) budgeted Rs 33.9 billion for health, an 

amount roughly double the outlay of the sixth plan. Health spending as a portion of total 

plan outlays, however, had declined over the years since the first plan in 1951, from a 

high of 3.3% of the total plan spending in FY 1951-55 to 1.9% of the total for the seventh 

plan. Mid-way through the Eighth Five-Year Plan (FY 1992-96), however, health and 

family welfare was budgeted at Rs 20 billion, or 4.3% of the total plan spending for FY 

1994, with an additional Rs 3.6 billion in the nonplan budget. 

5. Primary services 

Health care facilities and personnel increased substantially between the early 1950s and 

early 1980s, but because of fast population growth, the number of licensed medical 

practitioners per 10,000 individuals had fallen by the late 1980s to three per 10,000 from 

the 1981 level of four per 10,000. In 1991 there were approximately ten hospital beds per 

10,000 individuals. However for comparison, the in China for comparison there are 1.4 

doctors per 1000 people. 

Primary health centers are the cornerstone of the rural health care system. By 1991, India 

had about 22,400 primary health centers, 11,200 hospitals, and 27,400 clinics. These 

facilities are part of a tiered health care system that funnels more difficult cases into 

urban hospitals while attempting to provide routine medical care to the vast majority in 

http://en.wikipedia.org/wiki/Asia
http://en.wikipedia.org/wiki/South_Asia
http://en.wikipedia.org/wiki/Gross_national_product
http://en.wikipedia.org/wiki/GDP
http://en.wikipedia.org/wiki/World_Bank
http://en.wikipedia.org/wiki/Primary_health_care
http://en.wikipedia.org/wiki/Preventive_medicine
http://en.wikipedia.org/wiki/Drinking_water
http://en.wikipedia.org/wiki/Communicable_disease
http://en.wikipedia.org/wiki/Demographics_of_India
http://en.wikipedia.org/wiki/Hospitals
http://en.wikipedia.org/wiki/Clinics


 115 

the countryside. Primary health centers and subcenters rely on trained paramedics to meet 

most of their needs. The main problems affecting the success of primary health centers 

are the predominance of clinical and curative concerns over the intended emphasis on 

preventive work and the reluctance of staff to work in rural areas. In addition, the 

integration of health services with family planning programs often causes the local 

population to perceive the primary health centers as hostile to their traditional preference 

for large families. Therefore, primary health centers often play an adversarial role in local 

efforts to implement national health policies. 

According to data provided in 1989 by the Ministry of Health and Family Welfare, the 

total number of civilian hospitals for all states and union territories combined was 10,157. 

In 1991 there was a total of 811,000 hospital and health care facilities beds. The 

geographical distribution of hospitals varied according to local socio-economic 

conditions. In India's most populous state, Uttar Pradesh, with a 1991 population of more 

than 139 million, there were 735 hospitals as of 1990. In Kerala, with a 1991 population 

of 29 million occupying an area only one-seventh the size of Uttar Pradesh, there were 

2,053 hospitals. 

Although central government has set a goal of health care for all by 2000, hospitals are 

distributed unevenly. Private studies of India's total number of hospitals in the early 

1990s were more conservative than official Indian data, estimating that in 1992 there 

were 7,300 hospitals. Of this total, nearly 4,000 were owned and managed by central, 

state, or local governments. Another 2,000, owned and managed by charitable trusts, 

received partial support from the government, and the remaining 1,300 hospitals, many of 

which were relatively small facilities, were owned and managed by the private sector. 

The use of state-of-the-art medical equipment, often imported from Western countries, 

was primarily limited to urban centers in the early 1990s. A network of regional cancer 

diagnostic and treatment facilities was being established in the early 1990s in major 

hospitals that were part of government medical colleges. By 1992 twenty-two such 

centers were in operation. Most of the 1,300 private hospitals lacked sophisticated 

medical facilities, although in 1992 approximately 12% possessed state-of-the-art 

equipment for diagnosis and treatment of all major diseases, including cancer. The fast 

pace of development of the private medical sector and the burgeoning middle class in the 

1990s have led to the emergence of the new concept in India of establishing hospitals and 

health care facilities on a for-profit basis. 

By the late 1980s, there were approximately 128 medical colleges - roughly three times 

more than in 1950. These medical colleges in 1987 accepted a combined annual class of 

14,166 students. Data for 1987 show that there were 320,000 registered medical 

practitioners and 219,300 registered nurses. Various studies have shown that in both 

urban and rural areas people preferred to pay and seek the more sophisticated services 

provided by private physicians rather than use free treatment at public health centers. 

Indigenous or traditional medical practitioners continue to practice throughout the 

country. The two main forms of traditional medicine practised are the ayurvedic system, 

which deals with mental and spiritual as well as physical well-being, and the unani (or 
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Galenic) herbal medical practice. A vaidya is a practitioner of the ayurvedic tradition, and 

a hakim is a practitioner of the unani or Greek tradition. These professions are frequently 

hereditary. A variety of institutions offer training in indigenous medical practice. Only in 

the late 1970s did official health policy refer to any form of integration between 

European-trained medical personnel and indigenous medical practitioners. In the early 

1990s, there were ninety-eight ayurvedic colleges and seventeen unani colleges operating 

in both the governmental and non-governmental sectors. 

6. Health Insurance 

The majority of the Indian population is unable to access high quality healthcare provided 

by private players as a result of high costs. Many are now looking towards insurance 

companies for providing alternative financing options so that they too may seek better 

quality healthcare. The opportunity remains huge for insurance providers entering into 

the Indian healthcare market since75% of expenditure on healthcare in India is still being 

met by ‗out-of-pocket‘ consumers .Even though only 10% of the Indian population today 

has health insurance coverage, this industry is expected to face tremendous growth over 

the next few years as a result of several private players that have entered into the market. 

Health insurance coverage among urban, middle- and upper-class Indians, however, is 

significantly higher and stands at approximately 50%. 

The Insurance Regulatory and Development Authority (IRDA) is the governing body 

responsible for promoting insurance business and introducing insurance regulations in 

India. The share of public sector companies in health insurance premiums was 76% and 

that of private sector companies was 24% for the period 2005-06. Health insurance 

premiums collected over 2005-06 registered a growth of 35% over the previous year. In 

2001 the IRDA introduced provisions for Third Party Administrators (TPAs) to support 

the administration and management of health insurance products offered by insurance 

companies. TPAs are facilitators in the coordination process between the health insurance 

provider and the hospital. Currently there are 27 TPAs registered under the IRDA. 

Health insurance has a way of increasing accessibility to quality healthcare delivery 

especially for private healthcare providers for whom high cost remains a barrier. In order 

to encourage foreign health insurers to enter the Indian market the government has 

recently proposed to raise the foreign direct investment (FDI) limit in insurance from 

26% to 49%. Increasing health insurance penetration and ensuring affordable premium 

rates are necessary to drive the health insurance market in India. 

2.2.5 Housing in India 

Housing in India varies greatly and reflects the socio-economic mix of its vast 

population. 

Housing varies from palaces of erstwhile maharajas in Rajasthan to swanky apartment 

buildings in big cities to tiny huts in far-flung villages. There is tremendous opportunity 

for growth in India's housing sector as incomes rise. 
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There are certain unique characteristics of Indian culture which drives its housing set-up. 

The most common structure is for the extended family (usually referred to as joint 

family) to live in the same house. For instance grandparents, their sons, daughters-in-law 

and grandchildren live in the same household sharing the same kitchen. Brothers, sisters 

and cousins grow up together. Each husband-wife combination has their own bedroom. 

The eldest woman in the house sets the menu and leads the cooking. Women live with 

their in-laws after marriage. 

With modernisation there is a small but growing section of nuclear families in urban 

areas. It is still extremely rare for senior citizens to live alone. Conservative Indian 

society frowns upon young couples living together before marriage. Some single young 

adults live in same-sex dormitories during college or in shared accommodation during the 

early working years. 

The life-style in villages takes advantage of the warm weather. Families bathe outdoors 

(while fully-clothed) in rivers and ponds. Most of the day is spent outdoors around or 

near the house. Cooking is conducted outdoors in earthen stoves powered by organic 

fuels or in modern kerosene stoves. Water is obtained from hand-drawn wells. Men 

perform their ablutions in designated spots throughout the day; women hold nature's call 

until after dark and again use designated outdoor spots usually behind bushes. Visitors to 

villages observe residents squatting down for an afternoon card game under trees or while 

sitting on charpoi's (traditional hand-made beds) brought outside during the day. 

Consequently they use their indoor space primarily for sleeping, changing or, in 

electrified homes, for watching TV. 

2.2.6 Water supply and sanitation in India 

Water supply and sanitation in India continue to be inadequate, despite longstanding 

efforts by the various levels of government and communities at improving coverage. The 

situation is particularly inadequate for sanitation, since only one of three Indians has 

access to improved sanitation facilities (including improved latrines). While the share of 

those with access to an improved water source is much higher than for sanitation (86%), 

the quality of service is poor and most users that are counted as having access receive 

water of dubious quality and only on an intermittent basis. 

As of 2003, it was estimated that only 30% of India's wastewater was being treated, with 

the remainder flowing into rivers or groundwater. The lack of toilet facilities in many 

areas also presents a major health risk; open defecation is widespread even in urban areas 

of India, and it was estimated in 2002 by the World Health Organization that around 

700,000 Indians die each year from diarrhoea. 665 million Indians still defecate in open.  

The level of investment in water and sanitation is relatively high, but the local 

government institutions in charge of operating and maintaining the infrastructure are 

weak and lack the financial resources to carry out their functions, partly due to very low 

tariff levels. 
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In particular in sanitation, innovative approaches have been initiated to increase 

especially rural sanitation through community-led total sanitation that emphasizes 

demand for services and community action instead of supply-driven programs of latrine 

construction by the government. In rural water supply, the focus has also shifted away 

from supply-driven to demand-driven approaches. 

No city in India has full-day water supply. Most cities supply water only a few hours a 

day.  

1. Policy and regulation 

The responsibility for water supply and sanitation at the central and state level is shared 

by various Ministries. The Ministry of Rural Development is responsible for rural water 

supply through its Department of Drinking Water Supply (DDWS). 

The Ministry of Housing and Urban Poverty Alleviation is indirectly responsible for 

water supply and sanitation in the National Capital Territory of Delhi and other Union 

Territories. Concerning cities in the Indian states where most of the population of India 

lives, the Ministry only has an advisory capacity and a very limited role in funding. 

Unlike in many other countries, there are no autonomous regulatory agencies for water 

supply and sanitation in India at the state or national level. 

2. Service provision 

Urban areas 

Institutional arrangements for water supply and sanitation in Indian cities vary greatly. 

Typically, a state-level agency is in charge of planning and investment, while the local 

government (Urban Local Bodies) is in charge of operation and maintenance. Some of 

the largest cities have created municipal water and sanitation utilities that are legally and 

financially separated from the local government. However, these utilities remain weak in 

terms of financial capacity. 

In spite of the decentralization that had been initiated with a constitutional amendment in 

1992, ULBs remain dependent on capital subsidies from state governments. Tariffs are 

also set by state governments, which often even subsidize operating costs. Furthermore, 

when no separate utility exists there is no separation of accounts for different activities 

within a municipality, which can lead to the limited tariff revenues to be diverted for uses 

other than the operation and maintenance of the water and sewer system. 

Some states and cities have non-typical institutional arrangements. For example, in 

Rajasthan the state government is also in charge of operation and maintenance, and in 

Mumbai the local government is also in charge of planning and investment.  

Private sector participation 
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The private sector plays a limited, albeit recently increasing role in operating and 

maintaining urban water systems on behalf of ULBs. For example, the Jamshedpur 

Utilities & Services Company (Jusco), a subsidiary of Tata Steel, has a lease contract for 

Jamshedpur(Jharkhand), a management contract in Haldia(West Bengal), another 

contract in Mysore(Karnataka) and since 2007 a contract for the reduction of non-revenue 

water in parts of Bhopal (Madhya Pradhesh). The French water company Veolia won a 

management contract in three cities in Karnataka in 2005. In 2002 a consortium including 

Thames Water won a pilot contract covering 40,000 households to reduce non-revenue 

water in parts of Bangalore, funded by the Japan Bank for International Cooperation. The 

contract was scaled up in 2004.  

3. Rural water supply 

There are about a 100,000 rural water supply systems in India. At least in some states 

responsibility for service provision is in the process of being partially transferred from 

State Water Boards and district governments to Panchayati Raj Institutions (PRI) at the 

block or village level (there were about 604 districts and 256,000 villages in India in 

2002, according to Subdivisions of India. Blocks are an intermediate level between 

districts and villages). Where this transfer has been initiated, it seems to be more 

advanced for single-village water schemes than for more complex multi-village water 

schemes. 

Despite their professed role Panchayati Raj Institutions currently play only a limited role 

in provision of rural water supply and sanitation. There has been limited success in 

implementing Swajaldhara with low priority by some state governments to support 

decentralization.  

Cost recovery is low and a majority of the rural water systems are defunct for lack of 

maintenance. Some state governments subsidize rural water systems, but funds are scarce 

and insufficient.  

4. Rural sanitation 

Community-led total sanitation (CLTS) is an innovative methodology for mobilising 

communities to completely eliminate open defecation. CLTS is characterised by 

participatory facilitation, community analysis and action, and no hardware subsidy. 

Communities mobilise themselves to construct latrines and achieve total sanitation. 

CLTS is an entry point for other livelihoods activities as it mobilises community 

members towards collective action and empowers them to take further action in the 

future. Sanitation improvements have immediate health benefits which quickly 

demonstrate the success of collective action in improving personal and community wide 

wellbeing. CLTS outcomes illustrate what communities can achieve by undertaking 

further initiatives for their own development. CLTS was first pioneered in Bangladesh in 

1999 and has been widely adopted within that country and beyond, particularly within 

South and Southeast Asia. CLTS is said to have great potential for contributing towards 

meeting the Millennium Development Goals, both directly in water and sanitation, and 
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indirectly through the knock-on impacts on combating major diseases and improving 

maternal health. However, rapid institutional take-up of CLTS is raising some dilemmas 

and challenges. Not least of these is the need to shift donor mindsets away from a focus 

on subsidy 

2.2.7 Standard of living in India 
 

Standard of living in India is low but improving. The single most common indicator used 

to quantify standard of living is the per capita purchasing power parity (PPP) adjusted 

gross domestic product (GDP). In 2007, the per capita PPP-adjusted GDP for India was 

US$2,659. 

 

With one of the fastest growing economies in the world, clocked at an average growth 

rate of 8% between 2004–2005, India is fast on its way to becoming a large and globally 

important consumer economy. The Indian middle class, estimated to be 300 million 

people by Indian standard (but much lower by European or North American standard), is 

fast becoming used to Western culture. If current trends continue, Indian per capita 

purchasing power parity will grow to be approximately one third that of the developed 

world by the middle of the 21st century. In 2006, 22 percent of Indians lived under the 

poverty line. India aims to eradicate poverty by 2020.  

 

The standard of living in India shows large disparity. For example, rural areas of India 

exist with very basic (or even non-existent) medical facilities, while cities boast of world 

class medical establishments. Similarly, the very latest machinery may be used in some 

construction projects, but many construction workers work without mechanisation in 

most projects 

 

2.2.8 Poverty 
 

A 24.3% of the population earned less than $1 (PPP, around $0.25 in nominal terms) a 

day in 2005, down from 42.1% in 1981. 41.6% of its population is living below the new 

international poverty line of $1.25 (PPP) per day, down from 59.8% in 1981. The World 

Bank further estimates that a third of the global poor now reside in India. 

On the other hand, the Planning Commission of India uses its own criteria and has 

estimated that 27.5% of the population was living below the poverty line in 2004–2005, 

down from 51.3% in 1977–1978, and 36% in 1993-1994. The source for this was the 61st 

round of the National Sample Survey (NSS) and the criterion used was monthly per 

capita consumption expenditure below Rs. 356.35 for rural areas and Rs. 538.60 for 

urban areas. 75% of the poor are in rural areas, most of them are daily wagers, self-

employed householders and landless labourers. 

Although Indian economy has grown steadily over the last two decades, its growth has 

been uneven when comparing different social groups, economic groups, geographic 

regions, and rural and urban areas. Between 1999 and 2008, the annualized growth rates 

for Gujarat (8.8%), Haryana (8.7%), or Delhi (7.4%) were much higher than for Bihar 

(5.1%), Uttar Pradesh (4.4%), or Madhya Pradesh (3.5%). Poverty rates in rural Orissa 
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(43%) and rural Bihar (41%) are higher than in the world's poorest countries such as 

Malawi.  

 

India has a higher rate of malnutrition among children under the age of three (46% in 

year 2007) than any other country in the world.  

Despite significant economic progress, 1/4 of the nation's population earns less than the 

government-specified poverty threshold of $0.40/day. Official figures estimate that 

27.5% of Indians lived below the national poverty line in 2004-2005. A 2007 report by 

the state-run National Commission for Enterprises in the Unorganised Sector (NCEUS) 

found that 25% of Indians, or 236 million people, lived on less than 20 rupees per day 

with most working in "informal labour sector with no job or social security, living in 

abject poverty."  

 

Since the early 1950s, successive governments have implemented various schemes, under 

planning, to alleviate poverty, that have met with partial success. Programmes like Food 

for work and National Rural Employment Programme have attempted to use the 

unemployed to generate productive assets and build rural infrastructure. In August 2005, 

the Indian parliament passed the Rural Employment Guarantee Bill, the largest 

programme of this type, in terms of cost and coverage, which promises 100 days of 

minimum wage employment to every rural household in 200 of India's 600 districts. The 

question of whether economic reforms have reduced poverty or not has fuelled debates 

without generating any clear cut answers and has also put political pressure on further 

economic reforms, especially those involving downsizing of labour and cutting down 

agricultural subsidiary 

 

2.3 PHYSICAL INFRASTRUCTURE 
 

Since independence, India has allocated nearly half of the total outlay of the five-year 

plans for infrastructural development. Much of the total outlay was spent on large 

projects in the area of irrigation, energy, transport, communications and social overheads. 

Development of infrastructure was completely in the hands of the public sector and was 

plagued by corruption, bureaucratic inefficiencies, urban-bias and an inability to scale 

investment.  

 

India's low spending on power, construction, transportation, telecommunications and real 

estate, at $31 billion or 6% of GDP, compared to China's spending of $260 billion or 

20% of its GDP in 2002 has prevented India from sustaining a growth rate of around 8%. 

This has prompted the government to partially open up infrastructure to the private sector 

allowing foreign investment. India holds second position in the world in roadways' 

construction, more than twice that of China.  

 

As of 31 December 2005, there were an estimated 835,000 broadband lines in India. Low 

tele-density is the major hurdle for slow pickup in broadband services. Over 76% of the 

broadband lines were via DSL and the rest via cable modems. 

A 2007 study by the Asian Development Bank showed that in 20 cities the average 

duration of water supply was only 4.3 hours per day. No city had a continuous water 
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supply. The longest duration of supply was 12 hours per day in Chandigarh, and the 

lowest was 0.3 hours per day in Rajkot. Some 400 million Indians do not have access to a 

proper toilet.  

 

2.4 REGIONAL IMBALANCE 
 

One of the critical problems facing India's economy is the sharp and growing regional 

variations among India's different states and territories in terms of per capita income, 

poverty, availability of infrastructure and socio-economic development. For instance, the 

difference in growth rate between the forward and backward states was 0.3% (5.2% & 

4.9%) during 1980–81 to 1990–91, but had grown to 3.3% (6.3% & 3.0%) during 1990–

91 to 1997–98.  

 

The five-year plans have attempted to reduce regional disparities by encouraging 

industrial development in the interior regions, but industries still tend to concentrate 

around urban areas and port cities. Even the industrial townships in the interiors, Bhilai 

for instance, resulted in very little development in the surrounding areas. After 

liberalisation, the disparities have grown despite the efforts of the union government in 

reducing them. The more advanced states are better placed to benefit from them, with 

infrastructure like well developed ports, urbanisation and an educated and skilled 

workforce which attract manufacturing and service sectors. The union and state 

governments of backward regions are trying to reduce the disparities by offering tax 

holidays, cheap land, etc., and focusing more on sectors like tourism, which although 

being geographically and historically determined, can become a source of growth and is 

faster to develop than other sectors. 

 

2.5 PROFILE OF INDIA’S PHYSICAL INFRASTRUCTURE 

 
Performance of physical infrastructure in Indian economy in last one and half decades 

has been mixed and uneven. Table 1 provides the latest achievement of India‘s physical 

infrastructure sector. Over years, India‘s soft infrastructure grew much faster than the 

hard infrastructure. For example, India‘s rising trade has been reflected in growing 

container port traffic, which increased from less than a million in 1991 to about 5 million 

in 2005 with an annual growth rate of about 266 percent since 1991. In contrast, 

hardware components, like railways, roadways and airways, witnessed little expansion in 

last one and half decades. In general, performances of these sectors (hardware) are 

nevertheless poor, when counted their densities in terms of country‘s surface area or 

population. Densities in terms of access or spread of rail and road length clearly indicate 

that road sector has been successful, compared to railways, in spreading the network as 

well as providing an access in the economy. 
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What follows is that software part of India‘s physical infrastructure (like telecom, air and 

port services) performed well, thus not only helped the country to maintain a faster 

growth but also integrated the economy with the world market at a faster pace. At the 

same time, the hardware component of the country‘s physical infrastructure (e.g. road, 

rail, power) comparatively grew slowly, thus negated the country‘s development process. 

Therefore, in order to unleash India‘s full potentials, development of hardware 

component of India‘s physical infrastructure perhaps deserves utmost attention. This also 

indirectly indicates high investment potentials in roadways, railways, power and the 

associated components in India. 

 

2.5.1 Roads 

 
The most distinct part of India‘s physical infrastructure development in recent years is the 

development of road network across the country; per sq. km. of surface area in India is 
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now endowed with one km of roadways. India has one of the largest road networks in the 

world, aggregating to 3.34 million km. The country‘s road network consists of  

Expressways, National Highways, State Highways, Major District Roads, Other District  

Roads and Village Roads. The road network, as on December 2007, comprises 66,590 

km of National Highways, 128,000 km of State Highways, 470,000 km of Major  

District Roads and about 2.65 million km of other District and Rural Roads. National  

Highways comprise only about 2 percent of the total length of roads and carry about 40 

percent of the total traffic across the length and breadth of the country. Out of the total 

length of National Highways, 32 percent is single lane/intermediate lane, 56 percent is  

2-lane standard and the balance of 12 percent is 4-lane standard or more.  

 

The National Highways Development Project (NHDP), the largest highway project ever 

undertaken by the country, is being implemented by the National Highway Authority of 

India (NHAI). NHDP Phase I & II envisage 4/6 laning of about 14,279 km of National 

Highways, at a total estimated cost of Rs.650 million (at 2004 prices).  

 

2.5.2 Ports 
 

Ports have been playing a crucial role in facilitating India‘s international trade and also in 

generating economic activity in their surroundings and hinterland. India‘s coastline of 

7,517 km. is added with 12 major ports and 187 non-major ports. Of the non-major ports, 

around 60 are handling traffic. The total traffic carried by both the major and minor ports 

during 2005-06 was estimated at around 570 million tones. The 12 major ports carry 

about 3/4th of the total traffic, whereas Vishakhapatnam (on the eastern coast) is the largest 

port in India. Despite having adequate capacity and modern handling facilities, average 

turnaround time is 3.5 days as compared with 10 hours in Hong Kong, which undermines 

the competitiveness of Indian ports. Congestion is due primarily to the slow evacuation of 

cargo rather than a lack of handling capacity, since ports are not adequately linked to the 

hinterland. To this end, all port trusts have set up groups with representatives from 

NHAI, the Railways, and State governments to prepare comprehensive plans aimed at 

improving road-rail connectivity of ports. An efficient multimodal system, which uses the 

most efficient mode of transport from origin to destination, is a prerequisite for the 

smooth functioning of any port. It involves coordinating rail and road networks to ensure 

good connectivity between port and hinterland. 

 

2.5.3 Civil Aviation 
 

Airports 

 

The operations, management and development of the airports at Delhi and Mumbai were 

handed over to the joint venture companies namely Delhi International Airport (P) Ltd. 

(DIAL) and Mumbai International Airport (P) Ltd. (MIAL). The strategic joint venture 

partners in DIAL are a consortium led by GMR Group along with Fraport as the Airport 

Operator, and Malaysian Airports and India Development Fund as the other members. 

The joint venture partners together hold 74 per cent equity with the balance 26 per cent 

being held by Airports Authority of India (AAI). Similarly, in case of MIAL, the strategic 
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joint venture partners are a consortium comprising of GVK Group along with Airport 

Company South Africa as the Airport Operator, and Bidest, South Africa as the other 

member. 

 

Various agreements/contracts for handing over the control of the two airports to DIAL 

and MIAL were executed in April 2006; and with effect from May 3, 2006, the 

transactions have become effective. The companies have since finalized their master 

plans for a 20 year period. 

 

Airlines 

 

A major fleet acquisition is underway by the national carriers, namely Indian Airlines, 

Air India and Air India Charters‘ Limited. The project of Indian Airlines for acquisition 

of 43 Airbus aircraft has been approved by the Government. The first A-319 from this 

batch of new aircraft joined the fleet of Indian Airlines Limited in October, 2006 and the 

remaining 42 aircraft will arrive in batches by March, 2010. After receiving Government 

approval, Air India signed an agreement with Boeing Company on December 30, 2005 

for the acquisition of 8 B777-200 LR, 15 B777-300 ER, 27 B787 Dreamliner aircraft for 

itself, and 18 B737-800 aircraft for its subsidiary company Air India Charters Limited, 

which operates a low cost airline under the brand name Air India Express. These aircraft 

would be delivered to Air India between end of November, 2006 and December, 2011. 

Up to December, 2006, Ministry of Civil Aviation has issued no objection certificate for 

import/acquisition of 42 aircraft for scheduled operators, 62 aircraft for non-scheduled 

operators and 31 aircraft for private operators. Besides this, in principle approval for 135 

aircraft was also granted to scheduled operators. 

 

Air traffic 

 

Policy initiatives have had a marked impact upon airline traffic. Air traffic has grown up 

substantially since 2004-05. During the period April-September, 2006, international and 

domestic passengers recorded growth of 15.8 percent and 44.6 percent, respectively, 

leading to an overall growth of 35.5 percent. During the same period, international and 

domestic cargo recorded growth of 13.8 percent and 8.7 percent, respectively, resulting in 

an overall growth of 12.0 percent. 

 

2.5.4 Railways 
 

Indian Railways, world‘s second largest rail network under a single management, has 

been contributing to the development of the country‘s industrial and economic landscape 

for over 150 years. Of the two main segments of the Indian Railways, freight and 

passenger, the freight segment accounts for roughly two-thirds of revenues. Within the 

freight segment, bulk traffic accounts for nearly 95 percent, of which more than 44 

percent is coal. Improved resource management, inter alia, through increased wagon 

load, faster turnaround time and a more rational pricing policy has led to an improvement 

in the performance of the railways during the last two years. Rationalization of 

classification is aimed at securing eventual elimination of cross-subsidies in fares and 
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freight, and evolving a more transparent and cost-based tariff regime. This process 

necessarily requires increase in freight rates for commodities being transported below 

cost and lowering the freight charges for commodities being moved at abnormally high 

rates. In the freight segment, the number of commodities in goods tariff has been reduced 

from 4,000 commodities to 80 main commodity groups in 2005-06, and further to 27 

groups in 2006-07. The total number of classes for charging freight has been reduced 

from 59 to 17. 

 

2.6 GOVERNMENT POLICY ON INFRASTRUCTURE 

DEVELOPMENT: PUBLIC – PRIVATE PARTNERSHIP 

 
India has created specialized institutions for long-term infrastructure financing and there 

are certainly many arguments for establishing a regional investment bank, similar to the 

line of India‘s IIFC. Viability Gap Financing (VGF) is likely to be successful instrument 

in managing much needed gaps in road development in developing Asia and LDCs where 

domestic resources are limited and suffer from capacity constraints. While this institution 

could certainly play an important role by tapping into global financial markets and 

channeling funds to infrastructure projects, their mere existence will not increase 

investment if the underlying obstacles precluding investor confidence are not 

addressed—as the shortage of viable projects for funding by the IDFC or IIFC illustrates. 

 

2.6.1 Public Private Partnership (PPPs) in Infrastructure 

 

Government is actively pursuing PPPs to bridge the infrastructure deficit in the country. 

Several initiatives have been taken during the last three years to promote PPPs in sectors 

like power, ports, highways, airports, tourism and urban infrastructure. Under  the overall 

guidance of the Committee of Infrastructure headed by the Prime Minister, the PPP 

programme has been finalized and the implementation of the various schemes is being 

closely monitored by the constituent Ministries/Departments under this programme. 

 

Indian experience shows that competition and PPPs can help in improving infrastructure. 

The opening of the telecoms sector is a case in point. Opening up the sector has led to 

massive investments and expansion in supply coupled with improvement in quality. The 

target of 15 percent tele-density set for the year 2010 was realized in 2007. Further, the 

cost of service today is lower than that in any other country in the world. Similarly, 

competition in the aviation sector has resulted in the creation of new capacities and much 

greater choice for travelers. The annual growth in air traffic has been in excess of 20 

percent and fares have dropped significantly. Even in the road sector, PPPs have 

demonstrated their efficacy wherever they have been used such as on the Jaipur- 

Kishengarh highway. 

 

 

Activity 2 

 

1.  Discuss in detail the elements of social infrastructure. 
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2. Write a short note on regional imbalance. What do you understand by problem of 

poverty? 

3. Explain the profile of India‘s physical infrastructure. 

4. Describe public private partnership in detail. 

 

2.7 SUMMARY  
 

The unit discusses the social and physical infrastructure in India. Provision of quality and 

efficient infrastructure services is essential to realize the full potential of the emerging 

Indian economy. Indian government‘s first priority is therefore rising to the challenge of 

maintaining and managing high growth through investment in infrastructure sector, 

among others. Similarly social infrastructural considerations are equal to ponder. 

Elements of social infrastructure are dealt after a brief introduction. Physical 

infrastructure and regional imbalance were other areas of concern. Profile of India‘s 

physical infrastructure was discussed in detail and government policy on infrastructure 

development including public private partnership was revealed in the last section. 

 

2.8 FURTHER READINGS 

 
 Varshney, A. (ed.) 1993. "Beyond Urban Bias", p.5. London: Frank Cass 

 "Opportunity and exploitation in urban labour markets". Overseas Development 

Institute. November 2008.  

 Mendelsohn, Oliver & Vicziany, Maria, "The Untouchables, Subordination, 

Poverty and the State in Modern India", Cambridge University Press, 1998 

 Kevin Reilly, Stephen Kaufman, Angela Bodino, Racism: A Global Reader P21, 

M.E. Sharpe, 2003  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.odi.org.uk/resources/odi-publications/briefing-papers/44-urban-labour-markets-exploitation.pdf
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BLOCK 3. AGRICULTURE AND INDUSTRIAL 

SECTOR OF INDIA 
 

In this unit we will throw light on agricultural and industrial sector of Indian economy. 

  

Unit 1 is about the agricultural sector of Indian economy. Land reforms in India will be 

discussed with technological change in agriculture. Pricing of agricultural input and 

output and agricultural trade policy will remain other areas of discussion. Further, 

domestic agricultural market regulation and investment and terms of trade between 

agriculture and industry will be explained in detail.  Agriculture finance policy; 

Agriculture marketing and warehousing; issues in food security and sustainable 

agricultural policy will be dealt in detail. 

 

Unit 2 deals the industrial sector of India and industrial policy. Public sector enterprises; 

problems of sick units; debate on privatisation and disinvestment and growth patterns of 

industrialization will be the main areas of discussion of this unit. Additionally, the small 

scale sector; the exit policy; issues in labour market reforms and employment generation 

will be discussed in later sections. 
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UNIT 1 

AGRICULTURAL SECTOR OF INDIAN ECONOMY 

Objectives 

After completing this unit, you should be able to: 

 Understand the basic concepts of agricultural sector of Indian economy 

 Become aware of the land reforms in India 

 Know the technological changes in agriculture 

 Describe the agriculture trade, pricing and sustainable agricultural polices 

 Explain the domestic agricultural market re3gulation and investment  

 Discuss the terms of trade between agriculture and industry 

 Reveal the agriculture marketing and warehousing 

 Share the issues in food security 

Structure 

1.1 Introduction  

1.2 Land reforms in India 

1.3 Technological change in agriculture 

1.4 Pricing of agricultural input and output 

1.5 Agricultural trade policy 

1.6 Domestic agricultural market regulation and investment 

1.7 Terms of trade between agriculture and industry 

1.8 Agriculture finance policy 

1.9 Agriculture marketing and warehousing 

1.10 Issues in food security  

1.11 Sustainable agricultural policy 

1.12 Summary 

1.13 Further readings 

 

1.1 INTRODUCTION 
 

Agriculture Sector of Indian Economy is one of the most significant parts of India. 

Agriculture is the only means of living for almost two-thirds of the employed class in 

India. As being stated by the economic data of financial year 2006-07, agriculture has 

acquired 18 percent of India's GDP.  

 

The agriculture sector of India has occupied almost 43 percent of India's geographical 

area. Agriculture is still the only largest contributor to India's GDP even after a decline in 

the same in the agriculture share of India. Agriculture also plays a significant role in the 

growth of socio-economic sector in India.  
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In the earlier times, India was largely dependent upon food imports but the successive 

stories of the agriculture sector of Indian economy have made it self-sufficing in grain 

production. The country also has substantial reserves for the same. India depends heavily 

on the agriculture sector, especially on the food production unit after the 1960 crisis in 

food sector. Since then, India has put a lot of effort to be self-sufficient in the food 

production and this endeavor of India has led to the Green Revolution. The Green 

Revolution came into existence with the aim to improve the agriculture in India.  

 

The services enhanced by the Green Revolution in the agriculture sector of Indian 

economy are as follows:  

 Acquiring more area for cultivation purposes 

 Expanding irrigation facilities 

 Use of improved and advanced high-yielding variety of seeds 

 Implementing better techniques that emerged from agriculture research 

 Water management 

 Plan protection activities through prudent use of fertilizers, pesticides, and 

cropping applications 

All these measures taken by the Green Revolution led to an alarming rise in the wheat 

and rice production of India's agriculture. Considering the quantum leap witnessed by the 

wheat and rice production unit of India's agriculture, a National Pulse Development 

Programme that covered almost 13 states, was set up in 1986 with the aim to introduce 

the improved technologies to the farmers. A Technology Mission was introduced in 1986 

right after the success of National Pulse Development Programme to boost the oilseeds 

sector in Indian economy. Pulses too came under this programme. A new seed policy was 

planned to provide entree to superior quality seeds and plant material for fruits, 

vegetables, oilseeds, pulses, and flowers.  

 

The Indian government also set up Ministry of Food Processing Industries to stimulate 

the agriculture sector of Indian economy and make it more lucrative. India's agriculture 

sector highly depends upon the monsoon season as heavy rainfall during the time leads to 

a rich harvest. But the entire year's agriculture cannot possibly depend upon only one 

season. Taking into account this fact, a second Green Revolution is likely to be formed to 

overcome the restrictions. An increase in the growth rate and irrigation area, improved 

water management, improving the soil quality, and diversifying into high value outputs, 

fruits, vegetables, herbs, flowers, medicinal plants, and bio-diesel are also on the list of 

the services to be taken by the Green Revolution to improve the agriculture in India.  

 

1.2 LAND REFORMS IN INDIA 

As the basis of all economic activity, land can either serve as an essential asset for the 

country to achieve economic growth and social equity, or it could be used as a tool in the 

hands of a few to hijack a country's economic independence and subvert its social 

processes. During the two centuries of British colonization, India had experienced the 

latter reality. During colonialism, India's traditional land ownership and land use patterns 
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were changed to ease acquisition of land at low prices by British entrepreneurs for mines, 

plantations etc. The introduction of the institution of private property de-legitimized 

community ownership systems of tribal societies. Moreover, with the introduction of the 

land tax under the Permanent Settlement Act 1793, the British popularized the zamindari 

system at the cost of the jajmani relationship that the landless shared with the land 

owning class. By no means a just system, the latter at least ensured the material security 

of those without land. 

Owing to these developments, at independence, India inherited a semi-feudal agrarian 

system. The ownership and control of land was highly concentrated in a few landlords 

and intermediaries whose main intention was to extract maximum rent, either in cash or 

kind, from tenants. Under this arrangement, the sharecropper or the tenant farmer had 

little economic motivation to develop farmland for increased production. Naturally, a 

cultivator who did not have security of tenure, and was required to pay a high proportion 

of output in rents, was less likely to invest in land improvements, or use high yielding 

varieties or other expensive inputs likely to yield higher returns. At the same time, neither 

was the landlord particularly concerned about improving the economic condition of the 

cultivators. As a result, agricultural productivity suffered and oppression of tenants 

resulted in a progressive deterioration of their plight.  

In the years immediately following India's independence, a conscious process of nation 

building looked upon problems of land with a pressing urgency. In fact, the national 

objective of poverty abolition envisaged simultaneous progress on two fronts, high 

productivity and equitable distribution. Accordingly, reforms of the land were visualized 

as an important pillar for a strong and prosperous country. The first few five-year plans 

allocated substantial budgetary amounts for the implementation of land reforms. A degree 

of success was even registered in certain regions and states, and especially in areas like 

the abolition of intermediaries, protection to tenants, rationalization of different tenure 

systems and the imposition of ceiling on land holdings. Fifty-four years down the line, 

however, a number of problems are still far from satisfactorily resolved.  

Most studies indicate that inequalities have increased, rather than decreased.  The number 

of landless labor has gone up and the top ten percent monopolizes more land now than in 

1951. Meanwhile, the issue of land reforms has over the years, either unconsciously 

faded from public mind or deliberately been glossed over. Vested interests of the landed 

elite and their powerful nexus with the political-bureaucratic system have blocked 

meaningful land reforms and /or their earnest implementation. The oppressed have either 

been co-opted with some benefits, or further subjugated as the new focus on LPG has 

altered government priorities and public perceptions. As a result, we are today at a 

juncture where land, mostly for the urban, educated elite, and who also happens to be the 

powerful decision-maker, has become more a matter for housing, investment and infra-

structure building.  In the bargain, the existence of land as a basis of livelihood -- for 

subsistence, survival, social justice and human dignity has largely been lost.  

1.2.1 Objectives  
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It is against this background that the specific objectives of the Project in India have been 

articulated as: 

 To raise popular and elite awareness on issues related to land, particularly in the 

present context of the LPG thrust of the government since the 1990s 

 To monitor specific projects and programmes being aided by international 

financial institutions in some states of India in order to assess their true impact on 

the rural community directly affected. 

 To monitor and scrutinize national and transnational economic trends that have a 

specific bearing on issues related to land and agriculture.  

 To explore the efficacy of the current developmental model that perceives land 

only as a factor of production, and not as a means of survival, equity and dignity. 

 To examine possible strategies for facilitating reconciliation between the claims 

of the market over land and land reforms to ensure social change based on justice 

and equity.  

 To document historical strategies of land reforms and place them in the socio-

economic-political context in which they were effective or not and accordingly 

cull out lessons for the future. 

 To recommend alternative policies and approaches to contemporary land 

challenges. 

 To provide research and analytical support to the existing land movements, and 

facilitate better networking among them. 

 To awaken the weakening social consciousness of an increasingly consumerist 

society by drawing linkages between the economic policies of globalization at the 

macro level and its impact on human livelihoods at the micro level. 

 

1.2.2 IFIs and Issues Related to Land in India  

 

The task of the articulation of objectives is several times easier compared to the 

challenges that lie ahead in realizing these goals. Any reform is as difficult an economic 

exercise as a political undertaking since it involves a realignment of economic and 

political power. The groups that are likely to be the losers naturally resist reallocation of 

power, property and status. Obviously, the landholding class is unlikely to willingly vote 

itself out of possession. Neither should it be expected that it would be uniformly inflamed 

by altruistic passions to voluntarily undertake the exercise. Hence, one cannot 

underestimate the complexity of the task at hand.  

Loopholes in legislation have facilitated the evasion of some of the provisions, for 

instance in ceiling reforms, by those who wanted to maintain the status quo. At the same 

time, tardy implementation at the bureaucratic level and a political hijacking of the land 

reforms agenda have traditionally posed impediments in the path of effective land 

reforms. Even in states that have attempted reforms, the process has often halted mid-way 

with the cooption of the beneficiaries by the status quoits to resist any further reforms.  

For instance, with the abolition of intermediary interests, the erstwhile superior tenants 
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belonging mostly to the upper and middle classes have acquired a higher social status. 

Rise in agricultural productivity, rising land values and higher incomes from cultivation 

have added to their economic strength. These classes have since become opposed to any 

erosion in their newly acquired financial or social status.  

Hence, problems related to land such as concentration, tenancy rights, access to the 

landless etc still continue to challenge India. The criticality of the issue, in fact, may be 

gauged from the fact that notwithstanding the decline in the share of agriculture to the 

GDP, nearly 58% of India's population is still dependant on agriculture for livelihood. 

More than half of this percentage (nearly 63%), however, owns smallholdings of less 

than 1 hectare while the large parcels of 10 hectares of land or more are in the hands of 

less than 2%. The absolute landless and the near landless (those owning up to .2 ha of 

land) account for as much as 43% of the total peasant households. 

This reality, however, had come to worry the governments little during the late 1970s and 

80s. It was only in the 1990s, with the initiation of the economic restructuring process 

that the issue of land reforms resurfaced, albeit in a different garb and with a different 

objective and motivation. If the government-led land reforms had been imbued with a 

degree, though the extent is debatable, of desire for attaining equity, social justice and 

dignity, the new land reforms agenda is market-driven, as everything else in this phase of 

economic globalization, and has at its heart certain other kinds of objectives. Being 

promoted and guided by various IFIs, contemporary emphasis on land reforms reflects 

and seeks to fulfill the macro-economic objectives of these multilateral economic 

institutions.  

While the return of land reforms to the government's list of priorities is a welcome 

development, the manner in which it is being undertaken, its objectives, and consequently 

the impact on people, especially those that are already marginalized and are being further 

deprived of a stake in the system, raises a number of questions and prompts one to look 

for alternatives. The Project, therefore, shall devote its energies to identifying and 

monitoring the implementation of certain specific IFI-sponsored programmes in 

particular states with a view to examining their short-term and long-term impact on the 

lives and livelihoods of local residents. This shall enable an informed critique of the IFI- 

led land reforms programmes and serve as a lesson for peoples else where in India and in 

other regions of the globe as well.  

 

Market- Led Land Reforms -- The Current Emphasis on Land Administration, Titling 

and Registration 
Intheir analyses of India's land reforms programme, most IFIs have highlighted that one 

of the basic problem that the rural poor face is access to land and security of tenure. 

Consequently, they advocate redemption of this situation through structural reforms of 

property rights to create land markets as part of a broader strategy of fostering economic 

growth and reducing rural poverty. 
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A large emphasis has, therefore, been placed on the need to establish the basic legal and 

institutional framework that would improve secure property rights as a means to protect 

environmental and cultural resources, to facilitate productivity-enhancing exchanges of 

land in rental and sales markets, to link land to financial markets, to use land as a 

sustainable source of revenue for local governments, and to improve land access by the 

poor and traditionally disenfranchised. (Emphasis added). 

The package the IFIs offer includes comprehensive reforms of land tenure, including  

titling, cadastral surveys and settlement operations, land registries, improvements in land 

revenue systems, land legislation, land administration, land sale-purchase transactions, 

and removal of restrictions on land leasing. In fact, it may be recalled that even in 1975, 

a Land Reforms Policy Paper brought out by the WB had described land registration and 

titling as the main instruments for increasing individual's tenure security, the main 

facilitators for the establishment of flourishing land markets and the major tools to 

enable the use of land as collateral for credit. However, the emphasis on these issues 

then was much less. But today, these ingredients constitute the mainstay of IFI-led land 

reforms acrossthe world.  

Through this approach, land reforms are envisaged in two phases: 

1. Phase One – Dismantling Distortionary Policies.  

 This would involve the removal of all restrictions on the sale and purchase of 

land, including those related to minimum and maximum size, and revision of 

procedures for sale of public lands.  

 It would envisage the complete elimination of rent controls so as to increase 

investments and efficiency in agriculture. 

 Zoning would also be eliminated, except in the case of safeguarding certain 

environmental concerns.  Restrictions on land use, if necessary in specific areas, 

would be achieved through instruments other than government legislations, 

such as creation of a market for development rights. 

2. Phase Two- Institutional and Legal Reforms 

 Constraints in the operations of the land markets to be removed through reforms 

that aim that reducing costs of land adjudication, issuing of correct titles, and easy 

availability of crucial market information to interested parties. 

 Creation of land laws that remove uncertainty facilitates easy and transparent 

access to the land administration system, establish dispute settlement institutions 

and institutionalize property rights. 

As is evident, the bottom line of all these measures is the facilitation of land markets 

wherein land is available for sale-purchase from less to more productive users. It is 

believed that with proper title deeds being available for property, it would become easier 

and less risky to buy and sell land. As a private commodity, the owner will have a stake 
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in putting the land to best use, which in WB terminology implies use that can generate 

maximum profits.  

The manner in which this exercise would generate access to land for the rural poor is 

through the provision of credit to them for purchase of land, making available to them 

technical assistance to enable them to plough the land in keeping with the needs of 

commercial farming, and providing them with marketing support. Of course, everything 

would come for a price with the farmer being gradually pushed into a process of 

indebtedness. Credit would be easily available to have access to land and other expensive 

agricultural inputs such as seeds, fertilizers, pesticides, irrigation, market mechanisms 

etc. The market forces at every step would encourage the farmer to take easily available 

loans, but vagaries of nature as much as those of the market could easily bring him to 

ruin. Bankrupt, he may be forced to sell the land and either move out of the land market 

completely, leaving the fields for the richer and more able farmers/corporations, or get 

into the process once again to try his luck.  

It is in this context that the market-driven land reforms that are being encouraged by the 

IFIs need to be looked into. None can deny the need for reform in land administration 

agencies, for updating of land records through surveys and settlement of rights, 

computerization of land records etc. In fact, one can recall that in the first two decades of 

government land reforms after independence, the reformers demanded these measures. At 

that time, however, the issues were largely ignored or neglected owing to lack of 

institutional support such as trained staff, equipment, capital etc. The IFIs have rightly 

discovered this lacuna and are now offering the financial help and technical expertise in 

carrying out the exercise. However, the purpose for which these reforms are being 

undertaken in the present context raises several issues since the motives may not measure 

up to those of social justice and dignity for the individual:  

1. The IFIs proclaim increasing access to land for the rural poor by offering credit. 

However, how does this help if they simultaneously encourage macroeconomic and trade 

policies that negate the benefits of such an exercise? Policies such as trade liberalization, 

cutbacks in price supports and subsidies for food producers, privatization of credit, 

commercialization of agriculture, excessive export promotion and promotion of research 

in expensive technologies such as genetic engineering etc undercut the economic viability 

of the smaller and poorer farmers. The onslaught of these policies adversely affects the 

small farmers leading to high failure rates, mass sell-offs, increased landlessness, land 

concentration, even intensified land degradation, and rural-urban migration. What then is 

the efficacy of such land reforms? 

2. The emergence of land markets and the consequent commodification of land raise 

several issues for the status of the common property resources because by codifying 

social and property relations that were hitherto implicit, land titling could reduce the 

asset-endowment of vulnerable groups with inadequate access to political power. 

Therefore, their privatization would spell severe consequences for those who have 

survived on it for generations but have no legal documents to show for the same. Does 

this not lead to situations, where common lands may be acquired by powerful 
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individuals/corporations in violation of long-established rights of indigenous 

communities?  

3. What impact would the process of titling and land registration have on the status of 

women and indigenous people who often tend to be left out of these processes? 

4. The market-driven economy emphasizes short-term profit motives with little regard for 

the people or environment. Rather, the primacy of commercial interests in a market 

society encourages the view that stretches of densely vegetated forests or other open 

lands that may have an intangible ecological value but are not being utilized to 

carry out activities that can fetch tangible foreign exchange are non-optimally used 

resources.' With such perceptions becoming prevalent, would not the environment, too, 

become victim to a thoughtless extraction of maximum profits with little consideration 

for the actual ecological value of land? For instance, the conversion of non-agricultural 

land to agricultural, or vice versa, may not be the most judicious use of the land but may 

be resorted to f or the sake of maximizing profits. 

5. The benefits of secure titles to land may be nullified by market distortions caused when 

land is used as a commodity for investment and speculation. This then inflates land value, 

making access to land even more difficult. Therefore, how can land speculation, an 

inevitable accompaniment of land market development, help in providing secure tenure 

for all -- the major World Bank motivation for market-led land reforms? 

While data is not yet available, most observers feel that the net result of the 

predominance of land markets in regions where they have become operative has been 

deterioration in the access of the poor to land as they are forced/tempted to sell off land 

they own, or lose it by defaulting on credit. None can argue against the need for  

straightening land records and the provision of secure land titles and registration, the 

motivation for the exercise must delve deeper than the mere creation of land markets for 

private profit. The Project proposes to undertake a study of this issue and its actual 

impact on the rural poor by studying the implementation of the activity in the state of 

Maharashtra. It also proposes to study alternative schemes in this regard, such as the one 

undertaken by the Maharashtra government in Pune. The simultaneous analysis of two 

different methods of undertaking regularization of land records would reveal lessons for 

others. It shall also weigh the benefits costs of these measures against those of land 

redistribution as a means of poverty alleviation and for promotion of ecological 

sustainability.  

Commercialization/ Industrialization of Agriculture  

An economic model based on widespread industrialization has signified profound 

changes in the manner in which agriculture is conducted and for what purpose. From a 

family, or at the most a community affair, agriculture has been ―professionalised" into an 

industry where a farmer produces for a global market. Indeed, modern techniques of 

farming such as increased mechanization, development and widespread use of artificial 

fertilizers, pesticides and herbicides, emphasis on economies of scale through larger field 
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and farm size, continuous cropping, developments in livestock, plant breeding and 

biotechnology have transformed agriculture.  This phenomenon has been promoted by 

decision-makers who perceive agriculture more as an industry that must be conducted to 

maximize profits and less as a way of life that has social l and ecological ramifications.  

The trend has been justified by the substantial increases in agricultural output, which, it is 

argued, has substantially eased national food security concerns. Undoubtedly, national 

granaries are today overflowing. And yet, the individual in the village is starving to death 

or a failed' farmer is resorting to suicide. Surely, this calls for a closer examination of the 

issues involved.  

Commercialization of agriculture first struck its root in India in the 1960s with the Green 

Revolution in Punjab when the World Bank, along with the U.S. Agency for International 

Development (USAID), promoted agricultural productivity through import of fertilizers, 

seeds, pesticides and farm machinery. The Bank provided the credit that was needed to 

replace the low- cost, low-input agriculture in existence with an agricultural system that 

was both capital- and chemical-intensive. The Indian government decided that the 

potential of the new technology far outweighed the risks and accordingly, the foreign 

exchange component of the Green Revolution strategy for the five-year plan period 

(1966-1971) was raised to about $2.8 billion, a jump of more than six times the total 

amount allocated to agriculture during the preceding third plan.
 
Most of the foreign 

exchange was spent on imports of fertilizer, seeds, pesticides and farm machinery.  

World Bank credit subsidized these imports while also exerting pressure on the 

government to obtain favorable conditions for foreign investment in India's fertilizer 

industry, import liberalization and the elimination of most domestic controls. The Bank 

advocated the replacement of diverse varieties of food crops with monocultures of 

imported varieties of seeds. In 1969, the Terai Seed Corporation was started with a $13 

million World Bank loan. This was followed by two National Seeds Project (NSP) loans. 

This program led to the homogenization and corporatization of India's agricultural 

system. The Bank provided NSP $41 million between 1974 and 1978. The projects 

were intended to develop state institutions and to create a new infrastructure for 

increasing the production of Green Revolution seed varieties. In 1988, the World Bank 

gave India's seed sector a fourth loan to make it more "market responsive." The $150 

million loan aimed to privatize the seed industry and open India to multinational seed 

corporations.  

After the loan, India announced a New Seed Policy that allowed multinational 

corporations to penetrate fully a market that previously was not as directly accessible. 

Sandoz, Continental, Cargill, Pioneer, Hoechst and Ciba Geigy now are among the 

multinational corporations that have major interests in India's seed sector.  

While the Revolution did ease India's food grain situation, transforming the country from 

a food importer to an exporter, it also provided space to the rich farming community to 

politicize subsidies, facilitate concentration of inputs increase dependence on greater use 

of external inputs such as credit, technology, seeds, fertilizers etc. 
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Moreover, a study by the World Resources Institute, published in 1994, showed that the 

Green Revolution only increased Indian food production by 5.4% while the agricultural 

practices that were followed have resulted in nearly 8.5 million hectares or six percent 

of the crop base being lost to water logging, salinity or excess alkalinity. Furthermore, 

although the amount of wheat production has doubled over a period of 20 years, and rice 

production has gone up by 50%, greater emphasis has been placed on production of 

commercial crops like sugarcane and cotton etc at the expense of crops like chickpeas 

and millet that were traditionally grown by the poor for themselves. This has steadily 

eroded the self-sufficiency of the small farmer in food grains. 

Yet, governments remain stuck on the same model of agrarian reforms and are being 

generously encouraged by the IFIs. Agriculture is the World Bank's largest portfolio in 

any country. 130 agricultural projects have received $10.2 billion Bank financing in India 

since the 1950s.  These projects have taken the form of providing support for the fertilizer 

industry, ground water exploitation through pump-sets, introduction of high yielding 

variety of seeds, setting up of banking institutions to finance capitalist agriculture etc.  

Not surprisingly, then, the trend towards commercialization of agriculture has only 

intensified and in the process given rise to a number of questions: 

1. Has not the promotion of the modern concept of agrarian reforms resulted in a 

radical transformation of agricultural practices through the introduction of new 

seed varieties, cultivation of cash crops, increasing use of fertilizers and 

chemicals and the charging of user-fees for irrigation and drinking water etc and 

thereby resulted in a sharp division in the farming community between the 

prosperous agri-business farmers and the small farmers trying to keep pace with 

market demands of commercial agriculture?  

2. There is also a tendency to monopolize different agricultural activities, including 

production and distribution of seeds, knowledge etc. In addition, with 

liberalization, comes the entry of foreign capital into the farming sector, either 

through direct control over production or through contract farming. Corporate and 

contract farming encourages the cultivation of cash crops and fruits instead of 

food crops on even small pieces of land. Will this not steadily erode the self-

sufficiency of the small farmer in the area of food grains? More so, if the cash 

crop fails, the small farmer is not adequately covered by any policy of the 

government, thereby becoming as vulnerable to natural vagaries as to market 

forces. Also, would not increased production translate into lower prices for 

products because of the simple demand-supply law, thereby making it even more 

difficult for small and marginal farmers to redeem the high costs of production? 

3. Would not the lack of economic viability in the farming activity lead a farmer to 

sell/lease land to domestic big landholders or foreign direct investors, and migrate 

into cities? How then would the city infrastructure bear the additional burden?  
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4. Production of agricultural commodities for exports necessitates their smooth, 

reliable and timely delivery to the markets. The development of such infra 

structure amounts to land acquisition by the government in the name of "public 

purpose," but have adequate provisions been made for the rehabilitation and 

resettlement of the displaced tribals? 

5. What impact has all this had on diversity in Indian agriculture? It has been alleged 

that the introduction of monocultures exacerbates social inequities by 

discriminating against small farmers who cannot afford the necessary expensive 

inputs like fertilizer and pesticides. Besides, the preservation of biodiversity is 

vital for local populations because ecosystems suffering from a loss of 

biodiversity end up losing their capacity to support the human population 

dependent upon them. 

6. At the same time, the impact on the environment cannot be ignored either. Is the 

excessive use of chemical inputs not already resulting in massive land 

degradation, soil erosion, and siltation of reservoirs, local climate changes, 

desertification and loss of land productivity? 

7. What are the implications of commercial agriculture on the larger issue of food 

security -- for the nation, and for the individual?  

8. How are the issues of genetically modified crops going to play themselves out in 

the national and international political arenas and what impact would they have on 

the lives and livelihoods of the farmers concerned? 

None of these issues is of a minor nature or simple in solution. The Project proposes to 

examine the phenomenon of commercialization of agriculture in the state of Andhra 

Pradesh that has most enthusiastically embraced agricultural reforms, including power 

and water sector reforms that have a bearing on agriculture. Yet, the state has also been in 

the news in recent times for farmers committing suicides or selling vital body organs to 

pay back loans taken for expensive agricultural inputs. The Project endeavors to explore 

the linkages.  

1.3 TECHNOLOGICAL CHANGE IN AGRICULTURE 

The agriculture sector recorded satisfactory growth due to improved technology, 

irrigation, inputs and pricing policies. Livestock, poultry, fisheries and horticulture are 

surging ahead in production growth in recent years and will have greater demand in the 

future. Industrial and service sectors have expanded faster than agriculture sector 

resulting in declining share of agriculture in national accounts. Despite the structural 

change, agriculture still remains a key sector, providing both employment and livelihood 

opportunities to more than 70 percent of the country's population who live in rural areas. 

The contribution of small farmers to the national and household food security has been 

steadily increasing. The water availability for agricultural uses has reached a critical level 

and deserves urgent attention of all concerned.    
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India has high population pressure on land and other resources to meet its food and 

development needs. The natural resource base of land, water and bio-diversity is under 

severe pressure. Food demand challenges ahead are formidable considering the non-

availability of favourable factors of past growth, fast declining factor productivity in 

major cropping systems and rapidly shrinking resource base.  

Vast uncommon opportunities to harness agricultural potential still remain, which can be 

tapped to achieve future targets. There are serious gaps both in yield potential and 

technology transfer as the national average yields of most of the commodities are low, 

which if addressed properly could be harnessed.     

Concentration was on enhanced production of a few commodities like rice and wheat, 

which could quickly contribute to increased total food and agricultural production. This 

resulted in considerable depletion of natural resources and the rainfed dry areas having 

maximum concentration of resource poor farmers remained ignored, aggravating 

problems of inequity and regional imbalances. This also led to a high concentration of 

malnourished people in these rainfed, low productive areas. This era also witnessed rapid 

loss of soil nutrients, agro-biodiversity including indigenous land races and breeds.  

The agriculture policy must accelerate all-round development and economic viability of 

agriculture in comprehensive terms. Farmers must be provided the necessary support, 

encouragement and incentives. It must focus both on income and greater on-farm and 

off-farm job and livelihood opportunities.  

1.3.1 Main Issues  

 In national priority setting, the following recurring and emerging issues for sustainable 

agricultural development and poverty alleviation must be considered:  

 (i) Population pressure and demographic transition;  

(ii) Resource base degradation and water scarcity;  

(iii) Investment in agriculture, structural adjustment and impact on the poor;  

(iv) Globalization and implication on the poor;  

(v) Modern science and technology and support to research and technology development; 

and  

(vi) Rapid urbanization and urbanization of poverty, and deceleration in rural poverty 

reduction.  

In addressing the above issues, a policy statement on agriculture must take note of the 

following uncommon opportunities:  
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 Conservation of natural resources and protection of environment.  

 Vast untapped potential of our soil and water resources, and farming systems  

 Technology revolution especially in the areas of molecular biology, 

biotechnology, space technology, ecology and management.  

 Revolution in informatics and communication and the opportunity of linking 

farmers, extension workers and scientists with the national and international 

databases  

1.4 PRICING OF AGRICULTURAL INPUT AND OUTPUT 

Since it gained independence, India has pursued a policy of food self-sufficiency, 

primarily by boosting domestic production of its major food staples: rice and wheat. This 

basic goal has been achieved by developing and adopting high-yielding varieties, 

expanding irrigation, and increasing fertilizer use—all aided by supportive output price 

and input subsidy policies. Cropped area has also increased steadily as expansion in 

irrigation has boosted multiple cropping and cropping intensity.  

Policies and performance for other crops have been mixed. For pulses (chickpeas, pigeon 

peas, lentils, dry peas, etc.), an important protein source in Indian diets, there has been 

little success in boosting output, and India has pursued a liberal import policy since the 

early 1980s. In the oilseed sector, generally high levels of protection for oilseeds and 

edible oils have not yielded major gains in output. As a result, India is now among the 

world's largest importers of edible oils, while Indian consumers pay among the highest 

prices in the world. For cotton, the widespread adoption of hybrid Bt cotton—so far, the 

only genetically modified crop approved for cultivation in India—has led to rapid growth 

in output since the early 2000s, supporting expansion of both raw cotton and textile 

product exports. With rising incomes diversifying food demand, nonstaple foods—

including fruits, vegetables, dairy products, eggs, and meats—are now experiencing the 

fastest growth in production and consumption, but with relatively little policy 

intervention in either input or output markets. 

India's major policy instruments for domestic agriculture include minimum support prices 

(MSPs)for major crops; input subsidies for fertilizer, power, and irrigation water; and a 

public distribution system that provides subsidized food staples—primarily wheat and 

rice—to food-insecure segments of the population. MSPs are set annually and, if 

necessary, defended through market procurement by central and state government 

agencies. Historically, MSP policy for food staples has balanced producer incentives with 

the need to maintain consumer price stability, but recent adjustments to MSPs suggest a 

significant shift toward stronger grower incentives. 



 144 

 

Outlays for input subsidies for fertilizers, electrical power used for agriculture, and 

irrigation water distributed through surface irrigation systems increased about 6 percent 

annually in real terms (adjusted for inflation) between fiscal years 1993/94 (April-March) 

and 2005/06, when input subsidies totaled about 530 billion rupees (US$11.9 billion). 

The cost of providing subsidized electricity for agriculture accounted for about 30 percent 

of total agricultural input subsidies in 2005/06. Fertilizer subsidies are provided both to 

farmers in the form of price subsidies for domestic and imported fertilizers, and to the 

fertilizer industry in the form of preferential prices to offset the losses of higher cost 

plants. Irrigation subsidies cover the operational costs of providing surface water 

irrigation that are not recovered from users.  

 

Since 2005/06, the cost of input subsidies has increased sharply, primarily because of the 

rising prices for domestic and imported fertilizer feedstocks that have not been passed on 
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to farmers. Since 2005/06, the cost of the fertilizer subsidy has increased more than 

fivefold, reaching an estimated Rs1.0 trillion ($22 billion) in 2008/09.  

The budgetary costs of operating India's system of MSPs, public distribution, and storage 

for wheat and rice are accounted for in the "food grain subsidy." The real cost of the food 

grain subsidy increased sharply in the late 1990s, when India accumulated large surpluses 

of wheat and rice in government stocks. The subsidy declined as stocks were reduced in 

the early 2000s but is now poised to rise again as a result of rent increases in minimum 

support prices, unchanged subsidized issue prices for low-income consumers through the 

Public Distribution System, and the likelihood of higher government stockholding costs. 

Overall, the real cost of the food grain subsidy has increased about 9 percent annually 

since the early 1990s, and is expected to reach a record of Rs360 billion ($8 billion) in 

2008/09.  

 

Stronger economic growth since the major industrial and trade policy reforms of 1991-93 

and slowed farm sector investment and growth (see the Basic Information chapter for 

more detail) are creating pressure for change in India's agricultural policies. Food demand 

is expanding, diversifying, and placing new demands on underdeveloped agricultural 

markets and institutions. Longstanding production, procurement, and distribution 

programs that focus on cereals are increasingly expensive and out of step with market 

demand. At the same time, rising subsidy outlays appear to be constraining public 

investment in transforming institutions and market infrastructure, while private 

investment in agriculture and agribusiness has been limited, in part due to national and 

state level regulatory interventions in agricultural markets.  

Although the central government plays an important role in recommending national 

agricultural policies and is the primary source of funds, agriculture is a "state subject" in 
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the Indian constitution. As a result, all agricultural policies—including price supports, 

input subsidies, produce marketing and consumer subsidies—must ultimately be formally 

adopted and implemented by state governments. The support of India's various states, 

which reflect a broad range of interests and resource endowments, is a key issue in 

reaching consensus on agricultural policy and in implementing policy change. 

There have been some important changes in agricultural policy since the early 1990s, 

including the removal of quantitative trade restrictions completed in 2001, steps to reform 

state regulations that impeded private investment in agricultural markets, implementation 

of a unified value-added tax structure across Indian states, adoption of a new unified 

"Food Law" that will simplify food processing and trade, and large increases in the 

availability of credit for agricultural producers and agribusinesses. The poor performance 

of the rural sector was a key issue in the last round of national elections in 2004 and will 

likely remain an issue in the upcoming 2009 elections and beyond.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                     

1.5 AGRICULTURAL TRADE POLICY 

From the time it gained independence in 1947 until the early 1990s, India maintained 

firm control over imports and exports of both agricultural and nonagricultural goods, 

making it one of the most closed economies in the world. During this period, India's 

domestic markets were insulated from world markets by various restrictive practices, 

including trade bans, licensing regimes, state trading, and other quantitative restrictions, 

as well as high tariffs. Fundamental reform of domestic and trade policies affecting the 

industrial and service sectors began during 1991-93, when many restrictive licensing 

arrangements and quantitative restrictions were lifted and basic tariffs were substantially 

reduced.  

While quantitative restrictions on imports of some agricultural commodities, most 

notably pulses and edible oils, were freed up in the 1980s and 1990s, the general removal 

of quantitative restrictions on agricultural trade occurred following the Uruguay Round 

Agreement on Agriculture (AoA). The AoA required India to bind agricultural tariffs at 

ceiling rates ranging from 0 to 100 percent for primary products, 150 percent for 

processed products, and 300 percent for edible oils. In 1997, when India lost the balance-

of-payments waiver that allowed it to maintain restrictive trade policies, India accelerated 

the process of lifting quantitative import restrictions (QRs). India completed the removal 

of QRs in April 2001, and nearly all agricultural products can now be imported subject to 

a tariff and to sanitary and phytosanitary standards.  

While India's bound agricultural tariffs are among the highest in the world, applied tariffs 

for many products are set well below bound rates. India's policy has been to adjust 

applied tariffs periodically to help meet domestic price stability goals; either raising 

tariffs to help strengthen producer prices or reducing tariffs to help moderate rising 

consumer prices. In 2007 and 2008, India reduced tariffs for a number of major 

commodities—in many cases to zero—to help curb inflationary pressures and moderate 

the impact of high world prices on the domestic market. In general, however, tariffs have 

significant impacts on domestic prices of only the few agricultural commodities that India 
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trades regularly in large volumes, such as edible oils and pulses. For most agricultural 

commodities, Indian domestic prices are below transport-adjusted world prices. 

India's bound and applied tariffs for selected agricultural products 

Commodity 
Bound tariff  

rate 

Applied tariff rate 

August 2007 November 2008 

    Percent   

Imported products: 

Pulses 100 10 0 

Wheat 100 0 0 

Onions 100 5 5 

Crude soybean oil 45 40 20 

Refined soybean oil 45 45 7.5 

RBD palm olein 1/ 300 52.5 7.5 

Other products:  

Atta 150 0 0 

Corn 70 0 0 

Rice 70 70 0 

Oilseeds 100 30 30 

1/ RBD = Refined, bleached, and deodorized.  
Source: Government of India, Ministry of Agriculture, Directorate of Economics and 
Statistics, Statistics at a Glance. 

India has also removed most quantitative controls on agricultural exports since the late 

1990s, but export controls are not restricted by the terms of the AoA, and India continues 

to impose bans and quotas on exports of agricultural commodities to meet domestic price 

policy goals. Recent examples include bans on export of rice, wheat, and corn in order to 

ensure stable domestic prices when global process rose sharply in 2007 and 2008.  

India also provides an array of policy incentives aimed at promoting exports of 

agricultural commodities, including the following: 

 Import duty reductions or drawbacks for goods needed to produce processed 

products for export.  

 Government support for domestic marketing and transport costs for exported 

products, consistent with World Trade Organization rules. 

 Government support for agro processing zones to produce goods for export.  

 

 

1.6 DOMESTIC AGRICULTURAL MARKET REGULATION AND 

INVESTMENT  

Despite accelerating growth in the overall economy, rising consumer demand, and 

supportive price and subsidy policies, growth and investment in Indian agriculture and 
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agribusiness have remained weak since the early 1990s. There is evidence that numerous 

domestic policy interventions, along with weak infrastructure and limited institutional 

support for agricultural markets, have been a deterrent to new investment by 

agribusinesses and farmers. An array of central and state government policy interventions 

in domestic agricultural markets and industries have created disincentives and risks for 

investors in agribusiness, particularly larger scale and vertically integrated agribusiness 

enterprises.  

Interventions have included movement, storage, and private marketing restrictions for 

agricultural commodities, scale restrictions on agribusiness firms, high taxes on 

processed products, relatively high cost credit, and complex food laws. The climate for 

private investment is also shaped by weak transport and power infrastructure and lack of 

key market services, such as market information, risk management tools, and grading and 

inspection systems, which affect the private costs and returns of new investments. For 

farmers, disincentives have included trade and price policies that, despite MSPs, 

maintained relatively low domestic prices for many farm commodities, inefficient 

markets that dampen returns to growers, and the limited availability of public and private 

marketing services. Onfarm investment may also be constrained by India's large number 

of small and marginal farmers—accounting for about 39 percent of farm land—who often 

have limited access to input and output markets and more limited investment options.  

Since 2000, there is evidence that the policy environment is improving, and that 

investment in agriculture and agribusiness is beginning to show stronger growth. Aside 

from rising MSPs and input subsidies, a number of central and state policy changes 

appear to be stimulating more private investment. Recent changes include: 

 Restrictions on private movement and storage on farm commodities are becoming 

less common. 

 Restrictions that limited many types of agricultural processing to small-scale 

firms have been largely removed. 

 State marketing laws are being changed to permit development of private 

marketing channels. 

 Taxes on processed agricultural products have been reduced and simplified. 

 A new unified food law will simplify development of food processing industries.  

Although power, transport, and other infrastructure problems will likely be solved only in 

the longer term, there is evidence that private investment is on the rise. Recent private 

investment activity in food marketing ventures oriented toward development of supply 

chains and ―front end‖ retail outlets represents a major surge in private investment, as 

well as a turnaround in investor confidence in the future policy environment in 

agriculture and agribusiness. 

1.7 TERMS OF TRADE BETWEEN AGRICULTURE AND 

INDUSTRY 
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The agriculture-industry terms of trade question has been extensively studied in both the 

academic and policy making circles in India. The issues emerging out of this literature 

can be classified into two categories. 

 

The agriculture-industry terms of trade question has been extensively studied in both the 

academic and policy making circles in India. The issues emerging out of this literature 

can be classified into two categories. 

Pre-Independence India suffered repeated famines, drought and food shortages. But 

following the Green Revolution in the '60s, yields and foodstocks rose manifold. Now, 30 

years later, Indian farmers have realised the follies of their tryst with intensive 

agriculture. Despite 70 per cent of the population being engaged in agriculture and allied 

activities, declining foodgrain production and access to food remain the two biggest 

problems confronting the country. Liberalisation has made things worse: commercial 

crops are eating into the fertile land tracts meant for essential foodgrains. And six years 

after the World Trade Organisation came into existence; the anticipated gains for India 

from the trade liberalisation process in agriculture are practically zero. 

Agriculture Minister C Subramaniam sat huddled with his senior staff. There was tension 

in the air. Depending on imported foodgrains coming from 12,000 miles away, 

particularly when it came in driblets following US President Lyndon Johnson's directive 

to "teach India a lesson", was humiliating enough. What worried him was that food 

stocks had reached such a precarious low that they were only sufficient for another two 

weeks. Still worse, there was nothing in transit. Recalls Subramaniam, "As a last resort, I 

told my officials and experts to identify the nearest food-carrying ships on the ocean 

throughout the world. I said we would identify those carrying wheat to other countries 

and appeal to the US President to divert them to India if other countries could wait for 

another six to eight weeks."  

This was in 1966-67, the critical year of drought when India imported 11 million tonnes 

of foodgrain. A year earlier, India had imported 10 million tonnes of foodgrain. Around 

this time, the Paddock brothers, often referred to as 'prophets of doom', concluded in their 

book, Famine 1975, that by the mid-'70s at least half of India would be led to a slaughter 

house. Considering that India had a long history of hunger and famine, and the 

subsequent failure of the government's effort to boost agricultural production in the post-

Independence era, not many disagreed with the conclusive analysis drawn by William 

and Paul Paddock.  

After all, for a country literally surviving on a 'ship-to-mouth' existence, there was little 

hope. Soon after Independence, India had begun to seek food aid and in fact emerged as 

the biggest food importer of this century. In 1951, India got ad hoc assistance of 2 million 

tonnes of foodgrain to tide over the crisis arising from severe drought in several parts of 

the country. This was the first major food security on a significant scale after 

Independence.  
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Before 1947, Indian history was replete with famine, drought and food shortages. 

Between 1770 and 1880, as many as 27 food scarcities and famines were recorded. At 

least 20 million lives were lost in India in about 20 famines that had struck since 1850. 

Much of this loss was because of misplaced colonial policies which aimed to derive 

maximum economic gain at the cost of human suffering and misery. After the British had 

created a transport infrastructure in the first half of the 19th century, they began 

encouraging farmers to grow crops that could be exported. The boom in export trade 

accompanied by rising prices made farmers shift to cash crops like cotton, indigo, poppy 

and sugarcane. The area under foodgrain subsequently shrank. In other words, efforts to 

improve agriculture in colonial India were directly linked to the needs of British 

industries.  

In the first half of the 20th century, India's foreign trade showed the same colonial pattern 

with exports mainly comprising foodgrain and cotton, jute, oilseeds, opium and indigo. 

Against this, imports consisted mainly of consumer goods. Meanwhile, the cultivator's 

preference for commercial crops continued. As is happening now, the trend during the 

pre-Independence years showed that the best lands available were used for the cultivation 

of commercial crops. The cultivation of foodgrains was relegated, to some extent, to 

inferior lands, the yield of which is much less even in normal years. The result was a 

steady decline in foodgrain output till the Second World War. Per capita food availability 

from domestic production too had declined. As B M Bhatia observes in The Famines of 

India: "India kept the precarious balance between increasing population and declining 

food production partly by turning from an exporter into a net importer of foodgrains but 

largely by the easy, though dangerous, expedient of pushing down the already low per 

capita cereal consumption to still lower levels."  

The big gap between minimum requirement and supply continued throughout the post-

War period. Till the 1960s, Indian agriculture was not sufficiently able to meet domestic 

requirements and the country had to rely on foodgrain imports. 

1.7.1 Sowing the seeds of the green revolution  

Realising the disastrous consequences of the growing gap between the rates of growth of 

population and food production, a vigorous 'grow more food' campaign was launched. 

The key goal of economic planning shifted to attaining self-sufficiency. The First Five-

Year Plan, following food imports in 1951, gave maximum importance to the growth of 

agriculture. Among the measures initiated in the '50s to stimulate foodgrain production 

were land reforms, irrigation, fertiliser production, strengthening of research and the 

organisation of a national farm extension service. Consequently, increased harvests in the 

mid-1950s relieved the economy.  

It was around this time that the government adopted the US Land Grant model of 

agricultural research. Agricultural universities, beginning with the Gobind Ballabh Pant 

University of Agriculture and Technology in Pantnagar in Uttar Pradesh, were gradually 

set up in all the states. The Land Grant model entailed linking research with extension, 

and taking research from the laboratories to the farms through an extension network 
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linked with the university. In 1961, the government launched the Intensive Agriculture 

District Programme (IADP) to enhance productivity in the irrigated areas. Although the 

aim was to introduce improved seed along with a package of agronomic practices to take 

advantage of the available irrigation, the programme did not come up to expectations for 

want of high-yielding varieties of wheat. 

 

The tall Indian wheat varieties did not provide an economic response to the application of 

chemical fertilisers and irrigation water, which agricultural scientists were desperately 

looking for. These had a tendency to fall down or lodge when fertilisers were applied, as 

a result of which the yields stagnated at less than one tonne per hectare. Even though 

breeding for improved non-lodging wheat varieties was initiated in the '50s, it did not 

meet with much success.  

The missing link was provided by Dr Norman Borlaug, who was then working with 

CIMMYT in Mexico. A few dwarf wheat strains of spring wheat that he sent to the 

Indian Agricultural Research Institute in New Delhi looked impressive. In the next two to 

three years, a wide range of dwarf material was tested under the All India Wheat 

Research Project. In August 1964, the then Professor and Head of Department of Plant 

Breeding and Genetics at the IARI, Dr M S Swaminathan, who later emerged as the 

architect of India's Green Revolution, proposed the launching of a National 

Demonstration Programme in farmers' fields. This would verify the results obtained in 

research plots and introduce farmers to new opportunities opened up by semi-dwarf 

varieties for considerably improving the productivity. 

Says Swaminathan, "When small farmers, who with the help of scientists organised the 

National Demonstration Programme, harvested over 5 tonnes of wheat per hectare, its 

impact on the minds of other farmers was electric. The clamor for seeds began and the 

area under high-yielding varieties rose from 4 hectares in 1963-64 to over 4 million 

hectares in 1971-72. A small government programme became a mass movement." 

Subsequently, the government imported 18,000 tonnes of semi-dwarf wheat from Mexico 

in 1966 to be distributed in time for immediate sowing by farmers in the northwestern 

regions. 

The seeds of the Green Revolution were, therefore, truly sown in the mid-'60s. What 

followed next is already part of contemporary history. Wheat production rose to 17 

million tonnes in 1968, an increase of 5 million tonnes over the highest of 12 million 

tonnes harvested in 1964. Indira Gandhi officially recorded the impressive strides in 

agriculture by releasing a special stamp entitled 'Wheat Revolution' in July 1968. The 

success of wheat was later replicated in rice. Productivity increases were also recorded in 

cotton, sugarcane, millets and oilseeds.  

1.7.2 Measures to avoid famines 

The famine-avoidance strategy that India launched had all the necessary ingredients for a 

sustained effort. In 1965, the Agricultural Prices Commission was constituted, with the 

basic objective of assuring fair prices for farm produce. The Commission, an autonomous 
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body, works out the cost of cultivation for 22 agricultural commodities, and suggests a 

price to the government that includes profit that should serve as an incentive to grow 

more. The administered price of wheat, for instance, was raised by 71 per cent between 

1972 and 1981. Similarly, the price of rice was jacked up by 81 per cent during the same 

period. Later, to sustain the tempo of the rice revolution, the relative price structure was 

moved in its favour. In the early phase of the Green Revolution, the price policy favoured 

wheat, but after the mid-'70s it tilted in favour of rice. For oilseeds and pulses, the reverse 

was put into action. Relatively high support prices were announced in the early-'90s to 

make their cultivation profitable.  

Perhaps the most significant aspect of the price support mechanism has been the 

insulation of farmers against a decline in prices. Wheat production was very high in 

1971-72, as a consequence of which prices should have declined by at least 25 per cent. 

Since the government purchased all the wheat that was offered, farmers were actually 

paid 7 per cent more. Again, in 1982-83, when wheat production was 14.3 per cent higher 

than the previous year, the prices should have actually declined by 32.5 per cent. With the 

government purchasing all the wheat that flowed into the markets, however, the farmers 

realised 18 per cent more.  

The biggest achievement of the Indian food policy, dependent more and more on buffer 

stocking and operational stock holding, has been the avoidance of famine-like conditions. 

It was with the basic objective of curbing consumption and ensuring an equitable 

distribution of available food supplies, especially in the deficit areas and among the 

poorer strata of society, that the Public Distribution System (PDS) was introduced. PDS 

supplies were also used for the 'food for work' programme as well as other anti-poverty 

programmes. At present, PDS covers more than 80 million families and the total 

foodgrains distributed through a network of 40,000 fair price shops accounts for over 

one-third of the total trade in foodgrain.  

1.7.3 Aiming at self sufficiency 

The Green Revolution was certainly not a stroke of luck. The resilience was the result of 

progressive farm policies, determination, sustained efforts of scientists and the vigour of 

the Indian farmers who readily adopted the improved technology. This is what the 

Rockefeller Foundation had to say about the magnificent strides taken: ―... The speed 

with which India's farmers and scientists suddenly gave their country an approach to an 

abundant food supply, has never been duplicated on an equal scale anywhere in the 

world, including the scientifically sophisticated United States."  

Since the early-'70s, the country has avoided famine even during adverse weather 

conditions, through a carefully designed food security system involving the maintenance 

of both substantial grain reserves and an extensive PDS. The devastating drought of 

1987, rated as the most severe of this century, affected nearly 155 million hectares. In 

spite of this, no starvation and hunger deaths were reported. This was essentially the 

result of excellent food management based on foodgrain reserves built largely from 

homegrown wheat and rice.  
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From the late-'60s, the rate of growth in food production generally exceeded the rate of 

growth of population. Despite the continuous growth in population, the per capita 

availability of foodgrain increased from 157 kg per year in 1955 to 177 kg per year in 

1995, an increase of 15.7 per cent. Food production has risen roughly four times since the 

days of Independence, from 50 million tonnes in 1950-51 to 198 million tonnes in 1996-

97. At the same time, the population has risen from 300 million to 960 million. Milk 

production too has risen to 68 million tonnes, the highest in the world. Food self-

sufficiency was achieved in the late-'70s with the maintenance of a sizeable food buffer. 

Lately, India has begun to export foodgrain. About 5 million tonnes of rice and wheat 

were exported during the last few years. Skimmed milk powder amounting to about 5,000 

tonnes has also been exported.  

The increase in foodgrains was, however, disproportionate. The highest rate of growth 

was achieved in Punjab and Haryana, where, at a compound growth rate of 4.63 per cent, 

foodgrain production jumped from 7.23 million tonnes in 1964-65 to reach an all-time 

high of 30.33 million tonnes in 1995-96. Uttar Pradesh recorded a compound growth rate 

of 3.01 per cent. Production in Maharashtra, Madhya Pradesh, Bihar, Orissa and the 

northeastern states continues to stagger. Tamil Nadu and Andhra Pradesh, on the other 

hand, have recorded significant increases in rice yields, with production rising to 9.17 

million tonnes and 11.58 million tonnes, respectively.  

The Green Revolution was aimed at the better-endowed regions. For millions of farmers 

languishing in the drylands, constituting more than 70 per cent of the cultivable lands, it 

continues to be a futile struggle. Despite emphasis on dryland farming during the past 

several decades, the scenario still remains grim. The undulating topography and the 

irregular rainfall pattern have combined to aggravate the situation. That the drylands 

produce about 42 per cent of the country's food shows that the future of farming lies in 

these areas. Nearly 83 per cent of sorghum, 81 per cent of pulses and 90 per cent of 

oilseeds grown in the country come from these areas. The poor yields and the fluctuations 

in production are indications of the scant attention drylands have received from 

policymakers and planners.  

The problem of increasing productivity on drylands has serious socio-economic 

implications. With every passing year, the gap between the farmer's yields in irrigated 

areas and in the dry farming region is widening. One year of drought is enough to push a 

farmer into a deep well of poverty for another two to three years. Drought is a recurring 

phenomenon in arid and semi-arid areas. Fifty years after Independence, life for millions 

of people somehow surviving in the drylands continues to be worse than before. 

1.7.4 Decline in production 

Thirty years after the dawn of the Green Revolution, Indian farmers are realising that 

their love affair with intensive agriculture is on the decline. Despite a bountiful monsoon 

for the tenth year in a row, harvests are not as plentiful as expected. However, with no 

let-up in the ever-increasing rise in population, Indian agriculture is once again at the 

crossroads.  
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Alarm bells have been ringing for quite some time. For nearly a decade, agricultural 

production had stagnated. The spectacular yield growth recorded in the post-Green 

Revolution years in Punjab and Haryana has receded into history. Of the multiple 

problems confronting agriculture, rapid fragmentation of land holdings is keeping pace 

with increasing population. In 1976-77, the average size of the holdings was estimated at 

2 hectares, while in 1980-81, it came down to 1.8 hectares. Today, it stands at a mere 0.2 

hectares. The total number of land holdings in 1981 was around 89 million; today these 

have crossed 100 million. By the turn of the century, the average land holding will come 

down to 0.11 hectares. It is quite obvious that with such small land holdings, Indian 

agriculture cannot adopt high-tech farm practices.  

Basking in the afterglow of the Green Revolution, farming and agriculture have ceased to 

attract serious attention. In 1995-96, foodgrain production slumped to minus 3.60 per 

cent. In 1997-98, it further declined to minus 3.70 per cent, the worst-ever since the 

heady days of the Green Revolution. Foodgrain production in the frontline agricultural 

states of Punjab, Haryana and western Uttar Pradesh, comprising the country's food bowl, 

has decelerated. The miracle that began with wheat was replicated in rice. This is where 

the cost-benefit ratio has turned negative. The downward spiral in food production 

continues through the southern regions of the country. Tamil Nadu, another Green 

Revolution area, is under tremendous strain from intensive cultivation. In Karnataka, the 

negative trend in yield levels of all food crops, barring cotton and sugarcane, are all too 

apparent. Farming in Karnataka can be clearly separated in two distinct classes, the 

'creamy layer' of corporate agriculture occupying the fertile and irrigated areas, and the 

remaining low productive tracts at the mercy of the rains, constituting the tiny and small 

land holdings. Kerala too, picturesque and verdant with tropical forests, is passing 

through its worst-ever crisis on the foodgrain front.  

As if this is not enough, the number of landless in rural areas too has been multiplying 

over the past few decades, at an estimated rate of two million every year. The rapid 

expansion in the number of land holdings, with less than a hectare under plough, has 

meant an additional 6, 00,000 farmers every five years or so. The negative terms of trade 

for agriculture and the declining public sector investments in farming are indices of the 

sluggishness in this sector.  

The Economic Survey for 1996-97 has further sounded a warning. The compound growth 

rate in foodgrain production at 1.7 per cent between 1991 and 1996, is lower than the 

annual population growth of 1.9 per cent. The survey adds that even a marginal fall of 

three to four per cent in foodgrain output can cause the prices of essential commodities to 

escalate sharply, necessitating government intervention by way of resorting to imports. 

This happened in 1993 and again in 1996.  

The philosophy of agricultural planning is changing. Gone are the days when the nation's 

emphasis was solely on attaining self-sufficiency in foodgrain production. Gone also are 

the days when farmers were newly independent India's heroes, revered for their role in 

keeping hunger and starvation at bay. Today, at a time when food production struggles to 

keep pace with the burgeoning population growth, farmers are being asked to diversify, 
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produce crops that are suitable for export and to compete in the international market. 

With the promise of cheap food available off the shelf in the global market, the focus has 

shifted from agriculture to industry, trade and commerce, from the small and marginal 

farmers to the agri-processing companies, which alone can bring in investments and add 

value to produce.  

The restructuring of the Indian economy too has put the emphasis on agri-exports. 

Cultivation of staple food is being replaced by cash crops, tomatoes in place of wheat, 

durum wheat (for bakery purposes) replacing wheat as a staple diet in Punjab and 

Haryana, flowers in place of rice, and so on. In the coastal areas, private enterprise is 

taking away the fish catch, depriving the local communities of a livelihood and their only 

source of nutrition. In Kerala, vast tracts of forests and paddy fields have been converted 

into rubber, coffee and coconut plantations. Every year, about 25,000 hectares of good 

paddy land are being diverted for non-paddy purposes. The structural transformation is 

not only peculiar to Kerala. It is happening in almost all the states. Commercial crops are 

eating into the fertile land tracts meant for growing essential foodgrains, thereby making 

the states rely more heavily on the PDS. The diversion of good agricultural land, which in 

any case is limited, to commercial farming and even industries, is further restricting the 

ability to grow enough foodgrain.  

1.7.5 In the era of WTO 

Kerala has already been at the receiving end. Over the past few years, ever since 

economic liberalisation became the development mantra, the state has been flooded with 

cheap and highly subsidised agricultural imports, throwing its agrarian economy out of 

gear. Whether it is the import of palm oil or rubber or coffee, almost every aspect of the 

state's socio-economy has been negatively impacted. 

Coconut prices have crashed, down from Rs 10 to Rs 2. Rubber has plummeted from Rs 

60 to Rs 16 and coffee from Rs 58 in 1999 to Rs 30 per kg in 2000. Even spices have not 

been spared, with pepper prices falling from Rs. 2,600 to Rs. 1,300 per quintal in the 

consecutive period. Kerala is not alone. The fallout from the emerging global trade 

paradigm is being felt all over the country, though not in the same magnitude. Before we 

go any further however, it is important to understand how the market rules play, and then 

try to understand the implications for Indian agriculture.  

It is now official. Six years after the World Trade Organisation (WTO) came into 

existence on January 1, 1995, the anticipated gains for India from the trade liberalisation 

process in agriculture are practically zero. The ministry of agriculture as well as the 

ministry of commerce has admitted that the hopes from an international regime that 

talked of establishing a fair and market-oriented agricultural trading system have been 

belied.  

It is time to draw a balance sheet of the gains and losses that accrued from the 

implementation of the WTO's Agreement on Agriculture, which had incorporated three 

broad areas of commitments from member states, namely in market access, domestic 
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support and export subsidies. The underlying objective of this was to correct and prevent 

restrictions and distortions in world agricultural markets. Six years later, it has been 

established that these measures have only protected the farmers and the farming systems 

of the developed countries. On the other hand, the trading regime has ensured that 

developing countries take time-bound initiatives to open up their domestic markets for 

cheap and highly subsidised imports of agricultural commodities.  

Easier market access needed 

A recent study by the Food and Agricultural Organisation of the United Nations (FAO) 

concludes that there has been hardly any change in the volume of exports. Tariff peaks or 

high import duties continue to block exports from the developing countries. Tariffs still 

remain very high, especially in the case of cereals, sugar and dairy products. Sanitary and 

phytosanitary measures, which were enforced to ensure the quality of imported products, 

actually continue to be a major barrier in diversifying exports in horticulture and meat 

products. Selective reduction in tariffs by developed countries has also blocked exports 

from developing countries. To top it all, only 36 countries (all developed) have the right 

to impose special safeguards if agricultural imports distort their domestic market!  

India was forced to either phase out or eliminate the quantitative restrictions (QRs) on 

agricultural commodities and products by April 1, 2001. India has, therefore, opened its 

market. Already, cheaper imports of skimmed milk powder, edible oils, sugar, tea, 

arecanut, apples, coconut etc have flooded the market.  

Lack of domestic support 

Clever manipulation of their subsidy reduction commitments has in reality increased the 

support to farmers in developed countries. In the United States, subsidy to just 9,00,000 

farmers has increased 700 times since 1996. Between 1998-2000, the US has provided an 

additional US $26 billion to its farmers. In absolute terms, farm support in the OECD 

countries increased by 8 per cent to reach the staggering figure of US $363 billion in 

1998.  

In India, we are being told that since our Aggregate Measure of Support (AMS), a 

measure of the subsidies that are provided to agriculture, are negative, we can still raise 

our subsidies to farmers. In reality, India is committed to doing away with agricultural 

subsidies under the Structural Adjustment Programme of the World Bank and IMF. In 

any case, India provides only US $1 billion worth of indirect subsidies to 550 million 

farmers! 

It was anticipated that due to reduction in domestic support in developed countries, cereal 

production would shift from developed countries to developing countries. Empirical 

evidence, however, shows that such a trend is not at all visible. Moreover, with such 

massive subsidies intact, and with the QRs being lifted, India faces the threat of 

subsidised food imports.  
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Export subsidies urged 

The agriculture ministry acknowledges that despite the rules being defined, the expected 

gains have eluded the developing countries. It was expected that with the removal of 

trade distorting measures, agricultural exports from the developing countries would 

increase. This did not happen. In fact, India has seen a three-fold increase in the imports 

of agricultural commodities and products, from about Rs 5,000 crore in 1995 to over Rs 

15,000 crore in 1999-2000. In edible oils alone, the import bill has soared to Rs. 9,000 

crore. The so-called fair trading system has also not helped efficient producers in 

realising a higher price for their products. On the contrary, prices of most agricultural 

commodities are declining in the world markets.  

In conclusion, if declining foodgrain production and access to food remain the two 

biggest problems confronting the country, there must be something terribly wrong with 

the way we look at agriculture. With more than 70 per cent of the population still 

engaged in agriculture and allied activities and an equal percentage of farmers tilling an 

average of 0.2 hectares of land and somehow surviving against all odds, the time has 

come to set the balance right. Whether we accept it or not, India is gradually moving back 

to the pre-Green Revolution days of a 'ship-to-mouth' existence, when food was largely 

imported to feed the hungry. It was the political maturity of the then leadership that led to 

self-sufficiency on the food front. Few will still question what Jawaharlal Nehru once 

said: "Everything else can wait, but not agriculture." 

1.8 AGRICULTURAL FINANCE POLICY 
 

Numerous changes have occurred in rural financial markets during the past few years1. 

This includes the collapse of traditional institutions that once were the backbone of these 

markets, overall contraction in the volume of agricultural credit due to hostile economic 

environments, repressed financial sectors, and a shift in donor interest to financing rural 

poor and small enterprises. These changes have been accompanied by a switch in the 

dominant development paradigm from one emphasising central planning to one that relies 

on market forces. Dissatisfaction with the results of traditional agricultural credit policies 

and the inconsistencies between these policies and the use of market forces are forcing 

policy reassessments in many countries.  

 

Although numerous new or reformed financial institutions have emerged, substantial 

gaps persist in many rural financial markets. These gaps relate to scarce provision of 

formal agricultural credit to small farmers, a paucity of medium- and long-term lending, 

and few deposit facilities in rural areas. The absence of these financial services has 

important implications for agricultural development and for small farm households. 

Major segments of agriculture cannot modernize without the support of a strong financial 

system; an increasingly capital-intensive agriculture requires access to working capital 

and seasonal loans along with medium- and long-term credit for on-farm investments. 

 

Likewise, many poor people in rural areas are disadvantaged by financial markets that 

perform poorly. They have less opportunity to climb out of poverty by accumulating 

financial savings and they have no access to formal credit because the financial system is 
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not innovative or sufficiently efficient to reduce transaction costs and to provide small 

clients with access to affordable and durable financial services. A more efficient financial 

system would help accomplish the dual objectives of boosting production and easing 

rural poverty. 

 

Recent experience provides useful lessons about rural finance policies, both positive and 

negative. Agriculture is described as the backbone of Indian economy, mainly because of 

three reasons. One, agriculture constitutes largest share of country's national income 

though the share has declined from 55 percent in early 1950s to about 25 percent by the 

turn of the Century. Secondly, more than half of India‘s workforce is employed in its 

agriculture sector. Three, growth of other sectors and overall economy depends on 

performance of agriculture to a considerable extent. Besides, agriculture is a source of 

livelihood and food security for large majority of vast population of India. Agriculture 

has special significance for low income, poor and vulnerable sections of rural society. 

Because of these reasons agriculture is at the core of socio economic development and 

progress of Indian society, and proper policy for agriculture sector is crucial to improve 

living standards and to improve welfare of masses. 

 

The period from 1950/51 to mid 1960s which is also called pre green revolution period 

witnessed tremendous agrarian reforms, institutional changes and development of major 

irrigation projects. The intermediary landlordism was abolished; tenant operations were 

given security of farming and ownership of land. Land ceiling acts were imposed by all 

the states to eliminate large sized holdings and cooperative credit institutions were 

strengthened to minimise exploitation of cultivators by private money lenders and traders 

(Radhakrishna 1993). Land consolidation was also affected to reduce the number of land 

fragments.  

 

Expansion of area was the main source of growth in the pre green revolution period. The 

scope for area expansion diminished considerably in the green revolution period in which 

growth rate in area was less than half the growth rate in the first period. Increase in 

productively became the main source of growth in crop output and there was significant 

acceleration in yield growth in green revolution period. The main source of productivity 

increase was technological breakthrough in wheat and rice. The country faced severe 

food shortage and crisis in early 1960s which forced the policy makers to realise that 

continuous reliance on food imports and aid imposes heavy costs in terms of political 

pressure and economic instability (Rao 1996) and there was a desperate search for a 

quick breakthrough in agricultural production. 

 

One choice before the country was to go for spread of new seeds of high yielding 

varieties (HYV) of wheat and rice which were available with CGIAR institutes like 

CIMMYT and IRRI. Amidst a serious debate the then Government took bold decision to 

go for the import and spread of HYV of wheat and rice which involved use of fertilisers 

and irrigation. This marked second phase of agriculture policy in the country. The 

strategy produced quick results as there was quantum jump in yield. Consequently, wheat 

and rice production in a short span of 6 years between 1965/66 and 1971/72 witnessed an 
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increase of 30 million tonnes which is 168 percent higher than the achievement of 15 

years following 1950/51. 

 

The biggest achievement of new agricultural strategy, also known as green revolution 

technology, has been attainment of self sufficiency in foodgrains. Since the green 

revolution technology involved use of modern farm inputs, its spread led to fast growth in 

agro input industry. Agrarian reforms during this period took back seat while research, 

extension, input supply, credit, marketing, price support and spread of technology were 

the prime concern of policy makers (Rao 1996). Two very important institutions, namely 

Food Corporation of India and Agricultural Prices Commission, were created in this 

period in the beginning of green revolution period, to ensure remunerative prices to 

producers, maintain reasonable prices for consumers, and to maintain buffer stock to 

guard against adverse impact of year to year fluctuations in output on price stability. 

These two institutions have mainly benefited rice and wheat crops which are the major 

cereals and staple food for the country. 

 

The next phase in Indian agriculture began in early 1980s. While there was clear change 

in economic policy towards delicensing and deregulation in Industry sector, agriculture 

policy lacked direction and was marked by confusion. Agricultural growth accompanied 

by increase in real farm incomes led to emergence of interest groups and lobbies which 

started influencing farm policy in the country. There has been a considerable increase in 

subsidies and support to agriculture sector during this period while public sector spending 

in agriculture for infrastructure development started showing decline in real term but 

investments by farmers kept on moving on a rising trend (Mishra and Chand 1995, Chand 

2001). The output growth, which was concentrated in very narrow pockets, became 

broad- based and got momentum. The rural economy started witnessing process of 

diversification which resulted into fast growth in non foodgrain output like milk, fishery, 

poultry, vegetables, fruits etc which accelerated growth in agricultural GDP during the 

1980s. This growth seems largely market driven. 

 

1.8.1 New Agricultural Policy and Challenges in Indian Agriculture 
 

The challenges facing Indian agriculture can be grouped in four categories relating to (1) 

growth (2) sustainability (3) efficienc y and (4) equity. There are also other important 

concerns like food security, livelihood, employment, improvement in standard of living 

of agricultural population. Addressing these challenges requires efforts on several fronts 

like incentive structure, infrastructure, technology, market development, extension, 

regulations, input supply, tenancy etc. New agriculture policy should address above 

challenges through efforts in abovementioned areas and also provide direction to the 

future of agriculture in the country. 

 

The National Agricultural Policy (NAP) document aims to attain output growth rate in 

excess of 4 percent per annum in agriculture sector based on efficient use of resources. It 

seeks to achieve this growth in a sustainable manner and with equity. The Policy 

resolution than describe in detail the strategy and policy alternatives which are grouped 

under the following heads: 
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1. Sustainable agriculture 

2. Food and nutrition security 

3. Generation and transfer of technology 

4. Inputs management 

5. Incentive for agriculture 

6. Investment in agriculture 

7. Institutional structure 

8. Risk management 
 
 

1.9 AGRICULTURAL MARKETING AND WAREHOUSING 
 

The agricultural marketing system in India operates primarily according to the forces of 

supply and demand in the private sector. Indian Government intervention is limited to 

protecting the interests of producers and consumers and promoting organized marketing 

of agricultural commodities. In 1991 there were 6,640 regulated markets to which the 

central government provided assistance in the establishment of infrastructure and in 

setting up rural warehouses. Various central government organizations are involved in 

agricultural marketing, including the Commission for Agricultural Costs and Prices, the 

Food Corporation of India, the Cotton Corporation of India, and the Jute Corporation of 

India. There also are specialized marketing boards for rubber, coffee, tea, tobacco, spices, 

coconut, oilseeds, vegetable oil, and horticulture. 

 

A network of cooperatives at the local, state, and national levels assist in agricultural 

marketing in India. The major commodities handled are food grains, jute, cotton, sugar, 

milk, and areca nuts. Established in 1958 as the apex of the state marketing federations, 

the National Agricultural Cooperative Marketing Federation of India handles much of the 

domestic and most of the export marketing for its member organizations. 

 

Large enterprises, such as cooperative Indian sugar factories, spinning mills, and solvent-

extraction plants mostly handle their own marketing operations independently. Medium- 

and small-sized enterprises, such as rice mills, oil mills, cotton ginning and pressing 

units, and jute baling units, mostly are affiliated with cooperative marketing societies. 

 

In the late 1980s, there were some 2,400 agro processing units in India in the cooperative 

sector. Of all the cooperative agroprocessing industries, cooperative sugar factories 

achieved the most notable success. The number of licensed or registered units remained 

at 232, of which 211 had been installed by March 1988. During the October 1987-

September 1988 sugar season, 196 cooperative sugar factories were in production. They 

produced nearly 5.3 million tons of sugar, accounting for about 57.5 percent of the 

country's total production of 9.2 million tons. The National Federation of Cooperative 

Sugar Factories ( India ) rendered advice to member cooperatives on technical 

improvement, financial management, raw materials development, and inventory control. 
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In the early 1990s, the cooperative marketing structure comprised 6,777 primary 

marketing societies: 2,759 general-purpose societies at the mandi (wholesale markets in 

India ) level and 4,018 special commodities societies for oilseeds and other such 

commodities. There were also 161 district or central societies covering nearly all 

important mandis in the country and twenty-nine general-purpose state cooperative 

marketing federations. The total value of agricultural produce marketed by cooperatives 

amounted to about Rs54.2 billion in FY 1988, compared with Rs18 billion in FY 1979. 

The total value of food grains handled by marketing cooperatives increased from Rs5 

billion in FY 1979 to about Rs11.3 billion in FY 1986. 

 

The Indian Ministry of Agriculture's Directorate of Marketing and Inspection is 

responsible for administering federal statutes concerned with the marketing of 

agricultural produce. Another function is market research. The directorate also works 

closely with states to provide agricultural marketing services that constitutionally come 

under state purview. 

 

Under the Agricultural Produce (Grading and Marketing) Act of 1937, more than forty 

primary commodities are compulsorily graded for export and voluntarily graded for 

internal consumption. Although the regulation of commodity markets is a function of 

state government, the Directorate of Marketing and Inspection provides marketing and 

inspection services and financial aid down to the village level to help set up commodity 

grading centers in selected markets. 

 

By the 1980s, warehouses for storing agricultural produce and farm supplies played an 

increasing role in government price support and price control programs and in 

distributing farm commodities and farm supplies. Because the public warehouses issue a 

receipt to the owners of stored goods on which loans can be raised, warehouses are also 

becoming important in agricultural finance. The Central Warehousing Corporation, an 

entity of the central government, operates warehouses at major points within its 

jurisdictions, and cooperatives operate warehouses in towns and villages. The growth of 

the warehousing system in India has resulted in a decline in weather damage to produce 

and in loss to rodents and other pests. 

 

Most agricultural produce in India is sold by farmers in the private sector to 

moneylenders (to whom the farmer may be indebted) or to village traders. Produce is sold 

in various ways. It might be sold at a weekly village market in the farmer's own village or 

in a neighboring village. If these outlets are not available, then produce might be sold at 

irregularly held markets in a nearby village or town, or in the mandi . Farmers also can 

sell to traders who come to the work site. 

 

The Indian government has adopted various measures to improve agricultural marketing. 

These steps include establishing regulated markets, constructing warehouses, grading and 

standardizing produce, standardizing weights and measures, and providing information 

on agricultural prices over All India Radio (Akashvani), the national radio network. 

The government's objective of providing reasonable prices for basic food commodities is 

achieved through the Public Distribution System, a network of 350,000 fair-price shops 
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that are monitored by state governments. Channeling basic food commodities through the 

Public Distribution System serves as a conduit for reaching the truly needy and as a 

system for keeping general consumer prices in check. More than 80 percent of the 

supplies of grain to the Public Distribution System is provided by Punjab, Haryana, and 

western Uttar Pradesh. 

 

The Food Corporation of India was established in 1965 as the public-sector marketing 

agency responsible for implementing government price policy through procurement and 

public distribution operations. It was intended to secure for the government a 

commanding position in the food-grain trade. By 1979 the corporation was operating in 

all states as the sole agent of the central government in food-grain procurement. The 

corporation uses the services of state government agencies and cooperatives in its 

operations. 

 

The Food Corporation of India is the sole repository of food grains reserved for the 

Public Distribution System. Food grains, primarily wheat and rice, account for between 

60 and 75 percent of the corporation's total annual purchases. Food-grain procurement 

was 8.9 million tons in FY 1971, 13.0 million tons in FY 1981, and 17.8 million tons in 

FY 1991. Food grains supplied through the Public Distribution System amounted to 7.8 

million tons in FY 1971, 13.0 million tons in FY 1981, and 17.0 million tons in FY 1991. 

The corporation has functioned effectively in providing price supports to farmers through 

its procurement scheme and in keeping a check on large price increases by providing 

food grains through the Public Distribution System. 

 

Warehousing facilities are necessary to prevent the loss arising out of defective storage 

and also to equip the farmers with a convenient instrument of credit. Both the 

Agricultural Finance Sub-Committee (1945) and the Rural Banking Enquiry Committee 

(1950) emphasized the importance of ware housing as a method of promoting rural 

banking and finance in India. 

 

All India Rural Credit Survey Committee (1954) recommended a three tire system of 

warehousing: at the national level, state and district level, village and rural level. 

 

At present there are three main agencies in the public sector which are engaged in 

building large scale storage/warehousing capacity. They are: the Food Corporation of 

India (FCI), Central Warehousing Corporation (CWC), and State Warehousing 

Corporation (SWC). 

 

FCI provides storage capacity for food grains. It has its own go downs and it also hires 

storage capacity from other sources such as CWC, SWC's, State Governments and 

private parties. In 1960-61, there were only 40 general warehouses in the countries with a 

total capacity of less than 0.1 million tonnes. By the end of 1988-89, the three public 

sector units has a storage capacity of nearly 32 million tonnes. 

 

Besides, public sector agencies, co-operatives have also constructed warehouses in rural 

areas for storage of their members' produce, for stocking of fertilizers and other inputs 
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and consumer articles. To avoid unfair competition with the go downs of the co-operative 

marketing societies, the state warehousing corporations do not open warehouses at any 

place below the sub divisional level. By 1987-88, a total storage capacity of over 10 

million tonnes in the co-operative sector was available. 

 

1.9.1 Kinds of warehouses 

 

Broadly speaking, there are four kinds of warehouses. They are: 

 

a. private warehouses which are usually maintained by joint-stock companies, firms and 

individuals; 

b. Duty-paid public ware houses which are maintained by dock authorities or port trust 

authorities at port 

c. Bonded warehouses which are maintained either by dock authorities or by the 

Government and 

d. licensed warehouses which are private warehouses run by co-operative societies or by 

private agencies, after obtaining license from the Government. 

 

1.9.2 Benefits of the warehouses 

 

The following are some of the benefits of the warehouses. 

 

a. It gives withholding power to the agriculturist to tide over difficulties and helps them 

to secure better prices for their produce. 

b. It gives purchasing power to traders. 

c. It tends to cushion the price fluctuation and stabilize prices as it equates supply to 

demand. 

d. It facilitates future trading. 

e. It plays a very important role in implementing the agricultural price policy of the 

Government 

f. It obviates the need for unnecessary cross-transport. 

g. Huge wastages which occur owing to improper storage of agricultural produce will be 

minimized if warehousing develops on a large scale. 

 

h. Warehouses render various subsidiary services, such as sorting and packing 

commodities for shipment, cleaning and drying goods and preparing them for the market, 

acting as forwarding agents for exporters of good, purchasing goods on behalf of clients, 

and collecting and disseminating marketing intelligence. 

 

1.9.3 Progress 

Storage and warehousing facilities for agricultural crops on a commercial basis are 

available both in the public and the private sectors. The public sector dominates and 

accounts for a significantly large share of the total capacity available in the economy. The 

main institutional agencies providing these facilities are summarized here as Central and 

State Warehousing Corporations, the Food Corporation of India and the cooperatives. 



 164 

 

The Central Warehousing Corporation was set up in 1962 to do the following functions: 

 

a. acquire and build go downs and warehouses at suitable places, 

b. arrange facilities for the transport of agricultural produce .and inputs, 

c. subscribe to the share capital of State Warehousing Corporations, and 

d. act as agent of the Government for the purpose of purchase, sale, storage and 

distribution of agricultural produce and crops. 

 

The State Warehousing Corporations have been set-up at places of state and district 

importance. Their functions are the same within a state as those of CWC at the national 

level. 

1.10 ISSUES IN FOOD SECURITY 

The two main reasons why livelihood and food security issues remain critical for a 

country like India are (1) the heavy dependence of the majority of the population on the 

agricultural sector for employment and as a source of income and (2) the large number of 

undernourished people, the majority of whom are below the poverty line and spend a 

considerable proportion of their total income on food. About 72 percent of the population 

of the country lives in rural areas (Census Report, 2001) and the agricultural sector 

provides employment to about 60 percent of the country‘s total labour force (GOI, 2002). 

A recent FAO study shows that about 225 million people (23 percent of the total 

population) are undernourished, and about 260 million people (24 percent of the total 

population) are below the poverty line (GOI, 2002). Although the number of people who 

are below the poverty line has reduced significantly between 1993-1994 and 1999-2000 

(Table 1), it is striking that the number of undernourished people has increased during the 

period between TE 1992 and TE 1999 (Table 2). The poverty numbers are based on the 

national data that are generated by the National Sample Survey Organization, and these 

numbers take into account the actual changes that have occurred in the distribution of 

consumer expenditure between 1993-1994 and 1999-2000. The food insecurity numbers 

from the FAO are based on the old data set and do not capture these changes. 

Table 1. Changes in poverty status 

Year Rural 
number 

Poverty 
ratio 

Urban 
number 

Poverty 
ratio 

Total 
number 

Poverty 
ratio 

(million) (%) (million) (%) (million) (%) 

1987-88 232 39.1 75 38.2 307 38.9 

1993-94 244 37.3 76 32.4 320 36.0 

1999-2000 193 27.1 67 23.6 260 26.1 

Percentage 
change 

      

1993-94 over 
1987-88 

5.2 -4.6 1.3 -15.2 4.2 -7.5 
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1999-2000 over 
1993-94 

-20.9 -27.3 -11.8 -27.2 -18.8 -27.5 

Source: Government of India (2002). 

 

Table 2. Population, per capita dietary energy supply and prevalence of 
undernourished people in India 

Period Total 
population 

(million) 

Per capita dietary 
energy supply 

(kcal/day) 

Number of 
undernourished 

(million) 

Undernourished as a 
proportion of total 

population (%) 

TE 
1992 

861.3 2 370 214.6 25 

TE 
1999 

976.3 2 430 225.3 23 

Source: FAO (2001). 

Changes in the country‘s key food security indicators that have occurred during recent 

years are summarized in Table 3. Per capita food production increased at a much slower 

pace between TE 1994 and TE 2000, at roughly half the level of growth exhibited during 

the period from TE 1988 to TE 2000. The supply of food for direct human consumption 

increased by only 2 percentage points between TE 1994 and TE 2000. This increase in 

the supply of food was lower in relation to both the extrapolated trend value for the 

period TE 2000 as well as the level of growth witnessed between TE 1988 and TE 1994. 

Table 3 Food production, food supply, food imports and food prices in 

Period Food 
production 
index per 

capita (base 
1989-91 =100) 

Food 
supply per 

capita 
(kcal/day) 

Food 
imports 

per capita 
(US$ per 
annum) 

Food imports as a 
percentage of 

total merchandise 
exports (%) 

Food prices 
relative to all 
commodity 

pricesa 

TE 1988 92.9 2 251.3 1.7 11.6 0.98 

TE 1994 102.7 2 360.7 1.2 4.5 1.01 

TE 2000 107.5 2 408.0 2.8 7.4 1.07 

TE 2000(E) 112.7 2 507.5 0.6 1.3 1.05 

Percentage 
change 

     

TE 1988 and 
TE 1994 

10.5 4.9 -30.9 -61.2 2.8 

TE 1994 and 
TE 2000 

4.7 2.0 138.5 65.3 6.6 

TE -4.6 -4.0 359.8 474.3 2.7 
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Coefficient 
of variation 

     

1989-1994 1.84 2.50 41.33 29.19 2.06 

1995-2000 1.26 1.73 30.26 33.27 4.10 

Source: Computed from FAOSTAT database and GOI. 

Note: E is the extrapolated value based on the log linear trend for the period 1985-1994. 

a
 Weighted wholesale price index of primary food articles and food products deflated by 

the wholesale price index of all commodities. 

The other indicators such as per capita food imports and food imports as a ratio of total 

merchandise exports have also shown significant increases between TE 1994 and TE 

2000, after having posted a negative growth between TE 1988 and TE 1994. The growth 

in the real prices of food products was also more than double the growth observed 

between TE 1988 and TE 1994. 

To a certain extent, some of these changes in imports of food products and food prices 

were expected after the liberalization of trade in agriculture during the 1990s. But what is 

more worrying is that there are now signs of declining productivity growth, which, if not 

addressed, may have adverse implications for the future (Table 4). For these reasons, 

food self-sufficiency, price stabilization and employment programmes continue to remain 

the most important objectives of agricultural development policies. 

Table 4 Annual rates of growth for selected crops 

Crop 1980-81 to 1989-90 1990-91 to 2000-01 

Area Production Yield Area Production Yield 

Rice 0.41 3.62 3.19 0.63 1.79 1.16 

Wheat 0.47 3.57 3.10 1.21 3.04 1.81 

Coarse cereals -1.34 0.40 1.62 -1.84 0.06 1.65 

Pulses -0.09 1.52 1.61 -1.02 -0.58 0.27 

Food grains -0.23 2.85 2.74 -0.20 1.66 1.34 

Non-food grains 1.12 3.77 2.31 0.84 1.86 0.59 

Oilseeds 2.81 5.20 2.43 0.44 0.66 0.61 

Sugar cane 1.44 2.70 1.24 1.72 2.62 0.89 

Cotton -1.25 2.80 4.10 2.21 0.92 -1.26 

All crops 0.10 3.19 2.56 0.08 1.73 1.02 

 

1.11 SUSTAINABLE AGRICULTURE POLICY 
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The Indian government’s policies have always emphasized food grain self-sufficiency, which has not 
necessarily coincided with agricultural sustainability. The growth of agricultural production and productivity, 
which had risen significantly during 1970s and 1980s, declined during 1990s. These slowdowns have 
worsened since 2000; both overall agricultural production and food grains production have shown negative 
growth rates in 2000-01 to 2002-03 periods (GoI, 2002). Decline in the growth rates of agricultural 
production and productivity is a serious issue considering the questions of food security, livelihood, and 
environment. As such, a critical examination of the approaches for sustainable agricultural development is 
necessary. This examination must be framed not only by India’s ongoing need to ensure food self-
sufficiency but also by the consequences of access to international markets.  

1.11.1 Environmental Challenges in Indian Agriculture 

The challenge for Indian agriculture, to put simply, is to increase production, while minimizing environmental 
impact. This includes conserving and protecting the quality of the resources that determine the performance 
of agriculture like land, water and air. Reductions in yield, although determined by many factors, may be 
partially a consequence of land and water exploitation.  

Land degradation is one major constraint for Indian agriculture. By the early 1980s approximately 53 percent 
(173.6 million hectares) of India’s geographical area had been considered degraded according to the 
Ministry of Agriculture (GoI, 2001a): Water logging affected about 6 percent of the cultivated area, while 
alkali and acidic soils both affected about 3 percent. The major process of land degradation is soil erosion 
(due to water and wind erosion) contributing to over 71 percent of the land degradation (GoI 2001a). Data 
compiled by the National Remote Sensing Agency (NRSA) indicated that 15 percent of India’s total 
geographical area was comprised of degraded cultivatable wasteland (NRSA 2000). One third of this land 
was degraded by human activities, while nearly one half was degraded by a combination of human and 
natural causes (NRSA 2000). Chadha et al. (2004) found a negative and significant negative relationship 
between land degradation and foodgrain productivity in both the 1980s and 1990s. 

Water is another major constraint for Indian agriculture. Agriculture, through irrigation, accounted for 83 
percent of the total water use in the country during 1990 (Vyas 2003). During the Green Revolution period 
water consumption in agriculture rose sharply as the net irrigated area increased from 31.1 to 54.68 million 
hectares between 1970-71 and 2000-01, while the area irrigated more than once per year increased from 
7.09 million to 20.46 million hectares during the same period. Groundwater, one of the India’s major sources 
for irrigation, is being rapidly depleted. The number of dark blocks (taluk or mandals), where groundwater 
extraction is more than 85 percent of the availability, increased from 253 to 428 out of over 5700 blocks 
between 1984-85 and 1998-99 (GoI 2002). The problem of groundwater depletion has been reported from 
rainfed states like Andhra Pradesh, Karnataka, Rajastan, Madhya Pradesh, Chattisgarh and Gujarat.  

The introduction of modern technology based agricultural systems, in addition to encouraging increased 
water usage, meant the application of inputs like chemical fertilizers, chemical pesticides and high yielding 
varieties (HYVs) . Fertilizer application rose more than five-fold between 1970 and 2002 to 17360 thousand 
tonnes. Imbalanced proportioning of chemical nutrients is a major problem associated with fertilizer 
application in India. Pesticide consumption increased from 24.32 million tonnes in 1970-71 to 46.2 million 
tonnes in 1999-00, with a peak application of 75.42 million tonnes during 1988-89 (CSE 1999). High yielding 
seed varieties have lead to mono-cropping of certain grains reducing farmers’ cropping flexibility and 
reducing agricultural biodiversity.  

Although, the Indian government has recognized the necessity of managing and conserving resources for 
agricultural development since the First Five Year Plan, the measures initiated have been inadequate. For 
example, the government’s efforts have only been able to regenerate 17.28 percent of the total degraded 
area (173.6 million hectares; GoI 2001a).  

India’s National Agricultural Policy (NAP) (GoI 2000) has stressed the importance of management and 
conservation of resources by stating that, ‘the policy will seek to promote technically sound, economically 
viable, environmentally non-degrading, and socially acceptable use of country’s natural resources – land, 
water and genetic endowment to promote sustainable development of agriculture’. The Central and state 
governments have initiated several measures to promote sustainable agricultural development. The NAP 
stated that improving the quality of land and soil, rational utilisation and conservation of water, and 
sensitizing the farming community to environmental concerns would receive high priority (GoI 2000).  
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The Tenth Five Year Plan (GoI 2002), for 2002 through 2007, has put emphasis on natural resource 
management through rainwater harvesting, groundwater recharging measures and controlling groundwater 
exploitation, watershed development, treatment of waterlogged areas. With regard to application of 
agricultural inputs like fertilizer and pesticides, the Plan stated that factors such as imbalanced use of 
nitrogenous (N), phosphatic (P) and postassic (K), increased deficiency of micronutrients and decreased soil 
organic carbon would be addressed through a holistic agri-environmental approach stressing Integrated 
Plant Nutrient and Pest Management. Further, the Tenth Plan document recognizes organic farming as a 
‘thrust area’ in the sustainable use and management of resources in agriculture. 

1.11.2 Way Forward  

The trajectory of Indian agriculture and its associated environmental problems has brought about recognition 
that future agricultural growth and productivity will have to occur simultaneously with environmental 
sustainability. The environmental challenges, especially in terms of land degradation and groundwater 
depletion, water logging and excessive use of chemical inputs are posing problems for the future of Indian 
agriculture. To address the problems, policies have laid emphasis on promoting sustainable agriculture 
including organic farming. Differential approaches and policy instruments, however, will be required to 
address these problems. The shift from input-intensive to sustainable, particularly organic farming is a 
difficult task as it involves a number of policy measures dealing with a variety of issues ranging from the 
transfer of information and technology to the development of markets. Another difficult task, and perhaps 
more difficult, relates to marginal and small farmers – which comprise a substantial part of Indian agriculture. 

Activity 1 

1. Write a short essay on land reforms in India. How technological change in 

agriculture affect these reforms? 

2. What are the basic differences between agriculture trade policy and agriculture 

finance policy? 

3. What are the types of warehouses? Discuss the benefits of warehouses. 

4. Give your views on sustainable agricultural policy. 

1.12 SUMMARY 

In this unit we have discussed the agricultural sector of Indian economy. Land reforms in 

India had been explained after a detailed discussion. Technological change in agriculture 

was the other concern showing that the agriculture sector recorded satisfactory growth 

due to improved technology, irrigation, inputs and pricing policies. Livestock, poultry, 

fisheries and horticulture are surging ahead in production growth in recent years and will 

have greater demand in the future. Industrial and service sectors have expanded faster 

than agriculture sector resulting in declining share of agriculture in national accounts. 

Pricing of agricultural input and output and agricultural trade policy were the next areas 

of discussion. Domestic agricultural market regulation and investment were dealt 

followed by terms of trade between agriculture and industry. Agriculture finance policy 

was described and agriculture marketing and warehousing were focused. Certain issues in 

food security were revealed and finally sustainable agricultural policy was discussed. 

1.13 FURTHER READINGS 
 

 Adams, Dale W. et al. (eds.). 1984. Undermining Rural Development with Cheap 

Credit. Westview Press, Boulder CO. 
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UNIT 2 

THE INDIAN INDUSTRIAL POLICY 
 

Objectives 

 

After reading this unit, you should be able to: 

 

 Understand the Indian industrial policy   

 Know the public sector enterprises and their working in India 

 Discuss the problems of sick units and small scale sector  

 Explain the growth and patterns of industrialization 

 Appreciate the EXIT policy of India 

 Know the issues in labor market reforms 

 Throw light on employment generation in India 

 

Structure 

 

2.1 Introduction  

2.2 Public sector enterprises 

2.3 Problems of sick units 

2.4 Debate on privatization and disinvestment 

2.5 Growth patterns of industrialization 

2.6 The small scale sector 

2.7 The exit policy 

2.8 Issues in labour market reforms 

2.9 Employment generation 

2.10 Summary 

2.11 Further readings 

 

2.1 INTRODUCTION 
 

Industrial policy of a nation is the true determinant of foreign investment as well as 

domestic investment. Objective of the Industrial policy should be for bringing higher 

growth and prosperity for a country.  
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Objectives of the Industrial Policy  

 Maintaining a sustained growth in productivity;  

 Enhancing gainful employment;  

 Achieving optimal utilisation of human resources;  

 Attaining international competitiveness and  

 Transforming the country into a major partner and player in the globa arena.  

Policy focus  

 Deregulating Indian industry;  

 Allowing the industry freedom and flexibility in responding to market forces and  

 Providing a policy regime that facilitates and fosters growth of Indian industry.  

Following are some important policy measures announced by the Ministry of 

Finance, Department of Industrial policy to pursue the above objectives.  
 

1. Liberalisation of Industrial Licensing Policy At present, only six industries are 

under compulsory licensing mainly on account of environmental, safety and strategic 

considerations. Similarly, there are only three industries reserved for the public sector.  

 

2. Introduction of Industrial Entrepreneurs' Memorandum(IEM) Industries not 

requiring compulsory licensing are to file an Industrial Entrepreneurs' Memorandum 

(IEM) to the Secretariat for Industrial Assistance (SIA). No industrial approval is 

required for such exempted industries. Amendments are also allowed to IEM proposals 

filed after 1.7.1998.  

 

3. Liberalisation of the Location Policy A significantly amended locational policy in 

tune with the liberlised licensing policy is in place. No industrial approval is required 

from the Government for locations not falling within 25 kms of the periphery of cities 

having a population of more than one million except for those industries where industrial 

licensing is compulsory. Non-polluting industries such as electronics, computer software 

and printing can be located within 25 kms of the periphery of cities with more than one 

million population. Permission to other industries is granted in such locations only if they 

are located in an industrial area so designated prior to 25.7.91. Zoning and land use 

regulations as well as environmental legislations have to be followed.  

4. Policy for Small Scale A differential investment limit has been adopted since 9th 

October 2001 for 41 reserved items where the investment limit upto rupees five crore is 

prescribed for qualifying as a small scale unit. The investment limit for tiny units is Rs. 

25 lakhs. 

749 items are reserved for manufacture in the small scale sector. All undertakings other 

than the small scale industrial undertakings engaged in the manufacture of items reserved 

for manufacture in the small scale sector are required to obtain an industrial licence and 

undertake an export obligation of 50% of the annual production. This condition of 

licensing is, however, not applicable to those undertakings operating under 100% Export 
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Oriented Undertakings Scheme, the Export Processing Zone (EPZ) or the Special 

Economic Zone Schemes (SEZs).  

 

5. Non-Resident Indians Scheme The general policy and facilities for Foreign Direct 

Investment as available to foreign investors/company are fully applicable to NRIs as 

well. In addition, Government has extended some concessions specially for NRIs and 

overseas corporate bodies having more than 60% stake by the NRIs. These inter-alia 

includes (i) NRI/OCB investment in the real estate and housing sectors upto 100% and 

(ii) NRI/OCB investment in domestic airlines sector upto 100%. 

NRI/OCBs are also allowed to invest upto 100% equity on non-repatriation basis in all 

activities except for a small negative list. Apart from this, NRI/OCBs are also allowed to 

invest on repatriation/non-repatriation under the portfolio investment scheme.  

 

6. Electronic Hardware Technology Park (EHTP)/Software Technology Park (STP) 

scheme For building up strong electronics industry and with a view to enhancing export, 

two schemes viz. Electronic Hardware Technology Park (EHTP) and Software 

Technology Park (STP) are in operation. Under EHTP/STP scheme, the inputs are 

allowed to be procured free of duties.  

The Directors of STPs have powers to approved fresh STP/EHTP proposals and also 

grand post-approval amendment in repsect of EHTP/STP projects as have been given to 

the Development Commissioners of Export Processing Zones in the case of Export 

Oriented Units. All other application for setting up projects under these schemes, are 

considered by the Inter-Ministerial Standing Committee (IMSC) Chaired by Secretary 

(Information Technology). The IMSC is serviced by the SIA.  

7. Policy for Foreign Direct Investment (FDI) The Department has put in place a 

liberal and transparent foreign investment regime where most activities are opened to 

foreign investment on automatic route without any limit on the extent of foreign 

ownership. Some of the recent initiatives taken to further liberalise the FDI regime, inter 

alia, include opening up of sectors such as Insurance (upto 26%); development of 

integrated townships (upto 100%); defence industry (upto 26%); tea plantation (utp 100% 

subject to divestment of 26% within five years to FDI); Encenhancement of FDI limits in 

private sector banking, allowing FDI up to 100% under the automatic route for most 

manufacturing activities in SEZs; opening up B2B e-commerce; Internet Service 

Providers (ISPs) without Gateways; electronic mail and voice mail to 100% foreign 

investment subject to 26% divestment condition; etc.  

The Department has also strengthened investment facilitation measures through Foreign 

Investment Implementation Authority (FIIA).  

 

CURRENT INDUSTRIAL PERFORMANCE The industrial sector has shown a 

sustained increase during the fiscal year 2003-04. the overall growth in industrial 

production, as measured by the index of industrial production (IIP) has increased from 

2.7% in 2001-02 to 5.7% in 2002-03. further, it grew by 6/.9% during April- March, 

2003-04.  

SECTORAL INDUSTRIAL GROWTH (%) 
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PERIOD MINING 

&QUARRYIN

G 

MANUFACTURIN

G 

ELECTRICIT

Y 

OVERAL

L 

(WEIGHT

) 

(10.47) (79.36) (10.17) (100.00) 

1997-98 6.9 6.7 6.6 6.7 

1998-99 -0.8 4.4 6.5 4.1 

1999-00 1.0 7.1 7.3 6.7 

2000-01 2.8 5.3 4.0 5.0 

2001-02 1.2 2.9 3.1 2.7 

2002-03 5.8 6.0 3.2 5.7 

2003-04 5.1 7.2 5.0 6.9 

COMPARATIVE GROWTH RATES FOR SIX INDUSTRIAL INDUSTRIES (%)  

Base Year-1993-94=100 

SECTOR (in IIP) Weight 1997-

98 

1998-

99 

1999-

00 

2000-

01 

2001-

02 

2002-

03 

2003-

04 

Electricity 

Generation 

10.17 6.6. 6.6 7.2 3.9 3.1 3.2 5.0 

(a) Hydel   8.5 11.1 -2.5 -7.6 -0.7 -13.7 15.6 

(b) Thermal 

Nuclear 

  6.2 5.7 9.3 7.4 2.5 6.2 3.5 

Coal 3.22 3.6 -2.1 3.1 3.5 4.2 4.6 5.1 

Finished Steel 5.13 6.3 1.4 15.0 6.4 3.6 10.1 6.9 

Crude Petroleum 4.17 3.0 -3.4 -2.4 1.5 -1.2 3.2 1.0 

Petroleum 

Refinery Products 

2.00 3.7 5.2 25.4 20.3 3.7 4.9 8.2 

Cement 1.99 9.1 5.7 14.2 -.0.9 7.4 8.8 6.1 

Overall 26.68 5.7 2.8 9.1 5.1 3.2 5.6 5.4 
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INVESTMENT CLIMATE 

 

Due to many positive developments in the Indian Economy, further improvements are 

done in the investment climate of the country. The overall growth in GDP as per CSO in 

real terms is 8.2%. in 2003-04. During April-March 2003-04, growth rate in industrial 

output was 6.9% against 5.7% in corresponding period in previous year.  

Further surge in foreign exchange reserves, not only strengthens India's external sector, is 

also a source of confidence to prospective foreign investors. The soft interest rate is 

helping the industry to improve its competitiveness.  

 

Investments y Foreign Institutional Investors (FIIs) has shown a significant increase on 

account of economic recovery. According to data published in the RBI Bulletin of May 

2004, there was an inflow of FII investment in Dollar terms of US $9947 million during 

2003-04 against US $562 million in the corresponding period last year.  
 

2.2 PUBLIC SECTOR ENTERPRIZES 
 

Prior to Independence, there were few ‗Public Sector‘ Enterprises in the country. These 

included the Railways, the Posts and Telegraphs, the Port Trusts, the Ordinance 

Factories, All India Radio, few enterprises like the Government Salt Factories, Quinine 

Factories, etc. which were departmentally managed. 

 

 Independent India adopted planned economic development policies in a 

democratic, federal polity. The country was facing problems like inequalities in 

income and low levels of employment, regional imbalances in economic 

development and lack of trained manpower. India at that time was predominantly 

an agrarian economy with a weak industrial base, low level of savings, inadequate 

investments and infrastructure facilities. In view of this type of socio-economic 

set up, our visionary leaders drew up a roadmap for the development of Public 

Sector as an instrument for self-reliant economic growth. This guiding factor led 

to the passage of Industrial Policy Resolution of 1948 and followed by Industrial 

Policy Resolution of 1956. The 1948 Resolution envisaged development of core 

sectors through the public enterprises. Public Sector would correct the regional 

imbalances and create employment. Industrial Policy Resolution of 1948 laid 

emphasis on the expansion of production, both agricultural and industrial; and in 

particular on the production of capital equipment and goods satisfying the basic 

needs of the people, and of commodities the export of which would increase 

earnings of foreign exchange. 

 

 In early years of independence, capital was scarce and the base of 

entrepreneurship was also not strong enough. Hence, the 1956 Industrial Policy 

Resolution gave primacy to the role of the State which was directly responsible 

for industrial development. Consequently the planning process (5 year Plans) was 

initiated taking into account the needs of the country. The new strategies for the 

public sector were later outlined in the policy statements in the years 1973, 1977, 

1980 and 1991. The year 1991 can be termed as the watershed year, heralding 

liberalisation of the Indian economy. 
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The public sector provided the required thrust to the economy and developed and 

nurtured the human resources, the vital ingredient for success of any enterprise; public or 

private. 

 

2.2.1 Economic Scenario and Role of Public Sector in India – General 

perspective 
 

 Efficiency and international competitiveness, has been continuously framing 

policies for industrial growth, fiscal, trade and foreign investment to achieve 

overall socio-economic development of the country. As a result of exceptionally 

severe balance of payments and fiscal crisis in the year 1991, the government 

decided to shift to a liberalized economy with greater reliance upon market forces, 

a larger role for the private sector including foreign direct investment. 

 

 The Government realized that a strong and growth oriented nation could be built 

if India grows as part of the world economy and not in isolation. Thus, 

liberalizing and deregulatory steps were initiated from the year 1991 onwards, 

which aimed at supporting growth and integration with the global economy. Since 

then, the thrust of New Economic Policy has been on progressive reforms such as 

reduction in the scope of industrial licensing, reforms in the Monopolies and 

Restrictive Trade Practices (MRTP) Act, reduction of areas reserved exclusively 

for public sector, disinvestment of equity of selected public sector enterprises 

(PSEs), enhancing limits of foreign equity participation in domestic industrial 

undertakings, liberalization of trade and exchange rate policies, rationalization 

and reduction of customs and excise duties and personal and corporate income 

taxes, promoting FDI, investments from NRIs (Non-Resident Indians), extension 

of the scope ofCENVAT, implementing the VAT regime in States, taking steps to 

switch over to goods & services tax system w.e.f. 01.04.2010, e-governance and 

simplification of various procedures, rules and regulations etc. 

 

 Since the setting up of World Trade Organization (WTO) in the year 1995, as an 

apex body at the international level, to which India is a signatory, the world trade 

has definitely grown thereby giving indications that international trade reforms do 

play an important role in boosting economic development of various countries.  

 

 Industrial policy has seen a sea change with most Central Government industrial 

controls being liquidated. The Central Public Sector Enterprises (CPSEs) were 

classified into ‗strategic‘ and ‗non-strategic‘. Strategic CPSEs were identified in 

the areas of (a) Arms & Ammunition and the allied items of defence equipments, 

Defence air-crafts and warships; (b) Atomic Energy (except in the areas related to 

the operation of nuclear power and applications of radiation and radio-isotopes to 

agriculture, medicine and non-strategic industries); and (c) Railway transport. All 

other CPSEs were considered as non-strategic. Further, Industrial licensing by the 

Central Government has been almost abolished except for a few hazardous and 

environmentally sensitive industries. 
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2.2.2 Performance Status 
 

Performance Status: Over the years, operations of CPSEs have extended to a wide 

range of activities in the manufacturing, engineering, steel, heavy machinery, machine 

tools, fertilizers, drugs, textiles, pharmaceuticals, petro-chemicals, extraction and refining 

of crude oil and services such as telecommunication, trading, tourism, warehousing, etc. 

and a range of consultancy services. In 2006-07, there were 247 Central Public Sector 

Enterprises in India, as compared to 236 in 1997-98. The macro view of overall 

performance of this number of CPSEs in the last 10 years is given in Table 1.1. 
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2.3 PROBLEMS OF SICK UNITS 
 

Industrial units proven to be unable to financially sustain themselves are generally 

called "sick units" in India. A merely financially-troubled company DOES NOT 
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automatically becomes a sick unit: it has to be designated as such by the federal 

government. The Board for Industrial and Financial Reconstruction (BIFR) is assigned 

with the responsibility of hearing cases that apply for being declared sick and deciding 

whether or not the unit deserves to be termed "sick." The BIFR is also the authority 

that must approve takeover of a sick unit. The ultimate recourse in tackling a sick unit 

is its liquidation by liquidators based in different parts of the country, but revival 

possibilities are many to avert liquidation. 

With the Indian economy opening up progressively since 1991, foreign investors may 

find take-over of sick units a better alternative to building a unit from scratch. But 

they have to obtain the approval of the BIFR. 

Not all sick units are beyond redemption. A genuine lack of demand for products is 

RARELY the reason for an industrial unit to go sick in India. Most of them go sick 

due to inefficient management, over-staffing or obsolete production equipment and 

techniques. A few cases could arise from dishonesty of the company's promoters who 

deliberately let their unit go sick after they have transferred funds to their other 

companies. Some others may find it attractive to approach the BIFR in order to delay 

payments to their creditors. But such cases of dishonesty are few and far between. 

Most cases are genuine. 

As of March 1995, according to a report in Business Line newspaper, there were more 

than 271,000 sick industrial units in India  with outstanding bank credit of Rs. 13,739 

crores (1 crore = 10 million). Of  these, 99 per cent companies belonged to the small- 

scale industry. 

These sick companies accounted for 6.7 per cent of the total bank credit and 13.3 per 

cent of the total bank advances to industry. However, the ratios were significantly 

lower than in the preceding two years, it adds. 

The share of the small-scale industry in the list of sick units was at more than 99 per 

cent. This was despite a positive growth rate of the small-scale sector during the year. 

Let this statistics however not cloud the fact that the growth of the small-scale sector 

in India is usually above the growth rates achieved by the industrial sector as a whole. 

Sickness in SSI sector is attributed to a number of factors like inefficiency in 

management, over ambitious projects, dispute among partners and non-availability of 

credit which is one of the major factors responsible for rendering SSI units sick. 

Government of India has taken various measures from time to time to detect sickness at 

the incipient stage and rehabilitation of sick units in the small scale sector. Nayak 

Committee set up by the Reserve Bank of India in 1991 dealing with aspects of adequacy 

and timeliness of credit to SSIs had gone into the issue of sickness in detail. Reserve 

Bank of India has taken action on its recommendations which relate to modified 

definition of sick SSI units, reduced rate of interest for rehabilitation, prompt viability 

studies/nursing programmes of identified sick units, setting up of cells at important 

regional centres and Head Office to deal with sick industrial units and provision of expert 
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staff, including technical personnel to look into technical aspects. RBI is also advising its 

officers from time to time to activate State Level Inter-Institutional Committee. The other 

main decisions such as: to set up Sub-Committee of SLIIC in all the States/ UTs, to invite 

SSI Entrepreneurs, Bankers and other concerned Government Departments to discuss and 

arrive at the rehabilitation package. meeting of Sub-Committee to be held every two 

months and that of SLIIC every quarter, to set up district level committee of SLIIC in 

districts having SSI concentration, have been conveyed to all State Governments for 

implementation. 

 

Though Budget 1998-99 does not spell out measures or revival of sick units directly, 

there are measures announced in the Budget aimed at the overall growth of SSI sector 

which, inter-alia, will be instrumental in combating the incidence of sickness. It is a fact 

that inadequacy and delay in credit to SSI sector ultimately renders the SSI units sick. In 

1998-99 Budget, a number of initiatives have been proposed to overcome credit problems 

such as:- 

 

- Working capital limit enhanced to Rs. 5 crores 

 

- Enhanced powers to bank managers of specialised bank branches 

 

- Delinking SIDBI from IDBI 

 

- Strengthening the mechanism for discounting bills 

 

- Amendment to The Interest on Delayed Payments Act 

 

These measures would accelerate the flow of credit and keep a check on the incidence of 

sickness. 

 

RBI had set up a one man Committee under the Chairmanship of Shri. S.L.Kapur, former 

Secretary (SSI&ARI), to look into various problems, germane to credit flow to SSI sector 

and suggest appropriate measures for their redressal. The Committee in is report 

submitted to RBI had, inter-alia, recommended the following so that sick SSIs are 

rehabilitated quickly:- 

 

- The definition of sick SSI unit may be changed to read as under:-  

1. If any one of the borrowal accounts of the unit remains sub- standard for six 

months i.e. principal or interest in respect of any of its borrowal accounts has 

remained overdue for a period exceeding one year  

2. There is erosion in the net worth due to accumulated losses to the extent of 

minimum 50% of peak net worth during the previous accounting year and  

3. The unit has been in commercial production for at least three years.  
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- SLIICs should be converted into Statutory Bodies under a special Statute and given 

adequate statutory and administrative powers to enforce their decision on bankers and 

financial institutions and other agencies concerned with the rehabilitation of potentially 

viable SSI units. 

 

- Branches/benches of SLIICs could be established in Districts having large concentration 

of SSIs. Besides, potentially viable sick units should be dealt with by separate specialised 

branches as far as possible for the purpose of rehabilitation. 

 

- To encourage banks to take up rehabilitation of potentially viable sick SSIs some 

relaxation in Income Recognition and Asset Classification norms should be provided. A 

period of one year both for the additional exposure as well as old outstanding advances, 

to such SSI units should be permitted and these facilities treated as standard advanced for 

a period of one year where after the classification should be changed depending upon the 

record of recovery. The recommendations are under examination by RBI. 
 

2.4 DEBATE ON PRIVATIZATION AND DISINVESTMENT 

IT has not been infrequent in the recent past for the Union government to fix ambitious 

annual target figures as the realisation from disinvestment of shares in public sector 

undertakings. Reality intrudes into these rather extravagant calculations when budgetary 

figures are revised at the end of the year, to reveal that the sale of shares has not quite 

reached expectations.  

For Union Finance Minister Yashwant Sinha to have aimed for a target of Rs.10,000 

crores from PSU disinvestment in 2000-01 was entirely in keeping with practice. When 

the revised figures were drawn up, the realisation from disinvestment was pegged at a r 

relatively modest Rs.2,500 crores. However, the backdrop of the controversial Balco deal 

endowed even this seeming moderation of targets with a certain ominous quality. Adding 

on the Rs.551 crores realised from the sale of Balco to the modest achievements so far 

from the privatisation of Modern Food Industries Ltd., the total sum realised from 

disinvestment in 2000-01 is just over Rs.650 crores. Translated into plain language: the 

government plans disinvestments of a much larger scale than Balco in the f ew weeks 

between the presentation of the Budget and the end of the fiscal year.  

Expectedly, a furious guessing game in on. The first focus of public attention were the 

two national air carriers - Indian Airlines and Air-India have been in the news in recent 

weeks with their quest for a "strategic partner" who will take on a share of their equity 

capital and the entire responsibility of management. Other units which were considered 

ripe for the auctioneer's block were the telecom giants - Mahanagar Telephone Nigam 

Ltd (MTNL) and Videsh Sanchar Nigam Ltd (VSNL). Still another contend er for 

attention was the car manufacturer, Maruti Udyog Ltd.  

But as the speculation raged, a dark horse appeared in the shape of the country's largest 

urea manufacturer, National Fertilisers Ltd. It is now believed that NFL is going through 

the final phase of assessment by a number of prospective bidders. Bids are expected to be 
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submitted soon, following which the unit could be delivered into private hands before the 

fiscal year is out.  

The feverish speculation that has shrouded the disinvestment process is itself a 

commentary on the opaque and rather questionable manner in which public assets built 

up over decades are being handed over to private control. As an enterprise, NFL dwarfs B 

alco in the scale of operations. The bids received for it are likely, in this sense, to be of a 

considerably higher order. Also higher is the probability that a controversy could break 

out over NFL.  

SEEN in this context, the Finance Minister's target of Rs.12,000 crores from 

disinvestment in 2001-02 perhaps strains credulity. In relative terms, this would mean 

two sales of the order of the Balco deal every month. If the political heat generated over 

Balco is any index, then Parliament in 2001-02 will have time for little other than 

debating the propriety of various disinvestment deals.  

A large part of the discord has arisen from the BJP-led government's decision to do away 

with the Disinvestment Commission, a non-partisan body with expert skills in evaluating 

the value of PSUs. After setting up a Department of Disinvestment (DoD) in 19 99, the 

government allowed the Commission's term to expire without nominating a new team. 

All the reports prepared by the Commission became, in this respect, merely of academic 

value, since the DoD intended to begin anew and utilise its own parameters to evaluate 

the PSUs that came within its gaze. And as the case of Balco shows, in the rush for quick 

results rigor is often the first casualty. The evaluation process for this enterprise, which 

by any account is endowed with physical assets that would be irreplaceable even at ten 

times the cost at which it was sold, was completed by a little-known assessor in the 

period of a week.  

As a notion, disinvestment induces a degree of discomfiture among those who believe 

that prudence is a necessary quality in financial matters. The experience of the United 

Kingdom in particular has removed some of the stigma attached to the sale of asset s to 

meet current expenses. But the public welfare implications of the British privatisation 

drive of the 1980s are by no means a clinched issue. The debate in fact is only beginning 

anew.  

In India, the concept of selling household assets to meet consumption needs is one that is 

suffused with allusions of ruinous poverty and indigence. This is a deeply ingrained 

cultural trait which a decade of disinvestment - in theory if not quite so much in practice - 

has done little to dispel. On pragmatic grounds too, there is a credibility gap that the 

ideologues of privatisation have to overcome. For instance, in 2000-01, the Union 

government received over Rs.14, 000 crores as dividends from undertakings it had a 

stake in, including commercial banks. By progressively shedding its ownership stakes, 

the government clearly risks a rapid diminution of this source of revenue, even if its yield 

is rather modest in relation to taxes collected. And considering the fact that the monies 

realised from the sale of assets would be used to bridge the deficit on the revenue side, 

the analogy with the indigent household on the path to ruin is complete.  
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The headquarters in Mumbai of Videsh Sanchar Nigam Limited, seemingly next on 

the block.  

Rather than proceed with the caution that would seem essential considering the depth of 

public misgivings in the matter, the BJP-led government chose to accelerate the pace of 

disinvestment, if necessary by overriding all scruple and detail. The political backlash 

now is unlikely to subside any time soon, since the Congress(I), which was among the 

most ardent proponents of liberal economic policies, seems now to have rediscovered 

some virtue in the public sector.  

Disinvestment was first proposed as far back as 1991-92, ironically enough by Yashwant 

Sinha during his abbreviated tenure as Finance Minister in the Chandra Shekhar 

government. The scheme was modest in its scope: to disinvest up to 20 per cent of govern 

ment equity in certain PSUs in favour of financial or institutional investors. The rationale 

cited was the need to broad-base ownership, improve management and enhance resource 

availability.  

The belief that diversification of ownership would induce a measure of management 

efficiency gained further purchase with the following Congress (I) government. A rather 

more systematic effort was made by the P.V. Narasimha Rao administration to bring PSU 

equity to the market. But in a concession to political sensitivities, the Congress(I) laid 

down a number of safeguards. In the first stage, the PSU shares would be sold at an 

agreed value to public financial institutions, which would then take steps to ensure the 

listing of these scrips in the country's markets. Any appreciation relative to the initial 

transacted price would be shared in a fair manner between the government and the 

shareholder through what is known as a "clawback" agreement.  

It later transpired that the financial institutions which had bought the PSU shares had, far 

from adhering to their part of the deal, clandestinely transferred them to a cabal of stock 

market operators in Mumbai and Kolkata. Expectedly, there was a polit ical outcry. 

Following a number of strictures passed by statutory audit authorities, the whole process 

of disinvestment was soon moved to the back burner.  

The next phase in the disinvestment process began in 1996, with the United Front 

government and the formation of the Disinvestment Commission. Reflecting a delicate 

political compromise, the U.F.'s Common Minimum Programme undertook to "carefully 

examine withdrawal (of the government) from non-core and non-strategic areas", "to set 

up a Disinvestment Commission to advise the government", and to ensure transparency in 

disinvestment decisions while safeguarding job security.  

Headed by the veteran administrator G.V. Ramakrishna, the Disinvestment Commission 

examined the case of 58 PSUs between February 1997 and October 1999. Of these, 29 

were notified for strategic sale involving a change in management control, while eight we 

re earmarked for sale through stock market channels, if necessary culminating in transfer 

of control. The sale of shares was recommended in respect of five enterprises, while for 
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another 11, a postponement of disinvestment was proposed. In respect of the rest, the 

Commission recommended closure and final disposal of assets.  

A government keen on preserving a semblance of propriety could clearly have utilised 

this level of expert input. But with powerful interest groups coming into the picture, the 

Vajpayee government chose to revise the norms entirely. The DoD was set up, overseen 

by a Minister of State who in turn would report to a Group of Ministers (GoM) on 

disinvestment. And concurrently, the concept of "strategic sector" that had earlier been 

crucial to determining which PSUs should be retained under government contr ol, was 

jettisoned. This meant that government control in petroleum; telecom and power - vital 

infrastructural areas which were in addition rich sources of revenue - were to be thrown 

open for privatisation.  

In the bargain, certain crucial functions of the public sector stand to be eroded. The 

telecom sector illustrates how the objective of curbing the concentration of economic 

power, for instance, could be undermined. Since cellular telephony became a thriving 

business, the public sector MTNL was restrained from entering this area by judicial 

intervention and certain rather questionable decisions by the regulatory authorities. But 

once these hurdles were cleared, MTNL was able to enter the cellular business with 

instantly beneficial results for the consumer. Within a week of the launch of MTNL's 

cellular service, named Dolphin all private operators were compelled by the pressure of 

competition, to reduce their tariffs, seemingly with no seriously adverse impact on their 

profitability levels. If the plan to reduce government holding in MTNL to 26 per cent 

goes through, it would remove an important check to the growth of monopoly.  

Other moves being made by the government to augment the commercial attractiveness of 

certain PSUs raise questions about the operational relevance of shareholding patterns. 

Pradeep Phosphates Ltd, India's largest manufacturer of phosphatic fertilizers, is known 

to be up for strategic sale, with the government planning to bring down its holding to 26 

per cent. But since the unit has been suffering commercial losses since 1996-97 - though 

of declining magnitudes - the government is believed to be working o n a plan to write 

off its loans and convert a part of the loans into equity. But given these commercial 

breaks it is conceivable that Paradeep Phosphates would be restored to profitability even 

without its transfer to private ownership.  

The decision to privatise the public sector oil companies has similarly engendered serious 

reservations. The administrative Ministry made desperate efforts to block the proposal on 

the grounds that petroleum was a strategic sector where a degree of gover nment control 

was indispensable. But what should have been a serious public debate became trivialised 

into a turf battle among different Ministries and the individuals at their helm. The upshot 

is that the oil companies are soon likely to be put on the b lock, with little preparatory 

work or debate about the consequences.  

Such considerations may not apply in the domain of car manufacture, where Maruti is 

soon likely to be put up for sale. Neither, in the majority assessment, would hotels and 

tourism be an area that the government should exert great management control over . But 
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in these areas the problem is with the terms of disinvestment. With the primary and 

secondary share markets in a slough of despondency, it would be relatively easy for 

bidders to conclude facile deals in these areas that do little justice to the underlying value 

of public assets that they gain control over.  

Apart from asset value, the DoD is known to be using the future stream of revenues 

expected from various PSUs to arrive at a reserve price for disinvestment. But this again 

is a contingent parameter which could reflect the management neglect and under-in 

vestment that many PSUs have suffered over the last few years. An alternative may be to 

factor in the revenue streams that could be generated in an "ideal case" scenario, 

discounting it by the initial investments needed to make this a reality. Such think ing was 

conspicuously absent in the Balco decision. And the controversy that has since erupted, 

best epitomised by the frontal challenge posed by Chattisgarh Chief Minister Ajit Jogi, 

may only be a foretaste of bitter contention in the year to come.  

2.5 GROWTH AND PATTERNS OF INDUSTRIALIZATION 

 
Industrialisation (British English), Industrialization (American English), is the process of 

social and economic change whereby a human group is transformed from a pre-industrial 

society into an industrial one. It is a part of a wider modernisation process, where social 

change and economic development are closely related with technological innovation, 

particularly with the development of large-scale energy and metallurgy production. It is 

the extensive organisation of an economy for the purpose of manufacturing.  

Industrialisation also introduces a form of philosophical change where people obtain a 

different attitude towards their perception of nature, and a sociological process of 

ubiquitous rationalisation. 

 

There is considerable literature on the factors facilitating industrial modernisation and 

enterprise development. Key positive factors identified by researchers have ranged from 

favourable political-legal environments for industry and commerce, through abundant 

natural resources of various kinds, to plentiful supplies of relatively low-cost, skilled and 

adaptable labour. 

 

One survey of countries in Africa, Asia, the Middle East, and Latin America and the 

Caribbean in the late 20th century found that high levels of structural differentiation, 

functional specialisation, and autonomy of economic systems from government were 

likely to contribute greatly to industrial-commercial growth and prosperity. Amongst 

other things, relatively open trading systems with zero or low duties on goods imports 

tended to stimulate industrial cost-efficiency and innovation across the board. Free and 

flexible labour and other markets also helped raise general business-economic 

performance levels, as did rapid popular learning capabilities. 

 

Positive work ethics in populations at large combined with skills in quickly utilising new 

technologies and scientific discoveries were likely to boost production and income levels 

– and as the latter rose, markets for consumer goods and services of all kinds tended to 

expand and provide a further stimulus to industrial investment and economic growth. By 
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the end of the century, East Asia was one of the most economically successful regions of 

the world – with free market countries such as Hong Kong being widely seen as models 

for other, less developed countries around the world to emulate. The first country to 

industrialize was Great Britain during the Industrial Revolution 

 

2.5.1 History of industrialisation 
 

Most pre-industrial economies had standards of living not much above subsistence, 

aiming that the majority of the population was focused on producing their means of 

survival. For example, in medieval Europe, 80% of the labour force was employed in 

subsistence agriculture. 

 

Some pre-industrial economies, such as classical Athens, had trade and commerce as 

significant factors, so native Greeks could enjoy wealth far beyond a sustenance standard 

of living through the use of slavery. Famines were frequent in most pre-industrial 

societies, although some, such as the Netherlands and England of the seventeenth and 

eighteenth centuries, the Italian city states of the fifteenth century, the medieval Islamic 

Caliphate, and the ancient Greek and Roman civilisations were able to escape the famine 

cycle through increasing trade and commercialisation of the agricultural sector. It is 

estimated that during the seventeenth century Netherlands imported nearly 70% of its 

grain supply and in the fifth century BC Athens imported three quarters of its total food 

supply. 

 

During the Arab Agricultural Revolution from the 8th to 13th centuries, the agricultural 

sector was revolutionized by a wider economy established across the medieval Arab 

world. This enabled the diffusion of many crops and farming techniques between 

different regions within and beyond the medieval Islamic world. As a result, the Islamic 

Caliphate experienced major changes in its economy, population distribution, population 

vegetation cover, agricultural production, income, and urban growth.  

Industrialisation through innovation in manufacturing processes first started with the 

Industrial Revolution in the north-west and Midlands of England in the eighteenth 

century. It spread to Europe and North America in the nineteenth century and to the rest 

of the world in the twentieth. 

 

2.5.2 Industrial revolution in Western Europe 
 

In the eighteenth and nineteenth centuries, Great Britain experienced a massive increase 

in agricultural productivity known as the British Agricultural Revolution, which enabled 

an unprecedented population growth, freeing a significant percentage of the workforce 

from farming, and helping to drive the Industrial Revolution. 

Due to the limited amount of arable land and the overwhelming efficiency of mechanised 

farming, the increased population could not be dedicated to agriculture. New agricultural 

techniques allowed a single peasant to feed more workers than previously; however, 

these techniques also increased the demand for machines and other hardwares, which had 

traditionally been provided by the urban artisans. Artisans, collectively called 
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bourgeoisie, employed rural exodus workers to increase their output and meet the 

country's needs. 

 

The growth of their business coupled with the lack of experience of the new workers 

pushed a rationalization and standardisation of the duties the in workshops, thus leading 

to a division of labour, that is, a primitive form of Fordism. The process of creating a 

good was divided into simple tasks, each one of them being gradually mechanized in 

order to boost productivity and thus increase income. 

 

The accumulation of capital allowed investments in the conception and application of 

new technologies, enabling the industrialisation process to continue to evolve. The 

industrialisation process formed a class of industrial workers who had more money to 

spend than their agricultural cousins. They spent this on items such as tobacco and sugar; 

creating new mass markets which stimulated more investment as merchants sought to 

exploit them.  

 

The mechanisation of production spread to the countries surrounding England in western 

and northern Europe and to British settler colonies, helping to make those areas the 

wealthiest, and shaping what is now known as the Western world. 

 

Some economic historians argue that the possession of so-called ‗exploitation colonies‘ 

eased the accumulation of capital to the countries that possessed them, speeding up their 

development. The consequence was that the subject country integrated a bigger economic 

system in a subaltern position, emulating the countryside which demands manufactured 

goods and offers raw materials, while the metropole stressed its urban posture, providing 

goods and importing food. A classical example of this mechanism is said to be the 

triangular trade, which involved England, southern United States and western Africa. 

Critics argue that this polarity still affects the world, and has deeply retarded the 

industrialisation of what is now known as the Third World. 

 

Some have stressed the importance of natural or financial resources that Britain received 

from its many overseas colonies or that profit from the British slave trade between Africa 

and the Caribbean helped fuel industrial investment. 

 

2.5.3 Early industrialisation in other countries 
 

After the Convention of Kanagawa, which was issued by Commodore Matthew C. Perry, 

had forced Japan to open the ports of Shimoda and Hakodate to American trade, the 

Japanese government realised that drastic reforms were necessary in order to stave off 

Western influence. The Tokugawa shogunate abolished the feudal system. The 

government instituted military reforms to modernise the Japanese army and also 

constructed the base for industrialisation. In the 1870s, the Meiji government vigorously 

promoted technological and industrial development which eventually brought Japan to 

become a powerful modern country. 
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In a similar way, Russia suffered during the Allied intervention in the Russian Civil War. 

The Soviet Union's centrally controlled economy decided to invest a big part of its 

resources to enhance its industrial production and infrastructures in order to assure its 

own survival, thus becoming a world superpower.  

 

During the Cold war, the other European socialist countries, organised under the 

Comecon framework, followed the same developing scheme, albeit with a less emphasis 

on heavy industry. 

 

Southern European countries saw a moderate industrialisation during the 1950s-1990s, 

caused by a healthy integration of the European economy, though their level of 

development, as well as those of eastern countries, doesn't match the western standards.  

 

2.5.4 The Third World 
 

A similar state-led developing programme was pursued in virtually all the Third World 

countries during the Cold War, including the socialist ones, but especially in Sub-Saharan 

Africa after the decolonisation period. The primary scope of those projects was to achieve 

self-sufficiency through the local production of previously imported goods, the 

mechanisation of agriculture and the spread of education and health care. However, all 

those experiences failed bitterly due to a lack of realism: most countries didn't have a pre-

industrial bourgeoisie able to carry on a capitalistic development or even a stable and 

peaceful state. Those aborted experiences left huge debts toward western countries and 

fuelled public corruption. 

 

2.5.5 Petrol producing countries 
 

Oil-rich countries saw similar failures in their economic choices. An EIA report stated 

that OPEC member nations were projected to earn a net amount of $1.251 trillion in 2008 

from their oil exports. Because oil is both important and expensive, regions that had big 

reserves of oil had huge liquidity incomes. However, this was rarely followed by 

economic development. Experience shows that local elites were unable to re-invest the 

petrodollars obtained through oil export, and currency is wasted in luxury goods.  

 

This is particularly evident in the Persian Gulf states, where the per capita income is 

comparable to those of western nations, but where no industrialisation has started. Apart 

from two little countries (Bahrain and the United Arab Emirates), Arab states have not 

diversified their economies, and no replacement for the upcoming end of oil reserves is 

envisaged.  

 

2.5.6 Industrialisation in Asia 
 

Apart from Japan, where industrialisation began in the late 19th century, a different 

pattern of industrialisation followed in East Asia. One of the fastest rates of 

industrialisation occurred in the late 20th century across four countries known as the 

Asian tigers thanks to the existence of stable governments and well structured societies, 
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strategic locations, heavy foreign investments, a low cost skilled and motivated 

workforce, a competitive exchange rate, and low custom duties. 

 

In the case of South Korea, the largest of the four Asian tigers, a very fast paced 

industrialisation took place as it quickly moved away from the manufacturing of value 

added goods in the 1950s and 60s into the more advanced steel, shipbuilding and 

automobile industry in the 1970s and 80s, focusing on the high-tech and service industry 

in the 1990s and 2000s. As a result, South Korea became a major economic power and 

today is one of the wealthiest countries in Asia. 

 

This starting model was afterwards successfully copied in other larger Eastern and 

Southern Asian countries, including communist ones. The success of this phenomenon 

led to a huge wave of offshoring – i.e., Western factories or tertiary corporations 

choosing to move their activities to countries where the workforce was less expensive 

and less collectively organised. 

 

China and India, while roughly following this development pattern, made adaptations in 

line with their own histories and cultures, their major size and importance in the world, 

and the geo-political ambitions of their governments (etc.). 

 

Currently, China's government is actively investing in expanding its own infrastructures 

and securing the required energy and raw materials supply channels, is supporting its 

exports by financing the United States balance payment deficit through the purchase of 

US treasury bonds, and is strengthening its military in order to endorse a major 

geopolitical role. 

 

Meanwhile, India's government is investing in specific vanguard economic sectors such 

as bioengineering, nuclear technology, pharmaceutics, informatics, and technologically-

oriented higher education, openly overpassing its needs, with the goal of creating several 

specialisation poles able to conquer foreign markets. 

 

Both Chinese and Indian corporations have also started to make huge investments in 

Third World countries, making them significant players in today's world economy. 

Newly industrialised countries 

 

In recent decades, a few countries in Latin America, Asia, and Africa, such as Turkey, 

South Africa, Malaysia, Philippines and Mexico have experienced substantial industrial 

growth, fuelled by exportations going to countries that have bigger economies: the United 

States, Japan, China, and the EU. They are sometimes called newly-industrialised 

countries. 

 

Despite this trend being artificially influenced by the oil price increases since 2003, the 

phenomenon is not entirely new nor totally speculative (for instance see: Maquiladora). 

Most analysts conclude in the next few decades the whole world will experience 

industrialisation, and international inequality will be replaced with worldwide social 

inequality. 
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2.5.7 Other outcomes 

 
Urbanisation 

 

The concentration of labour into factories has brought about the rise of large towns to 

serve and house the working population. 

 

Exploitation 

 

Workers have to leave their family in order to come to work in the towns and cities where 

the industries are found. 

 

Change to family structure 

 

The family structure changes with industrialisation. The sociologist Talcott Parsons noted 

that in pre-industrial societies there is an extended family structure spanning many 

generations who have probably remained in the same location for generations. In 

industrialised societies the nuclear family, consisting of only of parents and their growing 

children, predominates. Families and children reaching adulthood are more mobile and 

tend to relocate to where jobs exist. Extended family bonds become more tenuous.  

 

Environment 
 

Industrialisation has spawned its own health problems. Modern stressors include noise, 

air, water pollution, poor nutrition, dangerous machinery, impersonal work, isolation, 

poverty, homelessness, and substance abuse. Health problems in industrial nations are as 

much caused by economic, social, political, and cultural factors as by pathogens. 

Industrialisation has become a major medical issue world wide. 

 

2.5.8 Current situation 
 

In 2005, the USA was the largest producer of industrial output followed by Japan and 

China, according to International Monetary Fund. 

 

Currently the "international development community" (World Bank, OECD, many 

United Nations departments, and some other organisations) endorses development 

policies like water purification or primary education. The community does not recognise 

traditional industrialisation policies as being adequate to the Third World or beneficial in 

the longer term, with the perception that it could only create inefficient local industries 

unable to compete in a free-trade dominated world. 

 

2.6 THE SMALL SCALE SECTOR 

 
Since the time of independence, the small-scale sector in India has been a major 

contributor to country‘s Gross Domestic Product (GDP). This traditional sector in India is 
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considered to have huge growth prospect with its wide range of products. With 40 

percent share in total industrial output and 35 percent share in exports, the small-scale 

industrial sector in India is acting as Engine of Growth in the new millennium.  

The definition for small-scale industrial undertakings has changed over time. Initially 

they were classified into two categories- those using power with less than 50 employees 

and those not using power with the employee strength being more than 50 but less than 

100. However the capital resources invested on plant and machinery buildings have been 

the primary criteria to differentiate the small-scale industries from the large and medium 

scale industries. An industrial unit can be categorized as a small- scale unit if it fulfils the 

capital investment limit fixed by the Government of India for the small-scale sector.  

As per the latest definition which is effective since December 21, 1999, for any industrial 

unit to be regarded as Small Scale Industrial unit the following condition is to be 

satisfied: - 

Investment in fixed assets like plants and equipments either held on ownership terms on 

lease or on hire purchase should not be more than Rs 10 million.  

Much of the countries development was done through the five year plans. Industries like 

iron and steel, oil refineries, cement and fertilizer were brought under the gamut of public 

sector enterprises. The decision makers then encouraged the development of small scale 

industries. They perceived that Indian small scale industries would play a vital role in the 

economic progress of the country and had immense potential for employment generation. 

Developing small scale sector would also result in decentralized industrial expansion, 

better distribution of wealth and to encourage investment and entrepreunial talent. 

 

The government has initiated several policies for the growth and development of small 

scale industries. They included reservation of certain items to be manufactured only by 

the small scale sector. Other measures include credit marketing, technology, and 

entrepreneurship development, fiscal, financial and infrastructural support. In 1999, the 

government established the Ministry of Small Scale Industries and Agro and Rural 

industries to make policy decisions for the development and well being of the small scale 

industries. 

 

Initially the small scale sector was characterized as traditional labor intensive units with 

outdated machineries and inefficient production techniques. But in the recent past the 

condition of the small scale units has improved. Today they have installed modern 

machines, applied better management techniques and are much more productive than 

before. 

 

2.6.1 SSI-Location 

Small Scale Industries are located throughout the country, though predominantly in the 

rural areas. The small scale industries in the rural areas are skill based, wherein the skill 

for manufacturing is passed on from one generation to another. Some of the goods 
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manufactured in these units are textile handicrafts, woodcarving, stone carving, metal 

ware etc. Small scale industrial factories are also present in urban areas and usually they 

account for the maximum volume of production for that particular good in the country. 

For e.g. Ludhiana in the state of Punjab is the main center in the country for producing 

woolen hosiery, sewing machine parts, bicycles and its parts, similarly Tiruppur in Tamil 

Nadu accounts for small scale firms that are involved in spinning, weaving and dying of 

cotton garments. 

 

2.6.2 Post Liberalization 

Post liberalization economic conditions has created immense growth prospect for the 

small scale industries. The government has also supported the small scale industries by 

the way of implementing policies like investment ceiling for the SSI sector and priority 

lending. The formation of WTO in 1995 resulted in a major challenge to the well being of 

the SSI. The protection given to the SSI in the form of reservation and quantitative 

restrictions has been withdrawn. More than 160 items reserved under the SSI category 

have been de reserved. It has been found that if the SSI upgrades the technology, adopt 

better management practices, reengineer the factories to improve productivity and 

provide qualitative product, they would be competitive in the post WTO scenario. The 

advancement in computer and telecommunication technology, increase in e commerce, 

opening up of markets due to WTO, mergers and acquisitions, improved infrastructure 

and outsourcing noncore area of business have all contributed to the growth of SSi. 

However the unit in no way can be owned or controlled or ancillary of any other 

industrial unit.  

The traditional small-scale industries clearly differ from their modern counterparts in 

many respects. The traditional units are highly labor consuming with their age-old 

machineries and conventional techniques of production resulting in poor productivity rate 

whereas the modern small-scale units are much more productive with less manpower and 

more sophisticated equipments.  

Khadi and handloom, sericulture, handicrafts, village industries, coir, Bell metal are some 

of the traditional small-scale industries in India. The modern small industries offer a wide 

range of products starting from simple items like hosiery products, garments, leather 

products, fishing hook etc to more sophisticated items like television sets, electronics 

control system, various engineering products especially as ancillaries to large industrial 

undertakings.  

Nowadays Indian small-scale industries (SSIs) are mostly modern small-scale industries. 

Modernization has widened the list of products offered by this industry. The items 

manufactured in modern Small-scale service & Business enterprises in India now include 

rubber products, plastic products, chemical products, glass and ceramics, mechanical 

engineering items, hardware, electrical items, transport equipment, electronic components 

and equipments, automobile parts, bicycle parts, instruments, sports goods, stationery 

items and clocks and watches.  
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Since independence the Government of India has nurtured this sector with special care 

with the following aims: -  

To develop this sector as a major source of employment  

To encourage decentralized industrial expansion  

To ensure equitable distribution of income.  

To mobilize capital investment and entrepreneurship skills  

Ancillary Industrial Undertakings  

 The following requirements are to be complied with by an industrial undertaking 

for being regarded as ancillary industrial undertaking: -  

An industrial undertaking which is engaged or is proposed to be engaged in the 

manufacture or production of parts, components, sub-assemblies, tooling or 

intermediates, or the rendering of services and the undertaking supplies or renders or 

proposes to supply or render not less than 50 per cent of its production or services, as the 

case may be, to one or more other industrial undertakings and whose investment in fixed 

assets in plant and machinery whether held on ownership terms or on lease or on hire-

purchase, does not exceed Rs 10 million. 

 

Tiny Enterprises 

 

Investment limit in plant and machinery in respect of tiny enterprises is Rs 2.5 million 

irrespective of location of the unit. 

 

Women Entrepreneurs 

 

A Small Scale Industrial Unit/ Industry related service or business enterprise, managed 

by one or more women entrepreneurs in proprietary concerns, or in which she/ they 

individually or jointly have a share capital of not less than 51% as Partners/ Shareholders/ 

Directors of Private Limits Company/ Members of Cooperative Society. 

2.7 EXIT POLICY 
 

When Union Finance Minister P Chidambaram said the other day that India could do 

with 20 per cent of the existing farmers, he was merely echoeing what the World 

Bank/IMF have been saying for long. No wonder, the government seems to be in a 

tearing hurry to lay out an 'exit policy' for farmers.  

 

From food self-sufficiency to market economy, the world has come a long way since the 

days of Green Revolution. But some 20 years back with the World Bank/IMF clearly 

tying up credit under the structural adjustment policies with crop diversification, the 

agricultural policies began to change. It is now forcing India to shift from staple foods 

(crucial for food security needs) to cash crops that meet the luxury requirement of the 

western countries. In the process, India, like other developing countries, is being forced 
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to dismantle state support to food procurement, withdraw price support to farmers, and 

relax land-ceiling laws that enable the corporate sector to move into agriculture.  

As I flip through the pages of the World Development Report 2008, I realise how 

meticulously the corporate takeover of Indian agriculture has been planned. The language 

used in the report may be fancy and seductive, but the message it conveys is crystal clear. 

Amidst the talk of sustainable agriculture and restoring soil fertility, it actually talks of 

providing appropriate training to the rural population to move them out to the cities.  

 

It also talks of encouraging land rentals, and thereby moving the agribusiness companies 

to gradually take over farming. Contract farming, food-retail chains and corporate 

agriculture are the ways it suggests for making agriculture more competitive.  

This reminds me of what a former vice-president of the World Bank and the then 

chairman of the Consultative Group on International Agricultural Research (CGIAR), 

Ismail Serageldin, had warned way back in the mid 1990s. Addressing a conference at the 

MS Swaminathan Research Foundation in Chennai, he had quoted a 1995 World Bank 

study, which had predicted that the number of people migrating from the rural to the 

urban centres in India by the year 2010, which is not far away now, would be equal to 

twice the combined population of UK, France and Germany.  

 

The combined population of UK, France and Germany is close to 200 million. In other 

words, 400 million are expected to be taking the distress migration route. It now dawns 

on me that the 1995 World Bank study was not intended to be a warning. It actually laid 

out a roadmap, that was subsequently strengthened in the annual reports from the World 

Bank. The World Development Report 2008 only takes us to the final step. With the 

process to exacerbate the exodus from the rural to the urban centres already in place, it 

now suggests setting up industrial training institute where farmers could learn to be 

factory workers.  

 

Facilitating the process is the plethora of national policies that are either being amended 

or recast at a frantic pace. Ever since economic liberalisation was ushered in 1991, every 

policy worth the name is being either amended or recast. Whether it is the seed policy, 

water policy, biodiversity policy, forest and tribal‘s policy, environment policy, 

biotechnology policy, trade policy, food safety policy or the kisan policy, the underlying 

objective is crystal clear - pave way for private control. As far as agriculture is 

concerned, the policies framework is to facilitate the entry of the agribusiness industry.  

Let me illustrate. Prime Minister Manmohan Singh had sometimes back addressed a full 

meeting of the Planning Commission. He had stressed on a speedier amendment of the 

Agricultural Produce Marketing Committee (APMC) Act to "allow for contract and free 

marketing, organised retailing, smooth flow of raw materials to agro-processing 

industries, competitive trading and adoption of innovative marketing system," so that 

these are in tune with the demand of the domestic food industry. This move is also aimed 

at integrating Indian agriculture with the global economy, something that is spelt out by 

the World Trade Organisation (WTO).  

 

By simply tinkering with the food management system, so assiduously built over the 

years, the government allowed private companies to make purchases directly from the 
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farmers. The result: unwarranted wheat imports - touching 55 lakh tonnes in 2006 and 

another 35 lakh tonnes in 2007 - basically aimed at dismantling food self-sufficiency, the 

hallmark of national sovereignty. More importantly, wheat imports are coming at a time 

when there is no shortfall in its domestic production. Within a matter of few months, 

India has turned into world's biggest importer of wheat.  

Not only has the Planning Commission, the prime minister also been holding brain-

storming sessions with the chief executives of key industries and stakeholders. No 

wonder, the Indian industry and business is upbeat at the potential of agriculture (read 

agribusiness). What, therefore, repeatedly comes out is the urgent need to invest Rs 

1,50,000 crore in the next 10 years to provide a boost to the agro-business industry so as 

to achieve an annual growth rate of 10 per cent in food processing. Isn't it strange that 

while there is no money for bailing out farmers in distress, there are no dearth of 

resources for the agri-business industry?  

 

While the negative impact of WTO Agreement on Agriculture has not been studied in 

full, the government is preparing to enter into still more exploitative trade treaties with 

the Asian countries. The Free Trade Agreement that the government is contemplating to 

sign with the ASEAN countries puts four of India's major commodities - oilseeds, tea, 

edible oils and pepper - on the chopping block. India has promised to further reduce the 

import duties thereby turning the country into a dump yard.  

 

Setting up a time-bound National Food Security Mission by enhancing production of 

wheat, rice, pulses and edible oils comes at a time when the government itself is lowering 

the custom tariff, thereby allowing cheaper imports. Take the case of edible oils. India 

was almost self-sufficient in edible oils in 1993-94. Ever since the government began 

lowering the tariffs, edible oil imports have multiplied turning the country into the 

biggest importer. Small farmers growing oilseeds and that too in the rainfed areas of the 

country had to abandon production in the light of cheaper imports.  

Liberalisation of the farm sector has already seen import surges. Agriculture commodity 

imports have gone up by 300 per cent between 2000-2004. Coconut oil imports for 

instance increased from 7,291 metric tonnes in 2004-05 to 22,307 metric tonnes in 2005-

06. The import of pepper similarly increased from 2,186.3 tonnes in 1995-96 to 17,725.3 

tonnes in 2004-05. These are not isolated cases. Imports of spices and plantation crops, 

including tea and coffee have been on an upswing. Importing food commodities is like 

importing unemployment.  

 

A Indo-US agriculture technology cooperation is being put in place without first 

ascertaining the reasons behind the terrible agrarian crisis, much of it is the result of 

imposing environmentally-unfriendly alien technology, as the government embarks on 

the faulty promise of a 'second' green revolution. Coming at a time when the commerce 

ministry is on a fast track to bring in Special Economic Zones, the Indian industry is 

moving ahead to set up 'rural hubs' that will displace a large population of farmers. Fertile 

land is being increasingly acquired for industrialisation and real estate.  

Privatisation of mandis, opening of food retail trade to foreign direct investment and 

pushing aggressively the highly controversial 'contract farming' is part of the agricultural 

reforms being undertaken. Budgetary support to the states undertaking such reforms has 
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already been spelt out. In the name of increasing food production and minimising the 

price risks that farmers continue to be faced with, encouraging contract farming, future 

trading in agriculture commodities, land leasing, forming land-sharing companies, direct 

procurement of farm commodities and dismantling the procurement system have little or 

nothing to do with revitalising agriculture.  

 

It is certainly time for farmers to exit agriculture. With farmers already disappearing from 

the US and with EU fast keeping pace, it is now India's turn. What is, however, not being 

realised is that with cheap agricultural products swamping India, and with farmers being 

deliberately pushed out of agriculture, we will soon be a witness to probably a much 

bigger and heinous environmental displacement. This time it is not going to be for big 

dams and hydel projects but agriculture. And still worse, it is not happening 

inadvertently, it has been part of the design. Wait and watch for the resulting 

consequences.  

India has decided on an exit policy as the economy is on a firm path to recovery, 

independent of other countries timetables, even as it has agreed along with other G20 

countries to maintain the packages for now. However, there will be no further economic 

stimulus packages.  

 

 

The government has also adopted a wait-and-watch attitude towards the controversial so-

called Tobin Tax, or global tax on financial transactions proposed by the UK and 

opposed by the US.  

 

Fresh from the G20 finance ministers meeting in St Andrews, Scotland, finance minister 

Pranab said that globally, exit policies of various countries should be ‗broadly 

coordinated, but not synchronized. The approach should be country-specific and not date 

specific,‖ he said.  

 

Tax and fiscal concessions in India will stay ―till they are withdrawn,‖ he added. He said 

India cannot sustain its current level of fiscal and revenue deficit in the medium term, and 

has committed to bring it down to 4% of the fiscal deficit and 1.5% in revenue deficit by 

2012, and will decide on an exit when the economy can bear it. The Finmin and RBI are 

working in close cooperation to evolve the appropriate fiscal and monetary policies.  

 

―The outlook appears to be bright, but we are not yet out of the woods,‖ he said. However 

he was optimistic that India can achieve a growth rate of 7% for the next fiscal provided 

the rain gods cooperate.  

 

As for the global tax on banking transactions to ease burdens on taxpayers, he said that he 

was waiting to see details of the proposal. ―Tax matters have territorial jurisdiction. Any 

tax change in India has to be approved by Parliament. So we are yet to get the details of 

of the contents of the mechanism,‖ he said.  

 

On climate change finance, the other big point on the agenda, Mr Mukherjee clarified that 

these issues will be addressed in Copenhagen, and financing is a part of the overall 
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climate change agenda. ―We are going to take a common but differentiated approach.‖ 

He reiterated the need for funding for access to clean technology at affordable costs.  

 

BRIC countries, led by China and India, effectively scuppered a developed nation bid to 

include some consensus on climate change financing decision at the G20 meeting. He 

also said that there is a possibility that inflationary pressure on food commodities, after 

the patchy monsoon could ease in a month or two.  

 

Meanwhile, he clarified that Indian wheat and rice buffer stocks, at 8 mn tonnes and 7 mn 

tonnes, plus an easy import policy, should mitigate the adverse impact of the poor 

monsoon.  

 

 

2.8 ISSUES IN LABOUR MARKET REFORMS  
 

The labor market reforms are crucial in the face of the changing job market scenario 

across the world. The recession in the US economy and its wide-spread impacts have 

made the issue of job security highly vulnerable. Here comes the importance of the labor 

market reforms. These reform measures are aimed to provide job security to both the 

skilled and unskilled workforce. Rigidities in labor market contributed significantly in 

increasing the rates of unemployment in the OECD countries. The worsening job market 

scenario prompted a number of European nations to go for 

labor market reforms during 1980s.  

Objectives of Labor Market Reforms  

The labor market reforms initiated by different economies of the world primarily focus 

on the labor market deregulation. These reform measures also try to improve the 

employment scenario of any country, which undertakes such reform policies. The labor 

market reform policies also put stress on the following issues:  

 

To remove the restrictions associated with temporary contracts  

To promotion policies regarding integration of labor market 

To initiate gainful employment programs to ensure greater participation of the available 

labor force  

To bring about positive changes in the laws dealing with workplace relations 

To introduce the minimum wage laws so as to protect the interests of the unorganized 

workers  

To bring about greater diversity in the job sector 

Labor Market Reforms and Unemployment: the Global Trend  

Studies have revealed that labor market reform policies have been instrumental in 

reducing the problem of unemployment both for the developed and less developed 

economies. The economies with relatively higher rates of unemployment have taken up 

more extensive reform measures to bring about favorable changes in the labor market 

scenario.  
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The European Economic and Monetary Union, popularly known as EMU, has played a 

crucial role in helping the European nations to implement effective measures for labor 

market reform. EMU member countries have tried to introduce flexibility in the wage 

level. The EMU member countries have also initiated labor market reform measures to 

cut back the utility cost arising out of enhanced variability in the macroeconomic domain. 

It has been observed that the countries under EMU have played a stellar role in guiding 

the other economies to face the challenge of unemployment through effective labor 

market reforms.  

 

However, when it comes to impacts of labor market reforms on unemployment, the 

experiences have been varied for different countries. The ultimate success of the labor 

market reforms crucially depends on the structural changes that need to be taken 

beforehand. 

Pointing out the ―sharp dichotomy‖ in the Indian labour market, whereby there is no 

regulation of the massive unorganised sector, while the organised sector provides ―too 

much job security‖, the Economic Survey calls for urgent labour reforms.  

Stating that protective labour laws had restricted labour mobility, and had led to capital-

intensive methods in the organised sector, the Survey, tabled in Parliament Monday, 

urges India to take a leaf out of China‘s experience with labour reforms.  

―China, with a history of extreme employment security, has drastically reformed its 

labour relations and created a new labour market, in which workers are highly mobile. 

Although there have been mass layoffs and open unemployment, high rates of industrial 

growth, especially in the coastal regions, helped their redeployment.‖  

In spite of hardship, workers in China seem to have benefited from wage growth, 

additional job creation and new opportunities for self employment, it adds.  

In India, while labour is in the Concurrent List, state labour regulations are an important 

determinant of industrial performance. The Survey notes evidences that states that had 

enacted more pro-worker regulations, had lost out on industrial production in general.  

However, on the upside, the Survey said there was a secular decline in the number of 

strikes and lockouts during 2000-04. The total number of strikes and lockouts went down 

13.6% from 552 in 2003 to 477 in 2004. The decline was sharper in the number strikes 

than in lockouts, it noted.  

While most of the strikes and lockouts were in private sector establishments, overall 

industrial relations had improved, especially between 2003 and 2004, when there was a 

decline in the number of mandays lost by 6.39 million.  

Among states, the maximum number of strikes and lockouts were in Left-ruled West 

Bengal, followed by Tamil Nadu and Gujarat. The sectors which saw instances of 
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industrial disturbance were primarily textiles, engineering, chemical and food product 

industries.  

Stressing on the importance of labour reforms to enhance productivity, competitiveness 

and employment generation, the Survey noted that a beginning had already been made in 

that direction. For instance, in the current year, there was a proposal to enhance the wage 

ceiling from Rs 1,600 per month to Rs 6,000 per month through The Payment of Wages 

(Amendment) Act 2005. Also, the proposal to empower the central government to further 

enhance the ceiling in future by way of notification is already in effect from November 9, 

2005. 

2.9 EMPLOYMENT GENERATION 
 
 

Over 65% of India's population lives in rural areas that are employment in the 

agricultural sector and increasingly in the allied activities and small-scale industries. In 

the manufacturing sector, workers are largely employed in the informal sector which 

offers little safety net. A tight labor law in the formal manufacturing sector hinders hiring 

and promotion of capital-intensive production, and is considered one of the reasons why 

India has failed to promote manufacturing employment like China. In the recent years, 

economic growth and Information Sector (IT) boom have accelerated job creation in the 

service sector, where incomes and human capital development are higher. India still lags 

in education and human capital spending. 

 

Efforts have been made to reflect it in the growth strategy to the extent possible by laying 

special emphasis on the growth of sectors with higher employment potential; and by the 

introduction and implementation of several special employment programmes both for 

generating full time self and wage employment as well as short-term employment in 

public works for the underemployed. Employment has, however, not been ―internalized‖ 

in the growth strategy in so far as the rate and pattern of growth is determined by such 

other factors as savings and investible resources, technology and aggregate supply-

demand balances. Starting the Plan exercise from the employment end and to work out 

the growth rate and strategy to achieve the goal of employment for all in a specified 

timeframe has often been mooted, but such an approach has not been found feasible and 

practicable. For example, the growth rate required to generate the desirable quantum of 

employment within a period of five to ten years has been assessed to be too high to be 

achieved with the investible resources in sight, and raising the employment content of 

growth significantly has also not been possible in the wake of technological changes and 

declining employment elasticities of different economic activities.  

 

The employment generation strategy has, therefore, primarily focussed on emphasising 

faster growth of sectors with high employment potential so as to ensure a relatively 

higher employment content of aggregate growth. This has been supported, to a certain 

extent, by some macroeconomic, credit and fiscal policy measures. Macro-economic 

policies, of course, have as their primary concerns objectives such as control of inflation, 

sustenance of public expenditure and attainment of fiscal balance with employment 

generation features, if at all, only as a secondary objectives of the monetary and fiscal 
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policies. Yet, certain fiscal and credit instruments in support of sectors and activities with 

high employment potential have always been an integral part of economic policies. Tax 

exemptions and concessions to small-scale industries and decentralised sectors like 

handicrafts and handlooms are among the notable examples of such a support. Credit 

quotas and lower rates of interest for small and rural industries have also been part of the 

package of assistance for their promotion and development, with the objective, among 

others, of employment generation.  

 

A sizeable part of the budgetary resources have also been allocated, continuously since 

the mid-seventies, to programmes aimed at creating self and wage employment for 

poverty alleviation. This expenditure has been incurred either in the creation of short-

term employment in public works or in subsidies to the poor to acquire assets for self 

employment, in combination with the targeted bank credit. 

 

Employment has, thus, received a high priority in the development agenda in India, 

particularly during the last two decades. (Of late, it has assumed political significance as 

it also features prominently in the election manifestos of major political parties!). Various 

approaches and strategies have been tried in order to accelerate the pace of employment 

generation so as to see that the unemployed get productively absorbed in growing 

economic activities. It has been recognised that a high rate of economic growth is 

necessary, but not sufficient, to generate employment of the magnitude warranted by the 

requirements of providing jobs to those currently unemployed as well as those entering 

the labour force every year.  

 

Efforts have, therefore, been made to restructure growth, to the extent possible within the 

constraints of investible resources and macro-balances, in favour of sectors with 

relatively high employment intensity and, at the same time, introduce policies and 

programmes that help in or lead to direct employment generation. 

 

Over the last few years, however, a change in approach is discernible. Encouraged by a 

relatively high growth of employment during 2000-2005, there has been a re-emergence 

of faith in GDP growth as the primary generator of employment. According to the 

projections, based on the assumption of an 8 per cent GDP growth and unchanged 0.48 

elasticity of employment, ―by 2010 the workforce will become equal to the labour force‖ 

(EAC, 2007, p.50). Most of the new employment, as in the past years, is, however, likely 

to be in the informal sector and in agriculture, both of which have low wage rates and 

have experienced low income growth. There is also a skill mismatch restricting shift of 

workforce from agriculture to industry and services. The challenges ahead thus are in 

improving skills of labour force and quality of employment in the informal sector. 

 

 

1. APPROACH TO EMPLOYMENT IN ECONOMIC PLANNING.  

 

Planning in India focused at realizing a high rate of growth of output in the long term. A 

basic assumption was that shortage of capital goods in relation to employable persons 

constituted a fundamental constraint on growth in the economy. Therefore the planning 
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process made no attempt to define an independent employment strategy; the focus on 

economic growth was viewed as essential for improving the employment situation. 

Initially, labour force expansion was not seen as a problem to be contented with. Thus, in 

the Five Year Plans, the generation of employment was viewed as part of the process of 

development and not as a goal in conflict with, or to be pursued independently of 

economic development.  

 

2. EMPLOYMENT PLANNING IN INDIA  

 

The approaches to tackling the task of unemployment have varied from time to time. In 

the initial years of planning reliance was placed primarily on the expectations of a rapid 

industrial development and control of population. These expectations did not materialise 

and it was observed that the rate of growth of employment was generally much lower 

than the GDP rate of growth of the economy. Seasons of severe drought and failure of 

monsoons exposed large sections of population to extensive deprivations. Successive 

plans, strategies, policies and programmes were, therefore, re-designed to bring about a 

special focus on employment generation as a specific objective. The seventies and 

eighties saw the emergence of special schemes like NREP, RLEGP to provide wage 

employment through public works programmes and schemes to promote self-

employment and entrepreneurship through provision of assets, skills and other support to 

the unemployed and the poor. While employment levels expanded steadily during the 

seventies and eighties, the rate of growth of employment continued to lag behind that of 

the labour force. Unemployment among the educated showed a rising trend. Another 

feature of the employment situation is the sizeable proportion of the employed working at 

low levels of the productivity and income. The eighties exposed the weakness in the then 

ongoing strategies of expanding public sector irrespective of competition.  

 

3. POVERTY ALLEVIATION AND EMPLOYMENT GENERATION 

PROGRAMMES  

 

Anti-poverty strategy comprises of a wide range of poverty alleviation and employment 

generation programmes, many of which have been in operation for several years and have 

been strengthened to generate more employment, create productive assets, impart 

technical and entrepreneurial skills and raise the income level of the poor. Under these 

schemes, both wage employment and self-employment are provided to the people below 

the poverty line. In 1998-99, various poverty alleviation and employment generation 

programmes are grouped under two broad categories of Self-Employment Schemes and 

Wage Employment Schemes. Funding and organisational patterns are also rationalised to 

achieve better impact. These programmes are primarily meant for poverty alleviation and 

have generally not been helpful in sustainable employment generation.  

 

4. GLOBAL EMPLOYMENT SCENARIO  

 

The global employment and unemployment situation according to the World 

Employment Report 1998-99, was as follows:  
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# Out of an estimated 6 billion population in the year 1997 around 3 billion was in the 

labour force.  

 

# 160 million persons have been estimated to be fully unemployed.  

 

# 25 to 30 percent of the employed labour force is under employed.  

 

# A large number of young people in the age group of 15 and 24 (around 60 million in 

1997) are continuously in search of work ie. Unemployed.  

 

A few important conclusions which emerge from the above report are:  

 

# Limited demand for unskilled and less skilled labour.  

 

# Increase in demand for skilled labour on account of technological development and 

upgradation and changes in the organisation of work  

 

# Problems in maintaining the continued employability of labour force  

 

# Demand for multi skilling.  

 

Some of the important strategies recommended in the World Employment Report are:  

 

# Timely Investment in skill development and training at enhanced level.  

 

# Enhancement of education and skill level of workers  

 

# Responsive training system.  

 

# Need for effective partnership of all stake holders.  

 

 

5. EMPLOYMENT & UNEMPLOYMENT SCENARIO IN INDIA  
 

In India, due to the agrarian sector with seasonal operations time disposition and 

availability for work have been the criteria for measuring employment. The accepted 

method of measuring employment is the usual status. Reliable estimates of 

employment/unemployment are generated through National Sample Surveys conducted 

once in five years by National Sample Survey Organisation (NSSO). The concept 

recognises time utilisation only. Quality of work or income does not get reflected in the 

approach.  

 

As per the results of the National Sample Survey conducted in 1999-2000, total work 

force as on 1.1.2000, as per Usual Status approach (considering both principal and 

subsidiary activities) was of the order of 406 million. About 7 % of the total work force is 

employed in the formal or organised sector (all public sector establishments and all non-
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agricultural establishments in private sector with 10 or more workers) while remaining 

93% work in the informal or unorganised sector. The size of the Organised Sector 

employment is estimated through the Employment Market Information Programme of 

DGE&T, Ministry of Labour. The capacity of the organised sector to absorb additional 

accretion to the labour force, taking into account the current accent on modernisation and 

automation, is limited. In other words, an overwhelming proportion of the increase in the 

labour force will have to be adjusted in the unorganised sector. About 369 million 

workers are placed today in unorganised/informal sector in India; agriculture workers 

account for the majority of this work force. 

 

Activity 2 

 

1. Discuss the industrial sector of Indian economy. Give account of public sector 

enterprises in India. 

2. Give your views over debate in privatization and disinvestment. 

3. Discuss the problems of small scale sector and throw light on sick units working 

in India  

4. Write a short note on EXIT policy. 

 

2.10 SUMMARY 

 
The unit discusses the industrial sector of India. After introduction the public sector 

enterprise were discuss in pre and post liberalisation scenario. Sick units are described as 

Industrial units proven to be unable to financially sustain themselves. Various problems 

of sick units in India then were discussed. Further debate on privatization and 

disinvestment was dealt. Next area of concern was the growth and patterns of 

industrialization. Since the time of independence, the small-scale sector in India has been 

a major contributor to country‘s Gross Domestic Product (GDP). This traditional sector 

in India is considered to have huge growth prospect with its wide range of products. After 

this discussion, the EXIT policy was explained in detail. Issues in labor market reforms 

and employment generation were finally revealed.  

 

2.11 FURTHER READINGS 

 Pomeranz, Ken (2001)The Great Divergence: China, Europe and the Making of 

the Modern World Economy (Princeton Economic History of the Western World) 

by (Princeton University Press; New Ed edition, 2001) 

 Hewitt, T., Johnson, H. and Wield, D. (Eds) (1992) industrialisation and 

Development, Oxford University Press: Oxford. 

 Kiely, R (1998) industrialisation and Development: A comparative analysis, UCL 

Press:London. 
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BLOCK 4 BANKING AND PUBLIC FINANCE 

 
This block comprises two units. The first unit deals with banking and public finance in 

India. After introduction it will throw light on Price behaviour in India followed by 

financial sector reforms. Interest rate policy will be discussed in detail and review of 

monetary policy of RBI is explained. Money and capital markets are revealed with 

working of SEBI in India. 

 

The second unit gives you the understanding of Fiscal federalism in India. Center state 

financial relations and State government and finance are the introductory concerns. 

Parallel economy in India and Fiscal policy and problems related to it will be explained 

in detail. Finally Fiscal sector reforms in India will be dealt. 
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UNIT 1 

 

INTRODUCTION TO BANKING AND PUBLIC FINANCE 

IN INDIA 

 
Objectives 

 

On successful completion of this unit, you should be able to: 

 

 Appreciate the concept of banking and public finance in Indian context 

 Identify the price behaviour in India   

 Know financial sector reforms in India 

 Recognize the interest rate policy of India 

 Explain the review of monetary policy of RBI 

 Understand the money and capital markets in India  

 Discuss the working of SEBI in India 

 

 

Structure 

 

1.1 Introduction to banking in India 

1.2 Public finance in India 

1.3 Price behaviour in India 

1.4 Financial sector reforms 

1.5 Interest rate policy 

1.6 Review of monetary policy of RBI 

1.7 Money and capital markets 

1.8 Working of SEBI in India 

1.9 Summary 

1.10 Further readings 

 

1.1 INTRODUCTION TO BANKING IN INDIA 

Banking in India originated in the last decades of the 18th century. The oldest bank in 

existence in India is the State Bank of India, a government-owned bank that traces its 

origins back to June 1806 and that is the largest commercial bank in the country. Central 

banking is the responsibility of the Reserve Bank of India, which in 1935 formally took 

over these responsibilities from the then Imperial Bank of India, relegating it to 

commercial banking functions. After India's independence in 1947, the Reserve Bank 

was nationalized and given broader powers. In 1969 the government nationalized the 14 

largest commercial banks; the government nationalized the six next largest in 1980. 

http://en.wikipedia.org/wiki/State_Bank_of_India
http://en.wikipedia.org/wiki/Reserve_Bank_of_India
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Currently, India has 96 scheduled commercial banks (SCBs) - 27 public sector banks 

(that is with the Government of India holding a stake), 31 private banks (these do not 

have government stake; they may be publicly listed and traded on stock exchanges) and 

38 foreign banks. They have a combined network of over 53,000 branches and 17,000 

ATMs. According to a report by ICRA Limited, a rating agency, the public sector banks 

hold over 75 percent of total assets of the banking industry, with the private and foreign 

banks holding 18.2% and 6.5% respectively. 

1.1.1 Post-independence Banking scenario in India 

The partition of India in 1947 adversely impacted the economies of Punjab and West 

Bengal, paralyzing banking activities for months. India's independence marked the end of 

a regime of the Laissez-faire for the Indian banking. The Government of India initiated 

measures to play an active role in the economic life of the nation, and the Industrial 

Policy Resolution adopted by the government in 1948 envisaged a mixed economy. This 

resulted into greater involvement of the state in different segments of the economy 

including banking and finance. The major steps to regulate banking included: 

 In 1948, the Reserve Bank of India, India's central banking authority, was 

nationalized, and it became an institution owned by the Government of India. 

 In 1949, the Banking Regulation Act was enacted which empowered the Reserve 

Bank of India (RBI) "to regulate, control, and inspect the banks in India." 

 The Banking Regulation Act also provided that no new bank or branch of an 

existing bank could be opened without a license from the RBI, and no two banks 

could have common directors. 

However, despite these provisions, control and regulations, banks in India except the 

State Bank of India, continued to be owned and operated by private persons. This 

changed with the nationalisation of major banks in India on 19 July 1969. 

By the 1960s, the Indian banking industry had become an important tool to facilitate the 

development of the Indian economy. At the same time, it had emerged as a large 

employer, and a debate had ensued about the possibility to nationalise the banking 

industry. Indira Gandhi, the-then Prime Minister of India expressed the intention of the 

GOI in the annual conference of the All India Congress Meeting in a paper entitled "Stray 

thoughts on Bank Nationalisation." The paper was received with positive enthusiasm. 

Thereafter, her move was swift and sudden, and the GOI issued an ordinance and 

nationalised the 14 largest commercial banks with effect from the midnight of July 19, 

1969. Jayaprakash Narayan, a national leader of India, described the step as a 

"masterstroke of political sagacity." Within two weeks of the issue of the ordinance, the 

Parliament passed the Banking Companies (Acquisition and Transfer of Undertaking) 

Bill, and it received the presidential approval on 9 August 1969. 

A second dose of nationalization of 6 more commercial banks followed in 1980. The 

stated reason for the nationalization was to give the government more control of credit 

delivery. With the second dose of nationalization, the GOI controlled around 91% of the 

http://en.wikipedia.org/wiki/Government_of_India
http://en.wikipedia.org/wiki/Automated_teller_machine
http://en.wikipedia.org/wiki/Partition_of_India
http://en.wikipedia.org/wiki/Punjab,_India
http://en.wikipedia.org/wiki/West_Bengal
http://en.wikipedia.org/wiki/West_Bengal
http://en.wikipedia.org/wiki/Indian_independence_movement
http://en.wikipedia.org/wiki/Laissez-faire
http://en.wikipedia.org/wiki/Government_of_India
http://en.wikipedia.org/wiki/Mixed_economy
http://en.wikipedia.org/wiki/Reserve_Bank_of_India
http://en.wikipedia.org/wiki/State_Bank_of_India
http://en.wikipedia.org/wiki/Indian_economy
http://en.wikipedia.org/wiki/Indira_Gandhi
http://en.wikipedia.org/wiki/Prime_Minister_of_India
http://en.wikipedia.org/wiki/Government_of_India
http://en.wikipedia.org/wiki/Nationalisation
http://en.wikipedia.org/wiki/Jayaprakash_Narayan
http://en.wikipedia.org/wiki/Parliament_of_India
http://en.wikipedia.org/wiki/President_of_India
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banking business of India. Later on, in the year 1993, the government merged New Bank 

of India with Punjab National Bank. It was the only merger between nationalized banks 

and resulted in the reduction of the number of nationalised banks from 20 to 19. After 

this, until the 1990s, the nationalised banks grew at a pace of around 4%, closer to the 

average growth rate of the Indian economy. 

The nationalised banks were credited by some, including Home minister P. 

Chidambaram, to have helped the Indian economy withstand the global financial crisis of 

2007-2009.  

1.1.2 Liberalisation 

In the early 1990s, the then Narsimha Rao government embarked on a policy of 

liberalization, licensing a small number of private banks. These came to be known as 

New Generation tech-savvy banks, and included Global Trust Bank (the first of such new 

generation banks to be set up), which later amalgamated with Oriental Bank of 

Commerce, Axis Bank(earlier as UTI Bank), ICICI Bank and HDFC Bank. This move, 

along with the rapid growth in the economy of India, revitalized the banking sector in 

India, which has seen rapid growth with strong contribution from all the three sectors of 

banks, namely, government banks, private banks and foreign banks. 

The next stage for the Indian banking has been setup with the proposed relaxation in the 

norms for Foreign Direct Investment, where all Foreign Investors in banks may be given 

voting rights which could exceed the present cap of 10%,at present it has gone up to 74% 

with some restrictions. 

The new policy shook the Banking sector in India completely. Bankers, till this time, 

were used to the 4-6-4 method (Borrow at 4%;Lend at 6%;Go home at 4) of functioning. 

The new wave ushered in a modern outlook and tech-savvy methods of working for 

traditional banks.All this led to the retail boom in India. People not just demanded more 

from their banks but also received more. 

Currently (2007), banking in India is generally fairly mature in terms of supply, product 

range and reach-even though reach in rural India still remains a challenge for the private 

sector and foreign banks. In terms of quality of assets and capital adequacy, Indian banks 

are considered to have clean, strong and transparent balance sheets relative to other banks 

in comparable economies in its region. The Reserve Bank of India is an autonomous 

body, with minimal pressure from the government. The stated policy of the Bank on the 

Indian Rupee is to manage volatility but without any fixed exchange rate-and this has 

mostly been true. 

With the growth in the Indian economy expected to be strong for quite some time-

especially in its services sector-the demand for banking services, especially retail 

banking, mortgages and investment services are expected to be strong. One may also 

expect M&As, takeovers, and asset sales. 

http://en.wikipedia.org/w/index.php?title=New_Bank_of_India&action=edit&redlink=1
http://en.wikipedia.org/w/index.php?title=New_Bank_of_India&action=edit&redlink=1
http://en.wikipedia.org/wiki/Punjab_National_Bank
http://en.wikipedia.org/wiki/Home_Minister_of_India
http://en.wikipedia.org/wiki/P._Chidambaram
http://en.wikipedia.org/wiki/P._Chidambaram
http://en.wikipedia.org/wiki/Economy_of_India
http://en.wikipedia.org/wiki/Financial_crisis_of_2007-2009
http://en.wikipedia.org/wiki/Financial_crisis_of_2007-2009
http://en.wikipedia.org/wiki/Narsimha_Rao
http://en.wikipedia.org/wiki/Liberalization
http://en.wikipedia.org/wiki/Axis_Bank
http://en.wikipedia.org/wiki/UTI_Bank
http://en.wikipedia.org/wiki/ICICI_Bank
http://en.wikipedia.org/wiki/HDFC_Bank
http://en.wikipedia.org/wiki/Economy_of_India
http://en.wikipedia.org/wiki/India
http://en.wikipedia.org/wiki/Retail_banking
http://en.wikipedia.org/wiki/Retail_banking
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In March 2006, the Reserve Bank of India allowed Warburg Pincus to increase its stake 

in Kotak Mahindra Bank (a private sector bank) to 10%. This is the first time an investor 

has been allowed to hold more than 5% in a private sector bank since the RBI announced 

norms in 2005 that any stake exceeding 5% in the private sector banks would need to be 

vetted by them. 

In recent years critics have charged that the non-government owned banks are too 

aggressive in their loan recovery efforts in connection with housing, vehicle and personal 

loans. There are press reports that the banks' loan recovery efforts have driven defaulting 

borrowers to suicide.  

1.2 PUBLIC FINANCE IN INDIA 
 

Public finance is a field of economics concerned with paying for collective or 

governmental activities, and with the administration and design of those activities. The 

field is often divided into questions of what the government or collective organizations 

should do or are doing, and questions of how to pay for those activities. The broader 

term, public economics, and the narrower term, government finance, are also often used. 

The proper role of government provides a starting point for the analysis of public finance. 

In theory, private markets will allocate goods and services among individuals efficiently 

(in the sense that no waste occurs and that individual tastes are matching with the 

economy's productive abilities). If private markets were able to provide efficient 

outcomes and if the distribution of income were socially acceptable, then there would be 

little or no scope for government. In many cases, however, conditions for private market 

efficiency are violated.  

"Market failure" occurs when private markets do not allocate goods or services 

efficiently. The existence of market failure provides an efficiency-based rationale for 

collective or governmental provision of goods and services. Externalities, public goods, 

informational advantages, strong economies of scale, and network effects can cause 

market failures. Public provision via a government or a voluntary association, however, is 

subject to other inefficiencies, termed "government failure." 

Under broad assumptions, government decisions about the efficient scope and level of 

activities can be efficiently separated from decisions about the design of taxation systems 

(Diamond-Mirlees separation). In this view, public sector programs should be designed to 

maximize social benefits minus costs (cost-benefit analysis), and then revenues needed to 

pay for those expenditures should be raised through a taxation system that creates the 

fewest efficiency losses caused by distortion of economic activity as possible. In practice, 

government budgeting or public budgeting is substantially more complicated and often 

results in inefficient practices. 

Government can pay for spending by borrowing (for example, with government bonds), 

although borrowing is a method of distributing tax burdens through time rather than a 

replacement for taxes. A deficit is the difference between government spending and 

http://en.wikipedia.org/wiki/Market_failure
http://en.wikipedia.org/wiki/Externalities
http://en.wikipedia.org/wiki/Public_good
http://en.wikipedia.org/wiki/Public_sector
http://en.wikipedia.org/wiki/Cost-benefit
http://en.wikipedia.org/wiki/Tax
http://en.wikipedia.org/wiki/Distortion_(economics)
http://en.wikipedia.org/wiki/Budgeting
http://en.wikipedia.org/wiki/Public_budgeting
http://en.wikipedia.org/wiki/Government_bond
http://en.wikipedia.org/wiki/Deficit
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revenues. The accumulation of deficits over time is the total public debt. Deficit finance 

allows governments to smooth tax burdens over time, and gives governments an 

important fiscal policy tool. Deficits can also narrow the options of successor 

governments. 

Public finance is closely connected to issues of income distribution and social equity. 

Governments can reallocate income through transfer payments or by designing tax 

systems that treat high-income and low-income households differently. 

The "Public Choice" approach to public finance seeks to explain how self-interested 

voters, politicians, and bureaucrats actually operate, rather than how they should operate. 

1.2.1 Government expenditures  

Economists classify government expenditures into three main types. Government 

purchases of goods and services for current use are classed as government consumption. 

Government purchases of goods and services intended to create future benefits--- such as 

infrastructure investment or research spending--- are classed as government investment. 

Government expenditures that are not purchases of goods and services, and instead just 

represent transfers of money--- such as social security payments--- are called transfer 

payments.  

Government operations 

Government operations are those activities involved in the running of a state or a 

functional equivalent of a state (for example, tribes, secessionist movements or 

revolutionary movements) for the purpose of producing value for the citizens. 

Government operations have the power to make, and the authority to enforce rules and 

laws within a civil, corporate, religious, academic, or other organization or group. In its 

broadest sense, "to govern" means to rule over or supervise, whether over a state, a set 

group of people, or a collection of people.  

Income distribution 

 Income distribution - Some forms of government expenditure are specifically 

intended to transfer income from some groups to others. For example, 

governments sometimes transfer income to people that have suffered a loss due to 

natural disaster. Likewise, public pension programs transfer wealth from the 

young to the old. Other forms of government expenditure which represent 

purchases of goods and services also have the effect of changing the income 

distribution. For example, engaging in a war may transfer wealth to certain sectors 

of society. Public education transfers wealth to families with children in these 

schools. Public road construction transfers wealth from people that do not use the 

roads to those people that do (and to those that build the roads). 

 Income Security 

 Employment insurance 
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http://en.wikipedia.org/wiki/National_Income_and_Product_Accounts#Accounting_for_National_Product:_The_Right_Side_of_the_Report
http://en.wikipedia.org/wiki/National_Income_and_Product_Accounts#Accounting_for_National_Product:_The_Right_Side_of_the_Report
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 Health Care 

1.2.2 Financing government expenditures 

Government financing can be achieved by taxes, government borrowing, asset sales, or 

seigniorage. How a government chooses to finance its activities can have important 

effects on the distribution of income and wealth (income redistribution) and on the 

efficiency of markets (effect of taxes on market prices and efficiency). The issue of how 

taxes affect income distribution is closely related to tax incidence, which examines the 

distribution of tax burdens after market adjustments are taken into account. Public 

finance research also analyzes effects of the various types of taxes and types of 

borrowing as well as administrative concerns, such as tax enforcement. 

Taxes 

A tax is a financial charge or other levy imposed on an individual or a legal entity by a 

state or a functional equivalent of a state (for example, tribes, secessionist movements or 

revolutionary movements). Taxes could also be imposed by a subnational entity. Taxes 

consist of direct tax or indirect tax, and may be paid in money or as corvée labor. A tax 

may be defined as a "pecuniary burden laid upon individuals or property to support the 

government a payment exacted by legislative authority." A tax "is not a voluntary 

payment or donation, but an enforced contribution, exacted pursuant to legislative 

authority" and is "any contribution imposed by government whether under the name of 

toll, tribute, tallage, gabel, impost, duty, custom, excise, subsidy, aid, supply, or other 

name."  

Debt 

Governments, like any other legal entity, can take out loans, issue bonds and make 

financial investments. Government debt (also known as public debt or national debt) is 

money (or credit) owed by any level of government; either central government, federal 

government, municipal government or local government. Some local governments issue 

bonds based on their taxing authority, such as tax increment bonds or revenue bonds. 

As the government represents the people, government debt can be seen as an indirect debt 

of the taxpayers. Government debt can be categorized as internal debt, owed to lenders 

within the country, and external debt, owed to foreign lenders. Governments usually 

borrow by issuing securities such as government bonds and bills. Less creditworthy 

countries sometimes borrow directly from commercial banks or international institutions 

such as the International Monetary Fund or the World Bank. 

Most government budgets are calculated on a cash basis, meaning that revenues are 

recognized when collected and outlays are recognized when paid. Some consider all 

government liabilities, including future pension payments and payments for goods and 

services the government has contracted for but not yet paid, as government debt. This 
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approach is called accrual accounting, meaning that obligations are recognized when they 

are acquired, or accrued, rather than when they are paid. 

Seigniorage 

Seigniorage is the net revenue derived from the issuing of currency. It arises from the 

difference between the face value of a coin or bank note and the cost of producing, 

distributing and eventually retiring it from circulation. Seigniorage is an important source 

of revenue for some national banks, although it provides a very small proportion of 

revenue for advanced industrial countries. 

Public Finance in Socialist Economies 

Public finance in centrally planned economies has differed in fundamental ways from that 

in market economies. Some state-owned enterprises generated profits that helped finance 

government activities. The government entities that operate for profit are usually 

manufacturing and financial institutions, services such as nationalized healthcare do not 

operate for a profit to keep costs low for consumers. The Soviet Union relied heavily on 

turnover taxes on retail sales. Sales of natural resources, and especially petroleum 

products, were an important source of revenue for the Soviet Union. In Venezuela, the 

state-run oil company PSDVA provides revenue for the government to fund its operations 

and programs that would otherwise be profit for private owners. In various mixed 

economies, the revenue generated by state-run or state-owned enterprises are used for 

various state endeavors. 

1.3 PRICE BEHAVIOUR IN INDIA 

 
Price Behaviour is a security analysis discipline for forecasting the future direction of 

prices through the study of current price movement. Price Behaviour predicts that 

animals, including Humans, learn behaviours. The theory relies on learned behaviour 

being repeated, should similar circumstances in the Financial market arise again. While 

many things have changed since trading's prehistoric beginnings, one thing has remained 

constant in any financial market: Humans are making the decisions. If an animal is 

rewarded it will repeat the behaviour; if a person is rewarded for a trading decision, they 

will repeat the behaviour. Investors can then capitalise on predicting the habits of others. 

 

India initiated its capital market reforms in the early 1990s; this time is also known as the 

Liberalisation, Privatisation, and Globalisation era. A major step was to provide statutory 

status to the Securities Exchange Board of India (SEBI), the capital market regulator in 

India, in 1992. This was followed by the adoption of screen-based trading with the setting 

up of the National Stock Exchange (NSE)1 in 1993 and the subsequent dematerialisation 

of securities in 1996. The Indian equity market has also seen some structural changes in 

the past decade, with the introduction of financial derivatives in 2000, the shift to rolling 

settlement (T + 2) in 2001 and the establishment of national commodity exchanges, to 

name a few. The equity market now has fairly well functioning components, composed of 

the pre-Initial Public Offer (IPO) market (involving venture funds and private equity 
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funds), the IPO market (electronic auctions), the secondary market (nationwide electronic 

trading) and market participants (households, mutual funds, insurance companies and 

Foreign Institutional Investors (FIIs). The presence of market participants has shown 

tremendous growth, with an increase of just 18 FIIs registered with SEBI in 1993 to 1319 

in 2008, 35 venture capital funds in 2000 to 106 by the end of 2008 and just 12 mutual 

funds in 1994 to 40 in 2008. They have also shown enormous potential in terms of trade 

activity, with FIIs cumulative net investment increasing from a mere USD4 million in 

1992–1993 to USD68 billion in 2007–2008. Similarly, net purchases by mutual funds 

increased from a mere USD460 million in 2000–2001 to USD18.39 billion in 2007–2008. 

In the same manner, the global listing of Indian securities has also shown unparallel 

growth, with the American Depository Receipts (ADRs)/Global Depository Receipts 

(GDRs) issues increasing from USD240 million in 1992–1993 to approximately USD8.8 

billion in 2007–2008 and external commercial borrowings (ECBs) from USD358 million 

in 1992–1993 to about USD22 billion in 2007–2008.  

 

However, the year 2008 was a gloomy year, with the global economy facing one of the 

largest banking crises. The Indian equity markets also experienced an almost 40% 

correction during that year. The price-earnings ratio (P/E) of the BSE Sensex2 also fell in 

line with the market, from around 28 in January to about 12 by the end of the year. In 

2008, FIIs pulled an estimated USD13 billion out from the Indian market, the first net 

outflow in 11 years and the greatest in 15 years. However, with oil prices and all other 

commodity prices witnessing sharp corrections coupled with a significant drop in 

inflation, there are sufficient triggers to support a positive growth outlook. Additionally, 

the prompt and effective intervention by the Reserve Bank of India (RBI), the central 

bank of India, through aggressive rate cuts and liquidity infusion will surely provide 

impetus to growth in 2009.  

 

The steep market decline has created opportunities for buying many growth companies 

trading at single-digit P/E ratios and below their net asset values. The long-term outlook 

remains positive for the Indian market, though in the short term, it may show extreme 

volatility on account of apprehensions over slowing growth, selling by foreign funds and 

investment opportunities in other asset classes such as commodities. Despite concerns 

about the persistent damage to investor confidence, the Indian market is not expensive 

and presents a rare investment opportunity on account of attractive valuations, strong 

fundamentals of the economy and a relatively better growth outlook. 

 

With such a vibrant opportunity present in the equity market, there is a grave need to 

place emphasis on the valuation techniques used to evaluate common stocks. At firms 

within the investment community, be they equity research firms, venture capitalists, 

trading firms, investment banks, and hedge funds, etc., relative valuation is the most 

acceptable technique for valuing stocks, apart from fundamental valuation. Relative 

valuation estimates the value of an asset by looking at the pricing of 'comparable' assets 

relative to a common variable such as earnings, cash flows, book value or sales. It is the 

most popular technique of valuing an asset for a few reasons. First, a valuation based 

upon a multiple for comparable firms can be quickly estimated with far fewer 

assumptions and in a speedy manner compared to fundamental analysis. Second, a 
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relative valuation is simpler to understand and easier to present to clients and customers. 

Values in relative valuations can be standardised relative to earnings firms generate, to 

the book value or replacement value of the firms themselves, to the revenues that firms 

generate or to measure a firm's cash flows. Some of the important multiples in relative 

valuations are earnings multiples, which can be estimated using current earnings per 

share, yielding a current P/E, earnings over the last four quarters, resulting in a trailing 

P/E, or expected earnings per share in the next year, providing a forward P/E. The ratio of 

price to book value (P/BV) or to the replacement value, which is the accounting estimate 

of book value, is determined by accounting rules and is heavily influenced by the original 

price paid for any assets and any accounting adjustments (such as depreciation) made 

since. For those who believe that book value is not a good measure of the true value of 

assets, an alternative is to use the replacement cost of the assets; the ratio of the market 

value of a firm to its replacement cost is called Tobin's Q. Another important price 

multiple used in the industry a revenue-based multiple that is the ratio of the market value 

of an asset to the revenue it generates. For equity investors, this ratio is the price-tosales 

ratio (P/S), where the market value per share is divided by the revenues. 

 

Some equity researchers emphasise price-to-cash flow (P/CF) ratios instead of traditional 

P/E ratios, as the later is impacted by the accounting treatment of certain items in a firm's 

financial statements. 

 

1.4 FINANCIAL SECTOR REFORMS 

The last ten years have witnessed a maturing of the country's financial markets. While 

many major commercial banking and specialised investment institutions continue to be in 

the public sector, private sector institutions are growing rapidly in commercial banking 

and asset management business, says Abhijit Roy.  

A DECADE is not a long time in the life of a nation. However, the last ten years mark a 

watershed in India's economic and political development. This article attempts to take 

stock, albeit briefly, of the important achievements of the financial sector reforms 

undertaken since 1991 by various governments.  

1.4.1 Financial markets  

The last ten years have witnessed a maturing of the country's financial markets. While 

many major commercial banking and specialised investment institutions continue to be in 

the public sector. Private sector institutions are growing rapidly in commercial banking 

and asset management business. With the recent opening up of the insurance sector, the 

private sector will start making a dent in the market.  

Deregulation of the financial system and competition among financial intermediaries has 

led to a gradual decline in interest rates. The task is to keep the real interest rate, that is 

the difference between the nominal rate of interest and the expected rate of inflation, at a 

realistic level, so that borrowers do not pay a high price, while depositors have an 
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incentive to save. In India structural rigidities in the form of high intermediation costs 

and non-performing assets have been responsible for high real interest rates.  

It may be added that deregulation has not always been successful, witness the problems 

faced by a number of non-banking finance companies (NBFCs) and the poor performance 

of primary markets in recent years.  

1.4.2 Regulators  

The Government has accepted the important role of regulators. The Finance Ministry 

continues to formulate major policies relating to the financial sector. However, the 

Reserve Bank of India has become more independent, while the Securities and Exchange 

Board of India and the Insurance Regulatory and Development Authority (IRDA) have 

become important institutions. A Pensions Regulatory Authority is to be set up under the 

IRDA. There is an opinion that a multiplicity of regulators should be avoided and there is 

need for a super-regulator for the financial services sector.  

1.4.3 The banking system  

Public sector banks (PSBs) continue to dominate the commercial banking system, 

controlling 80 per cent of the business. Shares of leading PSBs are already listed on the 

stock exchanges. The Government proposes to reduce its equity stake in PSBs to 33 per 

cent. This can ultimately lead to privatisation of PSBs.  

As part of the liberalisation process, the RBI gave licences to new private sector banks. 

Already restructuring of private sector banking has started with a few banks merging in 

order to form stronger entities. Only a few of the existing private sector banks have the 

managerial capability and financial strength to expand rapidly. The RBI has also been 

wary of granting banking licences to industrial houses. Further, a number of private 

sector banks have been successful in the retail and consumer segments, but are yet to 

deliver in important areas such as industrial finance, retail trade, small business and 

agricultural finance. With foreign banks facing the constraint of limited number of 

branches, the PSBs will continue to be the critical element in this industry for some time. 

Hence, in order to achieve an efficient banking system, the onus is on the Government to 

encourage the PSBs to be run on professional lines.  

1.4.4 Development finance institutions  

 FIs's access to SLR funds reduced. Now they have to approach the capital market 

for debt and equity funds.  

 Convertibility clause no longer obligatory for assistance to corporates sanctioned 

by term-lending institutions.  

 Capital adequacy norms extended to financial institutions.  

 DFIs such as IDBI and ICICI have entered other segments of financial services 

such as commercial banking, asset management and insurance through separate 

ventures. The move to universal banking has started.  
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1.4.5 Non-banking finance companies  

In the case of new NBFCs seeking registration with the RBI, the requirement of 

minimum net owned funds, has been raised to Rs.2 crores.  

Until recently, the money market in India was narrow and circumscribed by tight 

regulations over interest rates and participants. The secondary market was 

underdeveloped and lacked liquidity. Several measures have been initiated and include 

new money market instruments, strengthening of existing instruments and setting up of 

the Discount and Finance House of India (DFHI).  

The RBI conducts its sales of dated securities and treasury bills through its open market 

operations (OMO) window. Primary dealers bid for these securities and also trade in 

them. The DFHI is the principal agency for developing a secondary market for money 

market instruments and Government of India treasury bills. The RBI has introduced a 

liquidity adjustment facility (LAF) in which liquidity is injected through reverse repo 

auctions and liquidity is sucked out through repo auctions.  

On account of the substantial issue of government debt, the gilt- edged market occupies 

an important position in the financial set- up. The Securities Trading Corporation of India 

(STCI), which started operations in June 1994 has a mandate to develop the secondary 

market in government securities.  

Long-term debt market: The development of a long-term debt market is crucial to the 

financing of infrastructure. After bringing some order to the equity market, the SEBI has 

now decided to concentrate on the development of the debt market. Stamp duty is being 

withdrawn at the time of dematerialisation of debt instruments in order to encourage 

paperless trading.  

1.4.6 The capital market  

The number of shareholders in India is estimated at 25 million. However, only an 

estimated two lakh persons actively trade in stocks. There has been a dramatic 

improvement in the country's stock market trading infrastructure during the last few 

years. Expectations are that India will be an attractive emerging market with tremendous 

potential. Unfortunately, during recent times the stock markets have been constrained by 

some unsavoury developments, which has led to retail investors deserting the stock 

markets.  

1.4.7 Mutual funds  

The mutual funds industry is now regulated under the SEBI (Mutual Funds) Regulations, 

1996 and amendments thereto. With the issuance of SEBI guidelines, the industry had a 

framework for the establishment of many more players, both Indian and foreign players.  
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The Unit Trust of India remains easily the biggest mutual fund controlling a corpus of 

nearly Rs.70,000 crores, but its share is going down. The biggest shock to the mutual 

fund industry during recent times was the insecurity generated in the minds of investors 

regarding the US 64 scheme. With the growth in the securities markets and tax 

advantages granted for investment in mutual fund units, mutual funds started becoming 

popular.  

The foreign owned AMCs are the ones which are now setting the pace for the industry. 

They are introducing new products, setting new standards of customer service, improving 

disclosure standards and experimenting with new types of distribution.  

The insurance industry is the latest to be thrown open to competition from the private 

sector including foreign players. Foreign companies can only enter joint ventures with 

Indian companies, with participation restricted to 26 per cent of equity. It is too early to 

conclude whether the erstwhile public sector monopolies will successfully be able to face 

up to the competition posed by the new players, but it can be expected that the customer 

will gain from improved service.  

The new players will need to bring in innovative products as well as fresh ideas on 

marketing and distribution, in order to improve the low per capita insurance coverage. 

Good regulation will, of course, be essential.  

1.4.8 Overall approach to reforms  

The last ten years have seen major improvements in the working of various financial 

market participants. The government and the regulatory authorities have followed a step-

by-step approach, not a big bang one. The entry of foreign players has assisted in the 

introduction of international practices and systems. Technology developments have 

improved customer service. Some gaps however remain (for example: lack of an inter-

bank interest rate benchmark, an active corporate debt market and a developed 

derivatives market). On the whole, the cumulative effect of the developments since 1991 

has been quite encouraging. An indication of the strength of the reformed Indian financial 

system can be seen from the way India was not affected by the Southeast Asian crisis.  

However, financial liberalisation alone will not ensure stable economic growth. Some 

tough decisions still need to be taken. Without fiscal control, financial stability cannot be 

ensured. The fate of the Fiscal Responsibility Bill remains unknown and high fiscal 

deficits continue. In the case of financial institutions, the political and legal structures hve 

to ensure that borrowers repay on time the loans they have taken. The phenomenon of 

rich industrialists and bankrupt companies continues. Further, frauds cannot be totally 

prevented, even with the best of regulation. However, punishment has to follow crime, 

which is often not the case in India.  

1.4.9 Where do we go from here?  
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The Indian financial system is fragmented and small by international standards. The 

global trend is towards convergence and consolidation. The M&A activity in the Indian 

financial system till now has been mainly restricted to private players. The role of foreign 

capital in the financial services sector has been somewhat limited in the past decade, but 

is expected to increase in the coming decade, with the World Trade Organisation 

probably facilitating the process. Foreign companies are already allowed to hold a 

majority stake in asset management companies and NBFCs, up to 49 per cent in banks 

and a maximum of 26 per cent in insurance companies.  

The Government has to decide what it wants to do with its ownership of public sector 

financial institutions. Lack of funds will force its to divest its stake over a period, but this 

may mean only a slow death for the institutions involved. The political and bureaucratic 

establishment has to be convinced that they are doing more harm than good by interfering 

in the management of these institutions. Otherwise even after reduction of its equity stake 

to 33 per cent, the public sector character of banks will remain unchanged! Offices such 

as Department of Banking need to be wound up, with regulators taking control. Senior 

level appointments have to be made by the respective boards of directors by accessing the 

market place, and offering market related salaries and incentives. The board of directors, 

based on performance, should renew senior level appointments. The institutions should 

have the right to forcibly retire existing non-performing employees, and new staff should 

be recruited without guaranteeing life-time employment. Even the threat of action will 

improve performance and productivity.  

A few steps will dramatically change the outlook of these institutions and Government 

will get much higher prices for the shares divested. Government shares should be offered 

either to the ordinary public, or domestic and international financial institutions like 

mutual funds, FIIs, insurance companies, pension funds and banks, and not to business 

houses. Today international capital movements have ensured that there is no dearth of 

funds for good proposals. It has to be realised that there is a difference between 

ownership and professional management. This is applicable to Government and private 

sector entities.  

1.4.10 Consolidation imperative  

Another aspect of the financial sector reforms is the consolidation of existing institutions. 

This is especially applicable to the commercial banks. There are just too many banks in 

India. First, there is no need for 27 PSBs with branches all over India. A number of them 

can be merged. The merger of Punjab National Bank and New Bank of India was a 

difficult one, but the situation is different now. No one expected so many employees to 

take voluntary retirement from PSBs, which at one time were much sought after jobs. 

Private sector banks will consolidate on their own, while co-operative banks and rural 

banks need to be encouraged to do so, and anyway play only a niche role.  

In the case of insurance, the Life Insurance Corporation of India is a behemoth, while the 

four public sector general insurance companies will probably move towards consolidation 

with a bit of nudging. The UTI is again a large institution, even though facing difficult 
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times, and most other public sector players are already exiting the mutual fund business. 

There are a number of small mutual fund players in the private sector, but the business 

being comparatively new for the private players, it will take some time before 

consolidation takes place.  

We finally come to convergence in the financial sector, the new buzzword 

internationally. Modern technology and the need to meet heightened consumer 

expectations is encouraging convergence, even though it has not always been successful. 

In India organisations such as ICICI, IDBI, HDFC and SBI are already trying to offer 

various services to the customer under one umbrella. This phenomenon is expected to 

grow rapidly in the coming years. Where mergers may not be possible, alliances between 

organisations may be effective. Various forms of bancassurance are being introduced, 

with the RBI having already come out with detailed guidelines for entry of banks into 

insurance. The LIC has bought into Corporation Bank in order to spread its insurance 

distribution network. Both banks and insurance companies have started entering the asset 

management business, as there is a great deal of synergy among these businesses. The 

pensions market is expected to open up fresh opportunities for insurance companies and 

mutual funds.  

It is not possible to play the role of the Oracle of Delphi when a vast nation like India is 

involved. However, a few trends are evident, and the coming decade should be as 

interesting as the last one.  

1.4.11 Deregulation of banking system  

 Prudential norms introduced for income recognition, asset classification, 

provisioning for delinquent loans and capital kadequacy. In order to reach the 

stipulated capital adequacy norms, substantial capital has been provided by the 

Government to PSBs.  

 Government pre-emption of banks' resources through statutory liquidity ratio 

(SLR) and cash reserve ratio (CRR) brought down in stages.  

 Interest rates on deposit and lending sides almost entirely deregulated.  

 New private sector banks allowed to promote competition.  

 PSBs encouraged to approach the public to raise resources.  

 Recovery of debts due to banks and the Financial Institutions Act, 1993 passed, 

and special recovery tribunals set up to facilitate quicker recovery of loan arrears.  

 Bank lending norms liberalised and a loan system to ensure better control over 

credit introduced.  

 Banks asked to set up asset liability management (ALM) systems. RBI guidelines 

issued for risk management systems in banks encompassing credit, market and 

operational risks.  

 A credit information bureau being established to identify bad risks.  

 Derivative products such as forward rate agreements (FRAs) and interest rate 

swaps (IRSs) introduced.  
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1.4.12 Capital market developments  

 The Capital Issues (Control) Act, 1947, repealed, office of the Controller of 

Capital Issues abolished and initial share pricing decontrolled.  

 The SEBI, the capital market regulator, established in 1992.  

 Foreign institutional investors (FIIs) allowed to invest in Indian capital markets 

after registration with the SEBI.  

 Indian companies permitted to access international capital markets through euro 

issues.  

 The National Stock Exchange (NSE), with nationwide stock trading and 

electronic display, clearing and settlement facilities, established. Several regional 

stock exchanges change over from floor based trading to screen based trading.  

 SEBI regulations governing substantial acquisition of shares and takeovers, 

including conditions under which disclosures and mandatory public offers are to 

be made to shareholders.  

 Private mutual funds permitted.  

 The Depositories Act provides a legal framework for the establishment of 

depositories to record ownership deals in book entry form. Dematerialisation of 

stocks encourages paperless trading.  

 Companies required to disclose all material facts and specific risk factors 

associated with their projects while making public issues.  

 To reduce the cost of issue, underwriting by the issuer made optional, subject to 

conditions.  

 The practice of making preferential allotment of shares at prices unrelated to the 

prevailing market prices stopped and fresh guidelines issued by SEBI.  

 SEBI reconstitutes governing boards of the stock exchanges, introduces capital 

adequacy norms for brokers, and makes rules for making client/broker 

relationship more transparent, including separation of client and broker accounts.  

 One time permission to stock brokers extended to corporatise their business, 

without attracting capital gains tax.  

 Buy back of shares allowed.  

 The SEBI starts insisting on greater corporate disclosures. Steps being taken to 

improve corporate governance based on the report of a committee.  

 SEBI issues detailed employee stock option scheme and employee stock purchase 

scheme for listed companies.  

 Standard denomination for equity shares of Rs. 10 and Rs. 100 abolished. 

Companies given the freedom to issue dematerialised shares in any denomination.  

 Derivatives trading starts with index options and futures.  

 A system of rolling settlements introduced.  

 SEBI empowered to register and regulate venture capital funds.  

 The SEBI (Credit Rating Agencies) Regulations, 1999 issued for regulating new 

credit rating agencies as well as introducing a code of conduct for all credit rating 

agencies operating in India.  
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The draft report of the High Level Committee on Financial Sector Reforms (Report) 

headed by Raghuram Rajan has been placed by the Planning Commission on its website. 

The Report offers some down-to-earth suggestions to tweak our economy. 

 

The Report examines the challenges that cross border capital flows pose for 

macroeconomic management. It admits that the scale of capital flows to be managed has 

been larger than anticipated. All the same, our economy‘s managers need to develop a 

policy framework that would help deal with larger inflows and larger outflows. Why? 

Inflows largely represent a minor adjustment in global portfolios in favour of India. But 

there would be a larger outflow of funds if either domestic or global circumstances were 

to become adverse. The fact that India continues to run a current account deficit, albeit 

modest, makes it vulnerable to a sudden stop of inflows.  

  

The exigencies of dealing with this large volume of flows have slowed financial sector 

reforms in India. They have also led to an increase in the fiscal burden through the cost of 

sterilization. In the circumstances, there is a need to think through the institutions and 

markets needed to facilitate a more effective response to what is likely to be a recurrent 

phenomenon (of voluminous flows). The response to the ‗capital flows‘ problem points 

to some uncertainty on the part of the authorities.  

  

The Report admits that there are no ideal solutions for managing the integration of a large 

domestic financial system into the global economy. But one thing is clear: consistency, 

clarity, credibility and continuity of policies are important. Imbalances between the 

supply of and demand for foreign exchange can arise from trade flows just as much as 

from the capital account. A completely open capital account creates familiar and well-

known issues for monetary management. The monetary authority finds difficulty in 

reconciling exchange rate stability with interest rate autonomy. As the experience of the 

oil-exporting countries (or of China) shows, imbalances between the supply of and 

demand for foreign exchange can arise from trade flows too and generate pressures for 

the nominal exchange rate to appreciate. Thus, exchange rate appreciation and measures 

to counter it (such as central bank purchases of foreign exchange), are not phenomena 

that arise exclusively from an open capital account. On the other hand, progressive 

opening of the capital account enhances the scale (and potential volatility) of foreign 

exchange flows and links these flows to domestic monetary conditions, particularly 

efforts to set domestic interest rates and / growth of domestic credit 

  

India has been managing its nominal exchange rate to maintain ―external 

competitiveness‖, with generally positive results for growth in exports of goods and 

services. Stability and predictability of the exchange rate of the rupee, nominally against 

a basket of currencies but primarily against the U.S. dollar, has been an established 

feature of our policy landscape. The link to the dollar over the years can also be seen as 

representing an informal ―nominal anchor‖ for the Indian monetary system, necessary in 

the absence of either fiscal restraint or a formal inflation target. While in the present 

decade there has been a boom in exports of business services, the magnitude of the 

ensuing surpluses did not present major problems for either exchange rate or monetary 

management. Thus, in the mind of the Indian policy makers, pressure on the nominal 
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exchange rate to appreciate and the perceived threat to competitiveness, have come to be 

associated with the surge in capital inflows. The management problems have been 

aggravated by the decline of the dollar against other major currencies and the tight link of 

the currencies of major Asian competitors of India in third world markets, particularly 

China, to the dollar. 

  

Capital inflows have generated pressures for nominal exchange rate appreciation of the 

rupee against the dollar. In order to counteract this pressure, the central bank has 

intervened by buying foreign exchange. But too much intervention could lead to excess 

domestic liquidity and consequent inflationary pressures. Balancing these two 

considerations, viz., external competitiveness versus domestic inflation has become an 

increasingly complex problem.  

  

What matters for external competitiveness is the real effective exchange rate (REER) 

rather than the nominal dollar-rupee exchange rate per se. The factors that drive the 

REER go beyond just capital flows. The primary factor tends to be differentials in 

productivity growth between a country and its main trading partners and between the 

traded goods sector in a country and the non-traded goods sector. This is because more 

productive manufacturing workers in a country will earn more and push up the price of 

housing or haircuts (non-traded goods sector), thus causing the real exchange rate to 

appreciate. In the short to medium term, the exchange rate can also be influenced by 

conditions of domestic aggregate demand and supply, and, of course, the net capital 

inflows into a country. 

  

In India, a confluence of forces has in recent years put enormous pressure on the real 

effective exchange rate to appreciate. Relative productivity growth of the traded goods 

sector has been higher than in most industrial countries that constitute final markets for 

India‘s exports, as well as relative to the domestic non-traded goods sector. Aggregate 

demand has been higher than supply, in part due to the large government budget deficit 

(centre and states together). Foreign investors have been pouring money in. 

  

Even if it were granted that the real exchange rate is appreciating too quickly, it does not 

necessarily follow that the most efficient response is to attempt to restrain the nominal 

exchange rate through sterilized intervention. Indeed, if the real appreciation is an 

equilibrium phenomenon, attempting to resist it through sterilized intervention can lead to 

an outcome of higher inflation, higher debt and a more repressed financial system than 

the alternative of allowing the nominal exchange rate to take on some of the burden of 

adjustment 

 

1.5 INTEREST RATE POLICY 

Simply put the price of money. Textbook economics describes the interest rate in many 

ways: as the reward for postponing current consumption, the opportunity cost of holding 

money, the price paid for use of money and, more technically, the inverse of the price of 

bonds.  
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Let us see some basic questions. 

How is the rate determined?  

The simplest theory is the loanable funds one, that it is the rate that equilibrates the 

supply of loanable funds in an economy with the demand for such funds. Then there is 

the classical theory, which defines the interest rate as the point of intersection of the 

savings and investment curves. Investment represents the demand for investable 

resources and saving represents the supply, whilst the rate of interest is the ―price‖ at 

which the two are equated.  

Does it mean that there is just one interest rate in an economy?  

No. The rate at which the government (sovereign) borrows—or the rate that equilibrates 

government‘s demand for funds with the supply—is called the risk-free rate of interest 

(the logic being, there is no risk in lending to government, as it can always print money).  

All other interest rates will be at a premium over the risk-free rate for the period in 

question, the amount of premium determined by the credit-risk of the borrower. Someone 

with a good record of returning loans will be able to borrow at a cheaper rate compared to 

someone with a credit history as a defaulter.  

How do central banks influence interest rates?  

The main function of central banks is to preserve the value of money i.e. to keep inflation 

in check. They do so in a number of ways — by targeting a particular rate of inflation or 

by targeting a certain level of money supply in the economy. Typically, a central bank 

assesses the amount of funds required to oil the economy‘s wheels, commensurate with 

the desirable level of economic activity. It raises rates whenever it feels the economy is 

over-heating and lowers these when it wishes to spur investment and growth.  

Interest rate policies, once thought to be just an intermediate target or an instrument of 

monetary authority to stabilise aggregate demand and inflation, have become the focus of 

policy discussion in India in recent times. The discussion seem to centre around the 

potential trade-offs involved in keeping interest rates low. The trade-offs related to 

targeting or regulation of any asset price, such as interest or exchange rate, has to be 

analysed from two perspectives: a macro perspective and a market micro-structure 

perspective.  

From a macro perspective, the discussion relates to whether reduction in interest rates 

promotes or facilitates growth revival, and whether changes in interest rates have an 

adverse impact on the welfare of some sections of population that may lose interest 

income when the rates fall but do not gain when the growth process picks up. From a 

market micro-structure perspective, the discussion relates to the consequences of low 

interest rate policies on the liquidity and efficiency of capital markets in general and debt 

markets in particular.  
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The primary focus of the discussion on interest rates so far has been from the macro 

perspective and very little has been said about the implications of low interest policies for 

the behaviour of debt market participants and its potential adverse consequences over the 

quality of price discovery process in asset markets. In this and two subsequent columns, I 

intend to discuss these issues with a view to explain some stylised facts or anomalies that 

we have seen in the Indian debt markets during the last couple of years.  

It is instructive to look at some facts before we undertake such an analysis. There are 

three important stylised facts about debt markets that require attention: First, there has 

been a significant downward shift, not just in the short-term rates, but in the entire term 

structure of interest rates; the average of 3-month and 10-year interest rates (derived from 

the database of zero coupon yield curves that we constructed at the National Stock 

Exchange) during the last fiscal year is about 350 basis points lower than that of the 

previous three years.  

Second, the ratio of volatility of long rates to that of short rates has gone up from 0.6 in 

1999-2000 to 1.3 in 2001-2002, indicating an excessively volatile bond market. Third, 

there has been an increase in the trading intensity of long-term bonds relative to short-

term bonds as reflected in the increase in the number of trades and turnover ratio during 

the last fiscal year as compared to previous years. With the backdrop of a ‗soft interest 

rate policy regime‘, these patterns point to excessively sensitive market behaviour in 

response to policy signals emanating from the Reserve Bank of India and the Union 

finance ministry.  

For example, while the decline in short rates could be attributable to the prevailing excess 

liquidity conditions in the system, they cannot explain the fall in the long rates as the 

latter are driven by inflation expectations over the long run. If all market participants 

expect that, despite high fiscal deficits, inflation is going to be low and stable, how can 

one explain the increase in the volatility and trading intensity at the long-end of the yield 

curve? The moot question, therefore, is whether this reaction is part of an ‗irrationally 

exuberant‘ market trading activity or whether it is a rational response to conflicting 

signals emanating from policy authorities.  

Finding an answer to this question is important since it will help us understand whether 

the policy had an unintended consequence of over-sensitising market participants to its 

signals, thereby increasing the possibility of ‗momentum trading‘, and whether the 

observed patterns in bond yields are due to variations in market‘s perception about 

fundamentals or are an outcome of liquidity-driven ‗information less‘ trading. If, in their 

drive to bring down interest rates, the policy authorities have adversely affected the 

expectation formation and quality of price discovery process, it would have long-term 

consequences for the development of debt markets.  

Expectations are rising that Reserve Bank of India (RBI) will have to start raising its 

extremely low interest rates as inflation is set to accelerate, although policymakers are 

fearful of moving too soon. 
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The central bank has been preparing markets for tighter policy while government officials 

have underlined the need to maintain pro-growth measures. 

The RBI is due to hold a quarterly policy review on 27 October. A rate rise is unlikely, 

but the RBI might raise cash reserve requirements for banks as an influx of foreign funds 

adds liquidity to the financial system. 

Why is the RBI expected to tighten policy? 

Recent data showed industrial output in next months jumped from a year earlier at its 

fastest pace in 22 months, far surpassing expectations as demand for consumer durables 

goods jumped. 

Inflation is expected to pick up rapidly as economic activity improves and as the 

dampening effect of last year‘s high energy and commodities prices falls out of inflation 

calculations. 

Wholesale inflation was just 0.7% in the 12 months to 26 September 2009. By the end of 

the fiscal year in March though, the finance ministry sees it between 5% and 6%. Some 

private analysts say it could reach that level as soon as December and 8% or more by 

March. 

The central bank‘s comfort zone is seen as roughly 5%. 

The surge in sales of consumer durable goods, partly from stimulus spending, shows 

demand-side pressures building. An expected pick up in exports and credit growth will 

add to inflation pressures. 

India avoided the deep recessions of many other countries during the global downturn. 

Growth slowed to 6.7% last year after hitting at least 9% in the previous three years. The 

government sees growth this fiscal year of roughly 6.3 to 6.5%. 

1.6 REVIEW OF MONETARY POLICY OF RBI 
 

Following is the entire text of the Reserve Bank's third quarter review of Monetary Policy 

2009-10. 

I. The State of the Economy 

Global Economy 

The global economy is showing increasing signs of stabilisation. The growth outlook in 

virtually all economies is being revised upwards steadily, with the Asian region 

experiencing a relatively stronger rebound. Global trade is gradually picking up, but other 

indicators of economic activity, particularly capital flows and asset and commodity prices 
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are more buoyant. However, even as most of the forecasts on recovery are generally 

optimistic, significant risks remain. The recovery in many economies is driven largely by 

government spending, with the private sector yet to begin playing a significant part. 

There are signs that high levels of global liquidity are contributing to rising asset prices 

as well as rising commodity prices. Emerging market economies (EMEs) are generally 

recovering faster than advanced economies. But they are also likely to face increased 

inflationary pressures due to easy liquidity conditions resulting from large capital 

inflows. 

While conditions in the beginning of 2010 are significantly better than they were at the 

beginning of 2009, a different set of policy challenges has emerged for both advanced 

economies and EMEs. In 2009, while advanced economies were focused on dealing with 

the financial crisis, especially reviving the credit market and restoring the health of the 

financial sector, EMEs were engaged in mitigating the adverse impact of the global 

financial crisis on their real economies. In 2010, the effort in advanced economies will be 

to further improve the financing conditions and strengthen the growth impulses, while the 

endeavour in the EMEs will be to strengthen the recovery process without compromising 

on price stability and to contain asset price inflation stemming from large capital inflows. 

Domestic Economy 

As stated in the Second Quarter Review of October 2009, India's macroeconomic context 

is different from that of advanced and other EMEs in at least four respects. One, India is 

facing rising inflationary pressures, albeit largely due to supply side factors. Two, 

households, firms and financial institutions in India continue to have strong balance 

sheets, although there is a need to encourage domestic consumption and investment 

demand. Three, since the Indian economy is supply-constrained, pick-up in demand could 

exacerbate inflationary pressures. Four, India is one of the few large EMEs with twin 

deficits - fiscal deficit and current account deficit. 

Growth during Q2 of 2009-10, at 7.9 per cent, reveals a degree of resilience that surprised 

many. Subsequent data releases, whether on industrial production, infrastructure or 

exports, confirm the assessment that the economy is steadily gaining momentum. Based 

on this better-than-expected performance, growth forecasts for 2009-10 have generally 

been revised upwards. As reassuring as this recovery is, it is still unbalanced. Public 

expenditure continues to play a dominant role and performance across sectors is uneven, 

suggesting that recovery is yet to become sufficiently broad-based. 

For several months, rapidly rising food inflation has been a cause for concern. More 

recently, there are indications that the sustained increase in food prices is beginning to 

spill over into other commodities and services as well. The increases in the prices of 
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manufactured goods have accelerated over the past two months. While food products, 

understandably, contribute significantly to this, pressures in other sectors are also visible. 

Further, prices of non-administered fuel items have increased significantly in line with 

rising international prices. With growth accelerating in the second half of 2009-10 and 

expected to gain momentum over the next year, capacity constraints could potentially 

reinforce supply-side inflationary pressures. 

The inflation risk looms larger when viewed in the context of global price movements. 

As already indicated, global commodity prices are showing signs of firming up, driven 

both by the recovery in demand and the asset motive. Significantly, prices of important 

food items are also firming up. Going by the Food and Agriculture Organisation (FAO) 

data, the global rates of increase in the prices of sugar, cereals and edible oils are now 

appreciably higher than domestic rates. The opportunity to use imports as a way to 

contain domestic food prices is, therefore, quite limited. 

Monetary aggregates during 2009-10 have so far moved broadly in line with their 

projections. However, non-food bank credit growth decelerated significantly from its 

peak of over 29 per cent in October 2008 to a little over 10 per cent in October 2009. 

Thereafter, it recovered to over 14 per cent by mid-January 2010. This credit 

performance should be seen in the context of improved access of corporates to non-bank 

sources of funds this year. Rough calculations show that the total flow of financial 

resources from banks, domestic non-bank and external sources to the commercial sector 

during 2009-10 (up to January 15, 2010) at Rs.5,89,000 crore was only marginally lower 

than Rs.5,95,000 crore in the corresponding period of the previous year. These numbers 

suggest that non-bank sources of finance have, to a large extent, mitigated the impact of 

the slow down in bank credit growth. 

Our previous Reviews have commented on the monetary transmission during the crisis 

period. While the changes in the Reserve Bank's policy rates were quickly transmitted to 

the money and government securities markets, transmission to the credit market was 

slower. Evidently, the transmission is still in progress. The effective average lending rate 

of scheduled commercial banks declined from 12.3 per cent in March 2008 to 11.1 per 

cent in March 2009. Although relevant information for the subsequent period is not 

available, the effective average lending rates may have declined further as banks' 

benchmark prime lending rates (BPLRs) softened by 25-100 basis points during this 

period. 

Financial markets have remained orderly. Overnight money market rates remained below 

or close to the lower bound of the liquidity adjustment facility (LAF) corridor. Liquidity 

conditions remained comfortable with the Reserve Bank absorbing about Rs.1,09,000 
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crore on a daily average basis during the current financial year. Yields on government 

securities could potentially have increased sharply because of the abrupt increase in 

government borrowings. However, the upward pressure on yields was contained by lower 

commercial credit demand, open market operation (OMO) purchases and active liquidity 

management by the Reserve Bank. Equity markets are behaving in a manner consistent 

with global patterns. Real estate prices have firmed up as has been the trend in several 

other EMEs. Increasing optimism about the recovery and high levels of liquidity are 

driving up real estate prices although they are still some distance away from the pre-crisis 

peaks. 

On the fiscal front, the stimulus by the government in the second half of 2008-09 has 

clearly contributed significantly to the recovery. It may be recalled that the crisis-driven 

stimulus by way of reduction in excise levies, interest rate subventions and additional 

capital expenditure came on top of structural measures already built into the budget such 

as the Sixth Pay Commission Award and farm debt waiver. 

We will have to await the forthcoming budget in end-February 2010 for the 

Government's decision on phasing out the transitory components of the stimulus. As 

regards the structural components, even though they were one-off, some of their impact is 

expected to continue over the next couple of years, as state governments and public 

sector enterprises align their compensation structures with the recommendations of the 

Sixth Pay Commission. 

Managing the government borrowing programme to finance the large fiscal deficit posed 

a major challenge for the Reserve Bank. In order to address this, the Reserve Bank front-

loaded the government borrowing programme, unwound MSS securities and undertook 

OMO purchases. 

On the external front, exports have begun responding to the revival in global demand. 

Right through the difficulties of 2008-09 and the early months of the current financial 

year, there was never any pressure on the current account. However, capital outflows in 

the third quarter of 2008-09 led to some stress on the balance of payments, but we rode 

this out on the strength of our forex reserves. The Reserve Bank, however, had to initiate 

some conventional and non-conventional measures to ease the pressure on forex and 

rupee liquidity. In the space of a year, the situation has clearly stabilised. 

The current account deficit during April-September 2009 was US$ 18.6 billion, up from 

US$ 15.8 billion during April-September 2008. Over the first half of 2009-10, capital 

inflows resumed, but were not significantly in excess of the current account deficit. 

India's improving growth prospects, combined with persistently high levels of global 

liquidity, may result in a significant increase in net inflows over the coming months. 
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Depending on how these are handled, there will be implications in terms of a 

combination of exchange rate appreciation, larger systemic liquidity and the fiscal costs 

of sterilisation. 

II. Outlook and Projections 

Global Outlook 

Global economic performance improved during the third and fourth quarters of 2009, 

prompting the IMF to reduce the projected rate of economic contraction in 2009 from 1.1 

per cent made in October 2009 to 0.8 per cent in its latest World Economic Outlook 

(WEO) Update released on January 26, 2010. The IMF has also revised the projection of 

global growth for 2010 to 3.9 per cent, up from 3.1 per cent (Table 1). The IMF expects 

the growth performance, which will be led by major Asian economies, to vary 

considerably across countries and regions, reflecting different initial conditions, external 

shocks, and policy responses. 

The IMF has also revised upwards its projection of the real GDP growth of emerging and 

developing economies for 2009 to 2.1 per cent from its earlier number of 1.7 per cent. 

The estimates are even more optimistic for 2010. The growth of emerging and developing 

economies is now projected at 6.0 per cent, up from 5.1 per cent earlier. The growth in 

EMEs such as China and India and other emerging Asian economies is expected to be 

robust. Commodity-producing countries are likely to recover quickly in 2010 on the back 

of a rebound in commodity prices. 

Global Inflation 

The IMF expects that the high levels of slack in resource utilisation and stable inflation 

expectations will contain global inflationary pressures in 2010. In the advanced 

economies, headline inflation is expected to increase from zero in 2009 to 1.3 per cent in 

2010, as rising energy prices may more than offset deceleration in wage levels. In 

emerging and developing economies, inflation is expected to rise to 6.2 per cent in 2010 

from 5.2 per cent in 2009 due to low slack in resource utilisation and increased capital 

inflows. 

Domestic Outlook 

During 2009-10, real GDP growth accelerated from 6.1 per cent in Q1 to 7.9 per cent in 

Q2 driven by revival in industrial growth, and pick-up in services sector growth, aided by 

payment of arrears arising out of the Sixth Pay Commission Award. It is expected that Q3 

growth, which will reflect the full impact of the deficient south-west monsoon rainfall on 
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kharif crops, would be lower than that of Q2. As rabi prospects appear to be better, on the 

whole, agricultural GDP growth in 2009-10 is expected to be near zero. 

As a result of the improvement in the global economic situation since the Second Quarter 

Review in October 2009, exports expanded in November 2009, after contracting for 13 

straight months. This positive trend is expected to persist. The industrial sector recovery, 

some signs of which were noted in the Second Quarter Review, is now consolidating. The 

performance of the corporate sector has picked up. Increased business optimism also 

reflects brighter prospects for the industrial sector. Services sector activities have 

improved. Domestic and international financing conditions have eased considerably, and 

this too should support domestic demand. 

In the Second Quarter Review of October 2009, we had placed the baseline projection for 

GDP growth for 2009-10 at 6.0 per cent with an upside bias. The movements in the latest 

indicators of real sector activity indicate that the upside bias has materialised. Assuming a 

near zero growth in agricultural production and continued recovery in industrial 

production and services sector activity, the baseline projection for GDP growth for 2009-

10 is now raised to 7.5 per cent. 

Looking ahead to 2010-11, our preliminary assessment of the baseline scenario is that the 

current growth will be sustained. This is a tentative assessment. We shall formally 

indicate our growth projection for 2010-11 in our Monetary Policy in April 2010. 

Inflation 

Headline wholesale price index (WPI) inflation was 1.2 per cent in March 2009. It 

continued to decline and became negative during June-August 2009 due to the large 

statistical base effect. It turned positive in September 2009, accelerated to 4.8 per cent in 

November 2009 and further to 7.3 per cent in December 2009. On a financial year basis, 

between April-December 2009, WPI moved up by 8 per cent. 

The deficient monsoon rainfall and drought conditions in several parts of the country 

have accentuated the pressure on food prices, pushing up the overall inflation rate – both 

of the WPI and consumer price indices (CPIs). Going forward, the rabi crop prospects are 

assessed to be better. The large stock of foodgrains with public agencies should help 

supply management. On the other hand, there is a risk that inflationary pressures may 

emanate from the rebound in global commodity prices. 

Assessment of inflationary pressures has become increasingly complex in the recent 

period as the WPI and CPI inflation rates have shown significant divergence. All the four 

CPIs have remained elevated since March 2008 due to the sharp increase in essential 

commodity prices. The Reserve Bank monitors an array of measures of inflation, both 
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overall and disaggregated components, in conjunction with other economic and financial 

indicators to assess the underlying inflationary pressures for formulating its monetary 

policy stance. 

The Second Quarter Review of October 2009 projected WPI inflation of 6.5 per cent with 

an upside bias for end-March 2010. The upside risks in terms of higher food prices 

reflecting poor monsoon have clearly materialised. However, some additional factors 

have also exerted upward pressure on WPI inflation. One, the expected seasonal 

moderation has not taken place, other than in vegetables. Two, prices of the non-

administered component of the fuel group, tracking the movement in global crude prices, 

have also risen significantly. Three, there have also been some signs of demand side 

pressures. The Reserve Bank's quarterly inflation expectations survey for households 

indicates that inflation expectations are on the rise. Keeping in view the global trend in 

commodity prices and the domestic demand-supply balance, the baseline projection for 

WPI inflation for end-March 2010 is now raised to 8.5 per cent. 

As with growth, we shall formally announce our inflation projection for 2010-11 in our 

Monetary Policy in April 2010. However, on the assumption of a normal monsoon and 

global oil prices remaining around the current level, it is expected that inflation will 

moderate from July 2010. This moderation in inflation will depend upon several factors, 

including the measures taken and to be taken by the Reserve Bank as a part of the 

normalisation process. 

As always, the Reserve Bank will endeavour to ensure price stability and anchor inflation 

expectations. The conduct of monetary policy will continue to condition and contain 

perception of inflation in the range of 4.0-4.5 per cent. This will be in line with the 

medium-term objective of 3.0 per cent inflation consistent with India's broader 

integration with the global economy. 

Money and Credit Aggregates 

During the current financial year, the year-on-year growth in money supply (M3) 

moderated from over 20.0 per cent at the beginning of the financial year to 16.5 per cent 

on January 15, 2010, reflecting deceleration in bank credit growth during 2009-10. Year-

on-year increase in non-food bank credit to the commercial sector, at 14.4 per cent as on 

January 15, 2010, was significantly lower than the 22.0 per cent growth a year ago. 

Consequently, the more important source of M3 expansion this year has been bank credit 

to the government, reflecting the enlarged support to the market borrowing of the 

government and unwinding of MSS securities. 
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Aided by the measures initiated by the Reserve Bank (see para 13), over 98 per cent of 

the net market borrowing programme of the Central Government for 2009-10 has already 

been completed by January 28, 2010. The anticipated increase in credit demand by the 

commercial sector in the remaining period of 2009-10 can, therefore, be easily met from 

the market as adequate liquidity is available in the system. In view of the increased 

availability of funds from domestic non-bank and external sources (see para 8), the 18 per 

cent growth in adjusted non-food credit growth projected earlier is unlikely to be realised. 

Accordingly, the indicative adjusted non-food credit growth projection for 2009-10 is 

now reduced to 16 per cent. Based on this projected credit growth and the remaining very 

marginal market borrowing of the government, the projected M3 growth in 2009-10 has 

been reduced to 16.5 per cent for policy purposes. Consistent with this, aggregate 

deposits of scheduled commercial banks are projected to grow by 17 per cent. These 

numbers, as before, are provided as indicative projections and not as targets. 

Risk Factors 

While the baseline scenario is comforting, a number of downside risks to growth and 

upside risks to inflation need to be recognised. 

(i) There is still uncertainty about the pace and shape of global recovery. There are 

concerns that it is too dependent on public spending and will unravel if governments 

around the world withdraw their fiscal stimuli prematurely. As the world discovered 

during the recent crisis, the global economy is heavily inter-linked through the business 

cycle. A downturn in global sentiment will affect not only our external sector but also our 

domestic investment. 

(ii) Oil prices have been range-bound in the recent period. However, if the global 

recovery turns out to be stronger than expected, oil prices may increase sharply, driven 

both by prospects of demand recovery and the return of the investment motive, which 

will affect all commodities. This could stoke inflationary pressures even as growth 

remains below potential. 

(iii) Expectations of softening domestic inflation are contingent on food prices 

moderating. This, in turn, depends significantly on the performance of the south-west 

monsoon in 2010. If rainfall is inadequate, high food prices will continue to intensify 

inflationary pressures. 

(iv) So far, capital inflows have been absorbed by the current account deficit. However, 

sharp increase in capital inflows, above the absorptive capacity of the economy, may 

complicate exchange rate and monetary management. 
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(v) As growth accelerates and the output gap closes, excess liquidity, if allowed to 

persist, may exacerbate inflation expectations. 

Beyond the above risk factors, by far a bigger risk to both short-term economic 

management and to medium-term economic prospects emanates from the large fiscal 

deficit. The counter-cyclical public finance measures taken by the government as part of 

the crisis management were necessary; indeed they were critical to maintaining demand 

when other drivers of demand had weakened. But as the recovery gains momentum, it is 

important that there is co-ordination in the fiscal and monetary exits. The reversal of 

monetary accommodation cannot be effective unless there is also a roll back of 

government borrowing. As indicated earlier (para 13), even as the government borrowing 

had increased abruptly during 2008-09 and 2009-10, it could be managed through a host 

of measures that bolstered liquidity. Those liquidity infusion options will not be available 

to the same extent next year. On top of that, there will be additional constraints. Inflation 

pressures will remain and private credit demand will be stronger with the threat of 

crowding out becoming quite real. 

There are standard, well-known and well-founded reasons for fiscal consolidation. For 

both short-term economic management and medium-term fiscal sustainability reasons, it 

is imperative, therefore, that the government returns to a path of fiscal consolidation. The 

consolidation can begin with a phased roll back of the transitory components. Beyond 

that, in the interest of transparency and predictability, the government should ideally do 

two things: first, indicate a roadmap for fiscal consolidation; and second, spell out the 

broad contours of tax policies and expenditure compression that will define this roadmap. 

III. The Policy Stance 

The Reserve Bank has pursued an accommodative monetary policy beginning mid-

September 2008 in order to mitigate the adverse impact of the global financial crisis on 

the Indian economy. The measures taken instilled confidence in market participants and 

helped cushion the spillover of the global financial crisis on to our economy. However, in 

view of rising food inflation and the risk of it impinging on inflationary expectations, the 

Reserve Bank announced the first phase of exit from the expansionary monetary policy 

by terminating some sector-specific facilities and restoring the statutory liquidity ratio 

(SLR) of scheduled commercial banks to its pre-crisis level in the Second Quarter 

Review of October 2009. 

Against the above backdrop of global and domestic macroeconomic conditions, outlook 

and risks, our policy stance in this Quarter is shaped by three important considerations: 
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(i) A consolidating recovery should encourage us to clearly and explicitly shift our stance 

from 'managing the crisis' to 'managing the recovery'. We articulated this change in our 

stance in the October quarterly review, but the growing confidence in the recovery 

justifies our moving further in reversing the crisis-driven expansionary stance. Our main 

policy instruments are all currently at levels that are more consistent with a crisis 

situation than with a fast-recovering economy. It is, therefore, necessary to carry forward 

the process of exit further. 

(ii) Though the inflationary pressures in the domestic economy stem predominantly from 

the supply side, the consolidating recovery increases the risks of these pressures spilling 

over into a wider inflationary process. Looking ahead into 2010-11, if the growth 

momentum turns out to be as expected, pressures on capacities in an increasing number 

of sectors are likely to strengthen the transmission of higher input and wage costs into 

product prices. 

(iii) Even amidst concerns about rising inflation, we must remember that the recovery is 

yet to fully take hold. Strong anti-inflationary measures, while addressing one problem, 

may precipitate another by undermining the recovery, particularly by deterring private 

investment and consumer spending. 

Against this backdrop, the stance of monetary policy of the Reserve Bank for the 

remaining period of 2009-10 will be as follows: 

 Anchor inflation expectations and keep a vigil on the trends in inflation and be 

prepared to respond swiftly and effectively through policy adjustments as 

warranted.  

 Actively manage liquidity to ensure that credit demands of productive sectors are 

adequately met consistent with price stability.  

 Maintain an interest rate environment consistent with price stability and financial 

stability, and in support of the growth process. 

RBI said that the Monetary Policy for 2010-11 will be announced on April 20, 2010. 

1.7 MONEY AND CAPITAL MARKETS 
 

The capital market is the market for securities, where companies and governments can 

raise long-term funds. Selling stock and selling bonds are two ways to generate capital 

and long term funds. Thus bond markets and stock markets are considered capital 

markets. The capital markets consist of the primary market, where new issues are 

distributed to investors, and the secondary market, where existing securities are traded. 

The Indian Equity Markets and the Indian Debt markets together form the Indian Capital 

markets 

 

The Indian Equity Market depends mainly on monsoons, global funds flowing into 
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equities and the performance of various companies. The Indian Equity Market is almost 

wholly dominated by two major stock exchanges -National Stock Exchange of India Ltd. 

(NSE) and The Bombay Stock Exchange (BSE). The benchmark indices of the two 

exchanges - Nifty of NSE and Sensex of BSE are closely followed. The two exchanges 

also have an F&O (Futures and options) segment for trading in equity derivatives 

including the indices. The major players in the Indian Equity Market are Mutual Funds, 

Financial Institutions and FIIs representing mainly Venture Capital Funds and Private 

Equity Funds.  

 

Indian Equity Market at present is a lucrative field for investors. Indian stocks are 

profitable not only for long and medium-term investors but also the position traders, 

short-term swing traders and also very short term intra-day traders. In India as on 

December 30 2007, market capitalisation (BSE 500) at US$ 1638 billion was 150 per 

cent of GDP, matching well with other emerging economies and selected matured 

markets. 

 

For a developing economy like India, debt markets are crucial sources of capital funds. 

The debt market in India is amongst the largest in Asia. It includes government securities, 

public sector undertakings, other government bodies, financial institutions, banks and 

companies.  

 

SBI DFHI Limited is trading in equities and equity derivatives after RBI allowed stand-

alone PDs to diversify their activities in 2006. It remains an active participant in the 

Indian debt market. Through SBI DFHI Invest Plus, investors can purchase investment 

grade Corporate Bonds for their portfolio  

 
1.7.1 Stance of Monetary Policy 
 

 Reverse repo rate 5.50 per cent 

 Repo rate 6.50 per cent 

 Bank rate 6.0 per cent 

 Cash reserve ratio 5.0 per cent 

 

1.7.2 Policy Developments 
 

In the Mid-term Review of Annual Policy, the RBI had increased both the reverse repo 

rate and the repo rate by 25 basis points. This was raised again on January 24 by 25 basis 

points, on the grounds that inflation lies just round the corner. In the past we have been 

critical of the policy of raising interest rates. India needs both a low inflation, low interest 

rate regime. In developed economies a 2.5 per cent inflation rate with the fund rate at 

about 3.0 per cent is considered favourable for sustaining a reasonably high growth rate. 

For India, we feel this could be a percentage point higher for both. But this cannot be 

achieved quickly if opportunities are missed. Once such opportunity came during 2001-

03 when oil prices had crashed and domestic inflation was well below 3 per cent .The 

overall macroeconomic management strategy at present appears to place greater stress on 

monetary policy, instead of focusing on the role of the government and its fiscal stance.  
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The tendency to target interest rates for fighting supply driven inflation needs to be 

resisted as it becomes a stumbling block to aligning the interest rate structure quickly to 

international levels. The point should also be noted that at present India is closing the 

interest rate gap not because Indian rates are coming down but because international rates 

are going up. This strategy will reduce our ability to bring down the rates at a later stage. 

Indeed, we believe that instead of following the international trend, the current decrease 

in the interest rate differential should be treated as blessing in disguise for controlling 

capital inflows. It is also a moot point if it is advisable to follow the US cycle as there is 

no clear cut demand driven business cycle in the Indian economy. In time, demand 

factors will start dominating, but that is not the case now. Even in the US, supply side 

inflation is never fought entirely with the interest rate. 

 
Table 1: changes in monetary aggregates and their components 
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1.8 WORKING OF SEBI IN INDIA 

 
In 1988 the Securities and Exchange Board of India (SEBI) was established by the 

Government of India through an executive resolution, and was subsequently upgraded as 

a fully autonomous body (a statutory Board) in the year 1992 with the passing of the 

Securities and Exchange Board of India Act (SEBI Act) on 30th January 1992. In place 

of Government Control, a statutory and autonomous regulatory board with defined 

responsibilities, to cover both development & regulation of the market, and independent 

powers has been set up. Paradoxically this is a positive outcome of the Securities Scam of 

1990-91.  

 

1.8.1 The basic objectives of the Board were identified as:  

 to protect the interests of investors in securities;  

 to promote the development of Securities Market;  

 to regulate the securities market and  

 for matters connected therewith or incidental thereto.  

1.8.2 Functions Of SEBI 

 

Find below SEBI's important functions: 

 

1. Regulates Capital Market 

2. Checks trading of securities. 

3. Checks the malpractices in securities market. 

4. It enhances investor's knowledge on market by providing education. 

5. It regulates the stockbrokers and sub-brokers. 

6. To promote Research and Investigation 

Since its inception SEBI has been working targeting the securities and is attending to the 

fulfillment of its objectives with commendable zeal and dexterity. The improvements in 

the securities markets like capitalization requirements, margining, establishment of 

clearing corporations etc. reduced the risk of credit and also reduced the market. 

 

SEBI has introduced the comprehensive regulatory measures, prescribed registration 

norms, the eligibility criteria, the code of obligations and the code of conduct for different 

intermediaries like, bankers to issue, merchant bankers, brokers and sub-brokers, 

registrars, portfolio managers, credit rating agencies, underwriters and others. It has 

framed bye-laws, risk identification and risk management systems for Clearing houses of 

stock exchanges, surveillance system etc. which has made dealing in securities both safe 

and transparent to the end investor. 

 

Another significant event is the approval of trading in stock indices (like S&P CNX Nifty 
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& Sensex) in 2000. A market Index is a convenient and effective product because of the 

following reasons:  

 It acts as a barometer for market behavior;  

 It is used to benchmark portfolio performance;  

 It is used in derivative instruments like index futures and index options;  

 It can be used for passive fund management as in case of Index Funds.  

 

Two broad approaches of SEBI is to integrate the securities market at the national level, 

and also to diversify the trading products, so that there is an increase in number of traders 

including banks, financial institutions, insurance companies, mutual funds, primary 

dealers etc. to transact through the Exchanges. In this context the introduction of 

derivatives trading through Indian Stock Exchanges permitted by SEBI in 2000 AD is a 

real landmark. 

 

SEBI appointed the L. C. Gupta Committee in 1998 to recommend the regulatory 

framework for derivatives trading and suggest bye-laws for Regulation and Control of 

Trading and Settlement of Derivatives Contracts. The Board of SEBI in its meeting held 

on May 11, 1998 accepted the recommendations of the committee and approved the 

phased introduction of derivatives trading in India beginning with Stock Index Futures. 

The Board also approved the "Suggestive Bye-laws" as recommended by the Dr LC 

Gupta Committee for Regulation and Control of Trading and Settlement of Derivatives 

Contracts. 

 

SEBI then appointed the J. R. Verma Committee to recommend Risk Containment 

Measures (RCM) in the Indian Stock Index Futures Market. The report was submitted in 

november 1998.  

 

However the Securities Contracts (Regulation) Act, 1956 (SCRA) required amendment to 

include "derivatives" in the definition of securities to enable SEBI to introduce trading in 

derivatives. The necessary amendment was then carried out by the Government in 1999. 

The Securities Laws (Amendment) Bill, 1999 was introduced. In December 1999 the new 

framework was approved. 

 

Derivatives have been accorded the status of `Securities'. The ban imposed on trading in 

derivatives in 1969 under a notification issued by the Central Government was revoked. 

Thereafter SEBI formulated the necessary regulations/bye-laws and intimated the Stock 

Exchanges in the year 2000. The derivative trading started in India at NSE in 2000 and 

BSE started trading in the year 2001.  

 

1.8.3 SEBI Administration 

 

The Securities and Exchange Board of India Act, 1992 is having retrospective effect and 

is deemed to have come into force on January 30, 1992. Relatively a brief act containing 
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35 sections, the SEBI Act governs all the Stock Exchanges and the Securities 

Transactions in India. 

 

A Board by the name of the Securities and Exchange Board of India (SEBI) was 

constituted under the SEBI Act to amminister its provisions. It consists of one Chairman 

and five members.  

 

One each from the department of Finance and Law of the Central Government, one from 

the Reserve Bank of India and two other persons and having its head office in Bombay 

and regional offices in Delhi, Calcutta and Madras.  

 

The Central Government reserves the right to terminate the services of the Chairman or 

any member of the Board. The Board decides questions in the meeting by majority vote 

with the Chairman having a second or casting vote. 

 

Section 11 of the SEBI Act provides that to protect the interest of investors in securities 

and to promote the development of and to regulate the securities market by such 

measures, it is the duty of the Board. It has given power to the Board to regulate the 

business in Stock Exchanges, register and regulate the working of stock brokers, sub-

brokers, share transfer agents, bankers to an issue, trustees of trust deeds, registrars to an 

issue, merchant bankers, underwriters, portfolio managers, investment advisers, etc., also 

to register and regulate the working of collective investment schemes including mutual 

funds, to prohibit fraudulent and unfair trade practices and insider trading, to regulate 

take-overs, to conduct enquiries and audits of the stock exchanges, etc. 

 

All the stock brokers, sub-brokers, share transfer agents, bankers to an issue, trustees of 

trust deed, registrars to an issue, merchant bankers, underwriters, portfolio managers, 

investment advisers and such other intermediary who may be associated with the 

Securities Markets are to register with the Board under the provisions of the Act, under 

Section 12 of the Sebi Act. The Board has the power to suspend or cancel such 

registration. The Board is bound by the directions vested by the Central Government 

from time to time on questions of policy and the Central Government reserves the right to 

supersede the Board. The Board is also obliged to submit a report to the Central 

Government each year, giving true and full account of its activities, policies and 

programmes. Any one of the aggrieved by the Board's decision is entitled to appeal to the 

Central Government. 
 

Activity 1 

 

1. Give a brief introduction to banking and public finance in India. 

2. What do you understand by price behaviour. Discuss its relevance in Indian 

context. 

3. Write a short note on financial sector reforms. Give an account of money and 

capital markets. 

4. Explain in detail the review of monetary policy of RBI. 
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1.9 SUMMARY 
 

The unit started with introduction to banking in India. It further introduces public finance 

as a field of economics concerned with paying for collective or governmental activities, 

and with the administration and design of those activities. The next area of discussion 

was the price behaviour in India followed by financial sector reforms. Interest rate policy 

had been discussed and review of monetary policy of RBI was dealt with the state of 

economy, outlook and projections and the policy stance. The capital market is explained 

as the market for securities, where companies and governments can raise long-term 

funds. And finally the working of SEBI was described with all its objectives, functions 

and administration. 

 

1.10 FURTHER READINGS 
 

 The Evolution of the State Bank of India (The Era of the Imperial Bank of India, 

1921-1955) (Volume III) 

 Alexander, Carol and Wyeth, John, ―Co integration and Market Integration: An 

Application to the Indonesian Rice Market‖, Journal of Development Studies, 

30(2), January, 1994, 

 Anthony B. Atkinson and Joseph E. Stiglitz (1980). Lectures in Public 

Economics, McGraw-Hill Economics Handbook Series 

 James M. Buchanan and Richard A. Musgrave (1989). Public Finance and Public 

Choice: Two Contrasting Visions of the State. MIT Press 

 Richard A. Musgrave (1959). The Theory of Public Finance: A Study in Political 

Economy 
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UNIT 2 

 

FISCAL FEDERALISM AND POLICIES 

 
Objectives  

 

Upon successful completion of this unit, you should be able to: 

 

 Understand the Fiscal federalism in India 

 Know the centre state financial relations 

 Appreciate the state government finance 

 Describe parallel economy in India 

 Explain the fiscal policy and related issues 

 Discuss the fiscal sector reforms in India 

 

Structure 

  

2.1 Introduction 

2.2 Fiscal federalism in India 

2.3 Center state financial relations 

2.4 State government and finance 

2.5 Parallel economy in India 

2.6 Fiscal policy and problems 

2.7 Fiscal sector reforms in India 

2.8 Summary 

2.9 Further readings 

 

2.1 INTRODUCTION 

India has a federal form of government, and hence a federal finance system. The essence 

of federal form of government is that the Centre and the State Governments should be 

independent of each other in their respective, constitutionally demarcated spheres of 

Action. Once the fundamentals of the government are spelt out, it becomes equally 

important that each of the government should be provided with sources of raising 

adequate revenues to discharge the functions entrusted to it for the successful operation 
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of the federal form of government financial independence and adequacy for the 

backbone. 

Sales taxes are most important revenue for the state sin India. While the taxes vary in 

their design, they are generally levied in the first point of sale within the State. 

Hamilton in his federalist papers stated that Multileveled government permits various 

functions to be assumed by different levels, potentially improving efficiency since 

different activities have different optimal scales and hence in India with respect to Sales 

Tax Federalism, The Constitutional amendment in 1956, gave the States power to impose 

sales tax the Central Sales Tax Act, 1956,enacted by the Sixth Constitutional Amendment 

which introduced Entry 92A in List I of the Seventh Schedule authorizing Parliament to 

levy tax on the sale or purchase of goods (other than newspapers) in the course of inter-

State trade. 

The revenue from this tax was assigned to the States by amending Article 269 of the 

Constitution. Thus, sale within the State (Intra-State sale) is within the authority of State 

Government, while sale outside State (Inter-State sale) is within the authority of Central 

Government.  Accordingly, the Central Sales Tax (CST) is levied on sale or purchase of 

goods in the course of inter-State trade and commerce. The power to levy the CST and 

revenue from this tax is, however, assigned to the State occasioning the movement of 

goods from one State to another (i.e., the exporting State) 

An attempt has been made hereby to study the Distribution of Power and Tax federalism 

in India with respect to Sales Taxation in India Keeping in view the Central Sales Tax 

Act and the Individual States Sales Tax Acts. 

2.2 FISCAL FEDERALISM IN INDIA  
 

The federal character of public finance in India has its origin as far as the seventies of the 

last century. Although at that time the country had a unitary form of government, some 

division of functions and financial powers between the Center and the state was found 

administratively desirable. Ever since then the arrangements have been revised and 

improved from time to time. Fiscal federalism entails the division of responsibilities in 

respect of taxation and public expenditure among the different layers of the government, 

namely the Center, the states and the local bodies. Fiscal federalism helps governmental 

organization to realize cost efficiency by economies of scale in providing public services, 

which correspond most closely to the preference of the people. From the point of view of 

economy, it creates a unified common market, which promotes greater economic 

activity.  

India has a federal form of government, and hence a federal finance system. The essence 

of federal form of government is that the Centre and the State Governments should be 

independent of each provided with sources of raising adequate revenues to discharge the 

functions entrusted to it. For the successful operation of the federal form of government 

financial independence and adequacy form the backbone  
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The Seventh Schedule (Article 246) delineates ‗the subject matter of laws made by the 

Parliament and by the Legislatures of the states‘ and indicates the Union List (List I), 

states List (List II) and the Concurrent List (List III). List I invests the union with all 

functions of national importance such as defence, external affairs, communications, 

constitution, organization of the Supreme Court and the high courts, elections etc, List II 

invests the states with a number of important functions touching on the life and welfare 

of the people such as public order, police, local government, public health, agriculture, 

land etc. List III is a concurrent List, which includes administration of justice, economic 

and social planning, trade and commerce, etc. 

According to Article 246, Seventh Schedule, Parliament has exclusive powers to make 

laws regarding matters enumerated in List I, not withstanding the provisions of the other 

clauses of this Article. On the other hand, the Legislature of any state has exclusive 

power to make laws for the state regarding any of the matters enumerated in List II, 

subject to other clauses. With regard to List III, both the Parliament and a State 

Legislature can make laws but the law listed in I or III, vests with the Union. Thus, the 

Union has supremacy over a wide range of the legislative field. 

These lists include the powers of taxation also. The union List includes among others, 

taxes on income other than agricultural income, excise duties, customs and corporation 

tax. The State list includes land revenue, excise on Alcoholic liquors, tax on agricultural 

incomes, estate duty, taxes on sale or purchase of goods, taxes on vehicles, on 

professions, on luxuries, on entertainment, on stamp duties, etc. the concurrent list does 

not include any important taxes. 

Accordingly there are both mandatory and enabling provisions in the Constitution for 

facilitating a wide-ranging transfer of resources, arranged in a systematic manner, 

through 

1)      Levy of duties by the Center but collected and retained by the States.  

2)      Taxes and duties levied and collected by the Center but assigned in whole to the 

states  

3)      Mandatory sharing of the proceeds of income tax  

4)      Permissible participation in the proceeds of the Union excise duties 

5)      Statutory grants –in-aid of the revenues of states  

6)      Grants for any public purpose and 

7)      Grants of loans for any public purpose  

Thus, having provided for a certain division of powers of taxation between the union and 

the states, the Constitution gives the States a share in the resources available to the 

Center. Any amendment of the lists from the Union and the States derive their power of 

taxation is covered by the Provisio to Article 368. This requires ratification by the 

Legislatures of not less than one half of the States. On the other hand, if any provisions of 

the Part XII are to be amended, this can be done under Article 368(2), which requires the 

approval of only half of the members of each house of the Parliament. This means that 

the share of the Union resources that the states are entitled to, can be altered by 

Parliament by it‘s power of amendment. 
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Though considerations of national policy and administrative convenience require that 

some of the more elastic taxes should be assigned to the Union Governments, these 

considerations themselves require that some of the most expansive expenditure heads 

apart from defense should be undertaken by the States. Consequently, a salient 

characteristic of federal government is legislative autonomy with financial dependence. 

This feature is accentuated in a developing economy where the functions of the States 

develop by leaps and bound with no corresponding increase in the sources of revenue. 

2.2.1 The Concept of Sales Taxation in India 

Sales tax is the most important revenue for the States in India. It can be defined as a tax 

on sale of goods. The liability to pay sales tax arises on making sales of goods. Sales tax 

is levied on the sale of a commodity, which is produced or imported and sold for the first 

time. If the product is sold subsequently without being processed further, it is exempt 

from sales tax.  

According to John Due, "A sales Tax is levy imposed upon the sales, or element 

incidental to sales, such as receipts from them, of all or a wide range of commodities." A 

sales tax may be levied upon all the transactions through which the commodities pass or 

upon one or a small number of stages only. It is presumed that the tax will be shifted 

forward to the consumers, the selling firm being regarded as merely an agent to collect 

tax. 

The present day sales taxes may be classified into three major groups: 

·     Multiple-stage taxes: they apply to all the stages in production and distribution, in 

other words all the transactions from initial production to final sale to the 

consumers. 

·     Single-stage taxes: they apply to commodities only once in production and 

distribution channels. 

·     Value Added taxes: it bears the characteristics of both multi stage taxes and 

single stage taxes, since ―it involves the multiplication of the tax rate but produces 

the same overall distribution on commodity as a single stage tax.  

Sales taxation differs in different countries according to the breadth of the coverage.  

In the United States of America there are at least six different types of sales tax. In 

some countries the sales tax is on the sale of the manufacturer only, or on the 

whole saler or the retailers only. In many countries the retailers were not taxed 

until recently. 

In India, the law for levying sales tax is provided in the Central Sales Tax Act, 1966. 

This act was passed by the Parliament and applies to the entire country. The main 

objects of this act are:- 
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1. To formulate the principles for determining as to when sale or purchase of 

goods takes place (i) in the course of inter-state trade or commerce or (ii) outside 

a state or (iii) in the course of import into or export from India. 

2.  To provide for the levy, collection and distribution of taxes on sales of goods 

in the course of inter-state trade or commerce 

3.  To keep track of certain goods of special importance in interstate trade or 

commerce. 

To specify the restrictions and conditions in respect of State laws which impose taxes on 

the sale or purchase of such goods of special importance? Sales tax can be levied either 

by the Central or State Government, Central Sales tax department. Also, 4 per cent tax is 

generally levied on all inter-State sales. Depending on the type of sales, which can be 

classified into three categories? 

 Intra-state sales  

 Sales during import and export 

 Inter-state sales 

State sales taxes that apply on sales made within a State have rates that range from 4 to 

15 per cent. Sales tax is also charged on works contracts in most States and the value of 

contracts subject to tax and the tax rate vary from State to State. However, exports and 

services are exempt from sales tax. Sales tax is levied on the seller who recovers it from 

the customer at the time of sale. 

2.2.2 Central Sales Tax Act and Tax Federalism In India 

The period following the adoption of the Constitution up to 1955 could be described as a 

transitory phase for sales taxation. It was only with the Supreme Court judgment in 1955 

and through the resultant. Constitutional amendment in 1956, that the States power to 

impose sales tax was clearly demarcated. Thus, the taxes on sale or purchase of goods in 

the course of inter-State trade or commerce were brought expressly within the purview of 

the legislative jurisdiction of Parliament.     

As a result, the Central Sales Tax Act, 1956,enacted by the Sixth Constitutional 

Amendment which introduced Entry 92A in List I of the Seventh Schedule authorizing 

Parliament to levy tax on the sale or purchase of goods (other than newspapers) in the 

course of inter-State trade. The revenue from this tax was assigned to the States by 

amending Article 269 of the Constitution. Thus, sale within the State (Intra-State sale) is 

within the authority of State Government, while sale outside State (Inter-State sale) is 

within the authority of Central Government.  Accordingly, the Central Sales Tax (CST) is 

levied on sale or purchase of goods in the course of inter-State trade and commerce. The 

power to levy the CST and revenue from this tax is, however, assigned to the State 

occasioning the movement of goods from one State to another (i.e., the exporting State) 
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In addition, section 15 of the Central Sales Tax Act laid down certain restrictions on the 

powers of the States in regard to the levy of inter - State sales tax on goods declared as of 

special importance within their respective territories. 

In addition to the above, since 1975, the Union Government entered into an agreement 

with the States to abolish sales tax on textiles, sugar and tobacco including manufactured 

tobacco.  

According to the agreement, the Union Government levies an additional Excise Duty in 

lieu of Sales tax (IDEALIST) on these 3 commodities. In recompense, the entire proceeds 

of the IDEALIST are assigned to the States. Thus, the Union Government entered into a 

tax-rental arrangement with the States who were given the Constitutional right to cancel 

the agreement and impose sales tax on these commodities, whenever they so desired. But 

the right of States to levy sales tax on these commodities was restricted by including 

these three items under the of "Good of Special Importance",  

Hence, the rate of sales tax on these commodities can't exceed the rate of the Central 

Sales Tax which, at present, is four percent If the product is sold subsequently without 

being processed further, it is exempt from sales tax. Sales tax can be levied either by the 

Central or State Government, Central Sales tax department. 

2.2.3 Sales Tax and the Division of Taxing Power 

In federal constitution the powers of taxation are distributed between the Union and the 

States as a part of the overall distribution of the Legislative Powers. In India it is under 

Article 246, it is mentioned in Part XII of the Constitution that makes some of the taxes 

that are within the exclusive power of the Union, under this article are divisible between 

the Union and the States. One can argue that the Intention is to strengthen the states and 

this can be achieved by increasing their powers of taxation. It is the power to tax that 

strengthens the States and not merely the proceeds from a tax.  

Various procedures for framing the rules under the Central sales tax Act can be broadly 

divided under the following three heads: 

(a)   rules framed by the Central Government 

(b)   rules framed by the State Government 

(c)    rules as prescribed in the State Sales tax laws of each state 

It may be noted that though the tax is levied as the Central Sales Tax, it is administered 

by respective State Governments. 

(a)  Rules Framed by the Central Government: Section 13 (1) authorizes the 

Central   Government to make rules for different purposes. Some of these rules have 

already been discussed in the preceding paras. 

(b) Rules Framed by the State Governments: with Section 13(3), the State 

Governments are authorized to make rules for different purposes. These rules 
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should not be inconsistent with the CST Act or rules made by the Central 

Government under the CST Act. The State Governments can make these rules for 

the following purposes. In view to the aforesaid power, all the State Governments 

have framed their rules and prescribe their forms. 

(c)  Rules Prescribed in the State Sales Tax Laws: Section 9(2) provides that all 

provisions of the local sales tax law of each state (other than those provided in the 

Central Sales Tax and rules made there in) in respect of the following shall be 

applicable to any person under the CST Act in that state. If in any state there is no 

general sales tax law in force, the Central Government may take necessary 

provision for all or any matters specified in the CST Act. 

It is pointed out that the tax on the interstates-State sales had originally been included in 

Art. 269, the power to administer the tax and retain the revenue was delegated to the 

originating state. It was pointed out that original provision of the Constitution was based 

on the ‗destination‘ principle whereas after the Constitutional Amendment under the 

Central Sales Tax Act, 1956, the origin rule, paving the way for tax exportation, 

displaced this, somewhat inadvertently.  

Herein, it can be clearly seen that the structure of sales taxation clearly fits in the bracket 

for a federal structure. The sales of a variety of goods of general use are more or less 

confined to the individual areas or states. Therefore, the allocation of general sales tax to 

the states is quite appropriate. There are, however, certain commodities, which enter 

inter-state trade. Different rates in different states on the sale of these goods, therefore, 

may adversely affect the trade. To avoid this difficulty, sometimes, Central co-ordination 

in the management and rates of these taxes is introduced.  

Sometimes sales taxes on certain commodities are substituted by special excise duties 

imposed by the Centre, the proceeds of which are distributed to the States on some well-

defined basis.  

2.2.4 Determination of Imposition and Collection of Sales Tax 

"Another View to the Federal Scheme of Distribution" 

A sale or purchase of goods, which is not within the state as per the above provisions, 

will be treated as taking place outside the state. The purpose of determining whether the 

sales have taken place within the state or outside the state is very important for levying 

central sales tax since under the CST Act, tax is leviable only on sales in the course of 

inter-state trade or commerce, while the state sales tax laws apply on the sales that are 

made within the state. 

Vide section 9(1), tax under the CST Act shall be levied by the Central 

Government but can be collected and retained by the State Government where the 

movement of the goods have been commenced. 
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I. Inter-state trade or commerce 
Section 3 of Central Sales Tax Act defines Inter-State sale or purchase as a sale or 

purchase of goods shall be deemed to take place in the course of interstate trade or 

commerce if the sale or purchase— 

a) Occasions the movement of goods from one state to another. 

b) Is effected by a transfer of documents of title to the goods during their movement from 

one state to another 

In CST v. Suresh Chand Jain It was held that a sale can be said to be in the course of 

inter-state only if two conditions concur viz. (i)  sale of goods and (ii)  a transport of 

those goods from one State to another. If in case, Inter-state sales involve two or more 

states. It is necessary to determine the state in which the sale or purchase of goods takes 

place since that becomes the appropriate state for the purpose of levying and collecting 

central sales tax. Not all dispatches of goods from one state to another result in inter state 

sales rather the movement must be on account of a covenant or incident of the contract of 

sales.  

In case of Inter- State Sale there are certain essential ingredients which includes 

that the transaction must be a completed sale, moreover, in Balabhgas Hulaschand v. 

State of Orissa it was held that for inter state sale to be complete, there should be an 

agreement to sale which contains a stipulation (express or implied) regarding movement 

of goods from one State to another. In the case of CST, UP v. Bakhtawar Lal Kailash 

Chand Arhtii was held that it is immaterial whether a completed sale precedes the 

movement of goods or follows the movement of goods or takes place while the goods are 

in transit. What is important is that movement of goods and the sale must be inseparably 

connected, moreover the movement shall be physical and such movement must be 

inextricably connected with sale. This Sale need not precede the inter-State movement. 

Sale can be either before the movement or after the movement.  

            There are some instances wherein the goods are moved out of the selling state and 

yet they are not considered inter state sales: -  

 Intra-state sales  
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 Stock transfer from head office to branch & vice versa  

 Import and Export sales or purchases  

 Sale through commission agent / on account sales  

 Delivery of Goods for executing works contract  

II. Intra State Trade or commerce 
A sale or purchase of goods shall be deemed to take place inside the state if the goods are 

within the state. 

·     In case of specific or ascertained goods, at the time the contract of sale is made 

(Specific or ascertained goods means goods which are identified and agreed upon 

at the time when contract of (sale is made) and 

·     In case of unascertained or future goods, at the time of appropriation of contract 

of sale by the seller or by the buyer, whether the ascent of the other party is prior 

or subsequent to such appropriation (eg agreement to buy mangoes which are still 

growing on the trees at a future date)  

III. Sale or purchase of goods in the course of import or export 
The Constitution of India prohibits imposition of sales tax on import and exports and 

authorizes Parliament to formulate principles for determining when sale is in the course 

of import/export. Under these powers, section 5 of CST Act has been enacted. 

A sale or purchase of goods shall be deemed to take place in the course of exports of 

goods out of the territory of India only if: - 1. The sale or purchase results in such 

exports; or 

2. Is effected by the transfer of documents of title after the goods have crossed the 

customs of India. 

In other words, location of goods when contract of sales is made is very important for 

determining where the sale took place. 

2.2.5 Procedure for Imposition of Sales Tax 

Section 6 of the Central Sales Tax is the charging section i.e. it creates a liability for a 

dealer to pay Sales Tax on all sales of goods other than sale of electrical energy affected 

by him in the course of inter-state trade or commerce during any financial year. 

A sale or purchase of goods is said to take place when the transfer of property in the 

existing goods or future goods takes place for consideration of money. The goods have 

been divided into different categories and different rates of sales tax are charged for 

different categories of goods. 

In most of the cases related to the sales tax, the tax on the sale or purchase of goods is at 

single point. Under the provisions of some state laws the assesses are divided into several 

categories such as manufacturer, dealer, selling agent etc. and such as assess is required 

to obtain a registration certificate to that effect. The sales tax or the purchase tax is levied 
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on that assesses on the basis of his category such as dealer, manufacturer etc. on 

production of certain forms or certificates (and differential rates of sales tax are levied). 

Generally, a quarter return of sales or purchases is insisted upon and the assesses is 

required to furnish the return in the prescribed form. 

At the time of assessment, the assesses has to furnish all the documentary evidence and 

satisfy the concerned sales tax / commercial tax officer. The sales tax laws of the states 

prescribe the procedure to be followed in case an assessee prefers to make an appeal. 

Every dealer should apply for registration and obtain a registration certificate to that 

effect. The registration certificate number should be quoted in the entire bill / cash 

memos. 

2.2.6 The Theory of Territorial Nexus 

It is a well known that neither the sale of goods Act nor the Central sales tax has so far 

tried to fix the sites of sale. This is because the localization of a sale in many cases is a 

difficult problem when different stages of the transaction of sale are reached in different 

places, as when the contract of sale is made in one state while the transfer of ownership 

of goods takes place in another, the payment of price in the third state and the delivery in 

yet another state .in such cases, there might be a real danger of different states claiming to 

tax the same transaction on the basis of sufficient territorial nexus. Between the state and 

what it sought to tax. The purpose of Article286 of the Constitution of India was to avert 

such danger. The power of provincial legislature to make a law imposing sales tax was 

granted by section 100 (3) of the Government of India Act read with entry 48 of the List 

II of the seventh schedule and such a law could be made for the province or for any part 

thereof: basing themselves on the doctrine of territorial nexus, the legislature of different 

provinces enacted sales tax laws adopting one or more of the nexi as the basis of taxation. 

When the states power to tax sales on territorial nexus theory was challenged, it was 

decided by the Supreme Court in Poppatial Shah v. State of Bombay that it would be 

quite competent to enact a legislation imposing taxes on the transactions concluded 

outside the province provided that there was a sufficient and real territorial nexus 

between such transactions and the taxing province. This principle, which is based on the 

decision in Wallace Broyhers and C. v. Commissioner of Income Tax, Bombay has been 

held by the Supreme Court to be applicable in sales Tax Legislation. 

It thus appears, that the state legislature has within its allotted field of legislation covered 

by the Entry 54 of list II by reason of Article 246 (3), exclusive power to make laws for 

the state with regard to taxes on sales or purchases of goods other than newspapers, 

subject of course, to restrictions placed by Article 286.  

All that is necessary is that the taxing law must be for the purpose of the state. That being 

the case, in absence of any constitutional limitation it was not necessary. for levy of sales 

tax that all the component parts of the sale, such as the contract of sale, passing of title, 

payment of price, delivery of goods, must take place within the borders of the taxing 

state. The doctrine of nexus is applicable to sales tax legislation was further affirmed in 
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United motors Case  on this point has not been, in any way shaken by the subsequent 

decision of the Supreme court in Bengal Immunity Company’s Case  

The Supreme Court in Tata Iron and Steel Company v.  State of Bihar  also recognized 

the Theory of territorial nexus. It is stated in the case ―the presence of goods at the date of 

agreement for the sale in the taxing state or the production or manufacturing in the state 

of goods the property wherein eventually passed as a result of the sale wherever it might 

have taken place, constituted a sufficient nexus between`` he taxing state and the sale. 

In State trading corporation v. State of Mysore, the company made various sales of 

cement, which were supplied from the factories outside the state of Mysore to purchasers 

within the State. The State of Mysore levied tax on these sales under the two sales tax 

acts passed by the Mysore legislature. The company applied Art.32 of the Constitution to 

squash the assessment oeder on the ground that the State had no power to tax the sales 

they had taken place in the course of inter-state trade.  

The Court held that the sale occasions the movement of goods from one state to another 

within Section 3(a) of the Central Sales tax Act when the movement is the resultant of the 

covenant or the incident of the contract of sale. In that case, the contract of sale was 

deemed to have contained a covenant that the goods would be supplied in Mysore from 

place situated outside the borders and the sales were therefore, interstate sales within 

Section 3 (a) of the Central sales tax Act. 

From the consideration of the decisions of the Supreme Court cited above one principle 

that has clearly emerged out is the theory of territorial nexus has not ceased to operate 

and facilitates the machinery of taxation and enables tax Federalism. 

2.3 CENTER STATE FINANCIAL RELATIONS 

By now the government of India‘s latest budget for 2005-06 has already been dissected 

and commented upon by various research scholars and commentators in this journal and 

elsewhere. Being the first full budget of the new United Progressive Alliance (UPA) 

government, expectations were riding high before the budget on two apparently 

contrasting pillars: fiscal reforms on the recommendations of the two Kelkar Task Forces 

for direct and indirect taxes, on the one hand, and, on the other, promises of not only a 

decisive reorientation of priorities in budgetary allocations but also a substantial step-up 

in public expenditures on social and physical infrastructures as per the government‘s 

National Common Minimum Programme (NCMP).  

On the face of it, the budget seems to have made an attempt to deliver on both the counts, 

but in reality, the underlying policy preference of the government for accelerating tax 

reforms and fiscal consolidation has apparently got better of the NCMP‘s objective of 

significantly expanding public expenditures on social and physical infrastructures. 

Caught in this dilemma, the Chidambaram‘s budget for 2005-06 has done precisely what 

all finance ministers have been doing in the post-reform period: resort to rhetorics, reduce 

the tax burden rather significantly on middle and richer segments of society, transfer a 
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substantial part of the burden of public expenditures to banks and other extra-budgetary 

sources, and willy nilly reduce the size of net resource transfers to states.  

In the new fiscal initiatives that Chidambaram has undertaken in the latest budget, he has 

been supported by circumstantial events. On fiscal consolidation and reform, he had the 

Fiscal Responsibility and Budget Management Act (FRBM) 2003 enacted by the 

previous government, which the UPA government took no time to notify and formulate 

rules under it with effect from July 5, 2004, that is, immediately after coming into power 

on May 22, 2004. Under the impulse of financial sector reforms, banks and financial 

institutions (FIs) have been neglecting, almost for a decade, agriculture, small-scale 

industries and other informal sectors in their credit programmes. The gap so created had 

become too repulsive to be ignored and the budget has talked of unprecedented 30 per 

cent per annum increase in agricultural credit, or of doubling it in three years. In the 

scheme of resource transfers to states, report of the twelfth finance commission (2005-10) 

as well as the mid-term appraisal of the tenth five-year plan (2002-03 to 2006-07) has 

come in handy. It is widely known how, as Dr. C. Rangarajan, Chairman of TFC, pointed 

out, ―------ in the first year of any Finance Commission award, there is an abrupt jump in 

transfers but this tapers off in terms of percentage of GDP in subsequent years‖ (Press 

interview in the Business Standard of April 1, 2005). But, the finance minister, on the 

ground of an additional burden of Rs 26,000 crore or an addition of three-quarters of a 

percentage point as a proportion of GDP falling on the central government, has stopped 

the entire central assistance to the states on account of state plans, placed at Rs 29,000 

crore for 2005-06, and instead asked the states to borrow directly from the market. Dr. 

Rangarajan was candid enough to admit, in the above press interview, that this was done 

to reduce the centre‘s fiscal deficit. To quote him:   

―Further, the TFC recommendations enabling states to borrow directly from the 

market has helped reduce the fiscal deficit of the Centre. It should be possible for 

the Centre to reduce the fiscal and revenue deficits in the coming years as the 

Finance Commission grants come down as a proportion of GDP‖.  

This TFC recommendation itself was inspired by the government‘s own suggestion, as 

admitted by the Finance Minister:   

―TFC has responded favourably to these suggestions and formally recommended 

them to the Central Government. The recommendations have been accepted by 

the Government. Accordingly, no provision has been made in Budget 2005-06 for 

Loans to States and also for the two Union Territories with a Legislature. The 

States will be raising the domestic loans directly from the market without 

budgetary intermediation of the Central Government‖ (FRBM Act 2003 statement 

laid before Parliament). 

Thus, in evaluating the central budget and its individual revenue measures and 

expenditure programmes, apart from fiscal canons, complex issues of developmental 

objectives, sectoral goals, the evolving nature of centre-state financial relations and 

political economy undercurrents in decision-making, come into play. The objective of 
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this note is rather different; it is to present a reasonably long time series of all major 

revenue and expenditure budget heads and pinpoint their dimensional and structural 

changes that have been taking place since the beginning of the 1990s. In doing so, our 

focus here is essentially on the central government finances. As for state finances, a 

similar time series analysis was undertaken and published last year as part of this 

statistical series (EPW, May 1, 2004). But, to the extent trends in aggregate public 

revenues and expenditures are found to be relevant for the macro-economic aspects of the 

review here, an attempt has been made to highlight them.   

The centre‘s gross fiscal deficit, which had reached a high of 6.5 per cent in 1998-99 as a 

consequence of the pay commission, has shown a tendency to decline since 2001-02 and 

it has fallen to 4.3 per cent in the budget for 2005-06 (Graph A).  
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The containment of deficit numbers in relation to GDP in the recent period has been 

achieved due to both improved tax revenue mobilisation as well as expenditure 

compression. Another objective of fiscal reform has been to improve non-tax revenue 

receipts, which has not been achieved. Gross tax revenue as percentage of GDP had 

touched the lowest level of 8.20 per cent in 2001-02. By then the ninth five-year plan 

shortfalls gave a shock to the system, and therefore, when the tenth five-year plan was 

launched in 2002-03, not only tax mobilisation but also the importance of direct taxes in 

resource mobilisation began to be recognised. It is since then, therefore, that the ratio of 

direct taxes to GDP has registered a distinct improvement, from a low of 3.03 per cent in 

2001-02 to 5.09 per cent in 2005-06 (BE). Stubbornly low direct tax to GDP ratio of less 

than 3 per cent continuously for a decade after the stabilisation and structural adjustment 

policies began in the early 1990s, was one of the important failures of the reform process. 

Due to the compulsion of plan financing, even the ratio of indirect taxes to GDP, which 

was steadily declining due to reductions in excise and custom duty rates until 2001-02, 

has not been allowed to fall further during the recent years. As a result, gross tax revenue 

to GDP ratios has risen to 10.63 per cent in the budget estimates of 2005-06 (Graph B).   

Data on capital receipts and expenditures presented in the central budget are not 

comparable after 1999-2000, due to the altered treatment accorded to small saving 

collections. And now in 2005-06, the decline of plan expenditure under capital account is 

due to dispensing with plan loans to the states to the extent of Rs 29,003 crore, as 

explained earlier. If this were not done, the centre‘s fiscal deficit would have reached 5.1 

per cent and not fallen to 4.3 per cent as claimed in the budget. Partly due to this and 

partly due to other expenditure compressions, the centre‘s total expenditure as ratio of 

GDP, which rose for sometime after the initiation of the tenth plan, has drastically slipped 

from 16.3 per cent in 2004-05 (RE) to 14.8 per cent in 2005-06 (BE). The budget support 

to the centre‘s own plan has gone up from 16.3 per cent of aggregate expenditure in 

2004-05 (RE) to 21.5 per cent in 2005-06 (BE) but this has been done at the cost of a loss 

in central assistance to state plans, from 10.6 per cent to 6.2 per cent . 

The meagre nature of expenditure earmarked in the central budget for social services, 

rural development and poverty alleviation programmes together, is evident from the fact 

that despite the rhetoric of ―a new focus on the common citizen who is at the centre of all 

politics and governance‖, its ratio to GDP remains at 2.5 per cent against a range of 2.5 

per cent to 2.7 per cent that prevailed during the three years 2001-02 to 2003-04. It is true 

that over 80 per cent of health and education expenditures are incurred at the state 
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governments‘ level. But, in a situation wherein their resources are squeezed partly due to 

reduced central transfers, it is very unlikely that the goals of raising total health 

expenditure from the present 1.3 per cent to 3 per cent of GDP and education expenditure 

from 2.7 per cent to 6 per cent, will at all be achieved as envisaged in the NCMP. Even 

the ratio of rural development expenditure to GDP is stuck at 0.7 per cent – a level 

reached three years ago in 2002-03.   

In the ministry/department-wise distribution of expenditures, a blatant case is that of 

―agriculture and cooperation‖; its expenditure has experienced an average fall of 5.6 per 

cent per annum between 2000-01 and 2005-06 (BE). Though agriculture is a states‘ 

responsibility as in the case of education and health, expenditure at the central level 

catalyses the overall expenditure. Such poor attention given to agriculture has manifested 

in a persistent fall in public investment in agriculture. On the other hand, ‗food and public 

distribution‘ system has enjoyed an annual growth of 16 to 17 per cent in public 

expenditure continuously for 15 years from 1990-91 onwards. Amongst many other 

examples, the one that stands out is the ‗power ministry‘ which has received poor 

allocations in budgetary expenditures – an increase of about 2 percent per annum during 

the same 15-year period. The power sector development has suffered due to the 

government‘s bias against the public sector in expanding investment (except NTPC).  

For about a decade until 2000-01, there had been reductions in the total staff strength of 

central government establishments from 41.39 lakh as on March 1, 1992 to 32.67 lakh as 

on March 1, 2001 – a loss of 8.72 lakh jobs or by over 21 per cent as shown in the budget 

documents. But, since then the staff strength has been fluctuating with occasional 

declines but overall showing a rising trend; it has increased to 34.61 lakh as estimated in 

the latest budget for March 2005 – an addition of about 2 lakh since March 2001. The 

largest and persistent increase has occurred under ―home affairs, cabinet and police‖; its 

staff strength was at 6.47 lakh in March 2001 and it has shot up to 8.11 lakh in March 

2005 – an expansion of 1.64 lakh or by over 25 per cent in four years. 

A disquieting aspect of India‘s post-reform developmental efforts concerns the 

inadequacy of tax revenue mobilisation. Tax reforms have resulted in considerable 

reduction in tax to GPD ratio; the combined ratio for the centre and states together had 

reached 16 per cent in 1986-87 and ruled around that level until the end of the 1980s. 

Thereafter, it steadily declined and touched the lowest level of 13.4 per cent in 1998-99. 

This decline is entirely attributable to central taxes, which as a ratio of GDP fell from 

10.6 per cent to 8.3 per cent roughly during the same period. In recent years, there has 

occurred an improvement in the tax to GDP ratio of the central government, with it 

touching 10.2 per cent in the year 2004-05 or 10.6 per cent in the budget of 2005-06, as 

referred to earlier. This increase has taken place essentially in direct taxes of the central 

government, whereas the states, because of their reluctance to tax agriculture, cannot 

mobilise any noteworthy amount of direct taxes. But, there is a flaw in the current 

measures of tax buoyancy generally done in literature.  

The direct tax revenues of the central government are obtained primarily from non-

agricultural sectors and if these tax revenues are related to such non-agricultural incomes, 
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tax to GDP ratio so derived shows limited improvement say, between 2001-02 and 2004-

05; it rises from 4.8 per cent to 6.2 per cent. Likewise, in the case of states, when their 

direct tax revenues are related to GDP originating in agriculture sector alone, the resultant 

direct tax to GDP ratio gets corrected from 0.6 per cent to 2.5 per cent in 2004-05, though 

the increase over the years in this case also remains negligible. The failure has not only 

been in resource mobilisation but also in utilizing the available resources for 

developmental purposes as distinguished from non-developmental expenses). Likewise, 

the use of capital receipts for current consumption has contributed to growing domestic 

and external liabilities; the aggregate of central and state liabilities had risen from 61.7 

per cent of GDP at the end of March 1991 to 77.9 per cent at the end of March 2005. 

Also, if external liabilities are measured at current exchange rates, the increase in this 

ratio would be another 3 to 4 percentage points. These liabilities do not take into account 

the potentially two more explosive nature of liabilities, namely, pension liabilities of the 

government and guarantees and other contingent liabilities of central (Rs 90,617 crore as 

of March 2003) and state (Rs 184,294 crore) governments.   

That the growth in non-farm incomes in the post-reform period has been acutely unequal 

is evident from size classification of individual income-tax assessees based on their 

incomes reported for tax purposes. It is found that the total number of individual 

assessees increased from 35.25 lakh in 1990-91 to 142.43 lakh in 1999-2000 – a four-fold 

jump. But, amongst them, the number of assessees declaring incomes of Rs 5 lakh and 

above galloped from just 3,854 to 1,54,772, that is, a 40-fold rise. The income assessed 

for this rich group has shown a steep rise from Rs 533.36 crore (or 3.4 per cent of the 

total) to Rs 16,448.75 crore (13.1 per cent) during the same period. In fact, the steepest 

increase in the number of assessees as well as their income assessed has occurred in the 

top income bracket of over Rs 10 lakh each. The data available in this respect so far are 

only up to 1999-2000. All macro-economic evidences show continuing widening of 

inequalities in the non-farm sector even thereafter.  

2.4 STATE GOVERNMENT AND FINANCE 
  

Division of financial powers and functions among different levels of the federal polity are 

asymmetrical, with a pronounced bias for revenue taxing powers at the Union level while 

the States carry the responsibility for subjects that affect the day to day life of the people 

entailing larger expenditure than can be met from their own resources. On an average, the 

revenue of States from their own resources suffices only for about 50 to 60 percent of 

States‘ current expenditure. Since the insufficiency of the States‘ fiscal resources had 

been foreseen at the time of framing the Constitution, a mechanism in the shape of 

Finance Commission was provided under article 280 for financial transfers from the 

Union. Its function is to ensure orderly and judicious devolution that is deemed necessary 

from the point of view of avoiding vertical or horizontal imbalances. 

 

The Finance Commission is only one stream of transfer of resources from the Union to 

the States. The Planning Commission advises the Union Government regarding the 

desirable transfer of resources to the States over and above those recommended by the 

Finance Commission. Bulk of the transfer of revenue and capital resources from the 
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Union to the States is determined largely on the advice of these two Commissions. By 

and large, such transfers are formula-based. Then there are some discretionary transfers 

as well to meet the exigencies of specific situations in individual States. 

  

These institutional arrangements served the country well in the first three decades after 

independence. Testifying to the strength of these institutions neither the Union nor the 

States suffered from any large imbalance in their budgets, although the size of the public 

sector in terms of proportion of government expenditure to Gross Domestic Product had 

nearly doubled during this period. 

  

Imbalances have become endemic during the last two decades and have assumed 

alarming proportions recently.  For this state of affairs, the constitutional provisions can 

hardly be blamed.  Broadly, the causes have to be sought in the working of the political 

institutions. There are shortcomings in the transfer system.  For example, the ‗gap-filling‘ 

approach adopted by the Finance Commission and the soft budget constraints have 

provided perverse incentives.  The point, however, is that these deficiencies are capable 

of being corrected without any change in the Constitution. 

  

2.4.1 Enlargement of the Scope of the Finance Commission 

 

The institution of the Finance Commission has been one of the major success stories of 

the Constitution. The broad terms of reference as laid down in article 280(3) are 

unexceptionable.  However, other matters in the interest of sound finance can also be 

referred to the Finance Commission.  These would constitute additional terms of 

reference. It has been suggested that it would be desirable to associate the States more 

actively in deciding the additional terms of reference, preferably by having the National 

Development Council (comprising the Prime Minister and the Chief Ministers of States) 

to endorse the additional terms of reference. The Commission is not in favour of an 

amendment of article 280(3)(d) to enable such enlargement of the scope of the Finance 

Commission, However, it is recommended that terms of reference of the Finance 

Commission should be broader and comprise of matters which would take care, in a 

comprehensive way, aspects of the financial relations between the Union and the States.  

The broadening of such terms of reference could also be discussed earlier by the National 

Development Council.   

  

Under article 281, the recommendations of the Finance Commission are laid before the 

Houses of Parliament along with an explanatory memorandum as to the action taken on 

them.  The recommendations are not theoretically binding, although there has been no 

case so far when the Government of India has deviated from recommendations of 

successive Finance Commissions.  It has been suggested that the Constitution itself 

should describe the recommendations as an award binding on both the Union and the 

States.  This has been urged in the context of the mechanism of the State Finance 

Commissions which are set up under articles 243-I and 243-Y which too make only 

recommendations and not awards.  The State Finance Commissions are a comparatively 

new constitutional mechanism.  They would take some time to strike roots in the 
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constitutional soil.  Politicians at the Sate level have also to find their bearings in the new 

landscape where the old landmarks of patronage at the State level have yielded place to a 

non-discriminatory passage of resources from the State exchequer to the local 

government institutions.  Keeping in view the factors pointed out above the Commission 

does not consider it necessary to recommend the amendment of the Constitution to 

provide for the recommendations of either the Finance Commission constituted under 

article 280 or of the State Finance Commissions constituted under articles 243-I and 243-

Y being treated as awards. 

  

2.4.2 Share of States in taxes, Cesses and surcharges 
  

The Constitution was amended to provide a prescribed percentage of the revenue receipts 

to be transferred to States (article 270(2)).  However, surcharges and Cesses do not form 

part of the divisible pool.   Cesses are intended for specific purposes and the States can 

have no complaint if the money is spent on predetermined purposes.  Surcharges can be 

regarded as a not so thinly veiled device to deny the States their share in receipts from 

such surcharges.  Keeping in view the complexity of the present national and 

international situation which has placed additional burden on the Union, the Commission 

would not recommend any constitutional amendment to make surcharges shareable but 

would expect public policy to move decisively in the direction of doing away with the 

surcharges as part of the Union‘s fiscal armory 

  

2.4.3 Tax on services 
  

In recent years, services have emerged as the dominant component in the gross domestic 

product (GDP).  Yet there is no mention in the Constitution in any of the three lists 

(Union List, State List, Concurrent List) enabling any level of government to tax services.  

The Union has used the residuary power in the last entry of the Union List (entry 97) to 

levy taxes on selected services.  The efforts have not succeeded in tapping the full 

potential of the service sector of a vast range of services which are primarily local in 

nature.  It is necessary to enhance the revenue potential of the States in view of their 

major responsibilities for social and physical infrastructure.  It might be worthwhile to 

provide explicitly for taxing power for the States in respect of certain specified services.  

For the Union also an explicit entry would be helpful, rather than leaving it to the 

residuary power of entry 97.  However, it may be better to first let a consensus list of 

services to be taxed by the States come into force to be treated as the exclusive domain of 

the States, even if the formal taxing power is exercised by the Union.  In other words, the 

golden rule here would be to hasten slowly.  A de facto enumeration of services that can 

be taxed exclusively by the States should get priority from policy makers with a view to 

augmenting the resource pool of the States.  The Commission recommends specific 

enumeration of services that may become amenable to taxation by the States.  This 

is necessary with a view to augmenting the resource pool of the States.  The 

Commission recommends an appropriate amendment to the Constitution in this 

behalf to include certain taxes, now levied and collected by the Union, to be enabled 

to be levied and collected by the States.  Illustratively a list of such subjects in respect 
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of which service tax is levied under the relevant section of the Finance Act, 1994 (Act 32 

of 1994) as amended from time to time is given below: 

  

  (1) Section 65(48)(e):  ―To a client, by an advertising agency in relation to 

advertisements in any manner‖.  Corresponding Entry in List-II of the 

Constitution – Entry 55 – ―Taxes on advertisements published in the 

newspapers [and advertisements broadcast by radio or television]‖ 

  

  (2) Section 65(48)(f) – ―to a customer, by a courier agency in relation to door-

to-door transportation of time-sensitive documents, goods or articles‖. 

Corresponding Entry in List-II of the Constitution – Entry 56 – ―Taxes on 

goods and passengers carried by road or on inland waterways‖. 

  

  (3) Section 65(48)(m) – ―to a client, by a mandap keeper in relation to the use 

of a mandap in any manner including the facilities provided to the client in 

relation to such use and also services, if any, rendered as a caterer‖.  

Corresponding Entry in List-II of the Constitution – Entry 49 – ―Taxes on 

lands and buildings‖ 

  

  (4) Section 65(48)(o) – ―to any person, by a rent-a-cab scheme operator in 

relation to the renting of a cab‖  Corresponding Entry in List-II of the 

Constitution – Entry 57 – ―Taxes on vehicles, whether mechanically 

propelled or not; suitable for use of roads, including tram-cars subject to 

the provisions of Entry 35 of List III. 

  

  (5) Section 65(48)(za) – ―to any person, by a mechanized slaughter house in 

relation to the slaughtering of bovine animals.‖  

  

2.5 PARALLEL ECONOMY IN INDIA 

Black money or unaccounted money circulating in the parallel economy is a big menace 

to the economy. It is also a cause of big loss in the tax-revenues for the government. As 

such it needs to be curbed. Its elimination will benefit the economy in more than one 

way. It will also generate more revenues for the government.  

Black money may be defined as the money that is generated by activities that are kept 

secret in the sense that these are not reported to the authorities. As such this money is also 

not accounted to the fiscal authorities i.e., taxes are not paid on this money. Contrasted to 

this is the white money that is shown in relevant accounts and tax paid, if due.  

Parallel economy connotes the functioning of an unsanctioned sector in the economy 

whose objectives run parallel, rather in contradiction with the aroused social objectives. 

This is variously termed as ‗black economy‘, ‗unaccounted economy‘, ‗illegal economy‘, 

‘subterranean economy‘, or ‗unsanctioned economy‘.   
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The money involved in black/secret transactions or used in parallel economy (i.e., 

parallel to the legitimate economy) is very large indeed. Very recently the National 

Institute of Public Finance Policy has estimated that the sum involved is as much as about 

Rs4O, OOO crores. This constitutes around 20 per cent of the gross domestic product of 

the economy. This size of the black money has grown fast over the past many years. A 

recent estimate puts the size of black money at over 50 per cent of GDP (at factor cost) . 

It is also stated that the annual rate of growth of black money is higher than the annual 

growth-rate of GDP. The present size of black money is thus very large indeed. 

2.5.1 Impact of Black Money   

The circulation of black money has adversely affected the Indian economy in several 

ways. It would be of interest to study the impact of black money on the Indian economic 

and social system.   

i) It leads to the misdirection of precious national resources. 

A part of black money is kept in a form that contributes nil/Little to productive activities. 

  

(ii) It has enormously worsened the income-distribution, and has thereby undermined the 

fabric of the fixed income salary class finds itself ever be the lower rung of the income-

ladder. They pay taxes. But in general they are not able to catch up with the people in 

business, or in professions, or many of those employed. Many in these categories make 

black activities. Many high placed official and honest employees earn much less than an 

average small shopkeeper in big cities like Bombay and Delhi.    

(iii) The existence of a big-sized unreported segment of the economy is a- big handicap in 

making a correct analysis and formulation of right policies for it. For example it is not 

possible to calculate accurately the vital indicators of progress like saving-income ratio, 

sectorial composition of national income, etc. Nor is it possible to monitor the 

developments in the economy with precision. Much of these estimates / monitoring of the 

economy are bound to be guesswork. No wonder the government‘s policies cannot be 

firm in their perception and deal weak data base.   

(iv) Black money results in transfer of funds from India to foreign countries through 

clandestine channels. Such transfers are made possible by violations exchange 

regulations through the device of under – invoicing of exports and over-invoicing of 

imports thus finds itself in a paradoxical situation,‘ where capital and more particularly 

foreign exchange resources are scarce, (the country) becomes a de facto lender of aid and 

capital to economically advanced and wealthier nations, with the concealed outflow of 

funds.‖  The situation has worsened further over the years.   

(v) Black money requires for its protection, proliferation and expansion of a service 

organisation composed of musclemen, touts and brokers to combat the forces of law and 

order on the one hand and on the other hand, there are income t ax advisers, or chartered 
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accountants in the pay of black money operators. Then there are contact men, better 

known as liaison officers who negotiate favors from top bureaucracy and political bosses 

through bribes of black money. This has developed a new black money culture in the 

business world.   

(vi) Last but not the least; black money has corrupted our political system in a most 

vicious manner. At various levels, MLAs, MPs, Ministers, party functionaries openly and 

shamelessly go on collecting funds. 

The politics of black money thus has corroded the moral fibre of Indian polity. Ministers 

dole out favours of crores by accepting black money donations of a few lakhs from 

businessmen. Musclemen and criminals are fed by political parties to capture booths and 

thus elections are becoming more and more of a farce. National policies are, therefore, 

being bent in favour of the big business under the pressure of black money. Thus, it is the 

parallel economy which does the backseat driving, while the political leadership only acts 

as the mouth-piece of big business to justify the abolition of controls or introduction of a 

dual system of prices in the name of productivity or national interests. It was due to the 

pernicious impact of black money on the Indian economy and polity that the Wanchoo 

Committee concluded: ―It is, therefore, no exaggeration to say that black money is like a 

cancerous growth in the country‘s economy which, if not checked in time, is sure to lead 

to its ruination‖.  

   

2.5.2 Causes for Generation of Black Money   

There are several factors responsible for the emergence - of black money. It would be 

relevant to discuss those factors so that a correct understanding about the genesis, growth 

and expansion of black money can be made. The principal factors are: 

(i) Beginning of the evil: The beginning of this evil can be traced to the Second World 

War. During this period supplies of industrial goods from the traditional suppliers of the 

West were cut off. This resulted in severe shortages in many vital lines. The British 

Government indulged in large inflationary finance for war efforts. This led to price 

escalation. Taxes too were raised sharply on higher incomes and excess profits. In these 

circumstances many indulged in black marketing. And at the same time, they evaded 

taxes. Huge profits were made in respect of goods that were in short supply. This created 

a psychology of making money out of shortages and not out of production / expansion of 

sales. These circumstances and the psychology formed the backdrop of what followed 

subsequently.   

(ii) Controls and licensing system: The system of controls, permits, quotas and licenses 

which are associated with misdistributions of the commodities in short supply results in 

the generation of black money. The Wanchoo Committee explaining this factor as a 

source of black money observed, ―In spite of the vigilance exercised by the Government, 

controls and regulations came to be used by the unscrupulous for amassing money for 

themselves. Since considerable discretionary powers lay in the hands of those who 
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administered controls~ this provided them with a scope for corruption - ‘speed money‘ 

for turning a blind eye to the violation of controls. All this gave rise to trading in permits, 

quotas and licenses, malpractices in distribution and in the process; it generated sizeable 

sums of black money.‖   

Price and distribution controls have in the past led to the generation of black money on a 

significant scale. Any price control without any adequate machinery of distribution and 

speedy arrangement for increasing supplies is potentially a source of black money 

generation.   

Rent control leads to “pugree system” and is, therefore, another source of black money. 

Similarly, the system of licenses requires large number of inspectors for completing 

various formalities and thus good amount of hush money has to be paid. Where controls 

are not implementable, they have led to harassment and black money generation.   

(iii) Tax structure: High tax rates and defective tax structure have also been responsible 

for the existence of black money to a large extent. Take for instance direct taxation. Till 

recently the tax on income and on wealth was very high to invite evasion. The marginal 

rate of income tax was as high as 75 per cent. And when it was combined with the tax on 

wealth, it was still higher. For example, for a person with net wealth ofRs.12 lakh, the 

combined tax rate came to 95 per cent. And for a person with a net wealth exceeding 

Rs.18 lakhs, the marginal tax rate exceeded cent percent. This was the situation in respect 

of personal taxation until a decade ago. The corporate tax rate too was very high. In these 

circumstances the temptation / gain from tax evasion was substantial.   

Even in the case of indirect taxes the situation is no better. In fact worse, as the revenue 

from these taxes constitutes a big proportion of all the tax revenues. For example, in the 

case of government, revenue from customs and central excise duties has been as much as 

80 per cent of the total revenue. Hence even a small fraction of the evaded tax runs into 

crores of black money. According to the National Institute of Public Finance Policy the 

excise evasion is rampant in such sectors as copper, cotton fabrics and plastics. It is also 

suggested by the Institute that the tax-evasion through the underestimation of production 

and sales is most pronounced in manufacturing, trade, hotels and restaurants.   

(iv) Donation to political parties: Ever since the Government decided to ban donations 

to political parties in 1968, it prompted businessmen to fund political parties, especially 

the ruling party, with the help of black money. Ostensibly, this decision was taken to 

reduce the influence of big business on the electoral process, but in practice what 

happened was precisely the opposite. Businessmen everywhere have by now learnt that 

they should pay a certain charge out of the black money to the coffers of political parties 

and then be sure that the political leaders will only bark but not bite. Big business, in the 

process, has been able to tame the political leadership. This is evidenced by the relaxation 

of various controls, permitting business houses to enter areas reserved for the public 

sector, putting a large number of banned items on the Open General License list etc.   
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The political instability witnessed in the country in -various states has resulted in 

widespread horse-trading of the MLAs at the state levels and MPs at the Central level. In 

this process of buying political support, black money plays a crucial role. Consequently 

the determination of the ruling political party to curb black money has become very 

weak. As a consequence, businessmen feel they have an unfettered license to spin black 

money, pay a small part to the political parties as donations and then enjoy the rest the 

way they like.Unless the link between black money and political power is broken, there is 

no hope of controlling the generation of black money or its link with crime.   

(v) Ineffective enforcement of tax laws : Whereas the Government has an armoury of 

tax laws pertaining to income tax, sales tax, stamp duties, excise duty etc., their 

enforcement is very weak due to widespread corruption in these departments. . The high 

rates of these taxes induce businessmen to avoid recording of these transactions. This 

evasion largely goes unchecked and thus sets in a chain reaction for the generation of 

black money at the wholesale, retail as well as production levels.   

(vi) Generation of black money in the public sector: Every successive five-year plan is 

planned for a larger size of investment in the public sector. The projects undertaken by 

the public sector have to be monitored by the bureaucrats in Government departments 

and public sector undertakings. Tenders are invited for the various works and these 

tenders are awarded by the bureaucracy in consultation with the political bosses. 

Thus, a symbiotic relationship develops between the contractors, bureaucracy and the 

politicians and by a large number of devices costs ‗are artificially escalated and black 

money is generated by underhand deals. Instability of the political system has given a 

further momentum to this process. Since the ministers are not sure of their tenure and in a 

majority of cases, the tenure is very short, the principle ‗Make hey while the sun shines‘ 

is adopted by most of them. The larger number of scandals that are unearthed by the 

Opposition only support the contention that huge investment in the public sector is a big 

potential source for black money generation. In this process, bureaucrats act as brokers 

for political leaders and thus the nexus between business, bureaucracy and politicians 

promotes the generation of black money.    

(Vii) Ceiling on depreciation and other business expenses: Government has imposed 

restriction It has also circumscribed expenses on advertisement, entertainment, guest 

houses, payment of perquisites to directors. The purpose of these restrictions is to protect 

the shareholders and consumers from the unscrupulous action of businessmen. But 

businessmen feel that these restrictions are unjustified. They take the maximum 

advantage of these provisions but do not like to part with the remaining part of by various 

clandestine devices; they convert it into black money and use it either for conspicuous 

production to satisfy the wants of the rich and elite sections of society. 

India's parallel economy is so deeply entrenched that possession of black money is not 

even considered worthy of reproach in social reckoning. In fact, custodians of the 

administrative machinery themselves seem to have joined the race to accumulate such 

wealth.  
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Perhaps such attitudes were understandable to an extent during the high noon of 

repressive taxation and socialist subjugation in the 1960s and 1970s, when anything other 

than a frugal lifestyle was all but impossible for an honest taxpayer to maintain. Those 

were days of misery. But tax rates in India today are moderate by any yardstick in the 

world, and the persistence of the impunity with which black money is held suggests a 

much older provenance. Looking further back in history, the black sector emerged in 

India during World War II, when daily necessities were in acute scarcity and the 

government of the day adopted rationing as a welfare policy, thus introducing a system of 

controls. With prices no longer set by the natural interaction of market demand and 

supply, black marketeering—the surreptitious sale of diverted goods at higher prices—

emerged. The continuance of controls, post-1947, that defied economic sense was 

justified in the context of the prevailing deprivation then. The parallel economy began to 

expand, and once the control mechanisms were institutionalized, it attained multifarious 

dimensions.  

Estimates of black money, unrecorded and untaxed, circulating in the economy have 

varied widely from time to time. In 1967-68, it was placed at Rs 3,034 crore. But by 

1978-79, it had soared to Rs 46,867 crores— more than 15 times in just 12 years. Black 

money was estimated to be 9.5% of GDP in 1967-68, rising to 49% of GDP in 1978-79 

and 50.7% in 1987-88. This is an alarming rise, and had better information been publicly 

available on the trend, the pressure for market reforms may have come much sooner—

saving India the delay that gave China its headstart.  

By the early 1980s, the problem was virtually blaring bright red danger signals. By one 

count, the rate of growth in the parallel economy was higher than that of GDP in the 

period from 1980-81 to 1987-89; the former rose by 46.7% and the latter by 40%.  

Sadly, however, the control raj legacy has not proven easy to shake off. As estimated by 

the Parliament Standing Committee on Finance, black money in circulation continued to 

exceed the accounted-for kind in the 1990s 

2.6 FISCAL POLICY AND PROBLEMS 

In economics, fiscal policy is the use of government spending and revenue collection to 

influence the economy.  

Fiscal policy can be contrasted with the other main type of economic policy, monetary 

policy, which attempts to stabilize the economy by controlling interest rates and the 

supply of money. The two main instruments of fiscal policy are government spending and 

taxation. Changes in the level and composition of taxation and government spending can 

impact on the following variables in the economy: 

 Aggregate demand and the level of economic activity; 

 The pattern of resource allocation; 

 The distribution of income. 

http://en.wikipedia.org/wiki/Monetary_policy
http://en.wikipedia.org/wiki/Monetary_policy
http://en.wikipedia.org/wiki/Money
http://en.wikipedia.org/wiki/Aggregate_demand
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Fiscal policy refers to the overall effect of the budget outcome on economic activity. The 

three possible stances of fiscal policy are neutral, expansionary, and contractionary: 

 A neutral stance of fiscal policy implies a balanced budget where G = T 

(Government spending = Tax revenue). Government spending is fully funded by 

tax revenue and overall the budget outcome has a neutral effect on the level of 

economic activity. 

 An expansionary stance of fiscal policy involves a net increase in government 

spending (G > T) through rises in government spending, a fall in taxation revenue, 

or a combination of the two. This will lead to a larger budget deficit or a smaller 

budget surplus than the government previously had, or a deficit if the government 

previously had a balanced budget. Expansionary fiscal policy is usually associated 

with a budget deficit. 

 A contractionary fiscal policy (G < T) occurs when net government spending is 

reduced either through higher taxation revenue, reduced government spending, or 

a combination of the two. This would lead to a lower budget deficit or a larger 

surplus than the government previously had, or a surplus if the government 

previously had a balanced budget. Contractionary fiscal policy is usually 

associated with a surplus. 

The idea of using fiscal policy to combat recessions was introduced by John Maynard 

Keynes in the 1930s, partly as a response to the Great Depression. 

2.6.1 Economic effects of fiscal policy 

Governments use fiscal policy to influence the level of aggregate demand in the 

economy, in an effort to achieve economic objectives of price stability, full employment, 

and economic growth. Keynesian economics suggests that adjusting government 

spending and tax rates are the best ways to stimulate aggregate demand. This can be used 

in times of recession or low economic activity as an essential tool for building the 

framework for strong economic growth and working toward full employment. The 

government can implement these deficit-spending policies to stimulate trade due to its 

size and prestige. In theory, these deficits would be paid for by an expanded economy 

during the boom that would follow; this was the reasoning behind the New Deal. 

Governments can use budget surplus to do two things: to slow the pace of strong 

economic growth, and to stabilize prices when inflation is too high. Keynesian theory 

posits that removing funds from the economy will reduce levels of aggregate demand and 

contract the economy, thus stabilizing prices. 

Some classical and neoclassical economists argue that fiscal policy can have no stimulus 

effect; this is known as the Treasury View, which Keynesian economics rejects. The 

Treasury View refers to the theoretical positions of classical economists in the British 

Treasury, who opposed Keynes' call in the 1930s for fiscal stimulus. The same general 

http://en.wikipedia.org/wiki/John_Maynard_Keynes
http://en.wikipedia.org/wiki/John_Maynard_Keynes
http://en.wikipedia.org/wiki/Great_Depression
http://en.wikipedia.org/wiki/Keynesian_economics
http://en.wikipedia.org/wiki/Aggregate_demand
http://en.wikipedia.org/wiki/New_Deal
http://en.wikipedia.org/wiki/Classical_economics
http://en.wikipedia.org/wiki/Neoclassical_economics
http://en.wikipedia.org/wiki/Treasury_View
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argument has been repeated by neoclassical economists up to the present. From their 

point of view, when government runs a budget deficit, funds will need to come from 

public borrowing (the issue of government bonds), overseas borrowing, or the printing of 

new money. When governments fund a deficit with the release of government bonds, 

interest rates can increase across the market. This is because government borrowing 

creates higher demand for credit in the financial markets, causing a lower aggregate 

demand (AD), contrary to the objective of a budget deficit. This concept is called 

crowding out; it is a "sister" of monetary policy. 

In the classical view, fiscal policy also decreases net exports, which has a mitigating 

effect on national output and income. When government borrowing increases interest 

rates it attracts foreign capital from foreign investors. This is because, all other things 

being equal, the bonds issued from a country executing expansionary fiscal policy now 

offer a higher rate of return. In other words, companies wanting to finance projects must 

compete with their government for capital so they offer higher rates of return. To 

purchase bonds originating from a certain country, foreign investors must obtain that 

country's currency. Therefore, when foreign capital flows into the country undergoing 

fiscal expansion, demand for that country's currency increases. The increased demand 

causes that country's currency to appreciate. Once the currency appreciates, goods 

originating from that country now cost more to foreigners than they did before and 

foreign goods now cost less than they did before. Consequently, exports decrease and 

imports increase.  

Other possible problems with fiscal stimulus include the time lag between the 

implementation of the policy and detectable effects in the economy, and inflationary 

effects driven by increased demand. In theory, fiscal stimulus does not cause inflation 

when it uses resources that would have otherwise been idle. For instance, if a fiscal 

stimulus employs a worker who otherwise would have been unemployed, there is no 

inflationary effect; however, if the stimulus employs a worker who otherwise would have 

had a job, the stimulus is increasing demand while labor supply remains fixed, leading to 

inflation. 

2.6.2 Fiscal Policy Issues 

Given the unprecedented collapse of real economic activity, and the awareness that 

further monetary easing was either infeasible or constrained, many governments in the 

region resorted to aggressive easing of fiscal policy. The fiscal positions deteriorated 

sharply in these countries from 2007 to 2008, and further in 2009 . Of course, not all of 

the fiscal deterioration was due to the introduction of a fiscal stimulus package, as 

automatic stabilizers also kicked in. It is not easy to estimate the size of the fiscal 

packages, net of the automatic stabilizers, and the spending or tax reduction measures 

that had already been planned. To complicate matters further, the announced spending 

increase in some cases also included prospective contributions from the private sector and 

may even include an amount which will never be implemented in the end. With this 

caveat, the announced fiscal stimulus packages ranged widely across the region, from less 

than 1% to over 10% of GDP. 

http://en.wikipedia.org/wiki/Crowding_out_(economics)
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The PRC had a particularly large fiscal package, mainly concentrated in public 

investment. Given the comfortable fiscal space it enjoyed, the PRC government quickly 

expanded public investment in key infrastructure while cutting taxes. More than 85% of 

the CNY4 trillion stimulus package announced in early November 2008 (amounting to 

some 16% of GDP) was accounted for by investment spending. Coupled with the impact 

of monetary easing, the PRC's fiscal expansion appears to have helped support the 

country's economic recovery in early 2009. Japan also had a large fiscal package, 

although the country's fiscal space was limited by the chronic fiscal deficits that had 

raised the level of debt to over 200% of GDP. India was another country that eased fiscal 

policy when the fiscal space was rather limited (with the balance of public debt exceeding 

80% of GDP). With the state budgets included, India's general government deficit is 

expected to reach 10% of GDP in 2009, though some of the increase in government 

spending reflects the increase already implemented before the onset of the crisis. 

Estimates of fiscal multipliers vary widely (Horton, Kumar, and Mauro 2009), but it is 

certain that, regardless of the size of the multiplier, expansionary fiscal policy added to 

aggregate demand (even though the multiplier may well have been one or less than one). 

The resurgence of fiscal activism, long disowned by the economic profession, has 

presented an occasion to reflect upon the countercyclical use of fiscal policy. In the 

context of Asia, a large share of fiscal expansion fell on infrastructure, which entailed 

implementation problems, given lags and capacity limitations. Not all investment projects 

can be profitable, and some may well lead to corruption. This led some in participants at 

ADBI's macroeconomic policy conference to argue that more should have been done on 

the revenue side, both because the impact of a tax cut is more immediate and because tax 

reform can be a way of removing distortions in the economy. Empirically, however, it is 

well understood that the multiplier of a tax cut is typically much smaller than that of an 

increase in spending. 

Milton Friedman once described the problem of government budgets with caustic wit. 

The legendary economist said that there are four ways to spend money and each variant 

of spending has a different implication.  

First, when you spend your money on yourself you do your best to put the money to good 

use. 

Second, when you spend your money on somebody else you try to control costs. 

Third, when you spend someone else’s money on yourself you try to have a good time 

without bothering about costs.  

Fourth, when you spend someone else’s money on somebody else—and then you do not 

care about either the efficiency of spending or the price. 

―And that’s government,‖ said Friedman. Touché. 
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The deep-rooted temptation to spend taxpayer money carelessly makes sense once you 

apply Friedman’s insight to the issue. 

Some stats on size and expenditure of Indian government: 

Here are some numbers. Finance minister John Mathai had estimated total revenue of 

Rs347.50 crore and total expenditure of Rs338.88 crore in 1950-51, leaving a budget 

surplus of Rs9.62 crore. Finance minister Pranab Mukherjee had in July budgeted for a 

revenue of Rs6,19,842 crore and expenditure of Rs10,20,838 crore, leaving a fiscal 

deficit or borrowing requirement of Rs4,00,996 crore. 

Let’s work the numbers. Government spending grew 3 percentage points a year faster 

than India’s gross domestic product at current prices, going by compounded annual 

growth rates over 59 years. The absolute numbers are truly astonishing: The size of the 

economy grew 578 times since 1950 while the size of the government’s spending bill grew 

3,020 times. 

In the second article he says in order to curb ballooning deficits, the  government should 

not try and cut expenditure but instead focus on growth (which will get more tax 

revenues). The reason is nothing to to do with economics but politics. The government 

often messes while trying to control expenditure. It cuts on capital expenditure and not 

revenue expenditure making future growth shaky. 

Very interesting analysis on public finances of India is discussed as follows.  

Apart from the huge numbers, another problem is the transparency and the way budget 

figures are presented. Before every budget I make a resolve to understand the 

budget figures but often get lost and have to give up. 

Just like RBI is ushering transparency (also see this and this) in monetary policy making, 

Finance Ministry should bring transparency in the budget process. If you take two 

different tables to arrive at one data point, you get two different answers. And like the old 

joke, you ask three economists of their data point and you get another 4 (or more) 

different data points.  

Apart from releasing policies to cut deficits (FRBM-II or whatever), there is a need to 

adopt a framework for making the fiscal policy process more transparent and 

accountable.   PFM blog points to one such approach that helps in these objectives – 

Performance Framework in Budgeting. 

2.7 FISCAL SECTOR REFORMS IN INDIA 

 

Fiscal sector reforms encompassed broadly institutions especially banking, development 

of financial markets, monetary fiscal and external sector management and legal and 

institutional infrastructure. 

http://www.livemint.com/articles/2010/02/08213206/Why-govt-should-not-try-limiti.html
http://mostlyeconomics.wordpress.com/2010/01/29/rbi-third-quarter-2009-10-review-just-13-pages/
http://mostlyeconomics.wordpress.com/2010/02/02/rbi-governors-teleconference-with-researchers-analysts/
http://www.livemint.com/articles/2010/02/02215906/A-more-transparent-RBI.html
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Reform measures in India were sequenced to create an enabling environment for banks to 

overcome the external constraints and operate with greater flexibility. Such measures 

related to dismantling of administered structure of interest rates, removal of several 

preemptions in the form of reserve requirements and credit allocation to certain sectors. 

Interest rate deregulation was in stages and allowed build up of sufficient resilience in the 

system. This is an important component of the reform process which has imparted greater 

efficiency in resource allocation. Parallel strengthening of prudential regulation, 

improved market behaviour, gradual financial opening and, above all, the underlying 

improvements in macroeconomic management helped the liberalisation process to run 

smooth. The interest rates have now been largely deregulated except for certain specific 

classes, these are: savings deposit accounts, non-resident Indian (NRI) deposits, small 

loans up to Rs.2 lakh and export credit.  Without the dismantling of the administered 

interest rate structure, the rest of the financial sector reforms could not have meant much. 

 

As regards the policy environment on public ownership, the major share of financial 

intermediation has been on account of public sector during the pre-reform period. As a 

part of the reforms programme, initially there was infusion of capital by Government in 

public sector banks, which was subsequently followed by expanding the capital base with 

equity participation by private investors up to a limit of 49 per cent. The share of the 

public sector banks in total banking assets has come down from 90 per cent in 1991 to 

around 75 per cent in 2006: a decline of about one percentage point every year over a 

fifteen-year period. Diversification of ownership, while retaining public sector character 

of these banks has led to greater market accountability and improved efficiency without 

loss of public confidence and safety. It is significant that the infusion of funds by 

government since the initiation of reforms into the public sector banks amounted to less 

than 1 per cent of India‘s GDP, a figure much lower than that for many other countries.   

Another major objective of banking sector reforms has been to enhance efficiency and 

productivity through increased competition. Establishment of new banks was allowed in 

the private sector and foreign banks were also permitted more liberal entry. Nine new 

private banks are in operation at present, accounting for around 10-12 per cent of 

commercial banking assets. Yet another step towards enhancing competition was 

allowing foreign direct investment in private sector banks up to 74 per cent from all 

sources. Beginning 2009, foreign banks would be allowed banking presence in India 

either through establishment of subsidiaries incorporated in India or through branches.   

Impressive institutional reforms have also helped in reshaping the financial marketplace. 

A high-powered Board for Financial Supervision (BFS), constituted in 1994, exercise the 

powers of supervision and inspection in relation to the banking companies, financial 

institutions and non-banking companies, creating an arms-length relationship between 

regulation and supervision. On similar lines, a Board for Regulation and Supervision of 
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Payment and Settlement Systems (BPSS) prescribes policies relating to the regulation 

and supervision of all types of payment and settlement systems, set standards for existing 

and future systems, authorise the payment and settlement systems and determine criteria 

for membership to these systems.  

 

The system has also progressed with the transparency and disclosure standards as 

prescribed under international best practices in a phased manner. Disclosure requirements 

on capital adequacy, NPLs, profitability ratios and details of provisions and contingencies 

have been expanded to include several areas such as foreign currency assets and 

liabilities, movements in NPLs and lending to sensitive sectors. The range of disclosures 

has gradually been increased. In view of the increased focus on undertaking consolidated 

supervision of bank groups, preparation of consolidated financial statements (CFS) has 

been mandated by the Reserve Bank for all groups where the controlling entity is a bank.    

 

The legal environment for conducting banking business has also been strengthened. Debt 

recovery tribunals were part of the early reforms process for adjudication of delinquent 

loans. More recently, the Securitisation Act was enacted in 2003 to enhance protection of 

creditor rights. To combat the abuse of financial system for crime-related activities, the 

Prevention of Money Laundering Act was enacted in 2003 to provide the enabling legal 

framework. The Negotiable Instruments (Amendments and Miscellaneous Provisions) 

Act 2002 expands the erstwhile definition of 'cheque' by introducing the concept of 

'electronic money' and 'cheque truncation'. The Credit Information Companies 

(Regulation) Bill 2004 has been enacted by the Parliament which is expected to enhance 

the quality of credit decisions and facilitate faster credit delivery.  

 

Improvements in the regulatory and supervisory framework encompassed a greater 

degree of compliance with Basel Core Principles. Some recent initiatives in this regard 

include consolidated accounting for banks along with a system of Risk-Based 

Supervision (RBS) for intensified monitoring of vulnerabilities.  

The structural break in the starting of financial sector reforms and opening up of the 

economy lead to changes in the monetary policy framework.  The relationship between 

the central bank and the Government witnessed a salutary development in September 

1994 in terms of supplemental agreements limiting initially the net issuance of ad hoc 

treasury Bills. This initiative culminated in the abolition of the ad hoc Treasury Bills 

effective April 1997 replaced by a limited ways and means advances. The phasing out of 

automatic monetization of budget deficit has, thus, strengthened monetary authority by 

imparting flexibility and operational autonomy. With the passage of the Fiscal 

Responsibility and Budget Management Act in 2003, from April 1, 2006 the Reserve 

Bank has withdrawn from participating in the primary issues of Central Government 

securities. 
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Reforms in the Government securities market were aimed at imparting liquidity and 

depth by broadening the investor base and ensuring market-related interest rate 

mechanism. The important initiatives introduced included a market-related government 

borrowing and consequently, a phased elimination of automatic monetisation of Central 

Government budget deficits. This, in turn, provided a fillip to switch from direct to 

indirect tools of monetary regulation, activating open market operations and enabled the 

development of an active secondary market. The gamut of changes in market 

development included introduction of newer instruments, establishment of new 

institutions and technological developments, along with concomitant improvements in 

transparency and the legal framework. 

   

III. Processes of Reform 

 

What are the unique features of our reform process? First, financial sector reform was 

undertaken early in the reform cycle in India.  Second, the banking sector reforms were 

not driven by any immediate crisis as has often been the case in several emerging 

economies. Third, the design and detail of the reform were evolved by domestic 

expertise, while taking on board the international experience in this regard. Fourth, 

enough space was created for the growth and healthy competition among public and 

private sectors as well as foreign and domestic sectors.  

 

How useful has been the financial liberalization process in India towards improving the 

functioning of institutions and markets? Prudential regulation and supervision has 

improved; the combination of regulation, supervision and safety nets has limited the 

impact of unforeseen shocks on the financial system. In addition, the role of market 

forces in enabling price discovery has enhanced. The dismantling of the erstwhile 

administered interest rate structure has permitted financial intermediaries to pursue 

lending and deposit taking based on commercial considerations and their asset-liability 

profiles. The financial liberalisation process has also enabled to reduce the overhang of 

non-performing loans: this entailed both a ‗stock‘ (restoration of net worth) solution as 

well as a ‗flow‘ (improving future profitability) solution.  

 

Financial entities have become increasingly conscious about risk management practices 

and have instituted risk management models based on their product profiles, business 

philosophy and customer orientation. Additionally, access to credit has improved, 

through newly established domestic banks, foreign banks and bank-like intermediaries. 

Government debt markets have developed, enabling greater operational independence in 

monetary policy making. The growth of government debt markets has also provided a 

benchmark for private debt markets to develop.  
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There have also been significant improvements in the information infrastructure. The 

accounting and auditing of intermediaries has improved. Information on small borrowers 

has improved and information sharing through operationalisation of credit information 

bureaus has helped to reduce information asymmetry. The technological infrastructure 

has developed in tandem with modern-day requirements in information technology and 

communications networking.  

 

The improvements in the performance of the financial system over the decade-and-a-half 

of reforms are also reflected in the improvement in a number of indicators. Capital 

adequacy of the banking sector recorded a marked improvement and stood at 12.3 per 

cent at end-March 2006. This is a far cry from the situation that prevailed in early 1990s.  

 

On the asset quality front, notwithstanding the gradual tightening of prudential norms, 

non-performing loans (NPL) to total loans of commercial banks which was at a high of 

15.7 per cent at end-March 1997 declined to 3.3 per cent at end-March 2006. Net NPLs 

also witnessed a significant decline and stood at 1.2 per cent of net advances at end-

March 2006, driven by the improvements in loan loss provisioning, which comprises over 

half of the total provisions and contingencies.  The proportion of net NPA to net worth, 

sometimes called the solvency ratio of public sector banks has dropped from 57.9 per 

cent in 1998-99 to 11.7 per cent in 2006-07. 

 

Operating expenses of banks in India are also much more aligned to those prevailing 

internationally, hovering around 2.1 per cent during 2004-05 and 2005-06. These 

numbers are comparable to those obtaining for leading developed countries which were 

range-bound between 1.4-3.3 per cent in 2005. 

 

Bank profitability levels in India have also trended upwards and gross profits stood at 2.0 

per cent during 2005-06 (2.2 per cent during 2004-05) and net profits trending at around 

1 per cent of assets. Available information suggests that for developed countries, at end-

2005, gross profit ratios were of the order of 2.1 per cent for the US and 0.6 per cent for 

France.  

 

The extent of penetration of our banking system in our country as measured by the 

proportion of bank assets to GDP has increased from 50 per cent in the second half of 

nineties to over 80 per cent a decade later. 

 

IV. Way ahead  

 

While we have made a significant progress, let me highlight a few issues that I believe 

would need significant attention in the near term.  
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The first is the issue of consolidation. The emergence of titans has been one of the 

noticeable trends in the banking industry at the global level. These banking entities are 

expected to drive the growth and volume of business in the global segment. In the Indian 

banking sector also, consolidation is likely to gain prominence in the near future. Despite 

the liberalization process, state-owned banks dominate the industry, accounting for three-

quarter of bank assets. The consolidation process in recent years has primarily been 

confined to a few mergers in the private sector segment, although some recent 

consolidation in the state-owned segment is evident as well. These mergers have been 

based on the need to attain a meaningful balance sheet size and market share in the face 

of increased competition, driven largely by synergies and locational and business-specific 

complementarities. Efforts have been initiated to iron out the legal impediments inherent 

in the consolidation process. As the bottom lines of domestic banks come under 

increasing pressure and the options for organic growth exhaust themselves, banks in India 

will need to explore ways for inorganic expansion. This, in turn, is likely to unleash the 

forces of consolidation in Indian banking.  However, there are two caveats.  First, any 

process of consolidation must come out of a felt need for merger rather than as an 

imposition from outside.   

 

The synergic benefits must be felt by the entities themselves.  The process of 

consolidation that is driven by fiat is much less likely to be successful, particularly if the 

decision by fiat is accompanied by restrictions on the normal avenues for reducing costs 

in the merged entity.  Thus, any meaningful consolidation among the public sector banks 

must be driven by commercial motivation by individual banks, with the government and 

the regulator playing at best a facilitating role. Second, the process of consolidation does 

not mean that small or medium sized banks will have no future.  Many of the Indian 

banks are of appropriate size in relation to the Indian situation. Actual experience shows 

that small and medium sized banks even in advanced countries have been able to survive 

and remain profitable. These banks have survived along with very large financial 

conglomerates.  Small banks may be the more natural lenders to small businesses. 

 

The second issue is related to capital adequacy.  Basel I standards have been successfully 

implemented in India and the authorities are presently moving towards adoption of Basel 

II tailored to country‘s specific considerations. Adoption of Base II norms will enhance 

the required capital.  Besides, banks‘ assets will grow or will have to grow in tandem 

with the growth of the real sectors of the economy.  The public sector banks‘ ability to 

meet the growing needs will be inhibited, unless the government is willing to bring in 

more capital.  At present, the share of the government in the public sector banks cannot 

go below 51 per cent.   
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While there is some scope for expanding capital through various modalities, tier-I capital, 

that is equity, is still critical.  While this constraint may not be binding immediately, 

sooner or later it will be.  If growth is modest, retained earnings may form an adequate 

source of supply.  However, when growth is rapid which is likely to be the case, there is 

need for injection of equity, enlarging the shareholding.  In this situation, the government 

will have to make up its mind either to bring in additional capital or move towards 

reducing its share from 51 per cent through appropriate statutory changes.  A third 

alternative could, however, be to include in the definition of government such entities as 

the Life Insurance Corporation that are quasi-government in nature and are likely to 

remain to be fully owned or an integral part of the government system in the future.  

However, even to do this an amendment is needed in the statute. 

 

The third aspect concerns risk management.  The most important facet of risk in India or 

for that matter in most developing countries markets remains the credit risk.  

Management of credit risks is an area which has received considerable attention in recent 

years.  The new Basle accord rests on the assumption that an internal assessment of risks 

by a financial institution will be a better measure than an externally imposed formula.  

The economic structure is undergoing a change.  The service sector has emerged as major 

sector.  Assessing credit risk in lending to service sectors needs a methodology different 

from assessing risks while lending to manufacturing.  There are other areas of lending 

such as housing and consumer credit which will need new approaches.  Equally important 

will be the area of management of exchange risk.  Besides enabling customers to adopt 

appropriate exchange cover, banks themselves will have to ensure that their exposure is 

within acceptable limits and is properly hedged.  The entire area of risk management 

encompassing all aspects of risk including credit risk, market risk and operational risk 

will have to receive prime attention.  

 

The fourth and final concern I want to refer to is improvement in customer service.  

Banks exist to provide service to customers.  With the introduction of technology, there 

has been a significant change in the way banks operate.  This is a far cry from the 

situation that existed even 15 years ago.  The induction of technology has enabled several 

transactions to be processed in a shorter period of time.  Transmission of funds to 

customers takes less time now.  ATMs provide easy access to cash.  Nevertheless, it is 

not very clear whether the customers as depositors and users of other banking services are 

fully satisfied with the services provided when they come to a bank.  This is an area, 

which must receive continuous attention.  The interface with the customers needs to 

improve.   

 

Provision of credit is a basic function of banks.  The effective discharge of this function 

is part of the intermediation process.  The sectoral deployment of credit must keep pace 



 274 

with the changes in the structure of the economy.  The banking industry in India must 

equip itself to be able to assess and meet the credit needs of the emerging segments of the 

economy.  In this context, two aspects require special attention. 

First, as the Indian economy gets increasingly integrated with the rest of the world, the 

demands of the corporate sector for banking services will change not only in size but also 

in composition and quality. The growing foreign trade in goods and services will have to 

be financed. Apart from production credit, financing capital requirements from the 

cheapest sources will become necessary. Provision of credit in foreign currency will 

require in turn a management of foreign exchange risk. Thus, the provision of a whole 

gamut of services related to integration with the rest of the world will be a challenge. 

Foreign banks operating in India will be the competitors to Indian banks in this regard. 

The foreign banks have access to much larger resources and have presence in many parts 

of the world. Therefore, Indian banks will have to evolve appropriate strategies in 

enabling Indian firms to accessing funds at competitive rates. Another aspect of global 

financial strategy relates to the presence of Indian banks in foreign countries. Indian 

banks will have to be selective in this regard. Here again the focus may be on how to help 

Indian firms acquire funds at internationally competitive rates and how to promote trade 

and investment between India and other countries. We must recognize that in foreign 

lands, Indian banks will be relatively smaller players.   The motivation to build up an 

international presence must be guided by the route Indian entities take in the global 

business. 

Second, despite the faster rate of growth of manufacturing and service sectors, bulk of the 

population still depends on agriculture and allied activities for its livelihood.  In this 

background, one cannot over-emphasize the need for expanding credit to agricultural and 

allied activities.  While banks have achieved a higher growth in provision of credit to 

agriculture and allied activities last year, this momentum has to be carried further.  In this 

context, it has to be noted that credit for agriculture is not a single market. Provision of 

credit for high-tech agriculture is no different from providing credit to industry. Provision 

of credit to farmers with a surplus is also of similar nature.  Commercial banks in 

particular must have no hesitation in providing credit to these segments where the normal 

calculation of risk and return applies. It is only with respect to provision of credit to small 

and marginal farmers, special attention is required.  They constitute a bulk of the farmers 

and accounting for a significant proportion of the total output. 

The National Sample Survey Organization has recently released a Report entitled, 

―Indebtedness of Farmer Households‖.  This Report contains a wealth of data relating to 

the extent and nature of indebtedness.  As per NSSO data 51.4 per cent of the total farm 

households did not have access to credit.  Another fact that emerges is that there is a 

substantial difference between marginal and sub-marginal farmers on the one hand and 

the rest of the farmer households on the other regarding the purpose for which loans are 
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obtained and the sources of credit.  For all farmer households taken together, at the all-

India level, institutional sources were responsible for providing 57.5 per cent of the total 

credit.  But as far as farmer households owning one hectare and less, this proportion is 

only 39.6 per cent.  For all farmer households, the proportion of loan going for 

production purposes is 65.1 per cent as against 40.2 per cent for marginal and sub-

marginal farmer households.   

Thus, for sub-marginal and marginal farmers, the proportion of production loan is lower 

than for all farmers.  Similarly, the proportion of institutional credit is lower for sub-

marginal and marginal farmers than for all farmers.  This, in fact, is true of every state of 

the country.  Thus, a critical issue is how to meet the credit requirements of marginal and 

sub-marginal farmers.  What changes do we need to introduce so that credit can flow to 

this class of farmer households?  Can the banking system through its present mode of 

distribution of credit meet this challenge?  Should we think in terms of banks supporting 

other institutions that are in a better position to lend to marginal and sub-marginal 

farmers?  Banks need to think hard on how to effectively use the `facilitator and 

correspondent‘ models.  These models have great potential to reach out to small 

borrowers and depositors. In any case, a re-look at the organizational structure of our 

rural branches is called for.  Banks need to think deeply on how to meet this challenge of 

meeting the credit needs of marginal farmers.  Financial inclusion is no longer an option; 

it is a compulsion. 

The task to be fulfilled by the Indian banks is truly formidable.  At one end we expect 

banks to be able to lend billions of rupees to large borrowers.  At the same time we want 

them to be able to deliver extremely small loans to meet the requirements of the small 

borrowers.  We must reflect on the kind of organizational structure and human talent that 

we need in order to achieve these twin goals which are at the two extreme ends of the 

spectrum of lending. 

The first phase of banking sector reform has come to a close and we are moving on to the 

second phase.  In the years to come, the Indian financial system will grow not only in size 

but also in complexity as the forces of competition gain further momentum and as 

financial markets get more and more integrated. As globalisation accelerates, the Indian 

financial system will also get integrated with the rest of the world.  As the task of the 

banking system expands, there is need to focus on the organizational effectiveness of 

banks.  To achieve improvements in productivity and profitability, corporate planning 

combined with organizational restructuring become necessary.  Issues relating to 

consolidation, competition and risk management will remain critical.  Equally, 

governance and financial inclusion will emerge as key issues for India at this stage of 

socio-economic development.  

Activity 2 
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1. Give a detailed account of fiscal federalism in India. Discuss its history and main 

considerations. 

2. Discuss center state financial relations with the help of suitable examples. 

3. What do you understand by parallel economy? Discuss parallel economy in India. 

4. What are the various issues associated with fiscal policy of India? Discuss in brief 

fiscal sector reforms in India. 

2.8 SUMMARY 

In this unit we discussed various aspects related to fiscal federalism and policies. It has 

been emphasized that the essence of federal form of government is that the Centre and 

the State Governments should be independent of each other in their respective, 

constitutionally demarcated spheres of Action. Once the fundamentals of the government 

are spelt out, it becomes equally important that each of the government should be 

provided with sources of raising adequate revenues to discharge the functions entrusted to 

it. Center state financial relations and state government finance were other areas of 

discussion. Parallel economy in India was dealt followed by fiscal policy and related 

problems. Finally fiscal sector reforms with its history and consequences are discussed in 

detail. 
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