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UNIT-1

- Introduction to __
Indian Economy.

Leamlng Objectives.

Intreduction
1.3 Presentation of Subject Matter
1.4 Meanlrlg of Economic DeGelopment ||
1.5 l?eﬁnjtions,of Economic Development | . ' l
1.6 Chel'acteristics of an Developed Economy | i |
1.7 .- Distinction Between Developed and Underdeveloped Economies Ii
1.8 Difference between Economic Growth and Economic Development
197" Comparison of Econom1c Growth and Economlc Development ) d
| 1.1.6."2‘]50011011110 Development and Economic Grov?th N | “
i 1.1t Measuring of Growth and Production Possibilities
112 Factors Affecting Economic Growth . , Ii
113 Summary o . | | |
1.14 Keyworde
15 _Rev_iew Questions
Further Readings, -

1.1 Learning Objectives -

Aﬁer studymg the chapter, students will be able to: )
¢ Structural Changes in Indian Economy, .'
s Indian Economy and Inclusive growth
. Explam the economic growth and development A contrast;

Introduction to
Indian Economy

Notes |
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Indian Economy ~~ o Understand the growth perfomtance of the world economy;
' ¢ Know about the study the: process of economic growth;

o . Leam the measurement of growth .
Notes '

1.2 .Introduction

Indian economy is developing economy in which. agriculture is-. the back bone of Indian
economy About 30 % of India’s populatlon is on the below poverty Ime Mmeral resources
"'ﬁf”" 'c'fonom)glsf"ﬁ'ecled

by it. Countnes whiich are on the:part’ of progress and which have: -theu"‘potenttal for'

Ay

are not ﬁ.llly unhzed Majonty of. the. people of Indla are: poo i

development are called developing economies. So, India is termed as developmg economy
by modern schools. India is of mixed economy, both publlc and pnvate sectors coexist.
Ilndustnes in India are broadiy divided into two categones those that are run by the _
publlc sector and those that are licensed to be established and run by the private sector |

In recent years, there has come into existence a new branch of economtcs

known as the “Economics of Development”. it refers to the problems of the econoimic

N development of underdeveloped or backward countries. In addition to the illummatmg
reports of the U.N.O. on the subject, some top ranking economists like Nurkse, Dobb;
/|- Staley, Buchanan, Rostow and Ellis have made some original eontnbutlons to the
Economics of Development. The main reason for the growmg populanty of “Economics
of Development as a separate branch of economic- theory is the i mcreasmg tendency on
) the part of the newly independent countries of Asia and Africa to resort to developmental
 planning as a means to eliminate their age-old poverty and raise living standards.

[ 1.3 Presentation of Subject Matter

In this unlt we will study the. charactenstlcs of the Indian Economy_ as a developmg
‘economy, features of Indian Economy as 2 mixed economy as well as structural changes
'in Indian Economy. Besides.this, we will study Indian Economy and Inclusive growth.
- India is among the most potential developing economies in the world. The unemployment
and under employment is another important feature of Indian economy. In underdevelt)péd
countries labour is an abundant factor. It is not possible to provide gainful employment
to the entire populatton ’

Characteristics ol‘ the lndian Economy as a Developing Economy

Indian economy has been attaining praise worthy progress in its different ﬁeids since
the adoptton of economic planmng In order to.achieve the goal of rapld economic

development, the Govemment of India under the able leadershtp of the then Late Prime

2 ., Self Learning Material : )




Minister Jawaliarlal Nehru, has successfully adopted the path of economic planning. Til
now, India has completed eleven-five year plans. Due to ﬂ1e impleinentaiion of these

five year plans, Indian economy has achieved cons1derable unprovement over the past.

Therefore, conSldermg the level of dcvelopment, Indian economy can be termed asa planned

- developing economy. India has its following basic featurés asa developmg €COonomy.

1.

National Income : The national income in India has been increasing at a slow,
but steady pace. In the year, 72020-2021, India had a total NI of 135.13 lakh
crore, well this is a provisional estimate only. However in the round of the

fourth quarter (m the month of January-March) the country had an economic-

growth of 1. 6%, while the GDP was calculated at¥ 38, 96 lakh crore in the
fourth quarter in the year 2020~ 21, this is count is sl:ghtly different o ¥ 38.33

lakh crore in the fourth quarter of 2019 20.

Composmon of Natlonal Income : The’ sectorial contribution of national
income is'a mgn;ﬁcant indicator of the degree of devélopment attained in the
economy The contribution of pnmary sector which is composed of agriculture,
forest, ﬁshery and mining share 20.19%.

Low per Capita Income : Developmg economies are marked by the existence of |
l_ow per capital income. The per capita income at constant price was ¥ 94,270 in .
2019-20 before it dipped to ? 85,1101in 2020—2 1 on account of the disruption in '

- economic ;activities caused by CO_WD-.l 9 pandemic and subsequent lockdowns.

The per capita income based on Net National Income (NNI) at constant price
grew by 7.5 per cent in financial year 2022 over-the previous year.

Cap_it_a}_l.Formc_tion : Capital. format'ioﬁ is pleyir_lg an imperative role in

‘ accelereting-the pace of economic growth of the country. Capital formation is

- for raising productivity were formidable barriers to egriculm_ral advancement

savings has.increased considerably. o R

. possible with high rate of savings in the economy. It would'be of high interest

to look into the estimates of gross domestic saving in India since the inception

of planiliﬁg During the first four decades of planning, the rate of gross domestic

Fa

.Agricultural Development : In India, the agnculture sector. has. attained a
considerable level of development during the seven decades of planning, Besides, '

agriculture is occupying a pivotal posiﬁon' in respect of overall economic growth
by contributing towards supplies of food, raw materials and exports. The total
agricultural output has-increased..agriculture grow by 3 9 % in 2021-22 in
comparison to 3, 6% in the previous year..

Modernization and Structural Change. in Agriculture : The primitive
technology of cultivation, out dated land tenure system and lack of infrastricture

Introduction to
Indian Economy

-+

~ Nofes

Self Leaming Mat erla] S



4

Indian Economy

Notes

Self Learning Matél_:ial

10.

at the start of thé planning period. In free India, good luck to planners that

‘Zamindari and other intermediary land tenure system have been eliminated.

Industrial Development : The industrial sector of the country has achieved

tremendous progress. During the planning period, the industrial production in
the country has also increased significantly. Industrial sector to witness sharp

‘rebound from a contraction of 7% in 2020-21 to expansion of 11.8% in 2021 -22.

In this way, the industrial sector Has attained a considerable progress and has
also become successful to diversify in its structure, _ h
Changes in Industrial Organization : The 1ndusmal'6rganiz§tio;1 has also
recorded a considerable dcvelopment. The public sector investment has also
attained considerable production in industry and has sustained the industrial

transformation. Sifmiltaneously,_ the private sector and joint sector have also
grown considerably in respect of its industrial organization and diversified its

activities for large extent.

Expansion of Infrastructure facilities : The infrastructural facility has also
expanded to a.significant extent. These facilities inclide development like’
transportation and communication facilities g'eneration' of electricity, irrigation
facilities etc. India is expected to become the world’s third largest construction
market by 2022. India will require investment worth T 50 trillion (US$ 777,73
bllllon) across infrastructure by 2022 for a sustainable development in the
country The govemment has given a massive pugh to the infrastructure sector
by alfocating Z10 lakh crore (US$ 130.57 billion) to enhance the infrastructure
sector. The government allocated T 134,015 crore (US$ 17.24 billion) to National
Highways Authority of India (NHALI), ¥ 60,000 crore (US$-7.72 billion) for

the Ministry of Road Transport and Highways, T 76,549 crore (US$ 9.85 billion)
to the Ministry of Housing and Urban Affairs, and ¥ 84,587, crore crore (US$

. 10.87 billion) to the Department of Telecommunications to create and augment

telecom mfrastmcture inthe country. The total revenue expenditure by Railways

isprojected to be¥ 234,640 crore (US$ 30.48 billion) 100 PM-GatiShakti Cargo
- Terminals for multimodal logistics facilities will be developed over next three

years. Focus was on the PM GatiShakti - National Master Plan for multimodal
connectivity to'economic zones. Everything, from roads to trains, from aviation
to agricuiture, as well as many. ministries and departments, will be mtegrated'
under the PM GatnShaktl National Master Plan, ‘

Development of Financial Institutions :“After independence; India has made
remarkable progress of banking, non financial institutions and insurance sector.
The commercial bank of the country has attained significant progress since its




T LT e - r——

¥ ‘f_ . - i

nationalization in 1969. The Government has also set up a variety of finaricial
and -other institutions so as to assist the agriculture and industrial sectors in
respect of provision of raw materials credit supply, marketing, storage, research,

technology and infrastructure facilities though financial arrangements. In Union

Budget 2021, to support.initiatives such as ‘Housing for All and ‘Smart Cities
Mission’, the govemment allocated ¥ 13,750 crore (US$ 1.89 billion) to AMRUT
and Smart Cities Mission. In March 2021, the Parliament passed a bill to set

~ upthe National Bank for Fmancmg Infrastructure and Development (NaBFID)

11.

to fund infrastructure projects in India.

Human Resource Development : As far as human resource is concemed N

India has achjeved a moderate rate of success. The major component of human

resource development included expansion of social infrastructure for making
adequate provision for educanon, health care, water supply, sanitation and
social security. The Human Developmem Report for the years- 2021 and 2022
will be released by the end of June, 2022. As per ¢ the last Human Development
Report, the HDI Rank of India is at the 131st posmon, with a score of 0.645.

. Export Increased : The volume of export in India has also recorded a

. considerable increase since 1950-51. With the gradual diversification and

13-‘

growth of the industrial sectof. India started to export various types of non-
traditional products India's merchandise export in 2021-22 (April-January) was
UsD 335 44 b1lhon, an increase of 46.53% over USD 2289 bllhon in 2020-21

(Apnl-January) and an increase of 27.0% over USD 264.13 bllllon in 201920

{April-January). _

Employment Generation : With the gradual development of various sectors of
the economy, the country has started to generating employment opportunities
for the people of the country. Economic growth positively affects job creation.
In Budget 2021-22 had provided a sharp increase in provision for public
investment to boost economic activity. With the Prime Minister Narendra Modi

- guiding the implementation, economic recovery-in the country.is continuing

14.

1o benefit. from_ the multiplier effect. Budget 2022 23 has further provided a

strong impetus for growth, with capital expendlture being. stepped up sharply
by 35.40 per cent, to T 7.50 Lakh crore from ¥ 5.54 Lakh crore in the current
FY2022. This outlay, which is approximately 2.9 per cent of GDP, shall not
only boost economic activity but also concurrently improve the employment

situation in the country.

Poverty : The incidence of poverty in India has also been declined in recent

years. According to Planning Commission estimates, poverty shows that the

£

[
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" proportion of total population lying below the poverty line. The poverty rate, |

which is internationaily calculated as the percentage of popuiation hvmg a day
thh less than $1.9, will ease to 7 per cent to 10 per centin FY22. The rate had
gone up to 9 per cent to 12.3 per cent in FY21.

15. Primary. Producing : One of the_ba.elc chardcteristics of deve{oping economy

is that it is primary producing. A very high proportion of working population
1S engaged in agriculture which cont:nbutes a very large share in the. natlonal

').

1ncorne ~

Features of Indian Economy as a Mixed Economy

A mixed economy is an economic system that incorporates aspects of more than one
economic system. This usually means an economy that contains both privately owned -
+| and state-owned enterpnses or that combines elements of capltahsm and socialism, or
a mix of market economy and planned economy characteristics. This system’ overcomes -
the disadvantages of both the market as well as planned economlc systems:

® Meaning of Mixed Economy : In a mixed economy, private and publlc sector
. go side by side. The government directs economic activity in some socially

important areas of the economy, the rest being left to the price mechanism to

-operate. The public and private' sectors co-operate each other to. achieve the

social objectives. The private sector is considered tobean important instrument

- of economic growth. Even since independence India’s ecoriomic development

has been guided by two alms to bmld up democratic means rapldly expanding
and technologically progresswe economy and social order based on _]ustlce and
oﬁ'ermg équal opportunity to every citizen of the. country. -

Planning W:th a Mixed Economy : Itis through planning ina mixed economy

that the mierits of 2 socialist economy are imported and defects of capitalism are
_ sought to be removed. Planning provrders provides all the_freedom of capitalism" -

such as production, consumption, ownership of factor of production etc. At the
same time the state regulates the working of the private sector through measures

 like taxes; subsiding, and power, credit, etc. in keepmg with the nation’s interests. .

Moreover, ‘planning also seeks to prevent activities such as hoa:dmg and black
markting and even resorts to rauonmg in case of shortages. The main challenge

for planning in a r_ni;;'ed economy is ensuring the cooperation of both the private :

and oublie sector to achieve the targets of the plan. Moreover, there is also a
need today to divert the attention of the private sector into playing a more active
soc1a1 role for overall development of the economy. '

| Types of Mixed Economy : Even in the mixed economy model, our leaders had -
to choose between two alternatives-the mlxed-capltahst system; as envisaged

Y




by-Samuelson and Hansen and followed with some modifications by USA, UK
_ and France and the mixed enterprise system, followed in several developing

coun_&ies where governments interfered in-the day-to-day working of the
economy through a control and regulation mechanism and also participated
actively in their economic activities. In the first model, the means-of production

are owned by private entrepreneurs while governments control and regulate the .
-working of the economy through its economic. policies, especially the monetary

and the fiscal policies. In such a mlxed enterpnse system, the government
follows a number of activities.

Features of Indlan Economy as a Mixed Economy

L

Planned Development After independence, India had a splender industrial
base. A long period of economic stagnation against the backgro_und of increasing

pressure of population followed by the burdens million of people and dislocated

economic life. The promise of freedom could only be redeemed if‘the'oth‘er
fundamental rights: It has also provided-Directive Principles of State Policy

for more liberty. Thus, it was essential to rebuild the rural economy, to lay the

foundations of industrial and scientific progress and to expand education-and

_ other social services. As a result,. planning on a national scale, comprising all

aspects of economic and social: life has been adopted since 1951.

Plan Objectives : Indian has the beginning of planned development with the

start of the first five year plan in April 1951. The central purpose of planning .

according to the first plan was identified as that of initiating “a process of
development which will raise living standards and open out to the people new
opportunities for a richer and more varied life”. In a broad sense, the basic
objectivities of plannmg in India can bé grouped under four heads; growth
modemlzanon, self-reliance and social justice.

. Role of Public Sectors : Public sector has playéd a key role in the economic '
development of the country. It has helped in accelerating the rate of growth of |
-national economy and reducing disparities in income and wealth. The changes

in the distribution of outlay in the public sector, the changes in-emphasis for
different heads of development during the successive plans has highlighted the
coré aspect of our mixed economy.

- Private Sector : Along with public sector, proper care has been taken for

private sector. It includes not only orgamzed industry but agriculture, small
lndustry, trade and great deal of activity in housing and constmctlon and other
fields. The share of the pnvate sector in agriculture that is little over one- -third
of our national income is contributed in the economy. It provides employment

Introduction to-
Indian Economy
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Indian Economy . to three fourths of our manpower. Therefore, in a mixed economy network of
institution has been established to regulate its activities. The Imeasures have been-
reviewed from time to time and appropriate inputs, raw materials, marketing

Notes and technology facilities were provided especially to small sector of economy.

e In view of the fast changing needs of a diversified industrial economy, the

i government has recently announced a series of measures to further liberalize
By, . ' the industrial policy and procedures. .

5. Relation between Public and Private Sector : With the rapi:i’éxjjansion of
the economy, wider opportunities of growth arise for both the public and the
private sectors. The second plan had pointed out that thé‘t}vp sectors have to
gunction in union. As a whole, the plan can go through only on the\ba_s'is of .
simultaneous and balanced development of the two sectors. The impact of

" public investment on the overall pace of expansion is profounding. In fact, a

) high level of public investment in infrastructure and key industries is a pre—

conditioning for development in the private sector. The co-existence of large

public sector along with free enterprises under private sector has transformed
th_e economy into a mixed one. Some strategic basic industries are being run
' ~under the public séctof while a good number of industries are being m'anaged
in privaie sector. Thus, many private entetprises depend on the orders which
flow public activity and their growth and profitability depend directly on-the
expansion in public activity and their growth and prbﬁtability depend directly |
on the expansion in public sector investment. _

6. Role of Market Mechanism : Market mechanism ﬁas been playing a
predominant role In India. Prices of various commodities are determined by
market forces, future expectations etc. But the market mechanism in Indla is
again not completely free from state control. Besides, the central govemment has
introduced certain controls and incentive measures for influencing the market
decision. These include-budgetary measures, import controls, establishment
of fair price shops for the distribution of essential commodities at reasonable
prices, purchase of agriculture commodities by the goverﬁment at minimum
suppott prices.' _ _

7. Reduction of Economic Inequalities : Economic inequalities are the features
of cépitalistic econor‘ny Inequalities in the distribution of income and wealth
of the extreme degree are economically harmful, socially unjust and | politically
undesirable. Extreme mequahtles reduces social welfare and generate class-
conflicts inequalities in the dlstnbutlon of income and wealth. In this direction,
the Govemment has lmposed direct taxes at progressive rates through income
tax, tax on capital gams, wealth tax, death duties, glﬂ tax etc. Again, in order to

8 Self Leaming Material‘
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provides necessary support to the poorer section of the society, the Government
has.undertaken various welfare measures like free_medical facilities, free
education, old age pensions, and widow pensions along with-other poverty
alleviation programmers in rural and urban areas of the cduntry. But in spite
of all these, mixed economic framework in India has accentuated economic

inequalities.

L

Advantages and Dlsadvantages of Mixed Economy

A, Advantages of Mixed Economy

If Indian economy has registered much faster and commendable economic growth,
especially after the opening up of the economy, it is in no small measure due to the
firm ‘foundation laid by the imperatives of the mixed economy. Thanks to planner, the
mixed ebopomy pattern governmenthad adopted, Today, India has emerged asa leading
industrialized country amongst the developing countries of the world. Indigenous capacity
in a number of industries has been built to a point that except for certain indvstrial raw
materials such as petroleum, sulphur, rock phosphate and non-ferrous metals where our
. natural endowment s limited and certain high-tech sophisticated items of machinery, there
-are very few areas in which imports are necessary for sustaining the growth of economy.
l. Produilcers and consumer have sovereignty to choose what to produce ? and what
to consume? but production and consumption of harmful goods and services
may be stopped by the government.
- 2. Social cost of business activities may be reduced by carrying out cost-benefit
analj}si_s by the government. _ |
3. As compared to Market economy, a mixed economy may have less income
inequality due to the role played by the government. . ’
4. Monopolies may be existing but under close supervision of the go#’ernmeht it

L]

can be controlled:

B. Disadvantages of Mixed Econony

Some of the disadvantages have been found in the functioning of mixed economy in
India. Undue Emphasis on the Growth of Pubhc Sector, it has already been stressed
earlier that the Government of India whlle implementing its soc1al:stlc patiern of the
society under the mixed economy gave undue emphasis on the growth of the public

- sector. This could be easily understood from the fact that at the dawn of the India's five |
year plans, there were only five centrally owned public sector enterprises including-

defence and postal services with a total investment of INR 295 million. By 1991, these
investments had shot up to more than INR 20,00 000 million. The number of public sector

Self Learning Material
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Indian Economy

Notes

enterprises owned by the central government.has gone up to more than 225 and more

than 6 times the number of the enterprises owned-and-managed by state governments

and local self governments.

Structural Changes in the Indian Economy

~The purpose of economic development is not only to increase the output but. also to

change the composition of ‘output.- Thus, structural change i in an economy consmts of

change in the composition of ouiput of the economy., The Ihdiém economy haé'nritnessed

several such changes in its structure dunng 19905 as this period marked transmon -

her industrial économy.. India had a.more balanced structural change and a slower

insertion in the world market, although some sectors, such as software, steel automotwe

and pharmaceutlcals are recently increasing their share in,the world markets Lookmg '

at subsector level,. it is clear that, apatt from agricuiture, workers were employed in
manufacn;ring; wholesale, retail trade, hotels, most.of the restaurant and community,
social and personal services. However, i:he highest employment growth rates is found
in construction, real estate; insurance and ﬁnancial-inte'rmediation. '

"o - Structural Changesin Indian Economy : Apart from thé growth in quantitative
terms, there "have been 51gn1ﬁcant changes in India’s economlc structure since
indépendence. ,

1. Changing Sectoral Distribution of Domestic Product : Change in composition
of domestic product or change in national income by industry of origin refers

. to change in relative significance or share of different sectors of the economy
‘Generally, an economy is divided into three major sectors viz. pnmary, secondary
“and tertlary sectors, _

2. Share of Primary Sector : The primary eector includes agficultural and nllied
activities; With the development process, si_gniﬁcance of primary séctor declines
whil'c that of secondary and lertiar.y sectors increases. After independence, lri(iian
economy has also experienced such changes. Share of primary (compnsmg
agnculture forestry, ﬁshmg, and mining & quarrying) have been estimated as
21.82 percent.

3. Share of Secondary and Tertlarv Sector The secondary sector is 1mportant.'

because it promotes the development of the Primary and the Tertiary sectors.
It also contnbutes sngmﬁcantly to the GDP of India and employment basket.

it also helps to convert the products from primary sector into consumer usable_

products. The services sector, that is temary sector, is the largest sector of India.

Gross, Value Added (GVA) at current prices for the services sector is estnmate_d .

10 Self Learmng Material
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industrial production was roughiy one-fourth. Under the second plan, a high _

- at 96.54 lakh crore INR in 2020-21. The ser_vices' -sector-accOunts_for 53.89%
of toml India’s GVA of 179.15 lakh crore Indian 'rupee's. Whereas, the industry

se'cfof contributes 25.92% and Agriculture and allied sector share is 20.19%.
Growth of Basic Capital Goods Industries : When country-attained
independence, tlie share of ba51c and capital goods industries in the total

prlonty was accorded to capital goods industries, as’ their deveIOpment was
con51dered a pre-requisite to the overall'growth of the economy. Consequently,

a large number of basic industries which produce capital equipment and useful
‘raw materials have been set up making the country’s-industrial structure pretty
strong.

Expansion in Social Overhead Capital : Social overhead capital broadly
1ncludes transporl facilities, lmgatlon systems energy productlon educational
system and organization and health fac1lmes Their development creates
favourable conditions for growth and also for better human living. The transport
system in India has grown both in terms of capacity and'modemization:'The

* railways route length increased by more th_an 9000 kms and the operation fleét

- . practically doubled. The Indtan road network is now one of the largest in the

world as aresult of spectacular development of roads under various plans. India
has also seen growth in life- expectancy and literacy rate but education has not

expanded at a desired rate.

Progress in the B_anking and Financial Sector : Since ind_ependence, si_gniﬁcant

progressive changes have taken ploceh in the banking and financial structure of

India: The growth of commercial banks and cooperative credlt societies has been
really spectacular and as a result of it the importance of indigenous bankers and

money-lenders has declined. Since nationalization, these banks have radically |

changed their credit policy. Now more funds'are made available to priority

sectors such as ag;nculture small- scale mduslnes transportauon etc.

;'__Capital Goods -Indian economy has progressed structurally when we

consider the growth of capital goods industries, expansion of the mfrastmcture
performance of the. public sector, etc.

Change. in Employment Pattern : In Indla not only the share of people ‘

employed in the primary sector remained high (62%), but the absolute number of

agricultural workers increased more than 39%. Although the tise of employment
was ‘higher in the secondary and tertiary sectors respeciively. The number of |
persons working in agricultural activities was more than the quantity of workers

in the secondary and tertiary sectors. -
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-9, Employmént.in Informal Sector : The distinction. petween formal and
informal sectors is taken into account; the contribution ‘of labour reatlocation
in terms of productivity growth is reduced. The movement of workers from
agriculture to other sectors.increased labour productivity; however, this effect
was partially, counterbalanced by the movement of workers from formal to
informal sectors, where not only producti;rity but also wages are very low and
illiteracy is substantial.

10. Migratii_m from Rural to Urban : It must be stressed that‘ir} both area the

' labour productivity of industry and in services was much higher than the that
of agriculture. Therefore, the transfer of many employees from agriculture to

- industry and services has contributed to the pace of economic growth. The
possibility of young school leaners to enter industry or séfvices_ rather than
remaining unemployed or }inderemployed in agriculture, thus gaining much
higher incomes or wages, was even more important. In India most of the people
rhoving from rural to urban areas could only find jobs in industry or service

* activities of the iqfonr;al sector, eaming is much less than peopfe working in
the formal sector of the economy. Above factors over the years are believed to
have created an element of dynamism in-the country’s economy and_one can
now hopefully say that it would sustain development in the future.

Indian Economy and Inclusive Growth

Reforms undertaken in the early 1990s made India one of the world’s fastest growing
economy. The Indian growth story has been ohe of the high GDP growth economy
but primarily driven by the growth in services sector. Inclusive growth thus seeks to
broaden the flow"of benefits of globalization towards the currently excluded sections.
However, for achieving inclusive growth, it is essential that the diffusion of opportunities
be supported with good govemanée and accountability. The government and private
sector can play complementary roles in driving inclusive growth'; There is a need for
the public and the private.sector in-India to have a unified approach towards how they
can ext-end, innovate, and collaborate in new ways to drive inclusive growth. It presenfs
the opportunities available for building an inclusive India by identifying key levels in
governance, education, energy and resources, telecom and technology, infrastructure,

healthcare; ﬁnanc1al inclusion, and business model innovation.

Meaning and Concept of Inclusive Growth

| Inclusive growth basically means broad based growth, shared growth, and propoor growth.
It decreases the rapid growth rate of poverty in a country and increases the involvement

of people into the growth process of the country. Inclusive g;rowth by its very definition
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.imp_lies an equitable allocation of resources with benefits incurre;d to every section of  * Introduction to
the society. But the allocation of resources must be focused on the intended short and Indian Economy
" long term benefits of the society such as availability of consumer goods, people access,

employment, standard of living etc. It sets a direct relatio_nship'beﬁveen macro and - Notes
‘micro determinant of the economy and its. growth. The micro dimension includes the
structural transformation of the society and macro dimension includes the country’s
GNP and GDP To maintain rapid and sustainable growth is some time very difficult
this is because resources vaporizes during the allocation and may give rise to negative

externality such as rise-in corruption whlch is major problem in'the developing small
 nation. But, zhowever,"*it has created an environment of equality in opportunity in all '
dimension of livelihood such as employment creation, market, consumption, pro_duction, )
and has created a platform for people who are poor to access good standard of living. If
we focus on the inequality between poor and rich household in a country we can reach

to an optimal solution:so that we can minimize the differences.

Inclusive growth has been projected as the strategic pillar i the forthcoming 12th
five year plan. The f.uolicy designers are of the opinion that the ‘inclusive growth strategy
for the 12th five year plan should be based on the experience of inclusive outcomes of
the 11th five year plan’. The approach to 12th five year plan titled ‘Faster, Sustalnable
and More Inclusive Growth’ defines inclusive growth as: Inclusive growth should result v
in lower incidence of poverty, universal access to school education including skill and

'educatlon better opportunities for wage employment and livelihood, improvement in : -
health outcomes, improvement in provision of basic amenities like water, electricity, ' |
roads, sanitation and housing. '

L The opportunity : The objectives of an inclusive growth agenda is to reduce
poverty, improve quality of life, and ensure to the-extent possible, that all
segments of society benefit from the economic growth of the country. A {
number of macro and micro level interventions have shown to be conducive
to promoting inclusive growth. At the macro level, recommendations such as

| improving ﬁscai discipline, trade liberalization, openness to FDI, privatization,
deregulation, tax reforms, labour market' flexibility, providing social safety
nets, reorientation of public expenditure, and legal and polltlcal reforms can be
useful id guldmg policy discussions for promotmg raprd and inclusive growth
in developing countries. At the micro level, reducing income and non-income
related inequality, impr(oving public infrastructure, hcalthcafe, education, access |+ '

to markets, accountability, women’s empowerment, role played by civil society

-organizations, ana good governance can help accelerate poverty reduction.
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'2.

- Governan_ce-: Good governance is.at the core of improving the de}ivéry of

essential publicly provided services. It provides the mechanism. for linking -

inclusion, decision-making, and accountability. Problems in infrastructure,

. critical for buildmg an inclusive India, can often betrayed back.to poor

L governance. Red tapism, lack of accountability, and corruptlon has plagued India

since independence. The government has launched a large number of initiatives
over the years in order to achieve the objective of rapid growth coupled with
poverty alleviatiori and inclusiveness. Many of these initiaﬁ?e_s -have. failed
to achieve their goals. because of poor 'd'esign,. insufficient accountability, and-

corruption at various levels: Without effective unplerncntatlon even substantial

_ government expenditure results in limited success. .

4.

Education A better educatxon is often an -unportant means to’ befter jobs,

mcreased income, and a better quality of life. To illustrate, Japanese investments

+

in educatlon after the Second World. War helped it transform from a defeated -

‘nation to an industrial nation thatcreated 1nnovat1ve ‘products, increased

employment and provided inclusive growth to 'its citizeris, Over the'past few

| . decades, the global economy‘has shifted from being manufacturing-centric to
‘acknowledge driven one. The oervice sector coiltributioo grows by 8.2 percent in

. 2021-22. India’s increasing integration with the global economy and the growth

of sectors such as IT, BPO, and financial services have led to an.increased

_ demand for knowledge workers.

Energy and Resources : The energy sector suffers due to very high distribution

losses and theft. Lack of competition in many critical segments of the industry,

especially distribution, fesults in inefficiencies as the existing monopolies of state
owned distribution continue to underperform. This results in unreliabie power
supply, which halrrpers agriculture and industry and also pénalizes households
while causing large welfare losses. Rural electrifications an important tool to
bring about inclusive growth by making electricity available to farmers and in.
rural areas. Electricity suppl'y is thus one of the crucial inpuits in the context of

inclusion. Reforms such as strengthening of regulation

. Telecom and Technology.: The technology and telecom_sectors in India have

experienced tremendous success. The p'ast decade has seen an explosion in the

growth of commumcanons connectwlty and the technology industry in India. |

~In 2022 the mdustry is predicted to contribute 8% of India's GDP, up from

around 6.5% today. With the government p]edglng addit_lonal reforms, the




sector is'optimistic heading into the new year, hoping for a favorable outcome

on a 5G spectrum price at-thé next mega auction. Telecom Sector has various
expectations from the upcoming budget 2022 that is going to be happen next
month, 1 February 2022 '

. Inl‘rastructure Investment in infrastructure drives the growth ofa country s
economy. In 1980 Indla had a greater investment and- mfrastructurc base than
- China. India’s-population, ava:llablllty of natural resources, and low cost base
méke it attractive as a manufacturing destination and the manufacturing sector
- can subsequently drive growth in jobs and incomes: However, for manuficturing
' to be competitive and sustainahl'_e requires an efficient supply chain and physical

infrastructure for pfocurement of raw materials, storage of work-in-process and

-_ ﬁmshed goods, and speedy transportatipn to customer based on demand

7. 'Healthcare The healthcare industry in Indta promlses to be one of the fast |

growing ones. The country has world class hospltals ‘Thighly qualified medlcal
personnel, and s gradually ernergmg as a preferred‘destmatton for medical
tourism for cmzens of the developed world However the actual delivery of

hcalthcare services lS madequate.for a-large section of the local population.

India compares poorly to other developmg countries -on parameters, such as.

- hospital bed density, physician dcnszty, number of doctors graduanng every year
.from.l_ndmn umvcrsmes, and public expenditure on healthcare. Also, the low
penetration of health irisurance implies that a serious illness or hospitaliiation

causes significant economic hardship to many sections of society, especially

the urban operand the rural population. In the context of healthcare, inclusive-

growth i_rlnpli‘es'that hiealthcare resources are allocated equitably such that the

* . benefits are shared by all segments of the society. Today,- healthcare is not easily

available 1o all sections of the Indian society.

. Financial lncluéion : A society can be considered financially inclusive
when all segments and strata of society have access to ﬁnanc1al services and
timely 2 and adequate soufces of fonnai credit. Szmllar to access "to education
and healthcare, the-access to finance is an lmportant one for all scgments of
| society, and especially to the poor. and marglnahzed sections. For example, the

| Commumty Reinvestment Act of 1997 in the USA mandates banks to offer

credit to all populatlon segments within- its area of operation and prevents

S speclﬁc targeting of the rich. Today, the bulk of India’ s populatlon lacks access '

to. ﬁnanclal products-and ser\nces such as saving.
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ECO[lOIﬂlC development is a process whereby an economy 8- real natlonal mcome as
we}l as per capita income increases. over a long period of: tn_'_oe. Here, the process

implies the impect of certain forces-Which-operate over.a léng period and embody

| changes in dynamic elements, It contains changes in resource supplies, in the rate of :

‘ capital formation, in demographic composition, in technoldi;y,‘skifls and efficiency,

in institgtional and organisational eet-_up. It also implies respec_tive changes in the
structure of demand for goods, 'hl’the'l'e:vel and pattern of income di§h’ibution in size
and composmon of population, in consumptlon habits and living standards, and in the
pattern of social relationships and rehglous dogmas, ideas and institutions. In short,
€Conomic deve_lopment is a process cons_lstmg ofa long chain of inter-related changes
in fundamental factors of supply‘ and in the structure of demand, leading to a rise in the

»

net national product of a country in the long run. *

1.5. Definitions of Economic Development

:

The term ‘economic development® is generally used in many..other Synonymous terms
such as economic growth, economic welfare, secular change, social jus.tice and economic
progress. As such, it is not easy to give any precise and(_cle_ar definition of economic’
development. But 'io‘ view of its scientific study and its popularity, a working:definition
of the term seems to be quite essential. Economic development, as itis-now generally
understood, includes the development of agriculture, industry, trade, transport, means
of irrigation, power resourcee, etc. It, thus,xi_ndicates a process of development. The
sectoral.improvement is the part of -the—prdee“ss of development v\:_hich refers to the
economic development. Broadly speaking, economic deveIOpment has been defined in
different ways-and as such it is dxﬁicuit to iocate any smgle definition. which may be

regarded entirely, satlsfactory U T TS

‘i . v, .ir v L ?;ﬂ_

l-.6 v Cﬁaﬁi"'c't"eristics of“-an“l)'eveioped Economy

A developed economy is the charactensed by merease m capxtal resources; improvement
in efficiency of labour, better orgamsatlon of productlon in all spheres development of
means of transport and communlcatlon growth of banks and ‘other financial institutions,

urbanisation and a rise in the level of living, tmprovement in the standards of education

-and expectation of life; greater lelsure.an_d more recreation facilities and the widening

of the mental horizon of the people, and so on. In short, economic development must
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break the poverty barrier or the vicios circle and bnng mto being a self- generatmg - Introduction to

economy so that economlc growth becomes self-sustamed Indian Economy
‘The main charactenstlcs of developed eountn__e_s-- ate 4s Tollows: _ |
hl | ] :* Significance of Industrial Sectof. S o St ~ ‘Notes
2. High Rate’of C?‘Pl:"‘l Formation. | |
3. Use of High P%liuctnoh Techniques and Skills. _'
.4 Low Growth of Population. - ..
‘These are discussed.in below. . - _
.. Significance of Industrlal Sector: Most of the developed countries in the

“world.have given’ ‘much 1mportance of lhe development of industrial sector.*
They have large,capacities to utilise all resources of productlon o maximise
national i income’ and to prowde employment for the: _}obless people As we are
. quite aware thafthese couintries receive the major portion of their national income
from the non-agriculture-sectors which include, industry, trade, transport, and
communication. For, instance, England generally receives nearly 50% of her

~ national income from industrial sector_,- 21% from transport and commerce, 4%

_ from agriculture ind 25% from other sectors. The sia'r__rie_ _caselis tvith_ the US.A.,

Japan and other West. Europeah countries: But in India and other developing

“‘_ _ . countries agng:tlture contnbutes ‘say, 3510407 percent, to thetr nattonal income.

2 High Rate of Capltal Formatlon Developed .countries are generally very
rich, as they malntam a high level of savings and investment, with the result
that they_ have hﬂyg-e amount of capital stocks. The rate of investment constitutes
20+0 25 percent Ic'i:f the total national income.. -Tlle.rate ol‘ capital formation in |

- these countries is also very high..Besides this, well-developed capital market,
high | level of s savmgs ‘broader busmess prospects and capable entrepreneurship

v have led to a° hlgh growth of capital formatlon in these €conomies.

_ 3. Use of High Pﬁduction Teclmlques and SklllS‘ ngh production téchniques
* and skills have become an essential.part of ecouomle development process m .
the developed. countnes The new techmques have been used for the explontanon

of the physu::al human resources. These countnes have therefore, been giving
priority to the sc1ent1ﬁc research, so as to lmprove and evolve the new and
technique of production. Consequently, these countries find themselves able

' sqolarstoaahnr aA
to procluce goods and services of a better equahty comparatively at the lesser

’ ;Rl‘!‘l 7] lf siego ditw J"(E{"AU{}S"KQFN'H
- cost. It Is bece‘:%se of’ the use of high production techniques and Tatest Sl(lllS

i bas :rsemlolqm,'lt\ o to vte 20T ]
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v ' L lL-S’elf'Lﬁeamln‘g’l\/lat_enal 17




Indian ‘Economy that the countries like Japan, Germany and Israel could have developed t_hei_l'-
economies very rapidly, though they. have limited natural resources.

4. Low Growth of Population: The developed countries, like the US.A., the
Notes U.K. and other Western Europeaﬁ"countries have low growth of population
because they have low level of birth rate followed by low level of death rate.
Good health conditions, high degree of education and high level of consumption
of the people have-led to maintain low growth of population followed by low
level of birth and dedth rates. The life expectancy in these. countries is also
very high. The high rate of capital farmation on the one hand and low growth

‘ of po?ulation have resulted in high level of per capita income and prosperity
 “in'these countries. Consequently, the people in these countries enjoy a higher
standard of living and work together unitedly for more rapid economic and .
mdustnal development of the nations. -Besides: thlS, the. entire society, its
structure and values are found to be dedicated to the goal of rapid economic
and industrial development. The position of individuals in the society is dec_:ded
by the ability of the persons and not by their birth, caste or creed. Dignity of
labour is maintained. The economic motive and strong desire to lead a better
social life always inspire people to contribute to the process of developinent. The
mam objective of rapid economic developmem_, particularly in the developed
economies is to achieve the level of stagnant economic growth, so that they
may maintain the existing economic status and exercisé control over business -

cycle.

1.7 Distinction between Developed and Underdeveloped
Economies

We may now dlstmgmsh bétween the features of an underdeveloped economy from that
of developed one as follows:

1. Underdeveloped economies are distinguishecf from developed econonies on

; the basis of per capita income. In general those countries which have real per
capita incormes less than a quarter of the per capita income of the United States,
or roughly less than 5000 dollars per year, are categorized as under-developed
countriés. ' -

2. 'An underdeveloped economy, compared with an advanced economy, is

underequipped with capital in relation to its population and natural resources,

The rate of growth of employment and investment in such an economy lags
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behind the rate of growth of population. The resources are not only employed
but also underemployed. In technical jargon, the production possibility frontier

of a poor country is far ahead of the actual production_curve, whereas the

- gap between the potentiality and actual utilisation of resources is_narrow in a

developed economy., N

. High rate of growth of population is an important characteristic of most of the

" underdeveloped economies. Population growth in underdeveloped countries

neutralises economic growth. In advanced economies, the case is different.
As Prof, Hansen points out, one of the.empirical tests of secular stagnation in
advanced economies is the de(_:_lini_ng rate of population growth. The stagnétion
problem in a developed economy is a problem of population, natural resources

and technology failing to keep pace with capital accumulation.

. The central problem of underdeveloped economies is the prevalence of mass

poverty which is the cause as well as the consequence of their low level of
development. Shortage and scarcity are the main ecofidmic problems in these
economies, whereas the affluent societies of advanced countries have economic

problems resulting from abundance.

‘5. In an underdeveloped economy, the fundamental problem is that of output,

real income or the standard of living, as these economies are characterised by
low productivity, low income and a poor standard of living. A vast majority
of people in an underdeveloped country are illclothed, underr}ourished and
without adequate shelter. To use Rostow’s terminology, economies of poor
countries similar to those of a traditional society, where modemn science and

technology are eithe.r not available or not regularly and systematically applied.

On the other hand, most of the developed countries at presefi;t enjoy a high rate .

of mass-consumption. In their economies, per capita real income has risen to a
level at which a large number of people can afford consumption transcending

food, shelter and clothing. N

. Capital deficiency is the main cause of poverty of a poor country, while affluent

capital accumulation is the main cause of stagnation of an advanced country.

. In an-underdeveloped economy, the problem of under-employment is more

important than that of unemployment, whereas a developed economy may

have a cyclical unemployment prt_)ble't’n. There is chronic unemployment in an

underdeveloped economy, An advanced economy may have unerployment |

occasionally due to'business fluctuations and a low marginal propensity to

Introduction to
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Indian Eéﬁnomy _ consume. Whereas an under developed economy is confronted with the problem
of disguised unemployment in the sense that even with unchanged techniques

. in agriculture could be remtg\;:’ed without reducing agricultural output. Thus? in

Notes a de'veloped economy, unemployment means waste of resources, while in an

underdeveloped economy, it is of disguised_type.

8. Poor countries are poor in technology, advanced countries are.advanced in
technology. In fact, the level of technology attained in production is a reliable
indication of-the-level of economic- development. Employment of advanced
techriology goes along with'—large‘capiial- resources, high attainments. in the
fields of scientific-résearch,greater availability:of entrepreneurial skill.and a
good supply of efficient skilled tabour. Thus, development of technology is the-
basic objective of the backward econotriy whereas development of technology
0o longet réfdins: the "ovérridingiobjectiveTof- an‘affluent society. )

[eL)
o

1.8 leference between Economlc Growth and Economlc
Development

e P oot e e d e o e e

The?diﬂ‘e?eﬁi:"e"bétv‘\?e'en?eCOnOﬁ‘iic.-‘grdwth:‘an'd_eéonorﬁic‘-'development.'éref':
t. Economic’Growthiis quantitative' while’economic'development:is'qualitative.
2. Economic growth is comparatively 4 narrow concept and development is much o
niore comprehefisive: RN . '
3. Econoniic growth reférs to incréase'in the t(ital'ou_tput of final goods and services
. in a-colintry over a ldng‘pcriod'-of time. In contrast, economic development
refets to progressive cila'nge“ in';tﬁe socio-economic structure of the country. It
includes geﬁdér'"equalitjr', change‘in‘compoéition‘of output, shift of labour force  *

from’ agnculture to other sectors.

L

4, Economxc growth 1§ easy to realize as only monetary aspect is-involved. But
it is very difficult to attain the goal of development as it involves many socio-
economic- polmcal aspects, '

5. Economic growth can easily be estimated by real GDP or Real Per Capital

‘ income: But it is very difficult to measure d_evelopment_has it has some aspects

that can’t be quantified. Economic development however is indicated by Human
Déveloptient Index.
6. Economic gtowth can’ take place \ﬁitim'out‘Eccno'mic development; however,

econoniic development can’t take place without economic growth.
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The diﬁ'erence-betwecn extensive and intensive growth can be summarized as -

1. Extensive growth refers to growth iri total output level of an economy. Intensive

growth refers to-increase in per capita level of the output.

‘2. K output takes a’ jump due to unéxpected one time force, it is called extensive

growth lf there is continuous expansion in output due to some positive change

over ttme itis called intensive growth.

“permanent and has long lastmg effects.

3. Extensive growth i is temporary and short lived. However intensive growth is X

4. Extenswe growth is relevant to study aggregative phcnomcnon such as

economies of scale. Intensive growth is relevant to study the increase in standard

of lwmg of the people ofa country

1.9 Comparisonof Ecbnor'nic Growth and Economic Development '

of huma capital indexes, -
a decrease in inequality
figures, and structural changes

|that improve the general

population’s quality of life

Economic D'evelop:ient' |Economic Growth -
' th_ccpt: Normative concept Narrowed concept than economic
_ development

Scope: | Concemed with structural |Growth is concerned with
r changes in the economy |increases in the economy’s output
Growth: Development relates to growth Growth relates to a gradual

increase in one of the components
of Gross Domestic Product:
consumption, government

spending, investment, net exports

|1t refers to an increase in the real

Development Index), gender-
related index {GDI), Human
poverty index (HPI), infant

mortallty, llteracy rate etc.

. | Implication:  1it-implies changes in incoruc.,'

' saving and investment along  |output of goods and services in the
with progressive changes in country like increase the income
socio-economic structiire of in savmgs in mvcstmcnt etc.

' country (institutional and
technological changes) o _
Measurement:: |Qualitative. HDI (Human Quantjtotivc Increase in real GDP.

Shown in PPF.
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Effect: Brmgs qualitative and Brings quantitative changes the _
quantitative changes in the -|economy
economy '

1.10 'Economic Development and Economic Growth

By a “developed” economy, peoplé roughly mean ones with a high, persistently-growing

‘ percaptié income which is not simply based on resource extraction (i.¢., oil) or remittances

or rentierism— an industrial (6r, if there is such a thing, post-industyial) economy which
makes most of its participants reasonably and increasingly prosperous. While there are
of course differences among them—thie United States is not New Zealand, which is not
Belgium, which is not Finland, which is not Japan—they are all more similar to each
other than they are to the vast variety of “undeveloped”, ‘\mder-devele,ped“, or (most
optimistically) “‘developing” economies across the world. (Some peop]e refer to the
developed countries as “the North” and the others as “the Soﬁth”; this drives me up the
w:all, if only from looking at where China and Australia are on the map.) Eeonbmies in
the first category tend to stay t’ﬁere; s0, sadly, do countries in the second, Development
economics is the sub-discipline of economics which attempts to study how economies
which have not attained this happy condition can be made to do so, and the factors
which hold others back.

Normally in economic textbooks, growth and development are used synonymously,

and this usage is widely acceptable. However, in particular, the two terms have been

"

distinguished by different economists as follows:

I. To some economists, economic development refers to the process of expansion
of backward economles while economic growth relates to that of advanced
economies.

2. Schumpeter, however, uses th_e terin “ecénomic development” as a spontaneous
and discontinuous change in the stationary state which disturbs the equilibrium
state previously existing: And the term “economic growth” is used to denote
a steady and gradual change in the long run which comes through a general
increase in the rate of Eéving'and-populaﬁon in a-dynamic economy.

3. Prof. Kindleberger has given the differences bétween growth and development
as; “Growth may well imply not only more output and also more inputs and more
efficiency, 1.e., an increasé in outpuit per unit of ihput. Development goes beyond
these to imply changes in the structure of outpuits and in the allocation of inputs

by sectors. By analogy with human beings to stress growth involves focusing
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; on height and weight, white to emphasize development, draws attention to the Introduction to

change in functional capacity in physical coordination. For example, growth Indian Economy

i without development-more and more steel in the Soviet Union or more and

Vo more coffee in Brazil-leads nowhere. It is virtually impossible to contemplate Notes

development without growth because change in function requires a change in

size. Until an economy can produce a margin above its food, through growth,

it will be unable to allocate a portion of its resources to other types of activity”.

4. To some, economic development is the.outcome of conscious and deliberate

efforts involved in planning. Economit growth-, on the other hand, signifies the

progress of an economy under the stimulus of certain favourable circumstances,

e.g., the progress achieved by the United Kingdom during the Industrial | - :
Revolutlon | -

5. ln his simple words, A, Maddison says, “The rans&g of income levels is

generally called economic growth in rich countnes and in poor ones it is called '
economic development" Mrs. Hicks has also expressed almost the same views

. and said that economic development refers to the problems of underdeveloped
countries and economic growtlf to those of advanced countries she points out

that the problems of underdeveloped countries are concerned with development

of unused resources, even though their uses are well-known; while those of
advanced covintries are related to growth, most of their resources being already

_known and déveloped to a considerable extent. A

6. Accordiﬁ_g- to Prof. Mehta, however, the term “growth” has quantitative
significance. Growth suggests an increase in the quantity or volume of
something. An increase in a country’s population, national income; per capita s
income, consumption, gav_ing, investment, foreign trade etc. over a peried, all
imply growth. In economics, however, growth strictly means an iﬁcr"ease inreal
income, gross and per capita. On the other hand, development is a process of |
expansion, fulfilling the desire to have an increase in national income. From the

above will be clear, the distinction Iand interface of growth and development.

1.11 Measuring of Growth and Production Possibilities

Economic growth is the increase in the amount of the goods and services preduced by an
economy over time. It is conventionally measured as the percent rate of increase
in real gross domestic product, or real GDP. Growthi is usually calculated in real

' terms, ie. inflation-adjusted terms, in order to obviate the distorting effect of

I
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Inéiian Economy inflation on the price of the goods produced. In economics, “econormic growth”
or “economic growth theory”.‘typiceglly refers to growth o:? potential output, i.e.,
production at “full employment”.

Notes " As an area of study, economic :growth is generally"distinguiéhed from %
development economics. The former is primarily the study.of how countries can
advance their economies. The latter is the study of the economic aspects of the

development process in low-income countries. See also Economic development.

Since economic growth is measured as the annual percent chahge of gross
domestic product (GDP), it has all the advantages and drawbacks of that measure.

: , Economic Growth: Measurement °

Economic growth is the sustained increase in welfare of an economy nation, region, city
together with the ongoing changes in that economy’s mdustnal structure; public
. health, literacy, and demography; and distribution of i income. In the long run, as
"~ this economic transformation evolves, so do social, political, and cultural norms.
age | Societiés change profoundly and mtjlﬁ-dimensi_tmally, as economic perforiaryce
improves. To measure economic growth is to quantify this increase in.welfare
and to endow With numerical precision these large-scale economic and social
bchanges. Given the breadth of possibilities, it is impossible to undertake this
measurement exercise withoui guidance of what can- be,pared away, what is
essenhal from some view on the causes of growth (see, e.g., Economic Growth:
Theory) ' e
This article sets down some key (measurement) facts concemi_;lg economic
‘ growth, and documents how-they have evolved, if at all, over time. In doing
this, the article attempts also to illustrate the historical mterplay between two
'lines of research, measurement of and theories about economic growth, each

influencing the other. . 1. . ]
1. Natlonal Income: The panorama above’ of profound social and economlc
changes can be simplified dramaticilly by concentrating on just a single key
Lo economic variable, income per capita. (We will return in Sect. 8 below to
issues of broader structural transf‘ormations). Income per capita is the per head
measure of the total 'i.ralog_ ‘of all goods and services produced in an economy.
Taking national income measured by either gross national product (GNP) or

gross domestic product:_(_GDP), or its regional counterpart and dividing it by

population in the appropriate nation or region gives a conveniént first measure
1
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on.the state of economic well-being. Since total income is.the same as total

output, this measure might s_ometirnes be usefully repie_lced by output per worker,

Introduction to
Indian Economy

or labor productivity, where the denominator is then the size of the labor force; -

-, or, even vutput per.workerhour, where the measure then takes into account
the time spent working by the labor force. In some. detailed analysés, these

altematives .can provide different useful insights into economic perfomiancé

different countrles at different times, have had their labor force markedly_

different from thelr populatlon or have had workers and make different chomes

on the length of their workday.

[ . - . .
However, for the kind of long-horizon, large-scale developments that are

typically ofinterest in economic_growth, these differerices are inessential.

_ Potentially more- lmportant is whether this one measure can suitably proxy

“for the wide spectrum of different variables of concem in economic growth _

Across countries, per capita income is positively o_orrelated with a broad range
. of alternative indicators for economic performance iri'olilding life expectancy,

(the riegative of) infant mortality, and adult literacy.

1.12  Factors Affecting Ecohomic Growth . -

The process of économio growth is a highly complex.phenomenori and is influenced
by numerous and varied factors such as political, social and cultural factors. As such
economic analysis can provide only a partial explanation of this process. T o repeat here
the remark of Prof. Ragnar Nurkse lin_ this connection; “Eco'nomio development has
much to do with human endowments, social attitudes, poliﬁ;al conditions and historical
- accidents. Capital is'a necessary but-not a sufficient condition of progress . The supply

of natural ro‘sourccs, the growth of scientific and technological knowledgeall these too

have a strong bearing on the process of economic growth. We shall briefty notice some .
% . ) ] .

of these factors-one by one..

Economic Factors o
The following are the importaﬁt factors which dé_terzﬁine the economic growth of an
. L :

economy. . .

1. ‘Natural Resources: The principal factor affecting the deyelopment of an |

economy is the natural resources. Amorg t_he'pamr;ﬂ reé%urces, we generally
include the land area and the quality of the soil, forest wealth, good river

system, minerals and oil resources, good and bracing climate, etc. For economic

Notes

o
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growth, the existence of natural resources in abundance is essential. A country

deficient in natural resources may not be in a position to develop rapidly. In

" fact natural resources are a necessary condition for economic growth but not a

sufficient one. Japan and India are the two contradictory examples. As pointed
out by Lewis, “other-things being éqqal man’ can make better use of rich
resourc;:s than they can of poor”. In less developed countries, natural resources
are unutilised, underutilized or misutilised. This is one of the reasons of their
backwardness. There islittle reason to expect natural resource development
if people are indifferent to the products or servicerwhich such resources can
contribute. This is due to economic backwatdness and lack of technological
factors. Acéording to Professor Lewis, “A country which is considered to be
poor in resources 'may be considéred very rich in resources some later time, not

merely because unknown resources are discovered; but equally because new

‘methods are discovered for the known resources”. Japan is one such country

which is deficient in natural resources but it is one of the advanced countries
of the world because it has been able to'discover néw use for limited resources,
Capital Formation: Among several economic factors, capi_tal‘_for;natit;n is
another important factor for development of-an economy. Capital may-be
defined as the stock of physical reproducible factors ‘of production. Capital
accumulation and capital formation, both of these terms carry the same meaning
which may be understood simply by the stock of capital. As we know, capital

formation is cumulative and self-feeding and includes three interrelated stages;

a) the existence of real savings and rise in them; 5) the existencé of credit and'
financial institutions to mobilise savings and to divert them in desired cha_rmels;"
and c) to'use these savings for investment in capital goods.

Low prospensity to save in underdeveloped countries is due to low per capita

income of the people, which may not be raised merely by voluntary savings.

Hence, the rate of per capita savings can be increased by emphasizing forced

savings which will reduce consumption and thereby release savings for capital

formation. Forced savings can be possible through the implementation of
a proper fiscal policy. In this regard, taxation, deficit financing and public

borrowing are better instruments in the hands of the State to collect savings and

accumulate capital. Nurkse's suggestion to use unemployed or underemployed

rural youths in construction works has importance for capital*formation in

backward economies. In addition to it, the external resources like foreign




Joans and grants, and larger exports can also help these economies in capital

formation.

The capital formation possesses special significance, as it is key to economic
growth, purticularly in backward economies. It increases sectoral productivity
in the economy on the one hand and enhances ultimately national output by
raising effective demand, on the other. According to Kuznets’ estimotes during
modern economic growth the gross capital formation and net capital formation
was gradually between 11.13 to 20 percent and 6 to 12.14 percent in developed

countries. According to Lewis, the rate in underdeveloped countries was 3

percent or less which should be raised to the level of 12 to 15 percent.

. Technological Progress: The technological changes are most essential in the

process of economic.growth. Adam Smith, the father of political economy,
pointed out the great impqn:fance of technological progress in economic
development. Ricardo visualised the development of capitalist economies as
a race between technological progress and growth ‘of population. The great
importance of technological-prog'ress in capitalist development was recognised
by Karl Marx too. ‘

Cow

There is no doubt that technological progress is a very important factor in
determining the rate of economic growth. In fact, even capital accumulation is
not possible without technical progress. A country may be adding to its means
of transportation and communications, its’power resources and its factories.

According to modern technique, it is called widening of capital. The use of

improved techniques in produciion and technological progress bring about a -

signiﬁc:;nt increase in per capita income. Technological progress has something
to do with the research into Lhe use of new and better methods of production or
the improvement of the old methods. Sometimes technical progress results in
the avaiiability of natural resources. But generally technological progress results
in increase in productivity, e.g., gréen revolution; In other words, technological
progress increases’the abil{ty to make a more effective and fruitful use of
natural and other resources for increasing production. By the use of improved
technology it is possible to have greater output from the use of given resources
or a given output can be obtained by the use of a smaller quahtity of resources.

It is a matter of common khowledge that technological progress adds greatly
to our ability to make a fuller use of the natural resources, €.g., generation of
‘hydro-electricity. With- the aid of power - driven farm equipment a marked
increase has been brought about in agricultural yields per acre and per worker.
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Techx‘liéal' progresa also increases. the ability to' make a-more-eﬁ'ective'use‘o_-f
capital equipment. N _

Technological progress has.very close connection with capital. fonnation In |
' fact, both go hand in hand. Without capital formation -technical. progress is
out of the question because heavy investment is requn'ed for making use of
better and more efﬁclent methods of producuon although tafter. they are well

established, capltal cost-per-unit of output may fall. o .

Thus, technological progress has a very important role to:f)lay_ in'the economic |
deveIOpment ofa country. No backward country can hooe to march ahead on the
road of economic development \#ith out adopting a newer and newer techniques |
of production and unles's it is assisted in its mar'ch Iby technological progress.
‘We have a already brought out the importance of capital accumulanon in

economic grow‘[h But capltal accumulation promotes economic growlh because

it facilitates technological 1rnprovements which raise Iabour productwlty and

4.

thus add'to the national and percap:ta income.

Human Resources: A good quahty of population is very 1mportant in determmmg
the rate of econormc progress. Instead of a large population a small but high
quality of human race in a countxy is-better for development. .Thus, for economic
growth investment. in‘human capital in the form of educational and medical
and such other socml schemes-is very much desirable. According. to Peter

Drucker “The most important reqmrement of rapld industrial growth is people.

. People ready to welcome the challenge of economlc change and opportunmes

5.~

in it. People, above a]l who are dedicated to the economic development of
their country, and to high sta_ndards.of-,-honesty, competency, knowle_dge and _. :
perfor'man'ce What are needed beyond all else are Ieaclership and example, and
that only the right. kind of people can prov1de” Prof. Drucker stressmg the
significance of tuman capital says further : “Capltal without people is sterile, but
people cai-move mountains without capital.’ Dev_elopment, therefore, requires
rapid_- growth of human talents and ‘opportunities to employ them”. - |
Popalaﬁoq Growth:.Labour supply comes from population. growth But the
popul_at.ion‘ growth should be normal. A galloping rise in .population retards
economic’ progress. Population growth is desifable onIy ina underwpopulated
- country. [t is, however, unwarranted in an overpopulated country like India.

In fact, a high populat:on growth. al the rate of 2.5 percent per annum is very :

much detrimental to-the economlc growth of our. country.




6.

Social:Overheads: Another jimportant determinant of economic growth is
the provision of social overheads like schools, colleges, technical institutions,
medical colleges, hospitals and public health facilities. Such facilities make the

* working population healthy, efficient and responsible. Such people can well |

¢

take their country economically forward.*

Organisation: In the process of growth, organisation is very important.. It
is orgﬁnizati_on that emphasises maximum use of the means of production in
production.. Orginisation is complementary to capital and labour. and helps

production to reach the maximumllével. In the modern economic system,

“‘the entrepreneur. performs the. duty of an organiser and bears all risks and

uncertainties, Hence, entrepreneurship is an indispensable part in the process of |-

economic gfowth; For instance, the Industrial Revolution in England succeeded
because of the entrepreneurship. .

Most of the underdeveloped countries in the world are poor not because there
is-shortage of capital, weak infrastructure, unslflillg_(_i‘ Jabour and deficiency of
natural resources, but because of acute deficiency of entrepreneurship.

Myrdal'rightly comments, “the Asian countries 'lack._En';_reprenéurship not

because . they are deficient in capital or raw matenials but*because they are
deficient in persons with right attitude for entrepreneurship”. Behind Japan’s

rapid economic growth there is only one reason that it has entrepreneurship in

. abundance. It is, therefore, essential in LDCs to create climate for promoting

entrepreneurship by emphasisig education, new researches, and scientific and
téchnological developments. Apart from it, the state should also give priorify
to necessary imports of machinés, raw materials and equipments:to provide,
facilities for wider markets, and to allow tax rebates, special.gréhts and loans

.to the new entrepreneurs, for starting business or industries particularly in'the

undeveloped areas of an economy.

_Transformation of Traditional Agric_ulfural Society: The.transformation of.

traditional agricultural society into a modern industrial society, i.e., structural
changes lead to enhancement of employment opportunities, higher labour

productivity and the stock of capital, exploitation of the newly developed -

" resources and improved technology. Mostly, LDCs have a very large primary -

sector and very small secondary. and tertiary. sectors. In-such economies_ the

 structural changes involve the transfer of population from the primary sector to
the secondary and then to tertiary sectors. Agriculture being the main occﬁ)ation '
of the 70-80 percent population in the LDCs passes through several structural
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changes. The number of dependents on agriculture sector progressively reduce
with the expansion of industrial or nonagricultural sector. _
" Similarly, the proportion of contribution’of agriculture in the real national
income also reduces gradually. But net output in agriculture sector pr_ogress"ively
increases in absolute terms,"§ it is accompaniéd by a strong productivity
movement, relating to the.implementation of several programmes like land
reforms, expansion of banks, improved ﬁgriculmrallte'chniques and other
« =~ farm implements, availability of better marketing facilities, means of power
and irrigation;"and so on. In LDCs the agriculture and in&ustry become
complementary to each other. The progressively increasing productivity in
agriculture enhances the per .capita real income of thé people, engaged in
agriculture sector. This, in turn, expands rural demand for consumer goods
“and agricultural inputs-which stimulates the expansion of industrial sector,
and further, it also develops agricultufé sector by providing improved farm
technigues along w:th machines, fertilisers and other inputs. The scope for
.increasing agncultural productivity and incomes, in othar worde, is heavily
depéndent pon the structural transformation of the economy as it affects the

growth of commercial demand for goods produced, the growth of alternative
employment opportunities, and the mcreased quantlty of purchased inputs _

* available to the agricultural sector”-

Non-Economic Factors

Both of the economic or noneconomic factors do play an important role in the process .
of economic growth. In this regard, socio-economic, cultural, psychological and political
factors are also equally signiﬁca;n as are economic factors in eConomic development of
the LDCs Cairncross rightly observes: T,

“Development is not just 2 matter of having plenty of money, nor is it purely an ‘
economic phenor'hénon. It embraces all aspects of social behaviour; the establishment of
law and order; 5cmpulousness in business dealings, including dealings with the revenue
authorities; relationships between the family, literacy, familiarity with mechanical gadgets
and so on”. We discuss here some of the essential noneconomic factors which determine

the economic growth of an economy.

L. Politi¢al Factors: Political stability and strong administration are essential

‘ and helpful in modern economic growth, It is because of political stability and
strong. administration that the countries like the U.K. the U.S.A., Germany,
France and Japan have reached the level of highest economic growth in the
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world. But in most of the poor countries there is political instability-and weak
administration which have largely influenced their economic development

~ programmes. It is, therefore, essential for their faster economic development

to have a strong, efficient and incorrupt administration. In conclusion, we can |-

say that a clean, just and strong administration can put an economy on the way
to rapid economic development. Lewis rightly comment;:. that “no country has
made progress without positive stiimulus from '_inteliiglePt governments”.

Social and Psycholegical Factors: Modem economic growth process hasbeen
largely inﬂuer}ce(i by social and psychological factors. Social factors include social
attitudes, so;ia"l values and social institutions which change with the expansion

of education and transformation of culture from one society to the other. The

Industrial Revolution of England and other Western EBuropean countries in the
18th century was largely mﬂuenced by the spirit of adventure and the expansion.
of education which led to new dxscovenes and inventions and consequently to the

tise of the new entrepreneurs. Social attitudes, vglues and insfitutions changed.

Joint family system was replaced by the new single family system which further
led to_'the rapid economic development in these countries.

But the society in LDCs has been badly enveloped and guided by traditional
customs, outdated ideology, values, and obsolete attitudes which have.not
been conducive to their economic de_velopin_ent. Thus, there is need to change
or modify these social and psychblogical factors for the rapid economic
development in these countries. But it is not an easy task, and moreover, any
rapid change may bring discontentment and resistance in the society, with the
result that "i_t may adversely affect the economic growth in the economies.

Only the selective social and psychological changes can lead to economic -

growth in LDCs. According to the UN Report on Economic 'Dev_e[opment of
Underdeveloped Countries, it is hence impossible to speed up economic growth
in these economies without paili?ul'-;idjusnnents.

I, tHus, advises to adopt an evolutionary change in social and cultural factors
rather than revolunonary ones. Myrdal in his book Asian Drama also advocates
the adoption of “modernisation values” or “modernisation ldeals for the rapld

economic development of underdeveloped countries.

-:Education: It is:now fairly recognised that education is the main vehicle of

development. Greater progress has been achieved in those’ countnes where
education is wide spread JK. Garlbralth in his book “Economic Deve!opment
has nghtly stressed the role of educatlon as an engme of economlc growth

L

~
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Urbanisation: Another noneconomic factor promoting development is:the
_process of urbanisation. In poor agrarian economies, the stru¢tural change must

begm with the change in the size of populatlon in rural and urban sectors.

-Religious Factors Religion plays a great role in economic growth. It may give
rise to a pecuhar sense of self-satlsfactlon For example, the Hmdu religion
encourages faith in fate and prevents’ people from working hard. They are
educated to remain satisfied with their lot and to hate nsk and enterpnse Then
our rcllgmn gives a higher place to spirit than matter . .

I short economic growth i 1s the’ result of concerted efforts of both economic
and non economic factors. However, the mere pre'scri'ce of one or more or all of
these factors may not ensure that the economy will'be in a position to generate
forces that bring about a fast 'e::onomié growth, Some further factors may also
_be required that may work as a catalyst for growth. This function can well be
performed by the state. . P -

-

Obstacles to Economic Development -

Broadly 'speakiﬁg, the features of an under-developed economy create obstacles in
the  way “of economic development, and hamper economic progress. These features
emerge out of economic, social, political, religious and institutional factors. It would be

- wrong to conclude that only economic factors-are responsible for poverty or economic
backwardness of a country. Nori-ecorioric factors are ec’.ﬁally responsible for the under
development of an economy.-The factors dlscouragmg econommic development may be
classnﬁed into economic and noneconomic factors which are as qunder.

‘ Obstacles to Economic Development ]
k) ——

Y

Y

/ ‘ ' \ [‘ o \‘f"\ ’ ™
\ _, Economic Factors . Non-Economic Factors

1t \\:’ icious C;rcle of Poverty ) 1. Undeveloped Human Resources

2, Deﬁqencyof Capxtal -y 2. Political Instability

3 Market Imperfections’ v
4. International Forees
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Technology
6. Low Agncuilural Producl:wny
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1.13 Summary - o Introduction to
Indian Economy

Indlan economy is developmg economy in which agriculture is the back bone of Indian
economic. About 30 % of India’s population are-on the below poverty line. Mineral
resources are not fully utilizeo Majority of the people of India are leading a poverty line. - Notes
Indian economy is having its following basic features.as a developing economy such ‘
as low per capita income; populatlon pressure on agriculture, poverty, less employment

opportunity, increase in export etc.

~Growth is a way of life. None of us wants to stay at the same level of standard of
living. Each one of us puts best of his effort to grow economically and-have a better
standard of living; Economic Growth:isa narrower concept than economic development
Econormc development is a normative concept i. e. it applies in the context of people’s-
sense of morality (right and wrong, good and bad). The most accurate method of measurmg .
development is the: Human Development Index which takes into account the llteracy
' rates & life expectancy. wh:ch affect productwnty and could lead to Economlc Growth.

Economic Growth does not take into account the size’ 'oF the 1nfonnal economy.
Development alieviates people from low standards of living into proper employment
- with suitable shelter. If economic growth is 1%, it will take approximately 72 years for |
the value of the economy to double. If the growth rate is 10% it will only take 7.2 years
for the economy to double:

B,

'1.14 Keywords

¢ FDI: The net inflows of investment (inflow minus outflow) to acquire a lasting
management interest in an enterprise operating in an economy other than that,

- of the investor. | ' _
- e Financial Inclusion: Financial inclusion or inclusive financing is the-delivery
of ﬁnancie_l services at affordable costs to sections of disadvantaged and low- -

income segments;of society.-

) Normative Describing or. semng standards or rules of behavior.

e Informal : Related and fnendly not followmg strict rules of how to
behave. ' ‘

»

1.15 Review Questions

<

1. Explain characteristics of the Indian Economy as a developing economy.

© .2. Discuss about features of Indian Economy as a mixed econor‘ny:'
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3. Explain the structﬁral changes in Indian Economy.
- 4. Discuss the Indian Economy and Inclusive growth. ) -
5. What are difference between economic development and economic growth?
6. Explain the growth performance of the word economy.
7. Describe the process of economic growth.
8. What are the stages of growth? _
9. Define growth also describe the measurement of growth. .
1.16 Further Readings
e Datt Gaurav and Mahajan Ashwani, (2012) Datt and- Sundharam Indian
Economy, S. Chand & Company Ltd. New Delhi. .
e Rajaram, Kalpana (Editor) (2012), Indian Economy, Specrurm Books Pvt. Ltd
New Delhi -
¢ A.P. Thirlwall, The Economics of Growth and Development, Vol-I. Caterloury,
UK, 1995. | ..
e Michael P. Todaro, Economic Development, Pearson Education India,
2002. '
¢ JS.L. McCombie, Roger William Vickerman, Growth a;d Economic
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2.1 Learning Objectives ,
After studying the chapter, students will be able to:
“ o Explain about the sources of economic growth;
. Describe about the factors of source of economic growth;. '
o Discuss the recent trenids in capital formation in India; ..

e Differentiate between human and physical capital;

¢ Understand the.concep u." national income;

e Explain those productive activities that are not part of national income;
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e Understand the unequal population growth in rural and urban areas in
. lndia';

¢ Explain the vanious factoj_rs of population growth in India;

e Understand transport as a propeller of economic growth;

e Understand the issue of unemployment in India.

-

i«

2.2 Introduction

| Economic growth is the continuous imprévement in the capacity to satisfy the demand for

goods and services, resuiting from increased production scale; and improved productivity
(innovations in products and processes). Factors improving productivity are particularly
important sources of growth for. developed economies. with. mature industries, but
facing increasing global competition-and rapid technological progress. Consurption
has made a strong contribution to the growth of UK demand in recent decades, but the
negative imp'act of the global financial crisis on consumer expendinlfé will persist for

some time. Business investment is likely to become an increasingly important driver of

|- growth. The UK’s net trade position is expected to improve. Specialised and knowledge-

intensive service and: manufacturing sectors are llkely to_contribute strongly to- ﬁ.nture

| growth, building ‘on the UK’s relative specialization in Finance, Business Services,

Communications, and' Computer and Information Services.

Capital] formation refers to the increase in the stock of real capital in an economy

during an accounting period. In other words, it is the creation of things that help us
“produce more. We commonly used the term in the study of macroeconomics. We. .

‘| ‘form’ capital when we use our-savings' for investment purposes — often investmentin

production. In othier words, the formation of capital occurs when we invest in. making

things. In this unit, we will discuss the recent trends in capital formation and sﬁving§ _

| and investments'in India. :

National income corisists of a collection of different types of goods and services

of different types. This is the money value of all the final goods and services produced.

by a country in 4. given period of time. This is the aggregate of all those individuals’

camned incomes who are residents of the country. However, from the macroeconomic
point of view, individuals’ eamings are included i in the national income only if they
earned.during that time period, i.e., if they have engaged in the productive activity to

eamn that income. To be counted as income, the transfer of money should involve the

"exchange of the productive services,
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Earlier, pe(_)p_le_used to earn their income without involving any transfer of money.
For example, in the case of subsistence farming, income is earned without-involving
any money payment. In the primitive backward communities, productivg activities are
carried on without involving the use of money. In ancient times, goods were produced
imd consumed through the barter system. Their inclusion in the national income presents
many formidable problems. The logic behind not including them in the national income
is that they do not have their éounterpart in the form of current economic activities that

involve the productmn of goods and services in the economy.

Then there is the.issue of personal income and disposable personal income. In

order to include personal income il the national income, there are a slew of procedures-.

‘like deduction from corporate profits, tax, employers’ and employees’ contributions to
social insurance, etc.

Since there is a chain-relationship between the different aggregate income National
Income and product concepts, after analysing the role of the £ross national product (GNP),
net national product (NNP), national income (NI) and other related macroeconomic
concepts, it is easy to compute the value of one aggregate economic variable from that of
the other. This unit carriés an in-depth aﬁalysis about the various concepts and methods

to explain what contnbute to national income.

Like developed countries where two-thirds of people lives in the cities, urban

populatlon in India is increasing slowly. but steadily due to migration from rural areas

~ and industrialization. There are twelveilbig cities with more than 10 lakh population. |

Interestingly, at a given period, female migration is greater than male mi_gratioﬁ'. Of course, *

challenges galore to analyse the impact of population growth. For effective planning

of the country, population projections are essential. Both quantitative and qualitative -

analyses are essentlal to understand the growth trend of the country. Academlclans,
demographers and institutions like the United Nations, Central Stat1stlcal Orgamzauons

Planning Comymission, etc. initiated population projections.

Census was started to exactly know the population and is now done systematically

once in a decade. The year 1951 was a landmark in the history of census operation

in India as this was the first census in the free India. During the 20th century, India’s

population increased' nearly 5 times from 23 crore to 100 crore, while during the same

period world’s population increased nearly 3 times from 200 crore to 600 crore. Several

factors like early marriage, low literacy ;;mong.
Like all developing counfriés, despite economic planning and progress, the
expected development and prosperity couldn’t happen in India on account of the growing
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_ _populauon Indla s Nanonal Population Policy envisages a balanced populationso that'
“ the country w111 develop the maximum and each individual of the country.lives in a

satisfactory socio-economic environment. It has set the target of achieving zero growth
rate of population by 2045. Needless to say, the broadbased policy requires gonvinoiﬁéﬁ
and positive measures. It exhibits the government’s concern for the rapid growth of
population and its stabilization from the long-term perspective. At.the same time, it lays

emphasis on both the qualitative and quantitative aspects of population.

' The sustained economic growth of a country verily depends on a firmly constructed
and coordinated system of transport. The transport systet in India comprises a numbe{ of
distinct modes and services, notably railways, roads, road transport, national highways,-

airports, etc. Among all the functions of a well-knit transport system, it contributes to

expand markets for goods and products that various industries need. It helps in-increase
in the demand for goods and large-scale production.

Indian Railways has been the pioneer of modern transport and has brought the
greatest revolution in transport system that the country has. Although Railways has
accelerated commercial and industrial development of various-countries, in India, it has
emerged as the prihcip_z_il means of transport. Roads and road ﬁansport system is one of
the most important modes of transport. Of late, serious attempts are being to complete

various projects under the national highways.

As the most modern and the quickest mode of transport, air transport has now
turned into as an engine of growth. To meet the growing traffic, development of airports
are b'eing-d(we on priority basis. Upgradation of Various airports and construction of
new terminals will improve the air navigation services. The unit aims at highlighting the
role of India’s transport system and emphasizes the need for infrastructure development
in various modes of transport.  *

According to Mollie Orshansky, who devéloped the poverty measurements used
by the U.S. government, ‘to be poor is to be‘dépﬁvcd of those goods and services and
pleasures which others around us take for granted.” There are two fypes of poverty.
One is income poverty and other is human poverty Income poverty refers to lack of
necessitics of material well- bemg Human poverty refers to denial of Opportumty for
living a tolerable life. The'concept and content of poverty differs from country to country,”

2.3 'SOierES,Of Economic‘G_rowth

There are different concepts of economic growth and ways of measuring it,-but the core
definition is in terms of growth in the long run productive capacity of the economy,
typically measured by real growth in Gross Domestic Product GDP. -
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Broader concepts of growth such as sustainable or balanced growth, or growth in
-measures of wellbeing are closer to wetfare objectives but more c_ompli_catoci and harder

to measure. Lets know the sources of economic growth.

* a

Growth Accounting . . 7

Policy tends to focus on growth in output per capita, because it is more closely related to
social welfare objectives. Growth in output.per capita can be broken down into growth

in the employment rate and in output per worker (a measure of productmty)

Drivers of Long Run Growth

in
i

There is a limit to how. far the employment rate can be improved in the long term
in developed countries, so long term growth.is driven primarily by productivity.
(“Productivity isn't everything, but in the long run it is almost everjthing.” Paul
Krugman). Over the longer term, growth will be determined primarily by the factors
which determine productivity, and secondly those which improve labour participation.
“The drivers of productivity growth are factors which eithe'i' 1'irmprov.."e the quality of
-outputs, or the efficiency with which mputs (such as capltal labour and materials) are
transfonned into outputs. The contribution of some of these factors to output growth can
be captured by appropriate input meas;res, with everything else {¢.g. unmeasured inputs
" and technological progress) allocated to a residual called Total Factor Productivity (TFP):

Direct Inputs to Production

The main production inputs are capital, labour, management services and materials. In |

the traditional Solow neoclassical growth model, a one-off increase in inputs to increase
the scale of production only has an impact on per capita output grotmh in the short run,
" while technological progress (captured in TFP)makes a persistent contribution. However,
in later endogenous growth models, investment (particularly in innovation) drives

technological progress, so has an in'ipact on growth in the long as well as short-term.

Anclllary Firm Activities

" Firms allocate resources to a range of activities (such as innovation, marketing, and.
spoc1allsatlon) which do not form direct inputs into the productnon process, but ultimately

affect the quality of outputs or the efficiency of input use. Tnnovation by firms exploiting

scientific advances oreates the technological progress which is the matn driver of growth |

in the long run.

-

%
Speclahsatlon in products and processes (often involving greater trade) is an

important route to increased productivity.
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The Business Environment

There are a range of factors in the business environment (such as infrastructure, the

efficiency of markets, market incentives, taxation and reguls?lti‘on) which affect the

-productivity of firms and the efficiency of the economy as a whole. Investmient in

infrastructure affects the costs to firms of accessing | resources.and markets and market

. conditions affect firm incentives to invest; be enterpnsmg and innovate.

2.4 Factors of Source of Economic _Gi'owth |

Capital Formation: Capital is the foremos_t reguirement for enhancing the
productive capacity of the economy. The greater is the capital formation, greater will
be the product1v1ty of all other factors of productlon and hence greater will be the total
output of goods and services in the economy Ernpmcal evidence also suggests that
there is a strong positive correlation between the rate of capital formatlon and the rate
of economlc growth "Most of the developed counmes of the world have high rates of

capltal formation. ]

Capital-Output Ratio: Another important factor determ:mng the rate of economic-

growth is capital output ratio. It refers to the number of units of capltal that are required

.in order to produce one unit of output. s

There is a tendency that as an economy grour's the-capital output .rat’io hecomes
more and more favourable. Besides, capital output ratio also varies sector to sector and
industry to industry. | R o

To achieve high rate of economic growth of GDP, an economy has to ensure : -.

(2) Increasing in the raie of capital fonnation;
{(b) Ge'ner.*ating forces that increase the productivity of capital
~ Capital output ratio depends upon:
(a) Eﬁiciency in the'use of capital; .
+ (b) -Quality of managerial and drganizational skill;
(c) Marginal eﬂiciency of capital.

Technologlcal Progress: Technology can help to merease the productmty of

existing resources. With tmprovement tin technology, same resources become more

productive. For example, Computer technology has increased the output of all kinds

_of offices many times. DMRC is another wonderful example for it. For technological

advancement, we need to have quallty of educatlon and well equnpped research and

' deveIOpment
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2.5 -Capital Formation Trends in India

India’s gross domestic product grew an average 9% annually for some years before the

global ﬁnancnal crisis of 2008. Between 2004 and 2008, business confidence’ acqumed
a swagger and mvestments increased at a rapid pace. Ind:a was in an enviable position
with problcms of. plenty capital was rushing in and high GDP g;rowth was taken for
granted. Planners wanted to push growth'rate beyond 10%, citing positive demographics

- and investments that India was _attractmg. Indeed, India did find a sweet spot between | '
2004 and 2008, with’ investments driving: growth. Post-crisis, the world has changed.

Developed economies have not been able to shake off the effects of the economic crisis.

India too has experienced a slowdown in capital flows, such as fdi‘eién direct investment,

and savings and investment rates haye also faltered. The country’s growth rate slowed.

and touched'a low of 6.8% beforé recovering to 8.5%.

.As soon as growth recovéred, euphoria was back. So was bluster about decoupling
and how the Indian economiy was robust eriough to grow despite adverse global conditions.
With inflation soaring and growth faltering, questions are being asked about the brief

and evanescent growth witnessed in ‘Financial Year 2010 and Financial Year 2011.

Comparisons are also being made between nature of economic growth durmg 2004-2008

and the growth rate of the past two years that was undoubtedly driven by consumption
and spurred mamly by stimulus progrmﬁmes Investment seems to be slowmg down
and that seeis to be affectmg overall growth rate.

In fact, investments or capital formation is perhaps one of the keys to reahsmg
India’s dream of high economic growth. At the same time, stagnant capital productmty
Jevels — measured t_hrough'_im':remeﬁfal capital ‘o’utﬁtit.ratio‘é have put the focus back
on the need to increase the investment fate-.to achieve highef economic growth, at least
‘until capital efficiency catches up.,Simultadeously, the spotlights have been trained on
the stagnant savings rate as well. We feel that given the depth and severity of the global

economic crisis, it will be a while before.the volume of capital flows into India goes'

back to thie 2004-08 levels. If investment is to power economic growth, it will then need

coricerted efforts to step up the savings rate.
" Human and Physical o

Physical Capital .+

Physical capital refers to the assets which themseives have been manufactured and are .

used for production of other goods and semces In a broader term physical capital refers
toall non-human assets created by humans and used in'the productlon and manufactunng
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process: Examples of physical capital include machinery and equipment nsed "directly

in the production process. Buildings are also classified as physical capital, as long as
they are used in business operations. Manufacturing plants that contain all production
equipment and facilities, warehouses that contain finished or work in progress products,
and even buildings used for administration, accounting, sales, etc. are also referred to
as physical capital. Vehicles are also considered physical capital, whether they are used -
for internal purposes, or are used to transport goods to their final retail destination; as
long as the vehicle is used in biilsi'ness,operations it becomes physical capital.

-Human Capital

Human. capital refers to the skills, training, experience, eduf:ation. knowledge, know-
'how, and competencies contributed by. humans to a business. In other words, human
capital can be referred to as the value that is added onto a company by an employee,
which can be measured by the employee’s skills and competencies.AHuxﬁ.an capital is-
an important factor of production, and employing individuals with the right education,
experience, skills and trai_i;ing can improve efficiency, productivity, and profitability.
Companies can,inve?;t in their human capital by offering training and eduéatit;n
facilities tosits workers. Training and developing employees can help them develop a
| broader set of skills and abilities and reduce cost of hiring additional employees with
necessary skills. One thing that must be kept in mind is that humans are not equal to
one another and that human capital can be developed in many ways to obtain  the highest

economic value to the firm. ) . )

Capital Formation: Savings and Investmeﬁt

Capital formation is also known as investnifent in national accounting. Terms like capital
formation, or additions to physical stock, or investment are SYNOnymous in economic
parlance. Capital formation forms the backbone of an economy. India has steadily '
improved its capital stock since 1ndependence We try to explain the theory and trends
of investments in India. _
¢ Gross Cap_it;l! Formation. Steadily Improved: Gross India Gross Fixed
Capital Formation was reported at 268.341 USD bn in Mar 2022. This records
an increase from the previous number of 219.921 USD bn for Dec 2021.This
improved in the following decades with the Five-Year Plans constantly focusing'
- on improving physical stock.
¢ Measures of Capital Formation: Gross capital formation, gross fixed capital
formation and,_gross domestic capital formation are few other definitions to
study capital formation. In India, the Central Statistical Organisation provides
data on capital formation by institutions and sectors. |
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. Savingé: Savings provide necessary means for investment in the economy. _ Economic
Savings rate has improved post-liberalisation to 36% of GDP, which points to Resources of India

rise in economic activity and national inc;);ne in India.India Gross Savings Rate

was measured at 28.2% in Mar 2021, compared with 28.2% in the previous Notes

year. India Gross Savings I}at_e is quated yearly, with data available from Mar

1951 to Mar_2021, and an average rate of 28.2%.

e Contribution to Gross Capital Formation: Currently, private sector leads in
investments in the economy at 37% of total investments. Public investments
are around 26% and household investments account for 32%. Public share in
investments has fallen over time, which indicates the goveﬁmmt’s inability to
_stimulate investments in the ébuntzy.- The way forward is to boost investments
through private-public partnerships that can help India solve its infrastructure
problems. -
" @ Private Investments: With liberalisation of the economy and a favourable
business environment, private sector now leads in investments in the economy.
Private investménté are largely fun"de& by household savings. Over the years,
private savings have also improved; which have further aided private sector
czipital formation. The. private sector, being the biggest contributor to gross
- capital formation, now has a crucial role to play in leading India’s economic’
+ growth. - L
o Public Investments: Public investments have declined as government lacks
enough resources to boost investment in a big way. Also, the government’s
propenéity for dissavings, because of poor expenditure management, has left |
« itrwith fewer resources to fund investments in the-country. As government
« lacks enough muscle to raise- investments further, the private sector and -
foreign fund inflows have become critical for increasing investment levels in |
the country. _ : i
& Household Investments: Household investments account for 32% of total '
investments. Household includes individuals, non-corporate business bodies,
private and charitable institutions such as educational and religious organisations.
- Therefore, investments by these bodies in terms of physical capacity creations |
such as on land, buildings, factories, etc, are termed as household capital
formation. Household investments are funded by rising household savings.
Houschold savings accounts for nearly 70% of total savings and are the chief

sourcé of investments for both private and public investments.
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Key Aspects

¢ Measurement: Investment activity in an economy refers toaddition to physical_

capital stock. It is measured by gross capital formation. In India, thé Central
Statistical Organisation provides data on different components of gross capital
formatton broadly defined as gross fixed capital formation (GFCF) pius change
in stocks. Gross fixed capltal formation provides a p:cture of gross-value of
goods added to fixed domestic capltal stock during a year. GFCF‘mcludes plant,
machix;ery, equipment ‘and improvements to land. Change in’stocks provides
value of inventory and work in progress.

Transition since Independence: Capital formation in the 1950s was low, but
it improved in the follotving decades. Gross capital formation (% of GDP} in
India was reported at 31.2 % in 2021. Although ail economlc growth cannot be

attributed to investments, importance of capital. formation remains paramount

- in economic development.

- Key to Long-Term Growth: Importance has been laid on capital formation -

_in econontic development as it can lead to sustamable long-term growth The

data reached an all-time htgh of 268 341 USD bn.in Mar 2022 and a record
low of 20.871 USD bn'in Jun 1996. it still remains below rates achieved in
high-growth economies,such as China, investment levels: in ‘China have'risen '
toa hlgh of 50% of GDP, which also underlines the hlgh economic growth it

has been able to sustain for the past 25 years.
Constralnts to Investments: Another aspect of Capltal formation that needs

mention is constraints to finance it. Investments are typically funded from
domestic savings (although foreign capital flows also contribute towards growth

* in investments). So, tnadequate growth in savmgs rate can be a constraint for

investments. Savings rate in China has mcreased to around-50% of GDP, which

~ makes it possible for the Chinese economy to sustain high levels of investment. -

China also attracts huge foreign'direct investment every year.f

'Only Investment Not Enough: It is an ovefsimpliﬁeation to say high

mvestiments can result in' long-term- high econoinic '_§ro"wth. There are many
ec_on’orﬁies that initially showed a rapid rise in economic growth through
irhpro\}etrient in capital forthation, but ultimately slowed down. Examples of
Soviet Union in the 1960s and the East Asian experience in the 1980s and-
1990s provide evidénce that hlgh rates of i mvestments aren’t the only. way

' forward lnvestments have to be followed W1th 1mprovement in productwlty

-



Excess of capital without productivity results in slower. growth and also lower
returns on investments. Simply put, mobilisation of labour and capital are not
sufficient for sustainable high long-term growth. Incremental capital output
ratio (ICOR); a critical ratio that measures the amount of incremental capital

needed to produce one incremental level of-output, is a key measure of capital

productivity. ICOR levels in:India have remained unchanged at 4.5.in recent”

years. A lower I_COR' is critical to achieve a high tale of growth with a-given

level of capital formation.

“ o Perspectives for India: Many studies on investment behaviour in India have |

pointed out that economic growth, rising incomes and economic liberalisation

- have led to a rise in private investments in India: Public sector investments

‘have'lost share in recent years, which-is manifest in infrastructure deficit and |

other bottlenecks to economic development. Private sector investments hold the
*key for-economic growth and should be encouraged with-conducive business

-and policy environmeht. .y

2.6 Concept, Methods and Recent Trends

The concept of national i mcome is very important in macroeconomic accountmg and
theory. While for.an individual, his income during any given period of time largely
consists of the eamings which he réceives froin his participation in the productive activities

carried on in the economy, national income is the aggregate of all those individuals®

earned incomes who are residents of the country. The nationals of a country earn their

incomes by offering ‘either their labour services or-the use of their land, capital and-

enterprise in the productive processes. ' .

The definition of national income-links incorhe with production 6r economic

activity in'the economy. Thus, from the national point of view what is important is the

income earned by the nationals of a country by undertaking the productive services. In

other.words, corresponding to-the factor incomes there is the counterpart production:

of goods and services which represents.the manifold economic activities undertaken

on the part of input owners or factors ‘of production. Thus, while for an individual his

entire money.receipts during.any given period of time are his money income, from the ‘

macroeconomic point of view, such money' receipts will be included in the national
income only if these have been earned by the individual during that time period, ie.,
if the individual has engaged himself in the ﬁroductive-activity to- earn that income.

- For example; a man may have received income in the form of gifts or transfer receipts.

| from other individuals, busmness firms and government. Although such money recéipts
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Indian-Economy are rightly regarded as-his income by an individual, these will not form:a part of the
" national income because there has been no corresponding economic activity reflected
in the production of goods and services against such money receipts in the economy.
Here, what one man has gained by way of transfer receipts, another man has lost by

Notes
way of transfer payments.

Unless the transfer of money also involves the exchange of the productive services,
it will not be counted as income from the macroeconomic point of view. In fact, income
may be eamed without involving any transfer of money. For example, in the case of
subsistence farming, income is eamed without involving any money payment. Similarly,
where farm labour is paid in kind for its services rendered on the farm, income is earned
without involving any money transfer. In the primitive backward communities, productive
activities are carried on without invglving the use of money. In ancient times, goods were
produced and consumed through the clumsy barter system. Households possess different
kinds of property the services of which accrue to.their owners. Such services should,
therefore, be inclnded in the national income although their inclusion in the national

‘ income. presents many formidable problems. In deciding whether or not individual or
personal income should be included in the national income or product, the appropriate
question to be answered is: Is thcj income received by an individual the payment for
some work done by him? If the answer is ‘yes’, it should be included in the national
income, otherwise not. In other words, in order to be included in the national income,
a moxiey receipt or payment should involve a quid pro quo in the form rendering the

productive services on the part of the person receiving the money payment.

National income is, therefore, the aggregate of individuals’ incomes excluding
transfer receipts or payihgntl_s‘. The logic behind not including the transfer payments
.| in the national income and product accourits is that these receipts do not have their
counterpart in the form of current economic activities embodying the production of goods.
and services in the economy although these are part of the income of the personal or
- household sector and have to be added in deriving the personal income. Also excluded
from the national income are the capital gaing made (or losses suffered) by the individual
or institutionél asset-holders because such capital gains (or losses) do not represent any
productive activity in the economy. )

‘Apart from e)tcluding the transfer receipts and capital gains from national income,
' any reasonable definition of national income must provide for the depreciation or capital
consumption allowance considered necessary to maintain the economy’s total capital
stock intact. If a part of an individual’s capital assets-is consumed during the process

of income eaming, his total earnings are not his net earnings because a portion of his
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total earnings must be set aside to provide for the replacement of the depreciated cépital
assets failing which the individual’s eaming capacity in the future will diminish. In this
respect, what is true of an individual is also true for the economy ‘as a whole. Thus, the
definition of national income ‘should allow for capital consumption allowance. Since
national income is simply the aggregate of factor eamings, it excludes capital consumption
allowance, government, business and individual transfer payments which are receipts
in-the hands of"factor owners and indirect taxes (net of government subsidies, if any)
from the money value of the final g(\)'ods and services calculated at the market price.
The rationale behind excluding these diﬂ‘érent items from the national income is
that any component of the market price which does.not represent the eamings of the
factors of production generated in-the production.processes should not be included in

, the national income. It is, therefore, obvious that business iransfer payments, indirect

taxes and capital depreciation which must be included in the total cost of production for

calculating the market prices of goods and services are not factor cost of production {factor
income) and do not, therefore, represent a part of .the national income. Consequently,
these.items must be deducted from the market value of the final goods and services
produced in the economy during any given time period in order to arrive at the national

income of that period.

In brief, national income is the aggregate of the (i) wages and salaries, including
supplements thereto (without deducting taxes and social security contributions); (ii) net
income received from rents and royalties; (iii) income recéived frofii interest; and (iv)
profits, whether earned by the corporate or non-corporate private business sector before
deducting the income-tax.

' . . . . - . - -
’ National income can also be calculated according to the séctor of origin of income

in the economy. Wages, salaries and s'uppléments thereto are paia by business firms, by
govemmients, by ion-profit private institutions, by households, by foreign residents, firms
and organizations. Each one of these sectors may be further subdivided. For example,
the government sector could be divided into Central government, state governments
"and ,l‘ocal self-government bodies, such “as the municipal and district boards, town area

committees, cantonment boards, etc,

‘Income and Disposable Personal Income

«

Since both these concepts are related to national income, it is convenient to explain these
here..Personal income may be defined as the current income of persons or households
derived from all sources. Personal income is not, however, a corréct measure of the

currént economic activities which are represented by the production of goods and
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.services in the economy since it mcludes several items; whlch are not. related to the

current production of goeds and servnces and excludes certam items whlch are refated to '

vy R

the current production of goods- and scrwces in'the economy. Int other. words it includés.
both the eammgs from the productwe services (economic activities) : and the recelpts

against which no product:ve services have been rendered Personal i mcome is, therefore,

obtained from national income by substracnng from the national i mcome that part of it
which is earned but is not received by the persons and by adding to it those personal
receipts which are derived from sources which are not included in the national income.
Thus, in order to derive personal incemg fmm the national ijggome; we should deduct
from it the undistributed corporate profits, tax, Employers’ and 'émplefeels’ contributions

to social insurance and add to it the government and- business’ transfer payments, net

interest paid by the govenment, interest paid by consumers and the dividénds distributed,
‘| by the corporate business sector to the shareholders. Disposable personal income-is
“derived from personal income by deducting from personal income diréct pérsonal taxes,

such as personal income tax. The residue left is the disposable personal inceme because |

it represents the total amount of income which is-available for disposal by the person

'| concerned. The differerice between the disposable personal'income and personal saving

" |. 1s personal outlays which may be incurred in the form of consumptlon expenchture and

interest paid by the consumers.

Concept.of National Product

In dealing with the concept of national product, we should distinguish between its gross

and net variants: Moreover, it must also be explained that there.is a distinction between

national product and domestic product. National product, like national inceme, is a flow

concept. It can be defined as the total output of final goods and services produced by the

"nationals.or, residents of a.country acting in their roles as:factors of production during

any given period of tlme say’in one, year Smce the total number ‘and the amount of
goods and services. that an economy produces during the year is enormous, seemmgly
like ‘Pandora’s box,” it is customary to define the nationai product in terms of the total

_monéy value-of the final goods.and services produced by, the residents of a country.

National product may, therefore, be defined as the total money, value of all the final
goods and services _produced by the. residents of a country dunng any, glven penod of

t:me usually one year. To avoid the problem of double countmg, natlonal product may

. _'eithen be evaluated by multlplymg the final goods and services by their market prices

or b by addmg the values imparted to the intermediate goods and. services by each stage

or process of production.
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* The important thing to remgmber in connection with thé cor;cept‘ of national product

“is that it includes all-those goods and services which are the result of the economic
activities (productive services) of the residents or nationals of a country. It, therefore,

includes even those goods and services which are produced by the residents of a country

outside the geographical boundaries of that country, i.¢., it includes the value of the

productive services rendered by the nationals of 2 country outside the country in foreign’

countries. At the same time, it excludes the share of the foreigners’ services in the total
product raised within the economy, For example, the profit and interest income earned by
the Birla brothers from their paper mill established in Nigeria will be included in India’s
national product while that portion of the total product raised in India which represents
(in'the form of tangible goods and'services) the productive activities of the Germans,

Americans and other foreign natlona}s will be excluded from India’s natlonal product.

It i$, therefore, obvious that the concept of national product is broader than the concept |

of domestic product which focusses attention only on the total output produced during
any given time period (Wwithout bothering about who produced or raised-it) within the
geographical or tervitorial limits of the economy.

In order to derive the national product from the domestic product, we must deduct

from the domestic product the valie€ of that part ‘of the domestic product which represents |.

the productive activities of the foreigners and add to it the value of the product raised
by the nationals of thé country outside the geograpfiical_limits ot the economy, ie.,
abroad. However; both the national product and domestic product are flow concepts. The
relationship between the gross and net national product and the gros:v. and net domestic
product can be shown as below:
Gross Nationa! Product = Gross Dom;stic Product + Exports — Imports
" GNP =GDP + (X - M); and
Net National Product = Net Domestic Product + Exports — Imports
- NNP = NDP + (X - M) 4

< Only in the case of a closed economy—havmg no economic transactions with the

outside world so that both the exports-and the imports of the economy are zero—will

the national product be équal to the domestic product.

National product is gross or net. Gross national product (GNP)is the total output of
the final goods and services produced during any given period of time by the residents of
a country. The total output of final goods and services consists of the consumption and

capital goods. However, the entire total output of new capital goods does not represent
ver, _
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“net increase in the capital stock (production potential) of the economy. A’ part of the

total output or production of new capital goods is consumed in replacing the economy’s
existing capital stock consumod during the process of production of the final goods and
services. Consequently, only a part of the total output of néw capital goods represents
a net increase’in the e_conomy’s capital stock, i.e., nét investment or capital formation.
Net national pr_o'doct (NNP) is, therefore, the total output of consumer goods plus the net

increase in the economy’s total capital stock-production of new capital goods in excess

of the replacement of the depreciated capital goods during any given period of time.
'| In other words, the net national product (NNP).is equal to the output of consumer and

government goods plus net investment in the economy during any given period of time.

| The difference between the gross national product and the net national product
follows from the exclusion and inclusion of capital depreciation or replacement
investment. Net national product is the residual gross national product after éapital'

consumpnon allowance (CCA) is allowed. In other words, while the gross national

' product is the total money value of the total final goods and services produced by the

residents of a country during any given time period, which is usually taken as one year,

‘before allowing for the replacement of the economy’s capital equipment womn out in the

process of production, the net national product is the total money value of all these final
goods and services after providing for the maintenance of economy’s total capital stock.

Net national product (NNP) can be derived by deducting from the gross national
product (GNP) capital consumption allowance (CCA). Statistically, the estimation of the

| gross national product is more accurate than the est:matlon of thc net national product

- because depreciation of capital,.i.e., the physncal wear and tear and "obsolescence of

capital equipment is extremely difficult to estimate with perfect accuracy. Although

the national product statisticians have made different estimates regarding the rate of

depreciation of. the economy’s capital stock, nevertheless the degree of accuracy ‘of

these estimates is difficult to assess.

Importance of Gross National Product (GNP)

Gross 'national‘product (GNP) estimates enable the economists to analyse the overall,

. performance of an economy. The usefulness of the:GNP as a tool for analysing the

aggregate performance of an economy both over the short period and the long period can
be illustrated by the means of two examples. Flrst w1th the help of the GNP estimates
it is'possible to measure the perfonnance of an economy over time by comparmg the
GNP of one time penod with that of the other. Thus, the growth of the GNP over time

tells us that the economicperformance of the nation has been steadily improving over

e
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‘time. For example, if it is found that the total money value (at constant prices) of all”

. the final goods and'services produced in _India during-2021-is 25:per cent higher than it

~ was-in 2020, it can be easily deduced that the'real gross national product in 2021 has

recorded an increase of 25 per cent compared with the gross national product in 2020.-

On the other hand, if the prices in 2021 were 25 per cent higher compared with those

in 2020, the GNP in real terms will show no change because the increase of 25 per cent

in the money. value of the GNP in 2021 was entirely due to the price rise. '
Estimates of the gross fiational product can als0 be used for analysing changes in

the total purchases which are needed to ensure the maximum level.of aggregate output

. -in the economy, For example, consider-the Indian économy in which the final goods -

and services valued at 2,000 crore have been sold during 2021. A survey is made.of

country’s total labour force and capital resources which shows that only 80 per. cent of-

the country’s total available labour force and capltal resources were employed to produce '

these goods and services. An additional output of the final goods and services worth 500
h crore could have been produced had the labour and capital been fully.employed in the
economy This estimation furnishes the, basis for detenmnlng one of the requirements
for obtaining the maximum output of goods and services: in the economy. Either the
to_tal‘money purchases should .be 500 _crore‘hlgher {price$ remaining unchanged) in
order to induce the entrepreneo_rs to _produce. the additional potential output of goods
"and services for which the necessary inputs are available in the economy or the general
price level should fall by 20 per cent to enable the full employment output to be sold out
with National Income the existing total money supply in the economy. It is, therefore
obvious that.the GNP estimates furnish us with an overall picture of the level and the
rate of change of the aggregate economic activity in'the economy 'These estimates tell
us about thelg'oods and services which are-being produced with*the economy’s. total

resources and the uses to which the total output of goods and services is being put.

~

National product or income estiinates also serve as significant indicators of the
economic prosperity of amation..Ceteris paribus, a higher national income means the

availability of more goods and services in lgrger quantit_ies which with a given population

+ wotld mean higher per capita income. National income gstimates by sector-of-origin .

furnish us with the 1mportant clues about the structure of the economy and the relatlve

tmportance of different sectors in-the economy based upon the contnbunon of each

- sector to the natlonal product Their companson over dlfferent time periods shows the -

structural changes that have taken place in the economy through time.
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It is on the basis of the origin of national product in the different sectors of an

‘economy that some economies are called agricultural economies: while some others

are labelled as the industrial economies or the exports-orientéd economies. Estimates

‘'of the national income and product also furnish us meanmgful information about the

-functional distribution of the national income and product which is very 1mp0rtant for

the taking of correct policy decisions bearmg upon the community’s economic welfare.

Gross National Product (GNP), Net National Product (NNP), National lncome
(N) and other Related Macroeconomic Concepts =~ .

"Having discussed the meaning and importance of the gross national product (GNP), net
| national product (NNP), national income (NI) and other related macroeconomic concepts,

it is easy to derive or compute the value of one aggregate economic variable from that
of the other since there is a chain-relationship between the different.aggregate income

and product concepts. This relationship between the different related macroeconomic

- concepts can be expiained in the following table.

Table : Relationship Between Different Related Macroeconomic Concepts

Self Learning Material

‘ (Rupees crore)
Gross National Product (GNP) Measured at the | 500 o
Market Price C .
Minus | Capital Consumption Allowance (CCA) 50 ’
| Equals | Net National Product (NNP) Measured at the | 450
Market Price ‘
|Minus | Indirect Business Taxes 50
Business Transfer Payments 110
Current Suspluses of Government Entcrpnses 15
Plus Government Subsidies . © 125
Equals | National Income (NI) | 400
Minus | Undistributed Profits 30
Profits Tax . !
Employers’ Contributions for Social Insurance | §
Empioyees’ Contributions for Social Insurance | 5 ~
Plus | Government Transfer Payments to Persons 15
Business Transfer Payments _ ‘ 8
Net Interest paid by Government : 5 p
- |Interest Paid by Consumers ‘ 2 .
Equals | Personal Income (PI). ' ~ 385
Minus | Personal Taxes (Tp) - 3%




Equals | Disposable Personal Income (DP) |- 30
Minus | Personal Saving (Sp) . 50
Equals | Personal Outlays (PO) - 1300
NNP =" GNP-CCA.
National . o Inditert  Datiness . Cuirent Government
Income (N) = GNP —| OCA + Business + Teansfer + Surplusesof — Subsidies
- Taxes. Papments  Government

L Entu'pnses
Personal Naional [Undistibuted ~ Profiz Emmployes’
Income =.lbcome ~| Profim - + Tax + Cottdbations for + -
D ‘NY) - - w&ﬂﬁfyllmmﬁ
Employees’. "+ Goverament Business Net Interest Ineesest
Coatribu ~ Transfer - Transfer - Pidby . — . Pudby
tions for Payments Payments Government Consumers
Social Security . )
Insurance | L
Disposshle .  Persomal Penoml
Penonal . = laome®D). - Twes(R) , X7
Inwmc(DPl) .

Dispossble _ EX

Penoml = Personal —. Personal : . :
Outays (P0)  Income (DPT) .  Saving (5p) S g

The'most important relationship between the national p::(')iiuct and income cdncepts

is the relationship between the three macroeconomic variables of the. gross pational |,

product (GNP), net national product (NNP) and national income (NI).

Next in importance to the concepts of the GNP; NNP and national income (NT) is’

the - concept of personal income which is thé'Girfent income of persons ot households

derived from all sources. Unlike the three measures of national-product (GNP, NNP~
and NI), personal .income is not a correct measure,of the natlonal product because it
mcludes certain items which do not represent economic activities and excludes certain :

other items which represent economic activities on the part of persons. In other words,
varjous ‘transfer payments’ are.included in the personal income while the deductions

made from the national income on account of profits tax, undistributed corporate profits,

social security contributions; etc. , which represent persons’ économic activities, are
excluded from personal income.

Personal income is, therefore, derived by deducting from the national income that _

part of it which is not paid to persons and by adding to that part of the national income
which persons receive from those sources which'do not form part of the national income.

A signiﬁcant fact brought out-from these relationships is that the estimates of net. |-
national product calculated at the unit factor cost of production and those of the national

s

r
Economic
Resources of India

Notes

Self Leami;lg Ma_teriai 53




Indian Economy.

-

" Notes

income are identical. In other-words, net national product calculated-at.the unit factor

. + . . i
cost of production and national income are identical macroeconornic concepts. From

this, it also follows as a corollary that the gross"national product equals the national =

income plus capltal stock’s depreciation in a simple economy where the market price
equals the factor ¢ cost of production per unit of: output

Expressed dlﬂ'erenlly, in such a simple economy——m whlch the government

neither levies indirect taxes nor gives subsidies to business firms and also does not run

public enterprises so"that there i no problem of the current surpluses of goverament

.. enterprises—the markef price of final goods'and services will not be different from the

unit factot cost of production of such goods and serv:ces Consequently, the net national
product multiplied by the market price index will be equal to the sum total of the factor

incomes earned in the processes of productlon. Furthermore, in-sucha simple economy

‘the total expenditure incurred on the purchase ‘of the net national producf will also be

equal to the national income. For this simplified ecoiomy, the fundamental income-
product identity can be expr_e_"ssed ‘as follows:
National = Net Natlonal = Expenditure Incurred on
Income ., . Product Nét  National Product v

From the above 1dent1ty rclatnonsh:p is denved the following 1dent:ty relanonshlp

Natlonal + Cap1ta1 = Gross,_Natiqnal = Expenditure ‘Ing:urred on
Income  -Consumption Product Gross ‘National Product

Allowance
b

National Income and Product in a Simple Market Economy -
To understand the relationship betweer national income and product-in the real world-

economy, it might be fruitful to consider this relationship in a simple free market

enterprise hypothetical economy with no governmenit. Sitice government is absent, there

is no problem of gévernment outlays, taxes and of social insurance cofitributions:There

are also no siibsidies given by the goverfiment to'private business firms in this economy.. *

The total produotion'i‘ﬁ the fécon‘omy takes place in the business sector co'ﬁsistiﬁg"’of the
proprietorship firms 50 that the net income of a firfid'is not different from.the personal
income of its owner. In other words, there is no corporate business sector in this economy.

We also assume that this simple economy-is a closed economy havmg no economic
transactions with the outside wofld. F urthermore the inventories of finished goods and’
raw n}aterlal are either _absent or remain unc_hanged, i.e., the entite tota] productionlof
goods and services which-takes place in the business sector per time period is purchased

by, the consumers (households) and entrepieneurs in'the'ec'onomy. e
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o Since the entire production takes place in the business. sector,. the entife national

mcome ongmates in this sector. National income is’composed of wages, salaries and: )
supplements thereto interest, rent and royalties pald to capital and land owners-and

profits of the entrepreneurs All these incomes are payment flows taking place from the

business sector to the factor owners. In our assumed simple economy, like the national |

‘income, the gross national product-also ongmates entirely in the business sector. It is
comjaose_d of the_tot.a_l: rnoney value of the final goods and services consisting of the
total production of consumer and capital go,ods. Since we have assumed no ehan'ge in
' business_inven;ories, t_he total production (output) of the consumer and capital goooos

- in the economy during any given time period equals their sales during that period. The |

identity between the total productron and total sales also enables us to view the national
product as bemg equal to the total expendlture incurred on the purehase of national
_product 'Tn terms of the total expendlture the gross national product is: composed of

the total expend:ture incurred by the consumers on the purchase of consumer goods _

and services and the total expendrture incurred by the entrepreneurs on the purchase of
new capital goods _ . : L

The purchases of goods and services made by the consumers from the business
firms are- ‘made from incomes earned by them as factor owners while working for the

business firms. The flow of the total money spending from the household sector to the :

busmess sector consmutes a return ﬂow comparable to the flow of the factor incomes

from the business sector to the household sector. When these two money ﬂows are.

rdermcal in magnitude, i.€., when the total consumer Spendlng equals the total consumer
income, saving wrll be zero. If the aggregate spending exceeds the aggregate income,
consumers wrll dis-save while if the aggregate spending ﬂow is less than the aggregate
income, consumers will. save. The personal saving represents the leakage out of the

aggregate 1ncome—expendlture ﬂow stream I ‘

The fiow of aggregate outlay on the new capital goods is on a different footmg )
.. Funds for spending on capital goods come either from the accumulated past savings
of the entrepreneurs or from savings, past-or current, of others which are borrowed by

the entrepreneurs or. from the funds. made-available- by banks out of the created new

money. Whatever may be the source of supply of such investible funds, it i significant ',
to realize that this spending flow i is added to the aggregate flow of: consumer spending -| -

to constitute the aggregate spending flow in the economy shown ori the left-hand side |

of the d_iagram.__. :
The flow from the business sector to individuals (households) is the national

income while the return flow from the individuals (households) to business sector

Economic
Resources of India

Notes:

- Self Learning Material 55




Indian Economy

e,
-

-, Notes

56 Secif Learning Material

v

is the consumgr spending flow. The flow of total consumer spending- will be smaller
compared with the flow of national income to the extent of personal saving. To getat <
the aggregate flow of spending in the economy, we should add to the _ﬁoor of aggregate
consumer spending the total flow of investment spending made by the bu;sineso sector. :
The composite consumption and investment (gfoss) spending flow r_epte'séilts the gross-
national product (GNP).

In our h;rpothetical simple market eéonomy,_” the flow of national income taking
place from the business sector to individuals and the flow of gross national product
(gross Spondmg on consumption and investment including the replacement mveslment)

will differ from one another by the size of capital’ consumptlon allowance
Algebraically, these relatlonshlps can be summanzed as follows

GNP =C+GI : 2.1

. : . NI =GNP-D | (2:2)
| C NI =C+S - (2.3)
By substititting equation (2:3) into equation (2.2) and after rearranging; we get
- GNP =C+§+D _ (2.4).
By comparing equations (2.4) and (2.:1), we get A
GNP'=C+§+D=C+Gl (25
Q=S+D lS + D= gross s:;ving) ..(2.6)
By substituting equation (2.1) into.equation (2.2), we get :’-‘
- NI =C+Gl=D - e
or T Y:=CH+] * s .'.‘;’(2:'8)
where. *” 1=Gl-D '
By comparing equations {2.3) and (2.8), we get
R  NE=C+§=C+I
or C#SEC+;
therefore, ., . S=1 .
In.the above_edﬁations:'- : “

GNP  denotes gross national product;
C denotes aggregate consumer spending; . <
NI denotes national income;

- GI  denotes gross investment;




1 denotes net investment; . o 5y Economic

_ ) . Resources of India
S denotes aggregate personal saving; and _ L . ;o
D  denotes depreciation or capital consumption allowance.

To bring the above hypothetical simple market economy nearer to the real world Notes

economy, government purchases, imports, exports and change in inventories will have |
to be added to the aggregate'expenditure and income flows in the diagram. As result of
these added flows, although the diagram will become complicated, it witl not, however

~ change the ﬁmdamental shape of the dlagram Further, as a result of the inclusion of the

~ corporate form of business enterprises in the business. sector, the income arising in the
business sector will be channelled out into individual and corporate incomes. It will,

however, not affect the analysis in any fundamental manner.

Although a real world economy is much-more complex than the simple rnm'ket
economy pictured here, it is never:heless useful in pure economic theory to assume an
economy with no government and no corporate business sector Such an economy has |- .
su_nple accounts and the net national product, nagronal income and disposable income are
all identical. But when the theoretical. generalizations have to be empirically examined,
the inclusion of the government and the corporate form of business enterprises in the

-

framework of the economy becomes essential. Consequently, the social accounts become

-

complicated. .
~ Recent Trends -~

. The Second Advance estimates of natlonal income- for the year 2021-22 were in 2022.
The salient features of these estimates are detailed below: . N -

- L e

Estimates at Ciu‘fel_lt Prices

1. Gross Domestic Product ' ¢ _

& Gross Domestic Product (GDP) at Constant (2011-12) Pricesin the year 2021-22-
-is estimated to attain a level of ¥ 147.36 lakh croré, as‘against the First Revised ['
Estimate.of 2 135.58 lakh crore for the year 2020-21, released on 31.01.2022.
The growth in GDP during 2021-22 is estimated at 87 percent as compared to
a contraction of 6.6 percent in 2020-21.

o The sectors which registered growth rate of over 9.0 percent and above at
current prices are ‘agriculture’, ‘mamnufacturing’, ‘trade, hotels, transport, |

. communication and services related to broadcasting’, ‘financial, real estate

i s I - : R

Self Leaming Miterial - §7




Indian Economy

Notes'

and professional services’,

services’,

and ‘public administration, defence and other

r ~

The following table'shows the latest trend in GDP,growth in the country.

At Current Prlcef( In crore) - _ (At Constant I’n'c_és (Ia ¥ Crore)
Year. GDP(in | GDP’ gmtvth‘ Year GbP _GDP
1 crores) |  rates (%) : growth
” “frates (%)
'2"021:_2(;22 " 3,238,020 2013 "2021-2022 5,122,877 3173
20202021 (13512740 |° 725, 2020-2071 ]9.;45,6?0 -2.97
2019-2020 | 14,569,268 | 4.04' 20192020 20,351,613~ 7.75
2018-2019 | 14,003,316 653 2018-2019 18,886,957 _16.51 :
zon-éms 13,144,582 6.80 ‘ 2017:2018 17,090,042 1103

*

£

. 2. National Income _ J
e In financial year 2022, the gross national income at current prices‘ in India was

. estimated to amount over 230 trillion Indian rupees, a sagmﬁcant increase from

the previous: yea: It-was the first time during the last decade, that the gross

£

natlonal income decreased in fiscal year 2021.

3. Per Caplta Net National lncome ‘
e The per cap:ta mcome based on Net National lncome (NNTI) at constant price
grew by 7.5 per cent in FY22 over the previous year 202]. At current prices,
the per-capita income rose by 18.3 per cent to ¥ 1.5 lakh durmg in 2021-22 P
fiscal. . . .

127 P'opt'ilation Growth: An Overview

' Ltke many other third world countriés, the urban populatlon of the country 1s incréasing "

-very slowly. ln 2021, urban populatlon for India was 35.4.%. Over the’ la.st 50.years,
urban-population of’ India grew substantiatly from 20.3 to 35.4 % rising at an increasing
annual rate__tha{ reached a maximum of 1.64%in 1974 and then: de_crea_spd to 1.34%’in

- 2021. Rural population (% of tota!l population) in India was réfjprted'at :64:6_1 %in 2021.

Table : Rural Urban Population (2’021) A

Area Percentage of Popuiatlon
Rural > 64.61% . |
Urban ' 35.4%

¥

In developed countries, at the most, two-thirds of the population lives if the cities.

In the last decade India has undergone rapid urbanisation; its urban population grew t0
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217.2 million _"by 2000. The coﬁcept of an urban area was ﬁ_ot defined properly in India Economic
till 1960. In 1960, India-adopted a strict definition for the conceﬁt. Migration from rural Resources of Im{ia
areas to urban areas is increasing every year. In earlier days the-maximum migration
was towards __Tfipura. followed by Delhi.- Lower migration was. observed in the states’ | B Notes: .
of Rajasthan, Madhya Pradesh, Bibar and Uttar Pradesh. The high rate of migration
in Assam is due to industrialisation. l:1 India, 'fem'alc-mi‘gratioﬁ is ércater than male

nugratlon because after marriage women migrate to their husband’s place

Today the trend of migration has changed.a lot. Chennai has the'highest percentage
of migratory population. Urban population is mcreasmg,day by—day in India. Earlier
urbanisation was due to the World- Wars whereas now the urbanisation is mainly due |- —_—
to industrialisation. B ' - i

After independence, life e)ipeetancy for both genders has inbreased a great deal.
In 1951, the life expectancy for males was approxlmately 32 years y whlle for females it
was approximately 3l.years Thxs increased to 60.6 years. for males and 61. 7 yea:s for

-t e 4 ‘x' “*
' females by 1996 - N

" Table : Pereentage Distribution of Projected Populatmn
by Age and Sex, 1996-2016, India -

Age 196§ | 200 2011 . | 2016
M| F|P|M|F|P|M|F|P|M|F] P
04 [ 126 | 13.0 | 106 | 106 | 108 | 107 | 1001 | 102 [ 101§ 97 | 97 | 97
s9° (132 [ 133 | 113|113 | 116 115] 94 | 94 | 94 | 93 [ 93 | 93
10-14] 119 [1es iz ] 1za (a2 [120] 89 [ 90 | 89 |787 | 87 | 87
[15-191 99 | 95 {110 o {105} 10897 |99 |98 |83 |83 |83}
2024] 86 | 90 [ 91 {91 |87 ] 89 [104}103]103190 |91 |9 7
2529 78|85 | 79 ] 79 82 |80 | 94 |89 ] 92|97 |95} 96. '
3034 7.0 | 72 | 72| 72.) 77| 74,178 [ 73 | 716 |87 | 82 | 85
3539| 62 | 60 |64 | 64} 66 65| 67 (.69 | 68 |72 | 68 |70
4044] 53 | 50 [ 56 | 56| 551 85+ 60|65 [62 ] 62| 64|63
" 14549] 44 | 42| 47 | 47 | 45 | 46 | 53 | 54 | 54 | 5559 [ 57|
50-54] 36 | 3.4 |39 [ 39 [ 371738 | 46| 46 [ 45]48 | 50149
55591 2.9 | 28 | 3.1 [ 31 (30731 | 37 | 36| 36| 40 | 40 | 40
60-64| 24| 24 | 24 | 24 |24 | 24 | 29 | 28 |29 |32 {31 [ 31 [
1656917 | 18 [ 19 {19 | 19 |19 |21 | 2121 |23 24 | 24
7074 13 {12 [ 13 [ 13 )13 |43 1 14 | 15 | 147 16 | 16| 16
75-79] 05.] 05 | 08 [ o8 08 |08 )09 | 1v0ol10]09]|10] 10
g0+ | 08 | 08 | 06 | 06]06)06|08los]|08]|08]|09|09
All [100.0}100.0{100.0]100.0]100.0| 100.0{100.0] 100.0| 100.0| 100.0| 100.0| 100.0

Kej{: M: Male; F: Female; P: I-.?opulation_ : . )
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Table delineates the distribution of population ;iccording to ‘age and sex Human'

Resources based on projections made in 1996. The table shows that the percentage of
population below the aée of 5 would decline from 10.6% in 1996 to-9.7% in 2016,
Conversely, the population of ages 20-24, 25-29 and 30-34 would increase from 9.1,
7.9,7.21in 1996 t0 9.1, 9.6 and 8.5 in 2016 respectively. As.the ages 20-24, 25-29 and
30-34 are considered the most productive in an individual’s life, it has been predicted

| that India would face a demogmphic dividend in.the early part of the 21st century.

. Indian census has dmded six types of cities accordmg to population. The number
of citiesin the higher grade is mcreasmg whereas the lower grade cities.are slowly
decreasing in India. There are- ‘twelve big cities with more than 10 lakh populatlon
Accordmg to the 1991 census, only 25.72% of the population lived in the cltles, whcreas

.

according to the 2001 census, 27.8% of the popula_n__tlon lives in the cities.

Populatioi and Demographic Projections

Though there are many criticisms on population projections, its uses are recognized

by society. For effective planning of the country, pdpulat_ion projections-are essential.
Trends in population growth, composition, etc. give an idea of the country’s future.
Both quantitative and qualitative analyses are ::ssential_to understand the growth trend
of the country. Generally, it is found that projections given by the demographers are
more accurate than others. A population estimator (projector) tries to estimate the size
and growth rate of the future p0pulat10n on the basis of past and present: demographlc-

rates like death birth and' mlgmtlon Population pl‘OjCCthD is in relation to tlme

‘.

Population Pro]ectmn in India _ -

: "-Projections are made by academicians, demographers and -institutioﬂs like:the United
Nations, Central Statistical Organizations, Planning Commission, etc. In 1949, Kingsley

Davis made three projq:ctioﬁs for India. Though his predictions were far removed

from reality, his projections had givef; theoretical knowledge for academicians and

demographers. In 1951, Census Commissioner and Registrar General of India Mr. RA.

Gopalasamy predicted the Indian population. Both Kingsley Davis and Gopalasamy
used geometrical growth rate. In 1954, Gupta and Majumdar projected population using
Reverse:Survival Method. In 1959, the Government of India projected its population

| till 1981, Besides these, there are several agencnes and experts who gave populanon
estimates. for the, country In 1996 before the formulanon of the 9th plan, the Planning

Commission had constitited a technical committee for population projections for the-

.| country for the period 1996-to 2016.
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Demographic Scenario: Past, Present and Futuré.Chalienges

. x
The demographic scenario.of population growth with reference to the past, present and
the future can be understood taking into consideration the following factors:

1. Size and growth
.. Rural and urban population

Sex and age composition

2
3
- 4, | Expectation of life at birth
5.. Density ' »
6. Growth rate b "
7. theracy

Population of India can be. dlscussed in‘two broad penods namely:
(i) The pre-modem period (bcfore 1881)

" (i) The quern period (after 1831 till date).

. The year 1881 is considered as the cut-off period as'it is the first.time census -

operatlons were done in India.
& i

. Inancient times there was no systemanc way to enumerate the populatwn During the
urban metropolitan and the great pastoral agricultural cwlhzatlons, the living conditions
were very good and as a result of this there was declining mortality and morbidity.
History shows that during 490 B.C. and-_2$9’? B.C., India was one of the most populous
states of the world. A‘lexander’s army invaded India in 4th century B.C. and Ieft behind

~ large numbers in the region. Pran Nath, who later studied Indian population, confirmed

that India’s population was between 100 and 140 million during 300 B.C. There was a
stagnant population till around A.D. 1600. This is evident from history. Moreland says

that India’s population during Akbar’s period was 100 million. Later demographers and -

populatidnlexperts like Davis, Das Gupta, Datta also agreed that the Indian subcontinent
had a population of 100 to 140 miilion population during A.D. 1600. During the years
1650 to lISOO,' the population of India was not stable and according to estimates, there
were lots of fluctuations in the population. Mahalanobis and Bhattachérya estimated the
Indian population as 207 million for the year 1800.

in the modern period ‘the growth of population was rapid at certain points and
dechmng or stagnant at: sox:}e other points. The’ first census was conducted in India
in 1881; 'it' had many shortcormngs Many areas were left-out in this census. In 1901
while census operations were made, all the left-out territories in the earlu,r census were

covered. Till 1931 census was dorié as a ‘one night alfair”. Since 1941, th. syatcm of
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census has changed to the present style. The history of popuiation growth in India since
1891 can be divided into three parts: -
1. 1901-1921

2. 1921-195t1 .
3.1951-1991
The year 1921 was referred as the year of the ‘great divide’ as it distinguished

4

| Human Resources the population growth from a lesser speed to greater speed. It isa

well-known fact that during the period of 1901- 1921 there were lot of famines and
::ontagious diseases which were the main reasons for the decline of the population during
this period. During this period, India’s populatioﬁ increased from 236 million to 251
* million. This was the period when the mortality period was higher than the fertility rate.
From 1921 to 1951, the population growth ﬂUCtl_lateC! andthe rate of population
growth-was 1.3% per annum The size of the populatiénwincrease'd from 251 million in”
1921 to 361 million in 1951. In 1991, the size of the population reached 843 million. The
yéar.l 951 was another landmark in the history of census operation in India as this was the
first census in the free India. The miortality rate decreased considerably during (his period.

| Causes of Growing Population in India

In India, the age of marriage is still very low and'the preference for a son still exists in the
minds of Indians even today: Liferacy rates are low, particularly in the casé of females.
Male-female ratio is becoming increasingly unfavourable to women and mortality rates
are to be reduced further. The birth rate in India i so high that it 'is _hiéﬁer than what

.| the economy can sustain at the existing level of development. it is the ever-growing

numbers which. have made dur population.a matter of serious concern. Planning for

-such a large popuia'tion is a.very hard task. . .

1210.19

1028.74

Populailon in millions

Year

Fig. : India Population Increase -




In March 2001, the-number of Indian populaﬁor} was 102.7 crore. According to-

', q

the 2011 Indian census, the pOptilation of India was around 121 crores.

- Demographic Factors

10

"

2.

k]

Gap between Birth Rate and the Death Rate: Today, the rate at which
ﬂevelopmeﬁt is:iaking place is very fast. The changing social circumstances

~and the advancement of science and technology has given a long life to human

bemgs In other words the mortality rate has consnderably decreased and the -

‘life span has increased. Though it is'a healthy sign of development, but the
other component of the population, namely, the birth rate, is still very high in
the country.

_Early Age of Marriage: Reproductive behaviour starts from marriage. Marriage

is the permission for the sexual activity in Indian society. Though there are

premafital sexual activities, they are prohibited' as the culture does not permit

them A young age at the time of mamage i§ one of the causes of high fertility

- 3.

in Indla whlch in tum 1s s the cause of the growing populanon N.C. Das, in his.
- study, observes that women marrying between the age of 20 and 24 have the

same fertlllty rate as those who marry before 20. A woman who-marries after
25 has low fertility behaviour. Table 9.5 shows the’ average age of marriage
for males and females in India from 1891 to 1991. The table shows that the
average age. of martiage for females in India was only 12.54 years in 1891.

This was because the practlce of child marriage was rampant in the country.

After Independence,_rr_!any “social programs were undertaken to stamp ouit the |.

-praetice of child marriages. It liad a modicum of ‘success. The average age of

marriage for females increased to 17 by 1971. However, today, the average age

of marriage iri India for women is still 19 years. As a result, the reproduetiife

:behaviour of Indian women is still very lfigh. The legal age of marriage in India

is 18 years for females and 21 "for males. If is estimated that in our country

" 26% of the females marry at the age of 15 and 54% niarry. before they reach

.18 years. Adélescent marriages are high in Bihar, Rajasthan, Manipur and Goa.

'Ferﬁli'tye‘Rat"e It' is understood that in India most childbirths occur during the

-age of 15-19 years. Fertile union starts with. the age of eﬁ'ectwe marriage and

£ .;45' 5

it contmues up to death OIher causes of stoppage of femhty are separation,

o

crossmg of the max1mum fertile-age, whlch is considered as 50 years, etc.

The fertility of the female is an important factor affecting.reproduction and -
' e a ¥ : ] :

+
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. years to reduce the size of the population. .

consequently increasing the population. According to Prof. Visaria, the general
fertility rate should be reduced significantly.

High Reproductive Age Group: In our populahon the largest number falls in
the reproductive age group Almost 58% of gur populauon is inthe reproductwe
age group. It is’ estlmated that between the years. 1991 and 2016 a population’
of 417.2 mlllxon will be added in spite of the fact that the small farmly norm
has been adopted by many states. .This momentum of increase of populanon
is due to the fact that total fertility rate was. very h:gh in the earlier years and

the consequence is that reproductwe populatlon in the total population is very

hxgh India has to g0 very strictly with-the small famnly norm in thé coming -

-y

Higher fertility is also due to the unmet deri'iand for contx;lception At present
India has around 169 m:lhon eligible couples and the. country can meet the
contraceptive needs of only 22% of thlS populat:on Contraceptwe knowledge
is also very low in India. In the rural aréas and even in some pockets of urban
areas contraceptive'knowledge 15 almost nil. With 20-30% of males and 10%
of the females sexually active before marriage, there is aneed for contraceptive
knowledge. The abortion rate in India is very low when compared to-other

w

countnes t

-w a

Most Indians still want large families. The traditional Jomt farmly is an Indlan
feature and people respect the joint family even today. Another demographlc

. Teason is the male attitude towards-family planmng. Many researches reveal

#

that the adoption of family planning methods are con_sidered to be a women’s

job. .

Economi¢ F’aet’opj:s: Human behaviour is very dependent on the ‘economic
aspects of the region in which a person hives. Even fertility, mortality and other
demographscal features are dependent on economic factors. Occupation and
income are the two most 1mportant economic factors which influence fertility

behaviour. . ) i

Predominance of Agriculture: It is-a well- i&ﬁwn}act that more than 70% of
the Indian population lwes in rural aress and is engaged in agriculture directly
or indirectly. Frgm the begmmng of fhe last century the pattern of agriculture
has bee[n the same. Occupatlonal distribution is almost a permanent feature in
India. In rural India, every c_:hlld is considered an asset as he/she is a free farm

labourer. It is for this reason that in agrarian societies children are not considered

t
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an economic burden. So agricultural families prefer bigger families with more

children. On the contrary, in industrial societies, as parents have to support the

children, they prefer small families and thus the number-of children is usually

less.

Occupation and Fertility: It is observed that white-collar workers have fewer '

children than blue-coliar workers:it Likewise, in those families where the wives aré |

also white-collar workefs, fertility béhaviour is positive in nature. As mentioned
above in the rural areas where people are mostly engaged in skilled jobs, the
size'of thie family is large as compared 16 their counterparts in the urban areas.

Slow Urbanisatibn Process: The urban population in India is very low

when comipared 16 European countries. In European countries almost T0% |

o LT, . v i .{ 3 f 1= . .
of the population lives in urban areas whereas in India even after 57 years

of quependen:&e, orily. 25.7% of the p;)pula'tion lives in urban aféas: In 1951,

only 17:62% lived in urban areas. Thus, the pace of urbanisation is very low |

in Indid. Those who are living in the’ rural-areas have an access to technology
and knowledge. Though thére are many demerits in hvmg in the urban areas
they are aware of the importance’ of the small families and the. 1mp0rtance
of children in modem society. Upbnngmg of children in cities'is difficult. Tn

the villages children grow on their own whereas, in the cities, every stage is

dlfﬁcu]t as competition is very high. The cost of living is high in the cities and

this reinforces thie parents to think before they go for the “next’ ‘child. In the

countries where urbanisation is' more, the fertility rate is low whereas,in the

< non-industrialized areas; the fertility rate is iligh.

Income and Fertility: Many studies reveal that the number of children born’

per-couple decreases with the increase in the per capita monthly income or
expenditure of the:household. This phenomenon is seen both in the urban and
in the rural areas. A better i;icome to the family provides a better lifestyle-and
therefore parents do not want to take any risk by producing more children,
thereby destroying the atmosphere of the\ family.. g b f
Another factor which is responsible for a higher rate of fertility in India is
widespread poverty. Almost 40% of the Indian population lives below the

poverty line, Many rural families which neither have any occupation nor any

.other leisure indulge in sexual activities which leads to an increase in the

number of chlldren Moreover, in rural famllnes and many other poor families |

¢ach child is an economic asset. In one report the World Bank has stated that

¥
Iy ¥
%

Economic
Resources of India

Notes:

Self Learning Material 65



Indian Economy ‘there are good reasons why, for poor parents, thé economic costs 6f children
are low, the economic benefits of children are high and having many'children

*

makes economic sense.”

Notes Educational Factors B

4 »
[literacy is widespread in India. According to the 1991 censuys, 47.89% of the population
is illiterate in India. The level of illiteracy i is very high in India, as compared to other
countnes The rate of female literacy is very low here, The percentage of female literacy
is 39.42% and 63.86% for men. chale literacy rate is more concentrated in urban areas.
Female illiteracy is more in the northern states, namely Uttar Pradesh Blhar ‘Rajasthan
and Madhya Pradesh. In India, almost all the scientists and plamlers agree that only
education can change the attitude of the people, especially towards the composition of -
- family and the components of the fﬁmily like marriage, girt child, size of the family, etc.

Education brings about a total change in the personality of an individual, If both
the couples are educated the perception towards marriage and family is positive in n:;mre
.and which helps the couple to plan the family. A few years of formal schooling bring
a perceptible change in the reproductive behaviour.- Thus, there is a causai relationship
between education and fertility behav.our Education is capable of changing the mmds,
of people in two ways. Firstly, it changes the attitude of the people. Secondly, it g:ves
an awareness regarding hygiene, diseases, etc. Education influences both:the parents
and the children. A h}ghcr level of education is correlated to hlgher age of mamagc
small family size, wide spacing- between the children, etc. Studies have revealed that
the mother’s education is more strongly correlated with the couple’s fertility intentions
than the éducation of her spouse. If the mothet’s education has reached secondary
and higher levels, the. impact is greater. Children’s education also affects the femhty
behaviour. When the parents have high aspirations towards children's education, the -
size of the family tends to be-smaller than in-fan;ilies where the parents do not plan*
their children’s education properly.

. ¥

Psychological and Religious Factors

Most of the psychological factors have a religious base. One 5;' the most important
psychological factors which operates in Indian families is that children are necessary to _
retain the family name. It is a pleasure for many families to share their resources with
the children. Another factor is the dependency factor. In a country where there is not
much scope for the pld, parents feel that they have to depend upon the children during

their old age. Many parents fee! that it is nice to have more than one child so that at least

-~
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one of them will look after them during their old age. Psychologically, many parents feel Economic

secure when there are children with whom they can share their happiness and sorrows. Resources of ;»"dia'

Hinduism states that only a son can perform the last rites and a daughter must be
given away in marriage. Thus, both sons.and the daughters are necessary for 2 man to Notes
get Moksha:: The other religious beliefs are --that'childl:en-ar_e Godgiven gifts. Marriage
is considered a religious affair by almost all religions: A marriage without children is
attributed to-thé curse of the God towards the-couplé. Thus, couples try everything to
have children, especially soiis. T ' : ‘
*  Social Factors i

India’s growing population is mainly due to the social factors existing in the country.
Universality of marriage, low age of marriage, religion and superstitious beliefs, joint
family syst_g}n, etc., are some of the important social factors which influence t_.he_fenility
rate. A X * N
* 1, Lower.Age at the Time of Marriage: India is.one of the countries where
marriagés usually take place at'a'lower age. Studies show that the fertility.rate

* decreases only when brides-are above'25. The National Policy-of Pépulation
announced that the age of manﬁiage of gitls as'l 8and boys as 21 ’S:N; Agarwala

¥ "Tgaid, ‘It has been calculated that an iricrease in-the !mean age of the marriage
"“of ferales by six and half years during the period 1891 1901 to 1981-1991 in |,

4 India has resulted in & 4.3% decline in the birth rate over the period’.

" I"PM'af:ri.:;,c;es in Indi£ had some peculiar rules arid accordingly widow remarriage
was prohlbnted An act was passed permmmg widows to remarry in the year
1891 Accordmg to Dr. Chandrashekar *There are about 24 million widows of
all ages mcludmg v1rgm WldOWS who normally do not:marry. Even widowers
do not Marry a; a rule. But [ndla isin fact changing and, of late there are some ‘
men who are willing to marry ehglble and unencumbered widows.’ | |
2.+ Universality of Marriage: M anfnz_ngg_lsjbgh areligious and social phenomenon

in [ndia. T}ierg is-a ‘belief that the marriage of a daughter. at a suitable age |-

" -according to religious sanctions makes the marriage universally acceptable.
* According to statistics; presently in India by the age of 50, oniy 5 out of 1,000
Indian women remain unmarried. The average age of marriage is also very low

in India as compared to other developed countries. Dr. Chandrashekar says that

... everyone in Ind.i:, sooner or later usually sooner, gets married. Marriage is

€ not merely, a necessary social .institution but a quasireligious duty ... spinsters

\
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and bachelors are a rare phenomenon in India and nearly every adult male and
female in the country participates in reproduction.’ N
In:our country, bearing of children is‘c.onsidered the most'ﬁnpoﬁant duty of
a married woman. Her status in her husbard’s house depends upon the level

- of her childbearing capacity. Even the gender of the child is‘importan't for

the woman to get the right Status in the husband’s house. For example, if the,

woman is not able to bear a son, her.status is low in.her husband’s house. The
spacing of the children is also not determined by the couple but by the extended
family in which she lives. Thus, couples are not frée to chart their reproductive

Y

behaviour. : w

Ignorance and Superstition: It is bélieved that children are a God-given gift.

Superstitions are so strong in India that marriage is the main institution where

the belief system influences the maximum. Sons are considéred religious, social’

and economic resources. Manu’s law has influenced every person in India®

‘irrespective of région and religion. Although:various religious. groups ‘have

their own rules and regulations.'rggarding marriage and size of the family all

- the religions favour universality of marriage and necessity of bearing children.

Joint-Family. System: The joint family sfstem_ is one of the convenient sysiems
for bringing up the children. In the traditional joint family system, children are
considered as the common property.and the parents never care of their children.
Childreﬁ grow on.their own or all the adults have equal _rpsponsibjli;y in taking
care of the children.-As difficulties are not expcriencéd by pareﬁts in bringing
up the dl;ildren, planning of the family is seldom dqne.ﬂ Thére_ is akind of social
insurance in a joint family for the children and the adults. Hence, the population
in a joint.family i3 not a problem at all. In traditional India, marriage was the
only function for women, thus the parents and the girl looked forward to these
functions. As soon as the girl attained puberty, parents gave her in marriage.
Another reason was that in earlier days when the mortahty rate was high, people
did not want to stop the famtly size. This also added to populatlon growth, Prof
Jayasurya points out, ‘In a society which practiSed agricultute of the traditional

; type, a large number of children was-an advantage. Even if a few of them did

not sﬁrvi\}e beyond: 100r 12 , they fulfilled at these and younger ages as well,
certain functions of economic nature, suchas tending cattle or sheep, or carrymg'

. out simple tasks in the field.’

‘Status of Women: Today, the majority of women are aware. of the small

family. norm. Working women prefer fewer children and follow this norms. In
. . .




& sy -

" traditional society the status of women depended.on the. number of children. Economic
) Resources of India

.

In fact the number of the male children counted to determine the status of the
mother. Even today in India, a childless mother is looked down upon by society.
Other social causes are infant mortality and absence of sex education. Notes ,

28 Population Policy 2010 .
Population Policy in India

InIndia, the miost important and the only component affecting the population is fertility.
Regarding the other two components, namely, mortality and migration, migration does }
not have a significant effect on the population of India. As for international migration, | -~
the volume of sﬂcﬂh migration is not very large, and migration within the country is a .
constitutional privilege and the question of any spec1a1 pohcy in this regard does nots
arise. Therefore, when the population policy of Indla is analysed, only fertility and ’
mortality may be taken into consideration. India’s populatxon pohcy is a fertility-oriented
one. The anti-natalist policy of the country is one of the ﬁrst in the world. If one looks
into the history of the populatlon growth and the population policy of the country, one
..can see-that a serious concern about a populatlon policy came‘mto existence only after ¢

- T -
independence.

The British rulers of the country were not interested, either in the quantity or the
: quality. of the Indian population. So they were not interested in formulating a population .
policy for India. They took no mterest in family welfare and farmly planning programmes. ,

_But a section of the Indian elite took interest in the population of the country between the
two World Wars, though the visible elite were interested only in the freedom movement.
“ The high rate of mortality and density in some pockets was pointed out bya few scientists.”
"The census in 1931 indicated an mcre.ase in the population and many people wamed
the country' about the-consequences of this increase ‘in the coming years. They also

advocatéd the need for a population 'pofic'y for spreading the practice ‘of birth control.

" Between 1916 and 1947, many events rélated to population occurred. In' 1925,
the first Family Planniing Clinic was opened in Bombay by R.D. Karve. The same year
Rabindranath Tagore wrote, ‘1 am of the opinion that the birth control' movement is a
great movement, not only because it will save women from:enforced and undesirable
magemity, but also because it will help the cause of peace by lessening the number of |
surplus population of the country, scrambling for food and space outside its own rightful |.

limits. In a hunger-stricken country like'India, it is'a cruel.crime to’ thoughtlessly bring

more chiildren into existence than can be properly taken care of, causing endless sufferings
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to them and imposing a degrading condition upon the whole family.” Then, the Mysore
Government took the first step in opening the first Government Birth Control Clinic in

the world: In 1931, the senate of the Madras University. accepted the proposal to impart

| instructions regarding the methods of coneeption control. In 1935, the Indian National

Congress set up.a national committee under the chairmanship of Jawaharlal Nehru and
L] .j Foa 4\ ’ =

— e w

gave the following recoyniendations:
1. We agree with the view that the size of the Indian pqpulgtion is a basic issue in
national economic planning, in so far as its unrestricted increase of proportion

to means of,subsistence, aﬂ'ec‘ll:s adversely the st;ndard of 'living,' and tends to

defeat many social ameliorative measures. The problem has been'fiﬁldamen'tallly

caused- by the.lack of all-round coordinated economic development Whlle
measures for the improvement of the quallty of the population and ‘limiting
excessive populatlon pressure are necessary, the basic solution of the present

b dlspanty between populatlon and standard of lwmg liesin the econonnc progress

of the country on a comprehensive-and planned basns

R - ¥

2. Inthei mterest of soctal economy, family happiness and national planning, family
plannmg and llmltatlon of children are essent:al and the state should adopt a .
policy to encourage these Itis desuable to lay stress on self-control as well as '
to spread knowledge of cheap and safe methods of birth control. Bmh control
clinics should be established and other necessary measures taken in this behalf

to prevent the use or advertisement of harmful methods.
+

3. We consider ralsmg the eligibility of the marriage age and the dlscouragement
of polygamy is desuable in the mterests of the limitation of the size of the
family, . | . ) . -

4. Programmes should.include.the sterili;etionjpf.pel_'so_nsg sqfferipg from
transmissible diseases of a.serious nature, such as insanity or epilepsy.

» 5. Themaintenance of vital statistics and the carrying out of periodic demographic
surveys.on comprehensive lines are necessary; and appropriate machlnery

should be dewsed for the purpose.” -

3

This was a historical recommendation for the country. In 1940, P.N_.. -_Séi:n_ru
successfully.moved a resolution in the Council of Statesfor the establishment of birth
control clinics. The Indian Independence Movement was in ﬁJ_ll.s_wit_l_g during this time
and several opinions came from the leaders regarding birth control, population co:nml
and economic development. Gandhiji was:the most important person at that time and

he was against the artificial means of birth control. He, advocated moral standards to



%
control births. He emphatically declared that “There can be no two opinions about the
necessity of birth‘.controi.(But the only method handed down from ages past is self-
control or brahmacharya. It is an infallible sovereign remedy doing good to those who
practise it. The union is meant uot for pleasure but for bringing forth progeny.” After
independence, po;gulation growth got a new direction. ~ '

National Population Policy, 2000

On'11 May 2000, India’s popuiation reached 100 crore and it is _estirﬁated.that if current -

trends of population increase continue she will become the most populous country in

the world by 2045 when it would go beyond China. During the 20th century, India’s-

population increased nearly 5-times from 23 crore to 100.crore, while du:riné-the same
period world's population increased nearly 3 times from 200 crore to 600 crore.
It seems difficult to. maintain a balance to conserve the resource endowment

and environment in the country with 1.55 crore current annual increase in. population

hence there is an urgent need to stabilize populatron The basic’ goal of this policy is to '

cover various issues of maternal health, child survival and contraception and to make
reproductive health care available and affordable for all.

There are three types of objectives of National Population Policy (NPP) 2000:

1. Theimmediate objective: The immediate objective of the policy was to address
1 "
the unmet needs for contraception, health care infrastructure and health personnel

care.

2." The mid-term objective: The mid-term objective is to bring the Total Fertility.

"Rate (TFR) 1o replacement level by 2010 through forceful implementation in

.‘

inter-sectorial operanonal strategies.

3. The long-term objective: The long-term objective is to achieve a constant

population by 2045 at a level consistent with the desires of sustainable economic |-

*+ " growth, social development, and environment protection.

The following are the targets of National Population Policy:

‘By 2045 achieve zero growth rate of population.
e To bﬁng down infant mortality rate of below 30 per 1000 live births.

To bring down maternal mortality ratio of below 100 per 1,00,000 live
births. '

A7

. To bring down blrth rate to 21" per 1000 by 2010
. To bring down total fertility rate (TFR) to 2.1 by 2010.

and to provide integrated service delivery for basic reproductive and child health -
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National Socio-Democratic Goals 2010 = e

To accompllsh these objectwes and targets, national socio-~ demograph:c goals have

been framed which, m each case,are to be achneved by the” year 2010; National Socio-

Demographic Goals £ 2010

ad
‘diseases.
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Address the unmet needs for basic reproductive and child heaith services,
supplies and infrastructure. s e

Make school education-up to age 14 free and compulsory, and reduce diop
outs at primary and secondary school lévels to below 20 per‘gent for both
boys and girls. ; ST
Reduce;infant mortality rate to below 30 per 1000 live births.
Reduice maternal moriality 7atio to below 100 per 100,000 live bifths.

Achieve universal immufiization. of childreri against all vaccine preventable :

oty

M PR3
Promote delayed marmiage for girls, not earlier than age [8and preferably aﬁer
20 years of age. _ '
Achieve 80 per cent institutional deliveries and 100 per cent deliveries by

4

!
tramed persons.

4

Achleve universal access to 1nformatlon!counselmg, and serv:ces for fertility

regulation and contracepnon wlth a wide basket of choices. .
¥

Achieve 100 per cent reglsmmon of births, deaths, marriage and pregnancy.
Contain the spread of Acéluired Immunodeficiency Syndrome (AIDS)’, and
promote greater integration between the management of reproductive tract
infections (RTI) and sexually transmitted infections (STI) and the National
AIDS Control Organization.

Prevent and control communicable diseases.
¥

Integrate Indian Systems of Medicine (ISM) in the, ﬁrovision of reproductive

and child health services, and, in reaching out to households

Promote vigorously the small family norm to ach1eve replacement, levels of
TFR. '

: Br;ng about::c;onvergetglpe in implementation of related social sector programsso
that family welfare becomes a people centred programme.

Population by 2045-at a level consistent with the reqmrements of sustamable

H
economic growth, soc1al development, and en\nronmental protectxon




2.9 Transport Coordination

-The transport system helps to broaden the market for goods and by_' doing so, it makes
possible large-scale production through division of labour. It is7also essential for the

movemient of raw materials, fuel. and machinery to the places of broduétion: E}cpansion

of transport is of fundamental importance for a developing country like India.

V.hrions Modes of Transport

¥

". '

S B Growth of Indian ,Railwayé: Indian Railways is-the é‘ogntfj!’s biggest

.

nationalized enterprise. I is one of the largest railway systems of the world
with 63,000 route kms, approximately 8,000 diesel and electric locomotives,
42,000 passe'nger coaches, 2, 22, 000 wagons and empl‘('ii}in'g nearly 1,6 million
staff. The Ministry of Railways Vision 2020 document envisages the railway
-sector’s share in the GDP to increase from the existing level of 1 per cent to°
aboitt 3 per cent and its revenues to grow by 10 per cent annually over the next
. ten years. Some of the major goals set for 2020 in the docurrent include (2)
laying of 25,000 km of new lines; (b) quadrupling of the 6,600 km network with
segregation of passenger and freight lines: () electrification of 14,000 km; (d)"
complétior‘l of gauge conversion; (¢) upgradation of speed to 160-200 kmph for
passenger trains; and (f) construction of 2,000 km of highspeed rail lines.

-

Mator transport as well as road oonstiudim. have contributed significantly to the growth of the gross
national product all over the world, but India remained significantly backward in this regard. -

I ’- -
. » "l"-... /l

Road fransport is quicker, more convenient and more flexible. 1t is particularty good for short distanc traved
as well as for movement of goods. Howaver, in the case of raitways, the lines are fixed and the raitways do
not have the fleXibilty of he roadways. Passengers and goods will have to be taken tg the railway station.

Roads are a necessary compiement to raiways. Indaisa'wuntryofﬁnagesamitisonlyroadSMCan
connet villages; Railways can connect towns. The raitway stations will have 1o be property served by a
network of feeder roads. Odymrmghﬂ'mamadsumaimﬁ@reoei\eﬁairpmmaﬁgoods. "

v #

Road transport is of particular advantage 1o the farmers. Good roads help the fammers to move their produce,
particularty the perishable products, like vegetables, quickly to the mandis and towns. Only by developing the
 road system, the farmer can be assured of a steady market for his products. This assumes great importance
. in the context of the green revolution. :

Roads are highly significant for the defence of the country. In a vast country like-IFidia, it is necessary.that the
troops should be moved quickly from on place to another in times of emergency. The raiways are uséful here.
But more important than the railways s the road transport. Now-a-days the army has 1o move its roops, its tank

-, and armoured cars, its field guns, and so on. For the movernent of these, roads are essenfial,

Fig. - Contribution of Road Transport System in India

L] -—
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2. Roads and Rodd Transport System in India : As compared to the railwkaj?:sk,
the road transport system has g;ﬁnite advantages: -

3. National Highway Development Projects: The National Highwayg_Authorit;y
of India 'fNHAl) and the National Highways and Infrastructure Development
Corporation Ltd (NHIDCL) are primarily responsible for the construction of
national highways and expressways across thecountry. The. government is
committed to expanding the national _highwa; pcthg!g across the country with |
the aim of constructing 18,000 km of highways in 2022-23 at a record speed
of 50 km per day :

4, Civil A\rlatmn in India: A:r trafﬁc in Ind:a contmucs to register significantly .
higher rates of growth averagmg 13 5 per “cent in the last seven years. The
government wﬂl establish 33 new domestic cargo terminals by 2024-2025 which
will allow India’s cargo sector to flourish and grow. To fulfill this, there is a
need to work on ease of doing business in cargo séctor by making processes

" paperless, ‘adapting automation, and digitalizat‘ion which can make cargo

processing swift. During the léSt two years in the thidst of COVID pandemic,

cargo sector has emerged as a promlsmg area not just for Indian aviation but for

global awatlon The Indian cargo sector has witnessed a growth rate of 9 to 10

percent since 2013-14. During the last two years, aitlines tiave witnessed 520

percent increase in.cargo révenue. The Union Budget has allocated T 10,667 _

crore for the civil ayj:;tion ministry for 2022:23. - .

5. %irport Infrastructure: The International Airports division of AAI, operatés

-and develops international Airports.It has undertaken construction of terminal
complexes at various international airports and improvement/upgradation of

runways and terminal buildings. However, the improvement of infrastructure

at the airports needs heavy capital investment which the govemment cannot

7 afford of its own. Therefore, pnvate domestic and forelgn investors including

~'NRIs have been encouraged to part:c:pate in the process of i improvement. lndia
had the world’s third-largest civil aviation market in 2017. India is expected to

- overtake China and the United States by 2030, .according to the. International
_.Air Transport Association (IATA). During the previous three years, India’s civil
-aviation industry has become one of the country's fastest expanding mdustnes
India has surpassed the Unitéd Kingdom to become the world's. thlrd -largest

domestlc av:auon market with the UK ant1c1pated to, o be overtaken | by India as




the world's third-largest air passenger market by 20247.There were 153 airports Economic..
in the country as of June 2020. Only 114 of the 153,airports were utilized for Resources of India
domestic flights. These airports were eii:hei owned by the Aifport Aut;lority of
India or the states in which they were located, or they Wweie privately owned or Notes
‘part of a joint venture. In FY21, Indla s passenger traffic was 115.37. rmlllon
Due to COVID-19 related flight restrictions in FY21, domestic and international
passenger traffic dropped ata CAGR of -9.02% and -28.64%, respectively, from
FY16to FY21. In India, there are 487 airports/airstrips, of which AAI manages
f3'?_, including 29 international airports (3 civil enclaves), 10 customs airports
{4 civil enclaves), and 103 domestic airports (23 Civil'Enclaves) Airports are
'nnportant toa commumty because they provide access to the worldwide market
for local businesses. They aid in the retention and attraction of busmesses to
a town, r_esultl_n__g in the creation of jobs and economic success. Airports are .
« well aware of their.importance as economic drivers and facilitators in their
respectwe regions. They fac:htate trade and employ a largc number of pcople in
supporting services, both dlrectly and indirectly. Airport development planners

o . st

should prioritize transportation investment.

Importance of Transport to Economic Growth

Transport plays an important role in today’s modern world.. It helps in removmg the
distance barrier. An efficient transport system is essential for sustamable economic -
development of the country and- plays a sngnlﬁcant role in promotmg natlonal and global
integration. '

An efficient transport helps in mcreasmg productivity and cnhances competitiveness
of.the econorny Efﬁc:lent transport is mdxspensable to the economic development of ;

nation. ; !
s - "3 % e

Transport routes are the.basic economic arteries of the gountr)?. Transport system

is regarded as the eTont{gller of the national economy and provides a very important link |
between production and consumption. The amount of traffic moving in a country is a
measure of its progress. .

In a country !ike India, the importance of transport is more because of its vastness
as well as vanied nature of geographical cpndition_s.’ln India, it is also a source of national
integration. The present Indian transport system comprises several modes including rail,

over the years both in terms of length and output of the system.

PO i -

0 F

road, coastal shipping, air transport, etc. Transport has recorded a substantial growth
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Difference between Relafive Poverty and Absolute-Poverty

Absolute Poverty " - | Relative Poverty . .

1. It refers to the total number of people | 1. It refers to poverty of people relatlve
.t living below poverty line. | to other people or regions.

2. The concept has relevance for Tess- 2. When we say India i relatively poor,

The major differences between rélative and absolute poverty are given'in Table

Table : Differences Between Rela’tive_;ind Absolute Poverty

developed countries than the developed | a comparison is drawn with regard to the
ones. : . ‘per capita income.

L L. ¥ . - e

3. In India, absolute poverty is calculated | 3. Relative poverty is calculated with the

with the help of poverty line. .| helpof Lorenz curve and Ginni Coefﬁment
4. In India 21.8 ‘per cent of the total | 4.India is relatively one_of the poorest.
population is absolute poor. countries of the world as its per capita

income is less t_han-'one'_ dollar per day.

- I .
- : L ) E

| 2410 Poverty and Unemployment: O

| One of the most acute challenges that the Indian economy’liés been facing is the mounting
5 Tate of unemployment. It promotes poverty and inequalities, lowers social standards an_g

is a huge loss of manpower resources to the nation. Unemployment is a chronic malady

| in lndla that depnves able bodled people to work on the current wages. It lowers the
: standard of living of the people smce unemployed people do not have enough purchasmg

power. They face social degradatlon and suffer from inferiority complex Therefore some
economists call unemployment problem as a socio-economic challenge to the socnet_v.

Uriemplro'y‘fment is becoming a serious problem. in India, though accurate estimate is

| difficult to obtain. A'bout_‘? million people are added to thé labour force every year and

the number is also increasing at faster rate. But on the contrary, the economy growth is

not creating enough'jobs. - ° .

-The unemployment rate fell to 4.2% in 2020 21 compared with 4.8% in 2019-20.
The rural areas recorded an unemploymem rate of 3.3% and uiban areds recorded an

-| unemployment rate of 6.7%. Employment growth in the organized sector, public and

private combined declined during the period’' 20202021, This can'be attributed to the
increase in employment rate in the public of"ganized sector. Une_mployment rate'in urban
India in the January-March quarter of 2021-22 fell for the third consecutive quarter to
8.2% from 8.7% % ini October-December quarter; 9.8% in the July-September quarter

) and 12.6% in the April-June quafter after the ebbing of the second wave of the pandemic.
It stood at'9.3% in the corresponding quarter of 2020-21..The quarterly periodic labour -
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force survey released by the ministry,of statistics:and programme implementation Economic.

 showed male urban unemployment rate during the period at 7.7% while the female Resources of India .
urban unemployment rate was higher at'10.1%, maintaining the trend seen over the last
severa] quarters.-unemployment rate-(UR)‘is defined as the percentage of unemployed |, Notes

persons in the labour force. . : o y

‘ The urban unemployment rate:rose to 9.22 per cent:in-April from 8. 28 _per cent
in March.The rural unemployment rate_dropped ©0.7.18 per cent from 7.29 per cent.
Unemployment-rate was.the highest in-Haryana at-34.5% fol_lo\;red by Rajasth\gn.ait
28.8%, Bihar 21 1% and Jammu and Kashmir 15.6%. Employment in India fell from
408.9 million in 2019-20 t0 387.2 mi_llion in 2020-21 and then recovered to 401.8 million |,
in 2021-22 The recovery.in 2021-22.was inadequate Employment was still,1.7%, or 7 | "
million short of the employment level of the pre-pandemlc year of 2019-20. = |

Unemployment and Underemploymenr Deﬁmnons

¥
_Unemployment is defined as a situation wherein able bodled persons fall to find a job

even though they are w1111ng to work at the prevailing wage rate. Unemployr_nent isa |
two-fold phenomenon: | - ’
® An individual is not currently employed
e He/she is ready to work at the prevalling wage raies
& An individual must make an effort to find-work

According to the Bureau of Labour Statistics, USA, the unemployed 1nelude o
people who do not have a job, have actwely looked for work in the past. four weeks,
and are currently available for work, Also, people who were temporanly laid off and
are waiting to be called back to thal job are mcluded in the unemployment statistics.
In another sense, workers are con51dered to-be the producer of services and when they
are unable to “sell their services, they are, said to be unemployed Underemployment
‘however, refers to a situation when a worker does not work for full hours (normally 8
hours a day). It is again the underexplonatlon of manpower resources of the country.
The Indian agriculture sector is facing such unemployment.

:Measures for Unemployment in lndi? T
The following measures are suggested in this regard:

1. “Increase in the rate of economic growth: It is believed that higher economic
growth rate will lead lo‘larger producnon and thereby larger mcrease in

. employment. Therefore, the goveinment should plan to introduce labour

* intensive techmque of producnon which should give more emphasis on those

levels of producnon which have high potential of employment opportunities.
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7.

‘but-it needs to be raised to the level of 30 per cent to 35 per.cent.

3

. High rate of capital formation: The rate of capital formation must be increased
~ inIndia. Capital formation should encouraged only in those areas which generate
_greater employment opportunities. Presently, this rate is 30 per cent of the GDP,

-

Education" reforms: The Indian education system should b'e made more
employment oriented. From the very begmmng, emphasis should be laid on
vocanonal education.

More expansion of employment exchange: Employment exchanges are

‘the:' institutions that bring together jobs and jobs seekers. More empl'oyment

exchanges ‘will make the labour more mobile. However, there i§ a need 10
:mprove ‘the funcnomng of employment exchanges in‘the country i

Policy towards seasonal unemployment: Indian agnculture is of a seasonal
nature, due to which the Indian farmers remain unemployed for some time. The
employment policy in India should act in the following direction to remove
these problems: i :

Promotion of 1multiplc cropping
Promotion of activities allied to agriculture

Investment programmes for rural areas

Setting up of seasonal industries S
Policy towards seasonal unemployment: Nearly, 62 per cent people are seif-
employed in India, and most of them are engaged in agriculture sector. The
govemment should provlde different facilities and encouragement to the people’

who are engaged in thelr own occupanons

Employment opportunities for women. Presently, 12 per cent of women are
employed in organized sector, which isa quite low percentage. The Govemment

of lndla should take the followmg steps to promote women employment
iy

Resndent}al accommodation for working women on a large scale

Education and training facilities for working mothers

Availability of créches for the children of woiking mother

Promotion of co-operative industrj.r:!r The industries in cooperative sector should
be enoouraged. It requires lesser investment for the promotion of émployment.

Encouragement to small-scale units: Stmali-scale units can provide more
Poverty in India employment opportunities for men and women. There is a need
of lesser skill and training i Such units. The goveinment should encourage

.such Units by offering them special incentives.
T
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3; % Tk w
.10. Special employment programmes: The government should introduce special Economic
' programimes for poor people, Schedule Caste and Schedule Tribes, landless Resources of India

~. sponsored and properly monitored. -
po properly Notes

2.11 Poyverty and Un_employment Eradication Programmes In
India
L] 3 -

labourers and unemployed women. These programmes should be centraily ‘ -

The problem of poverty-—a multidimensionat chalienge for lndia—nee_ds to be addressed
seriously. Poverty alleviation and improvement in the standard of living of the masses has
been one of the most important objectives of planning in India. However, the emphasis
that is laid on the objective of poverty alleviation and strategy to achieve this objective -~ -
has changed over the years, The measures which have been adOpted by the govemment

for the removal of poverty are as follows:
* It

1. Econemic growth: Economic growth can be. helpful in removing poverty
because of the trickle-down eﬂ'ect It was thought that the benefits of economlc _ |
growth would trickle down to the underprmleged 1n the form of more | '
employment and more income beeause of the expansion of agricultural and | |
non-agricultural activities. There are several potential drivers of growth that
suggest it may be possnble to accelerate GDP growth inthe Twelﬂh Plan beyond
the 8.2 per cent level achleved in the Eleventh Plan. These drivers include the

T e

1mpact of economic growth development of a dynamic private sector good |
P i )

management skills, etc. ’ -

2. Population control: H:gh growth rate of populanon among the lower strata |

of the society is an important factor that i responsible for the perpetuating

. problem of poverty. Jansankhya Sthirata Kosh (JSK) has beén registeredcas

an autonomous society of the Mmlstry of Health and Family Welfare The

Government has prowded a 100 crore corpus fund'to signify its comm1tment

to the activities of the' Kosh. 15K has to use the interest on the corpus and also

raise contributions from ‘organizations and individuals that support population
stabilization. |

3 Agri“éultural development: Along with a substantial increase in plan allocation

and credit for agricuiture proper, an ambitious Bharat Nirman for reral

infrastnl’cture', the National Rural Employment Guarantee Act (MGNREGA)

‘to dovetail employment sectirity with land and.water conservation, and the

Backward Regions Grants-Funds‘ (BRGF) have enabled Panchayati Raj

" institutions in pooter regions to make their own plans. In addition to enhancing
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the scope of these initiatives, and making modlﬁcatrons as, sug_gested by the 5
various working groups, the Eleventh Plan: mtroduced the Rashmya Knshr_. :

Vikas-Yojana (RKVY). This put in: effect the NDC. resolunon to mtroduce a
new scheme for Additional Central Agsistance to mcentmze states tojdraw up
plans for the. agncultural sector more comprehenswely, takmg agro cllmanc,
conditions, natural resource issues and techriology mto account and mtegratmg
livestock, poultry and fisheries mare fully.’ The Twelﬂh Plan will cons1der all

these i issues, as well as the' weaknesses of exrstmg schemes as brought out ifi

" the Mid-Term Appraisal of the Eleventh Plan“‘ Its thrust will’ be to move forward
‘with the RKVY' and, in particular, focus. more-on the issues of sustainable

developtgent. =~ - - S "k

-wwv» G T S

Land reforms' The Government had worked ona combmed Land Acqmsmon

‘and Rehabrhtatron & Resettlement Biil, 2011. The reason for combmmg the

two mto a single legtslauon is that land acqursntron and resettlement and
rehabilitation (R&R) need to be seen necessanly as two srdes of the same coin.
The Bill seeks to balance the ‘need for facilitating land ccq":sztzf.\n for various

public purposes; mcludmg infrastructure development, industrialization and

N ‘- ' e s . - > J . ]
urbanization, while at the"same time meaningfully addressing the concerns of .

farmers and those whose lii}elihoods_are dependent ori the land being acquired.
b

L

. Development of cottage and small-scale industries: The small- scale industries

have been givena specral place in, the industrialization programme Since these

' mdusmes have played an :mportam role inthe generatron of employment andin

- ensurmg amore equnablc dlstrrbunon of i mcorne the. government has provided

=

. necéssary incentives, support techmcal assnstance and infrastructure’ facllmes

,.l"-
>

to promote these mdustnes

. ‘Pubhc Dlstnbunon Systenr The govemment has also launched a scheme of

3

‘Public Distribution System (PDS) The objecnve of thls scheme 1s 6 provide

cheap and subsidized food grains to the poor. The: PDS funcuons through a
wide network of fair+price shops. Since June 1957, a new scheme known as
the Targeted Public Distribution System (TPDS) has been adopted in order
to provide subsidized food grains folr the families falling below the officially

estimated poverty line at the rate of 10 kg per month per family.

-+ *The government is considéring the National Food. Security Bill, 2013, According
to 'this Bill, .every- person belonging to ‘priority houSeholds” are entitled, to receive

| five kilograms of food grains per person per month at subsidized prices from the state.
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govemmmt-mdet the TDPS. The TPDS system today supports over 40 crore Indians - Economic
: '-b_elow the poverty line with gonthly supply of subsi_dﬁzed food groin_s. The system also Resources of India
provides gainful employment for 4.78 lakh Fair Price Shops Owners, their employees

and hired labour who work at the FCI and state warchousing godowns. _ : Notes
Since the Fifth Five-Year Plan (19?:4—79j,.poveny alleviation has been adopted as an
explicit objective of our economic planning. Since then, a number of poverty alleviation
programmes have been launched with the specific objective of reducing poverty. During

~ the 19‘;‘0s,_"\a number of special programmes.for the rural poor were undertaken. Some

of the important programmes were as follows: , ”
e Small Farmers Development Agency (SFDA)

° 'Marginal ‘Farmers and'Agriculturol Labourérs Development Agency
(MFALDA) . L
. Drought—Prone ‘Area Programme (DPAP) _ S

. Crash Scheme for Rural Employment (CSRE)

The wage employment programmes started as pilot projects in the form of Rural
Manpower Programme (RMP) [1960-61]; Crash Scheme for Rural Employment | -
(CRSE) [1971-72], Drought Pione Area Programme started as Rural work Programme '

. (RWP) [1972],. Small Farmers Development "Agency (SFDA), Marginal Farmers &
Agricultural Labour Scheme (MF&AL) for the poorest of the poor. These experiments

~ were translated into 2 full-fledged wage-employment programme in 1977 in the fonn.
of Food for Work: Programme {(FWP). In the 1980s, this programmeé was- further
streamlined into the National Ruiral Employmeént Programime (NREP) and Rural Landless
-Employment Guarantee Programme (RLEGP), Jawahar Rozgar Yojana (JRY 1993-94).
and Employment Assurance Scheme (EAS). This programme (RLEGP) begun in 1983.

In the 1980s and 1990s, the govemment undertook various programmes which
were more comprehensive and made a direct attack on Tural and-urban poverty. The |
important programmes were as follows: '

" & National Rural Employment Programme (NREP)

e Rural Landless and Employmem Generation Progmmme (RLEGP)

e Jawahar Rozgar Yojna (J_RY)

e Integrated Rural Developmenf Programme (IRDP) \

e Scheme of Training Rural Youth for Self-Employment (TRYSEM) | )

»;
d

Self-Employment Programme for Utban Poor (SEPUP) ., .
e Nehru Rozgar Yojna (NRY) ) o

Ll
Ak
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These special poverty alleviation pyograﬁ’nnes have been revamped, redesigned

and restructured to make these p_régrammes more effective, The important poverty
alleviation programmes in operation in rural and urban areas are explained as follows:

1.

National Social Assistance Programme‘(NSAP): The National Social
Assistance Programme {NSAP) ;hich came into effect from 15 August 1995,
represents a significant step towards the fulfillment of the Directive Principles
in Article 41 of the Constitution. The programme introduced a National Policy.
for Social Assistance for the poor and-aimed at ensuring minimum nanonal
standards for social assistance in- addition to the beneﬁts that.thie states are
currently providing or.might-provide in* future, NSAP, at present, comprises
the following:

National Old Age Pension Scheme (NOAPS): Under this scheme, helpless

aged person- of more than sixty-five years of age gets financial assistance of
75 per person. ) .

National Family Benefit Scheme (NF"BS): Under this scheme, the family living
Below poverty line receives a lump~s1-1m-cen!_ral- grant in case of death of the

primary bread earner in the fémily

- National Maternity Benefit Sckeme (NMBS) Under thls scheme a pregnant

woman of more than nineteen years of age from a family living below poverty
line.gets assistance for maternity care.

Indira Awaas Yojana (FAY): It is an important scheme whose mairi purpose is

the construction of houses for the poor people. Initially, it aimed at providing

houses free of cost to the poor families belonging to scheduled castes and
scheduled tribes-and free bonded labourers. Later, the scheme was extended
to cover other underprivileged categories as well.

Shiksha Sahayog Yojana (SSY): This scheme was launched on-31 December

_200'1. It aims at providing monthly education allowance of 100 for children

whose parents meet the criteria of living below the poverty from the ninth to
twelfth standard. - : . v
Pradhan Mantri Gramodaya Yojana (PMGY): PMGY was introduced-in
2000-01 with the objective of focussing on village level development in five
critical areas such as health, primary education, drinking water, housing and
rural roads. PMGY includes the following thrée major projects:

Pradhan Mantri Gram Sadak Yojana (PMGSY): PMGSY was launched on
25 December with the objective of ;.)roviding road connectivity through good
all-weather roads to all rural habitations.




e Pradhan Mantri Gramodaya Yojana (Gramin ‘Awads): Th‘is:"scheme was
* implemented in April 2000 based on Indira Awaas YOJana havmg at its heart

increasing housing needs of the poor people living in vxllages

Drinking Water Project was launched with the objective of developing projects
for providing water harvesting, water conservation and drinking water to
drought prone areas. - h
-3 Samagra Awaas Yojana (SAY):'This scheme was undertaken in 1999-2000
" on pllot project basis-to meet the housing needs in one block in each twenty-

five districts of twenty-four states and in one Union Territory with a view to

»

ensuring mtegrated provision of shelter sanitation-and drinking water.

prograimme aims at augmentmg food security through wage employment i iri the

Pradesh, Madhya Pradesh, Maharashtra, Orissa, Rajasthan and Utemakhand
. ~ Under this scheme, wages arc pard partly in kinds like food grams and parnally

- scheme..

effect in July 2001 with an aim to provide social security heneﬁt to agricultural
* labourers, who were between the age of 18 and 60 years. *

8. Annapurna: The Annapurna Scheme became effective from Apnl 2000 as an

provide food secunty to meet the needs of senior citizens. The scheme became
-effective in'most In,ghan states and five Union Terntones “This’ scheme offered

%

_ assistance to more than. 608 ,000 families. - s
9. Jawaharlal Nehru Nanonal Urban Renewal Mlssion {JNNURM)

Integrated Housing and, Slum Development programme (IHSDP)

‘Abhiyan. .,

the aim of sustainable habitat development in rural areas to accommodate the . .

e Pradhan Mantri Gramodaya Yojana (Rural Drinking Water Pro;ect) Rural ll

6. Natural Food for Work Programme (NFWP): This programme was mmally _
launched in February 2001 for five months, and.was further extended. The-[- -

drought affected areas in eight states namely,. Gujarat, Chhattlsgarh, Hrmachal‘ -

in cash. It i is the- responslblhty of the state governments to 1mplement this | -

7. Krishi Shramik Samajik Suraksha Yojana (KSSSY): KSSSY came into

' entirely Centrally Sponsored Scheme. The main purpose of this scheme wasto |

16 | - Valmiki ‘Ambedkar Awaas Yojana (VAAY): This. scheme was’ launched m'_b T
" the year 2001. It ficilitates the” construction and upgradatwn of dwellmg umts |-
for slum-dwellers. It. :l-..a provrdes corm'numty toilets under Numal Bharat
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- ¢ - This scheme was launched in 2005-06 for a sevenyear penod Tt has two_ .
- , components——Basrc Semce to the Urban Poor’ Programmes (BSUPP) and | _‘
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12.

13.

14,

. Antodaya Anna 1 Yojana (AAY)" With the sole aim of offering food security to

the senior citizens under thie National Old Age Pension. Scheme food grains are

' given to the beneﬁclanes at subsidized rates of 2 per kg. Thls scheme became
effective from 1 April 2000 as.an entirely Centrally Sponsored Scheme. It _

has covered more than 6,00,000 people: As announced in the Union Budget

2005-06, the AAY was further expanded to cover 50 lakh below poverty line
“households, which extends its cOverage' to 2.5 crore households..

Garibi Hatao: ‘Garibi hatao’, which means ‘eradicate poverty’ was the slog'an'

of the Sixth Five Year Plan of the Indira Gandhi Government. Agricultural
growth became the focus of the government and a number of poverty alleviation
schemes were undertaken

Food for work programme: A short run progranune was mmally launched with
effect from February 2001 for ﬁve months, but it was further extended. The main
objective of this programme was to augment food security by making available

- 'wage employment in the drought aﬁ'ected rural areas in eight states, namely,

Gujarat, -Chhéttisgarh, Himachal.-Pradesh, Madhya Pradesh, Maharashtra,
Orissa; Rajasthan and Uttaranchal, The Ceniral Govéiﬁmenhi_s responsible
for making_ available a sufficient amount of food grains for ﬁ-ee_to each of the
states that was affected by the drougtft Wages by the, ,Sggte, government can be
paid partially in kind (up to 5 kg of food grains per Mondey) and partially in
cash. Assuring the notified minimum wages, the workers are paid the rmmmum
balance of wages in cash. This programme stood extended up to 31 March 2002
in respect of notified ‘National Calamity Affected Districts’. This scheme was
later merged in NREGS since 2“February 2006. Garibi Hatao: ‘Garibi hatao’,
which means ‘eraElicate poverty’ was the slogan of the Sixth Five Year Plan of -
theqlndira Gandhi Government. Agricultural grov&l_;,bgcame the focus of the

_ goﬁern_ment and a'number of poverty alleviation schemes were undertaken.

'Food for work programme: A short run programme was initially launched with

effect from February 2001 for five months, but it was fuither extended. The main
objective of this programme was to augment food security by making available
wage employment in the drought affected rurat areas in eight states, namely,
Gujarat, Chhattisgarh, Himachal Pradesh, Madhya Pradesh, Maharashtra, Orissa,

_ Rajasthan and Utta’ranchaql. The Central Govermnment is responsible for making

available a sufficient amount of food grains for free to each of the states that was
affected by %lhe drought. Wages by the State government can be paid partially in

-
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"kind (up to 5 kg of food grains per Mondey) and partially in cash. Assuring the
notified minimum wages, the workers are paid the minimum balance of wages
in'cash: This programme §tood extended up to 31 March, 2002 in-féspect_ of
notified ‘National Calamity Affected Districts’. This scheme was later merged

in NREGS since 2 February, 2006,

-

2.12. Summary

Increases in productivity are the main factor responsible for economic growth, especially
since the mid 19th century. The balance of growth has come from u;ing rnore inputs
overall because of the growth in-output including new kinds of goods and services.

Occupational Structure refers to the distribution of work force over different sectors

_ of an economy.

Investment in physical and human capital increases the productive capacity of the’

economy. Thereby, it helps to increase the total production of final goods and services in'
the economy over a long period of time. Thls is called economic growth. Technological
progress helps to utilize the eﬁigtirig resources of the econemy .more. efficiently. Capital
is the foremost requlrement for enhancmg the productwe capac1ty of the economy. The

: greater i§ the capital formanon greater wlil be the productmty of all’ other factors of

production. ;

India’s gross domestic, product grew an average 9% annually for some years before
the global financial cnsm of 2008. Between 2004 and 2008, business conﬁdence acqurred

aswagger and investments increased ata rapld pace. India did find a sweet spot between

2004 and 2008, with investments driving growth, Post-crisis, the world has changed

Developed économies haven’t been able to shake off the effécts of the economic crisis.

Physical"capital refers to the assets which themselves have been manufactured
and are used for production of other goods and servicés. In a broader term, physical

' capital refers to all don-human assets cfeated by humans and used in the production

and manufacturing process. = *

. Human capital Tefers to-the skills, training, experience, education, knowledge,

-know:how, and competencies contributed by humans to a business. In other words, human
capital can be referred to as thé value that is added onto a company by an employee, |

which can be measured by the employee’s skills and competencies.

Capital formation is addition to productive capacity of the economy. It is also-

known as investment in national accounting. Terms like capital formation, or additions

" to physical stock, or investment are synonymous in economic parlance.

o
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~ The concept of national income is very important in macroeconomic accounting
and theory. While for an individual, his income during any given period of time largely
consists of the eamings which he receives from his participation in the productive activities
carried on in the economy, national jncome is the aggregate of all those individuals’
eamed,i;lcomes who are residents of the country. _
The rationale behind exch_.lding these diﬂ'er_en_t.iiems.ﬁ'am the national income is
that any compoﬁcnt of the market price which does not represent the_;é’a_;pings.of the
factors of production generated in the production processes should not be included in-

‘the national income.

Disposable personal income is derived from personal income by, deducting from

personal income direct personal taxes, such as personal income tax. The residue left is

| the disposable pérsonal income because it represents the total amount of income which

is available for disposal by the person concerned. The difference between the disposable
personal income and personal ‘.saving is personal outlays which may be incurred in the
f‘onn of consumption expénditure and interest paid by‘t{}e consumers.

The iinpor_tant thing to remember in connection wiih'thg concept of national product
is that-it includes all those goods and services which are the result of the économic
activities (productive services) of the residents or nationals of a country. Af the same
time, it excludes the share of the foreigners’ services in the total’ product raised within

_the economy. -

. ) ) \ -
Gross national product (GNP) is the total output of the final goods and services’
produced during any given period of time by the residents of a country. The total output

.of final goods and services consists of the consumption and capital gbods.

" The difference-between the gross.national product and the net national product
follows from the exclusion and inclusion of capital depreciation or replacement
i'nvestm:ent_. Net natiolhal product is the residual gross national product after- capital
consumption allowance (CCA) is allowed. -

National product or income estimates also serve as si_gniﬁcapt -in_dib_a_tom of the

economic prosperity of a nation. Ceteris paribus, a higher national income means the

- availability of more goods and services in larger quantities which with a given popul;;tion

would mean higher per capita income,

Like many other third world countries, the urban_ pophlation of the country-is
increasing very slowly. Despite the growing migration from rural to urban areas, the .
population living in the urban areas is only 25-to-30%. Migration from rural areas:to
urban areas is increasing every year. In earlier days the maximum mi'gratioh was towards

-




Tripura, followed by Delhi. Lower mlgrauon was observed in the states of Rajasthan,
Madhya Pradesh, Bihar and Uttar Pradesh. The high rate of nugratlon in Assam is due
to industrialisation.

Though there are many criticisms on population projections, its uses are recognized
by socnety For effective planning of the country, population projections are essential.
Trends in population growth, composition, etc. give an idea-of the country’s future.
Both.quantitative and qualitative analyses are essential to understand the growth trend
of the- country. ' ' | |

-

The birth rate in‘India is so high that it is higher than what the economy can sustain

at the existing level of development. This shows that since 1951 our population has more
than tripied. It is the ever-growing nmﬁberé which have made our population a matter

of serious concern. Planning for such a large population is a very hard task.

Education brings about a total change in the personality of an individual. If both

the couples are educated the perception towards marriageva_nq family is positive in nature
* and which helps the couple to plan the family. A few years of formal schooling bring

éperééptible change in the reproductive behaviour. Thus, there is a causal relationship
" between education and fertility behawour '

The growth of the Indian populatxon has been a concern not only for our country,
but for the whole world. Demographers all over the world have studied the patterns of.
growth of the Indian population and the consequences of this growth on the country.

Generally infants, children and old people are u.nproductive consumers. But in India,
there are many other unproductive consumers like the unemployed, underemployed and
seasonally employed persons. A-growing populatlon also affécts the per capita income
thus lowenng the: standard and quahty of life.
~ On 11 May 2000, India’s population reached 100 crore and it is estimated that
if -curr_ént trends of population increase continue she will become the most populous
.country in the world by 2045 when it would go beyond China. During the 20th century,

India’s population increased nearly 5 times from 23 crore to 100 crore, while during the”

same period world’s population increased nearly 3 times from 200 crore to 600 crore.
The transport system helps to broaden the market for goods. and by doing s6, it

makes possible large-scale production through division of labour. Tt is also essential for

" the movement of raw materials, fuel, and machinery to the places of production.

In Grder to meet the requirements of iricreasing traffic, work relating to expansion

of the temﬁnal.huilc_ling and apron was undertaken at Bangalore international airport.

rs
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Government also gave ‘in-prinelple’ approual for settir:g up of a Greenfield airport at

Karaikal in Puducherry and Shirdi in Maharashtra. The present Indian trar_rsjpo_rt system
compri.ses several modes including rail road, coastal shipping, air transport etc. Tratisport
has recorded a substantral growth over the years both in terms of length-and output of
the system. . - - Lo L L
One of the most acuté chzillenges that the Indian economy has:been‘facing is-the .
mountmg fate of unemployment It promotes poverty and inequalities, lowers. soc:al‘
standards and is a huge loss of manpower resources o the riation. Unemployment isa,

chronic malady in India that deprives able bodred people to work on the current wages.

Unemployment is becoming a serious problem i in Indra though accurate estimate
is difficult to obtain. About 7 million people are added to:the labour force every year
and the number is also i inCreasing at faster rate. But on the contrary, the economy growth

is not creating enough jobs. .. - . TN

'2.13. Keywords o S

¢ Occupational : Connected with'a petson’s ]Ob or professmn

e Structure: A thmg that is made of several parts

T Ty zr h - Is
¢ ~Technological : Scientific knowledge usgdvutl)gpractlcal ways in: mdustry

o Incremental ¢apital output ratio (ECOR): It is a critical ratio that measures
the amount of incremental caprtal needed to produce one incremental level of
output. It is a key measure of caprtal productlvrty

e Capital stock: Total amount of a firm’s capital. All the shares that a company
has and is officially allowed to sell. - i

o Census: A census is an official survey of the population: ol' a'count-ry‘-'-that.iS' ;
carried out in'order to find out how many people live there and t0 obtain details
of such things as people’s ages and jobs. © C '

.

o Cyclical unemployment. It is a factor of overall unemployment that relates _
to the regular ups and downs, or cyclical trends.i in growth and production, that .

[

occur within the business cycle.

-

2.14 Review Questions

1. What are the sources-of Economic Growth?

2. What are the factors of source of economic growth?
3. Give the formula to calculite raié of growth or GDP.

4. Differentiate bet\ueen human and physical capital.




Write a short note on private investments. - Aee S -Economic

; " Resources of India
Briefly state the transition in capntal investments since 1ndependence /
Describe the differences between persoial income and disposable personal income.

Explain the meaning and concept o. Gross National Product (GNP). | Notes -

WO, 0 o

Discuss the various concepts of national income.
0. Analyse the role of gross national product in the performance of an econoniy.

1. Drscl%ss the relatlonshrp between the gross and net nat:onal _product and the
g gross: ‘and net domestic product.

12 Analyse the relationship' between three macroeoonomic variables of the gross
national product (GNP, net national product (NNP) and national income (N D).

13.. D:scuss the role of mlgratlon in Indla s growing urban populatlon . .
14, Analyse the life expectancy and the distribution of population accordmg to age

and sex. _
5. Disciiss the fole of variods agencies invol\'"red in populatioaflaestimates in India.
16; Enurierate the demographrc scenario of population growth in India with
" reference to the past, present and the future
17. Discuss in detar! ths causes of of growmg population in Indla
18. Analyse some of the )s‘omal factors responsible for high _fer_tr_llty__‘_r_g.te in India.
19. Analyse,and critically evaluate the role of national populat_iondpolicy in India.
20, Discuss the need of accelerating infrastructural developmerit inIndia’s l_ransport'
system. | o ' ' '.
" 21. Analyse the major goals enunciated in the Ministry of Raifways’ Vision 2020,
- 22. Discuss the achievement of National Highway Development Projects.
23. Describe in detail the growth of transport in India.. .
24. Discuss the prevalence of poverty in India. |

-25. Analyse the difference between absolute poverty and relatwe poverty..
26, “The problem of unemployment dnd underemployment represents a challenge
to the developing countries like India”, Analyse this statement with relevant |
data. | o
27. Discuss some of the remedial measures to contain‘ unemployment.
28. Analyse some of the poverty-alleviation programmes launched by successive - _ .
govemnments in India. ' ) |
29, Analyse and critically evaluate the efficacy of programmes 'initiated for the
rural poor. - : -
i C | ' . 3 -' Self Learning Material 89 _




Indian Economy 2,15 Further Readings

¢ AP Thirlwall, The Economics of Growth 'and-Develdpment,‘-Voi-I.-.Caterloury,
UK, 1995. _ _
Michael P. Todaro, Economic Development, Pearson Education India,
2002 T ‘ N .

J.8.L. McCombie, Roger William Vickerman, Growth and Economic
DeveIOpment Edward Elgar Publishing.

- Mankar, V. G 1995. Economlc Policy and Plannmg Delhi: New Age
. International Pubhshers
Patel, [.G. 2003. Glimpses of Indian Economic Policy. New Delhi: Oxford
University Press. ' l _
Soubbotina, Tatyana P. 2004.\Beyo.nd Economic Growth: An Introduction to
Sustainable Development. Washington: World Bank. .

Van den berg, Hendrik. 2001, Economic-Growth and Development. Ohio:
McGraw-Hill. “

90  Self Learning Material



. e . | UNIT-3 " Economic Planning

+ Economic Planning | Notws

, 3.1 Leamning Objectives

3.2 Introduction
Fl 3.3 Objectives of Planning in India

3.4  Centralized Planning and Indicative Planning

3.5 Planning Commission in India
3.6 Objectives/Targets and Achievements of ALFYP -«
3.7 Failures of Economic Plans . : ’ II

~ 3.8 Understanding India’s Economic *

3.9 NITI Aayog ~ ) II
3.10 Summary E —
3.11 Keywords II ' \

3.12 Review Questions
‘Further Readings

3.1 -Learning Objectives ' | -

After studying the chapter students will be able to:

¢ Explain the relationship between plarining and markets for growth and
decentralized plahning;
" e List the reasons for India abandoning its centralized planning approach and
' _ liberalising its economy;, o

e Explain the composition of Planning Commission;

e Understand thle‘_ need for reforming Indian $economy;

Ir
|
} o Contribution from the twelve Five-year plans;
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e Explain the Government of India’s position on the ‘issue of privatization and
. *
globalization;

* Explain various forms of privatization:

- % T }'

327 -Introduc'ﬁéﬁ

. By et T A e

S e A

In the prewous unif, you studled about agncu]tmal marketmg and the various aspects
of India’s food pohcy In this unit; you will: leam about-the various. features of plannmg

in‘India. Planning in our country is undertaken by the Planning Comm1ssmn of Indxa

“in order to improve the standard of living of the people belonging to the country. From

a highly centralized planning system, the Indian economy is gradually moving towards-

' indicative planni;g where Planning Commission concerns itself with the building of a

long-term strategic vision of the future and decide on priorities of nation. This change

started in 1991 when India decided to liberalise its economy. The unit will explore the ‘
reasons behind this change. |

Today, 'the Planning Commissidn works out sectoral.targets- and provicies
pmmotlonal stimulus to the economy, to growbm the desired.direction, It. plays an,

integrative role in the development of a holistic approach to the policy formulation in: -

| critical areas of human‘and economic development. In the social sector, schemes which

require coordination-and synthesis like rural health, drinking water, rural energy needs,
literaty and environment protection have yet to be subjected-to coordinated policy
f_'grmulati_oﬁ. The current Five-Year Plan goes into these issues. Thus, we will end the

unit with an explbration of the objectives and targets of the_current plan.

After India gained mdependencc in 1947 it basncally had to rebuild its economy from
scratch. The leadérs of those times had to pick the type of economy India would be and

also outline the economic planning as well. This is where the five year plan was bom..

3

From 1947 to 2017, the planning on Indian economy was carried through the Five:

" Year Plans, developéd, executéd, and monitored by the Planning Comn;{iss_ion between

1951-2014 and by the NITI Aayog from 2015-2017. With the prime minjster_was the

exofficio chairman, the commission has a nominated deputy chairman, who holds the

" rank of a cabinet minister. Prior to the Foyrth Plan, the allocat_i?n of state resources was

based on schematic patterns rather than a transparent and obchtivp mechanism, which

led to the adoption of the Gadgil formula in 1969. Revised versions of the formula have

| been used since then to determine the allocation of central assistance for state plans.

-
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Every five year plan is .deveIOpéd with a specific goal in mind. But there is never
one solitary object_ive of the plan. The plan is supposed to work toWargis the perspective
plan and must cover a few important objectiires. However, it is not possible or practical fo
give equal importance to all acpccts of a plan. There are basically five generalized goals
of a five year plan, wherein a particular plan one or two are given the most importance.
In fact, some'of the goals are actually conflicting with each other. - ; '

. Our first Prime Minister Jawaharlal Nehru preferred the socialist model. But in
democracy like India, a pure socialist economy cannot ﬂounsh Capltahsm was also not

suited since the government had to build upan economy and look aﬁer the common man [

~and his needs. So as a-solution our economy combined aspects of both socialism and
capitalism. The new government led by Naﬁendra Modi, elected in 2014, has announced
the dissolution of the Planning Commission, and its replacement by a think tank called
the NITI Aayog (an acronym for Natioaal Institution for Transfomnng India). The 1st
_anc-year plan was for the pcnod 1951-52 to 1955-56 and there has been 12 Fwe Year.
Plans. The last 5- -year plan came to an end by 31st march 2017Ir

Amxdst the grave balance of payment crises of 1990- 91 Jthe government of India
'headed by the then Prime Minister P.V. Narsnmha Rao decided to glvc up the old

_economic pollclcs It decided to mmate far reachmg reforms that would transform India,
from closed economy into a fairly o open econonty. Further policies were mmated so that-

there would be a'gradual opéning up of the economy linked to the world eco_nomy. The
need for privatization i.. the active participation of privaté sector in Indian economy

has been felt since the mid- 1980s. The.main reason was that the functlonmg of various.

public sector undcrtakmgs (PSUs) were not satisfactory.

-

‘The aims of econemic reforms have been to activate the forces for competition, |

efficiency and bring about dimensiorial changes in the relative role of the public-arid
.'private sector-, Now private sector is assigned larger role in acceleratiﬁg industrial
growth ‘and is cncouragcd to participate in industries like power, telecommumcatlon
petrochemlcals and transport. To raise resources and ensure wider participation of
~ private sector, disinvestment was done in PSUs in favour of mutual funds, financial
- institutions, workers and general public. All these exercises-at the government level
were related to the changing economic scenario, where privatization would certainly
create an environment conducive for the induction of the latest'techno'logy and would
unleash both entrepr'eneuréhjp and innovation, which is expected to have a multiplier

effect on other industries.

Needless to say, since beginning of economic reforms ‘liberalization and

vpnvatlzanon, Indian economy made significant achievements.in economic growth
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sustained improvement in balance of payments, foreign exchange reserves and overall
development of the economy. However, reforms have not achieved the desired results.
The reforms of PSUs have not gathered as much momentum as expected. Disinvestment

| has been piecemesl and the funds so raised are being used to reduce budget deficits

rather than strengthen the PSUs. In addition, labour problems, poiitical and bureaucratic
interference have not been effectively used.

Moreover, many economists argue that the solution to industrial sickness in

. the public sector is privatization. But privatization is not the real solution as closing
)

down PSUs will involve heavy financial as well as othér costs it would be better if the
managemerit of ailing psus comes out with credible revival packages. Meanwhilé, NITI
{National Institution for Transforming India) Aayog had replaced the erstwhile planning
commission in 2015. This is touted as the policy think tank of govemm'ent of India and
aims at achieving sustainable development goals and to enhance cooperativé federalism
b} nurturing involvement of states in the economic policy-making process. This unit
aims at taking appraisal of India’s economic reforms.which brought in stiuctural changes
and accelerated the growth of Indian economy:

-
a?

3.3 Objectives of Planning in-India

‘I!,.up £l 2aibia.
A planned economy is an economic system in which the economy is dlrectod by the state.

""I 4‘{]'.::&'

It is an economic system in which the central government controls industry by makmg '
major decisions regarding the production and distribution of goods and services. The two

major types of planning are central or centralized planning and indicative planning. After

the end of the British Raj, Independent India decided to follow a centralized planning:

approach to its deyelopment. In this regard the Planning Commission was set up.

‘India’s first Prime Minister, Jawaharlal _Nehru-s.et up the Planning Commission

‘with a Government-of India resolution in March 1950. The Planning Commission

was set up in pursuance of the declared objectives of the government, which was to

" promote a swift rise in the standard of living of the people by the efficient utilization

of the resources of the country, increasing production-and offering opportunities to all
for employment in the service of the community. Nehru was the first chairman of the

‘|- Planning Commission, & post that has been held by all subsequent prime ministers.

The charge-of the Planning Commission was to assess all the resources of the country, .
increasing deficient resources, formulating plans for the most effective and balanced

utilization of resources and detérmining priorities.
Mt

Table provides you a summary of various five-year plans formulated and executed
by the Planning Commission of India since its inception. In this section, we will focus on
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the “Nehru-Mahalanobis’ model in the five-year plans which represented the Nehruvian
view of state-léd development. The state-led development model was l'argely followed
by India till .195.)1 wﬁen the balance of payment crisis and subsequent pressure from
moretary-agencies like the World Bank and the Intemnational Monetary Fund (IMF)
made India liberalise its econoiny and abandon theé centralized planning approach.
The ‘Nehru-Mahatanobis’ model was formulated by Prof. P. C.-Mahalanobis under
the guidance of Nehru. The *Nehru-Mahalanobis Model’ became the basis of the second
ﬁve-year plan and continued to-be guiding pnncnple of all. subsequent plans with smatl
: alteratlons until 1977 when the Janata Party came into power and conceived of the
Gandhlan model. The emphasis of the model Wés on the rapid development of heavy
mdustry with the objective of creating an indigenous industrial base s0 as to make india
even-more-self-reliant into heavy industries and-goods sector. The Justlﬁcatlon of the
heavy industries strategies was stated in the framework of the second ﬁve-year plan
because “in long run, the rate of industrialization and the growth of the national economy
would depend upon the increasing production of coal, electricity, iron and steel, heavy

machinery, heavy chemicals and heavy industries generally which would mcrease |

the capacity for capital formation. One important aim is to make India independent as

quickly as poésible of foreign imports of producer goods so- that the accumulation of .
capltal :would not be hampered by difficulties in securing supplies of essenual producer‘

- NI (13- L L _
goods from other countries. The heav;r mduslry must, therefore, be expanded with all

poss1b1e speed ; The Nehru—Mahalanobls Model's justifications for greater emphasis

T

~ on heavy ‘industry were given as follows: - :
(i) The British colonial government interitionally denied the devclopment ofheavy
industry in India and kept the country, primarily an agrarian economy, as an
appendage of the British colonial system. ‘ . s

(ii): The Indian industrial structure was mainly dependent on the consumer goods |

industries. Therefore, it was necessary to broaden this base by developing heavy

industriés and infrastructitre. The argument was made that a diversified industrial |-

structure could absorb a huge population of labour and raise labour productivity.
Such a situation would reduce the nation’s dependence on agriculture as a

- provider of employment. '

(iii) Since the productivity of labour was higher in manufacturing than in agriculture,
a push towards industrialisation p'rorhised”to bring about a swift increase in
national and per capita income. ' _

(iv)- The tapid development.of the industrial sector'was'not only critical for the
development of agriculture, but also for the growth of all other sectors of the

Indian economy.
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{(1951-56) | e Community Development Program launched in 1952

‘Second Plan<|  Also called the Nehru-Mahalanobis Plan N
1 (1956-61)" | ® Focus on rapid industrialization e
-t & Advocated huge 1mports through foreign loans

. . _ %
Although there was no denying the fact that foreign aid assisted in the de\_(‘élognﬁent
of capital goods and the infrastructure sector, the ‘Nehru-Mahalanobis Model’ stressed #
b . . 3 E

thit the major burden of development would have to be borne by domestic savings. Since

foreign aid would largely come in the form of loans, the model emphasmed the growth

of exports s0 as to pay for the bulk of 1mports by the increase in exports. The model

_was also consc1ous of the fact that enormous mvestments in heavy industry; although

very lmponant would not increase employment SIgmﬁcantly, since such investments

1 were capital-intensive. Therefore,.in order to generate employment and support the
1 .pro_ducuon of consumer goods, investment had to ‘be made in small scale industries. The

emphasis of enormous investment‘iifl'hea\'iy industry did'not mean that the model did
not g1ve due lmportance to the role of agnculture for developing the Indian economy
Nehru recog:msed how critical agriculture was to the Indian economy stating, “We shall

- find that this industrial progress cannot be achieved without agricultural advances and

progress:.. Everyone knows-that unless we are self-sufficient in agrichlture we cannot

have the wherewithal:to advance.in industries. M we have to’ 1mport food, then we are

| doomed so far as progress is concemned. We cannot unport btk f:;sd and machinery.”

L o

Indian Planning Since Independence

A summary ‘0f various Five-Year Plans in:ladia has been provided in Table below::

" Tﬁblé"e Summary of Five-Year Plans since Independence. ™

>

First Plan. ['e Based on the Harrod-Domar Model

Plan 'Aspects Yool ® -

Focus on agriculture, price stability, power and transport

e . Plan successful primarily because of good harvests in the final two

years of the plan '

&
®

Shifted the empl;as;’s from a@hgultuge to industry

Target Growth: 4.5 per cent
Actual Growth 4, 2’? per cent

During this plan, prices increased by 30 per cent, against a decline

of 13 per cent during the. ﬁrst plan -
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Third Plan
(1961-66)

‘¢ Actual Growth: 2.84 per cent

. At the inception of the thlrd plan, it was felt that the Indian economy
had entered a take-off stage. Therefore, the aim of the plan was to

make India a 'self-reliant’ and 'self-generating' economy

» Basedonthe experience of first two plans, agriculture was given top.
. _priority to support the exports and industry

e Target Growth: 5.6 per cent,

%
e The plan failed completely in reaching targets due to the Chinese

'.aggression of 1962,t the India-Pakistan War if 1965 and a severe
drought in- 1965-66.

Annual
Plans
(1966—69)
g .

M

¥

The prevailing crisis in agriculture and a serious food shortage
necessitated the emphasis'on agriculture during the Annual Plans.

During these plans a completely new agricultural strategy was

‘implemented. It involved the wide-spread distribution of high-yielding
“vatieties of seeds, extensive use of fertilizers} éXploitation of irrigation |.

‘potentialand soil conservation.

7

Durmg the Annual Plans;.the economy absorbed the shocks that were
generated during the third plan The annual plans paved the path for
the planried growth ahead :

'__-F_ourtl‘i Plan
S 1969-74)

FLEE

i e

| # Actual Growth: 3.30 per cent

e The maln emphasis of the plan was-on’ growth rate of agnculture to

enable other sectors to move forward

o Target Growth: 5.7 per cent

4

| ®- The first two years of the plan saw record production. The last three

~ years did not measure up due to poor monsoons

» .
‘s The influx of Bangladeshi refugees before and after the 1971 Indo-
Pak war was an.important issue

Fifth Plan
{(1974=79)

| o: D.D. Dhar prepared and launched the fifth five year plan

‘| @ The two main objectives of the plan was ‘Garibi Hatao’ (removat of

poverty) and the ‘attainment of self reliance’

‘e The promotion of a high rate of growth, better distribution of income
and significant growth in the domestic rate of Savings were seen as
key instruments of the plan

o The fifth plan wa< gbruptly- termmated in 1978 instead of 1979 after

Economic Planning

Notes

(2]

Self Learning Material 97




Indian Economy

o Target Growth: 4.4 per cent
e_Actual Growth: 3.8 per cent

Notes

| Rolling
Zplan(lg?s_-'
| 80). '

| ® Thére were two sixth five-year plans. The Janata pasty government

put forward a plan for.1978-1983. However, the government lasted:|
for only two years. The Congress returned 'to power in' 1980 and-
launched a different plan ‘

Sixth. Plan
(1980-85)

| ® The Congress government’s sixth five-year-plan focused on incfeasing

national income, modemnising technology, ensuring the continuous
decrease in poverty and unemployment, populatioﬁ’control through
family planning, etc . '

e Target Growth: 5.2 per cent

o Actual Growth: 5.66 per cent ¢

| Seventh

Plar;

-(1985-90)

| ® The-focus of the seventh plan. was the rapid growth in foodgrains

production, increased employmen*t opportunities and productivityn
within-the framework of the basic tenants of planning- ~ '

-

e The plan was very successful with the economy recording 6 per 'cent’
‘growth rate against the targeted 5 per cent |
o Target Growth: 5.0 per cent

k4

.o Actual Growth: 6.01 per cent

' | Eighth Plan

(1992-97)

e The eighth plan was postponed by two years’ because of pohtlcal
uncertainty at the Centre

e The Balance of Payment crisis and inflation during 1990—91 were
the key i issues during the launch of the plan

e The plan undertook drastic ‘structural ad_]usunent policies’ enforccd
by the World Bank to combat the bad economic situation and ‘to
undertake an annual average growth of 5.6 per cent ¥

» Some of the main economlc outcomes during the eighth plan period
were rapid economic growth high growth of the agriculture and allied

" sector the manufacturing sector, the growth in exports and imports,
improvements in trade and the current acoount deficit

98 Self Learning Material

'| Ninth Plan

(1997

2002)

¢ The ninth five year plan was developed in the context of four important
dimensions. The dimensions were quality of life, generation of

productive employment, regional balance and seifreliance

[

o Target Growth: 6.5 per cent
¢ Actual Growth: 5.35 per ccnt . o




*| Tenth Plan
(2002-
2007)

o The objective of thetenth five year plan was to achieve 8 per cent
GDP growthr_ rate, reduce poverty by- five percentage, points by
2007, Erovide universal primary healthcare by 2007, and to provide
sustained drinking water to all villages by 2012.

o Theplan also aimed 4t providing high quality gainful employment to
the labour force over the plan périod and airied at increasing literacy
rate to 72 pe{cent within the plan period and to 80 per cent by 2012

' -@ Target growth:8.1 per cent

e Growth achieved:7:7 per cent*"

Eleventh
Plan (2007-
2012)

| @ Accelerate GDP growth from 8% to 10 per cent, in¢rease agricultural

GDP growth rate to 4 per cent per year, create. 70 million new work

opportunities and reduce educated unemployment to below 5 per cent

o Raise real 'wz_a‘g'e rate of unskilled workers by 20 per cent

‘® Reduce dropout rates of children from elementary school from 52.2.

per cent in 2003-04 to 20 per cent L by. 201i=12 and increase literacy |

rate for persons of age 7 years, or above to 85 per cent

e Lower gendqr gap in literacy to 10 percentage point and increase
the percentage of each cohort goiﬁg to hig_her_l education from the
present 10 per cent to 15 per cent ' . _ S

¢ Reduce infant mortality rate to 28 and maternal mortahty ratio to 1 J

per 1000 live births o : «

‘s Reduce Total Fertility Rate to 2.1
e Attain WHO standards of air quality in all major cities by 2011-12.

"|'e Provide clean drinking water for all by 2009

e Increase forest and ﬁge,cover by 5 percentage Ipoints

‘» Reduce malnutrition among childzen between 0-3.years to-half its
- present level and reduce anaemla among women and girls by 50
ﬁef‘éent' '

. i{alse the sex ratio for age group '0-6 to 935 by 2011-12 and to 950

. by 2016517%

o Ensure that atleast 33 per centof the dlrect and indirect beneﬁmanes
- vof all' government schemes are women and girl children

‘.o Ensure all-weather road connection to all habltanon with population’
1000 and above (500 in hilly and tribal areas) by 2009 and ensure | | .

coverage of all mgmﬁcant habitation' by 2015

Economic Planning
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e Treat all urban waste water by 2011 12 to clean river waters

e Connect every village by telephone by November 2007 and provide
broadband connectivity 1o all villages by 2012

‘| @ Increase energy efﬁmency by 20 percentage pomts by 2016-17

The 12th Five Year.-Plan'(2012-2017)

Rather than project a single average growth rate over the five-year period, the Twelfth
Five Year Plan (2012-17) envisaged three scenarios termed as ‘strong inclusive growth’,

‘insufficient action’ and ‘policy logjam’. The aim of the 12th Five Year Plan was faster

 moré inclusive and sustainable growth. Thie Plan peggéd the average aniual growth rate

of the Gross Domestic Product (GDP) under the three scenarios at'8 per cent; 6 10 6.5
per cent-and 5 to 5.5 per cent, réspectively. ' '

The Twelfth Plan-document stated that the objective of 8 per cent annual average
growth of GDP can be achieved provided policiesthat.take care of weaknesses in the
system are put in place. To emphasize the rolé of polidics, alternative scenarios were
presentéd in the Plan. Scenario one is called “Strong Inclusive Growth’ and presents
what is possible if well-designed strategy is impleménted, intervening at key leverage-
points through the numerous po}icy actions. The Twelfth Plan targetei growth rates

‘of 4.0 per cent for agriculturé; 7.6 per cent for industry and 9.0 pér cent for services,

thereby aiming at 8.0 per cent growth’in‘overall-GDP.
There were thiree important revisions to.the calculation of GDP in this period: (i)
The base year has been changed from 2004-05 to 2011-12; (i) more reliable data sources

are used for the corporate, finance- corporations and- autonomous institutions and (jii)

.GDP is now calculated at market prices (broadly equivalent to consumer prices) instead

of factor costs (broadly-equivalent-to producer-prices). Because the GDP had been

‘estimated under the old'-metﬁbdol_ogyfonly-up to:the.year.2013-14, we have the growth

rates associated with'both the old and hew methodology for years2012-13 and 2013-14
only. When measured at factor cost, the real GDP growth under the old methodology
turns out to be 4.5 per cent in 2012-13 and 4.7 per cent in 2013-14. Because the Twelfth
Plan projections were based on the old series, it may be reasogl_ably conclnded that at least
in 2012-13"and 2013-14, India has performed worse than the *policy logjam’ scenario.

While the' growth in'industrial sector lmproved significantly over the years, the rate
of growth of GVA in Agriculture, forestry & ﬁshmg and Services showed mixed trends.

Increasing large share for services in total output at a relatively, ﬁarly stage of development

is not typical and-a matter of concern as, in India, the structural shift from agriculture




. S %‘T__._,_ -
to services is actually bypassing the industrial sector. The Twelfth Five Year Planis the  Economic Planning
last Five Year Plan. The Planning Commission was replaced by the NITI Aayog.

‘Niti Aayog

The Government of Ind:a, in keeping with its reform agenda, constituted the NITI Aayog . Notes
to replace the Planmng Commission instituted in 1950. This was done in order to better-
serve the needs and aspirations of the people of India. An important evolutionary change

from the past, NIT] Aayog acts as the quintessential platform of the Government of

India to bring States to act together i in national interest, and thereby fosters Cooperative

Federalism. The National Institution for Transforming India, also called NITI Aayog, .
was formed via a resolution of the Union Cabinet on January J, 2015.

At the core of NITI Aayog’s creation are two hubs — Team Indi‘a'Hub and the’
Knowledge and Innovation Hub. The Team India Hub leads the engagement of states
with the Central goveinment, while the Knowledge and Innovation Hub builds NITI’s
think-tank capabilities. Tjhese hubs reflect the two key tasks of the Aayog.

" Instead of the Five Year Plans, NITI Aayog has bééd tasked with preparing the
following documents: '

i A vision document keeping in view the social goals set and/or proposed fora
period of 15years; -

(i) A 7-year strategy . docurnent spanmng 2017-18 to 2023-24 to convert the
longer-term vision mto unplementabfe policy and actionasa part of a ‘National
Development Agenda' and , ) .

(iti) A 3-yeat Action document for 2017-18 to 2019-20 aligned to the predlctablllty' -

" of financial resources during the 14th Finance Commission Award period. This °

is also to help translate into actions the goals of the government to be achieved
by 2019. .

-

. The decision to discontinue Five Year Plans has also meant that the distinction
between plan and non-plan expenditures conventionally made will fio longer be made
in the fu'_ture.Budgets beginning 2017-18. This is'a suggestion that has long been made
by economists.’ The. principal distinction will now be between revénue ‘and capital

exi:endim_res.
. : ’

3.4 Centralized Planning and Indicative Planning

Centralized Planning and the Role of Government

Under centralized: planning, central-authority or the government is authorized to take

all the economic decisions. The government is endowed with:the power to. formulate
%
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.
economic plans, détermine objectives, and set targets and priori.ties. Itis the duty of every
member to simply carry out the instructions without questioning about Iitsfeasibility.
Howéver, as the individuals are not aliowed to carry out the plans in accordance to, their
needs and preferences, there are mgre chances of failure. The government is the one
who takes responsibility of the success or failure of the plan. It is the government who
takes all the decisions of consumption, production, wages and prices. Other significant
&gcisions which the go_vernment_ has to t_ake are: ' ‘

e What amount of investment is to be made? .

e What should be the price?

e What should be the output? .

s How are the products to be distributed?

¢ How much amount of loans'is to be granted?

o What should be the rate of interest?

Centralized planning is mostly executed in socialist or communist countries..

L]
-

Indicative Planning

Pianning initiated by encouragement is often referred to as ‘indicative plarining’ or
‘market incentives’. In.such type of planning, incentives and inducements influence
the market. Therefore, in this system, there is persuasion rather than comﬁulsion or
Aintentional' enforcemerit of‘Orders.. Here, the 'consumer's have the liberty to consume
whatsoever they like and producers have the freedom to produce whatever they wish.

However, such liberty:of consumption and production are subject to certain controls

-and regufation; Various fiscal and monetary devices play.a vital role in stimulating

the consumers, producers and other factors of production: For example, if_‘-,the planning
authority wants to increase the production of corn oil in Pakistan, it will provide

subsidies, tax holida_y_s and loans to the organizations who are concerned :\yith corn oil

) producfior;. A suitable package of fiscal and .r'gqﬁetary policies can be introduced in the

market to encourage savings and investment and discourage (r:onsump'tion.-.-Tlfgerefore,
the desirable results can be’attained with the help of incentives and without imposing
orders and instructions. Moreover, such planning involves less sacrifice and less loss.

of liberty — economic as well as non-economic. - A

i

Components éfhor Apﬁroaches to'Indicaﬁvé‘P!alining'

Indicative planning involves three components or approaches: o .
- .
1. Forecasting approach: Under this approach, information is given to individuals
by making certain forecasts. Such forecasting helps towards a better decision

L)




making. The forecasting indicates about the feasible future, with specifications  Economic Planning
on a desirable future in terms of growth rate. of the economy. -

2. Policy approach: This approach enables the contradictory policies of
government departments to co-ordinate within a logical model framework, Notes
keeping-in ﬁew’ the set objectives. When once the policies are co-ordinated,

 they will provide guidelines to the-people, consumers and producers.

3. Corporate approach: This approach i; practised in thnqp. Here, the
coordination .ﬁmc"tio:}_ of indicative planning--énvisages at t\;ro levels. In the
first place, it requires co-ordination of the behaviour of economic groups like
business enterprises and trade unions, etc., which hold power in the market. In
the second place, this approach coordinates the relation between private and

_public activities. |

Liberalizing the Indian Economy

Thé festructufing of the Indian economy in the 1990s was an outcome of the unprecedented -
economic crisis that ocourred in tlze nation in 1991, This economic crisis was the balance
of payment ctisis. The crisis of 1991 was a complex external payments crisis with high.
fiscal and current account deficits, external botrowing to finance the deficits, rising debt
service obligations, rising inflation and inadequate exchange rate adjustment. According |,
‘to Bakul Dholakia, the major elements of the economic crisis were the deepening foreign
exchahge crisis; growing fiscal imbalances, increasing rate of inflation, the slackening,
of overall economic growth and the deceleration in industrial growth. The immediate
cautses of the crisisiwere the Gulf crisis and the global reclession. However, the root

cause of the crisis was the stnicture of the Indian economy itself. -
“Let us discuss some key factors that led to the severe economic crisis in 1991:

o There was a sharp decline in foreign exchange reserves from the level 0f 8,151
crores in March 1987 toT1,877 crores in early January.1991. While the standby
IMF loan of 3,275 ciores in the third week of January 1991 temporarily boostéd
our foreign exchange reserves, the declining trend in the foreign exchange
resérves continued unabated during the subsequent period. Thus, the country’s
_foreigﬁ.exchange reserves dropped to the lowest level ever of ¥1,877 crores,

. which was barely enough to finance thé country’s imports for 13 days.

e Although the country always had a sizeable trade deficit during the 1980s, the_

level of trade déficit increased sharply during 1990-91.to cross the 10,000 crore

.mark for the first,time in Indjan economic history. Thus, the average level of _
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trade deﬁqit which uséd to be around 650 crores per month du'rihg 1988-89,
it increased to around T900 crores per morith in 1989-90: '«

There was a significarit"deterioration in India’s ctedit rating.Standard and
Poor (S&P) reduced India’s credit rating to the speculative grade. Similarly,
the Japanese Bond Research Institute (JBRD and Moody’s Investors’ Service
fowered Indid’s credit rating 1o the lowest level in the investment grade. This
led to 4 decline in-the availability of short-terin credit'even on relatively more
stringent terms and conditions, thereby further accentuating the problem of
financing the coﬁutrﬁr"q monthly import requirements.

A hiéh degree of fiscal imbalance emerged as another major prbblem facing the
Indian economy especially after 1986. The latter half of the eighties had been
marked not only by high and growing budget deficits, but also by attempts on
the part of the government to create a surplus in the capital’account to finance
its revenue deficit. This unhealthy tendency of borrowing money to finance
current consumption expenditure of the government reached an alarming
proportion in 1990-91 when the revised estimates of revenue deficit turned out
to be 17,585 crores, while the overall budget deficit was reported to be 10,772
;:rores,-indicating a net surplus of 6,813 crores on capital account. Moreover,
the ﬁscai;deﬁcit, which represents the actual difference between aggregate

government expenditure and current revenue reached the highest ever level of

. 43,331 crores in 1990-91. Thus, in the year 1990-91, nearly two-fifths of the

revenue deficit had been finaniced by capital account surplus and the size of
overall fiscal deficit has turned out to be as high as 8.6 per.cent of GDP.

The other major problems faced by the Indian economy especially during the
years of the economic crisis were declining growth rates of GDP as well as
industrial production and a rising rate of inj;lation. The Indian economy grew
.t an average rate of 5.5 per cent per annum during the period 1980 to 1989
as against the average rate of 3.5 per cent per annum during the previous three
decades. However, the growth rate of GDP declined t0.5.3 per cent in 1990-91
and to 14 per cent in 1991-92.

Similarly, the growth rate of industrial production also-declined from 8.8 per
cent ln '1988-89 to around 7.5 per cent in 1990-91, Moreover, while the average
rate of inflation during the period 1980 to 19§_9 was around 6.4 per cent per
annum, this increased sharply to 11.3 per cent during 1990-91.




_ e The cost of petroleum imports in 1990-1991 increased by halfto US $5.7 billion
due to the crisis in the gulf in August 1990, The Gulf crisis in August 1990 also
exposed the Middle East’s strategic relevance for India. Along with the rising

cost of petrol, the government also had to bear the additional weight of airlifting -

and rehabilitating 112,000 Indian workers from the- Middle East. Remittances
A from the Middle East also declined because of the crisis in the guif.

o The recession that was hitting the entire world.during the time also contributed
to deepening the economic crisis in India. World growth had come down to just
2.25 per cent in 1991 from 4.5 per cent in 1988. The growth of exports to the
United States, which was India’s largest market, turned negative in 1991. The

-+ conditions in the S;wiel Union which was another major export destination for
the country had also worsened. As a result, in 1_990—1991 » India’s exports only
grew By 4 pef cent.

e Finally, during the period of 19901991, India was also going through a period
of political instability, which-added fuel to the economic crisis. The- fragile
National Front coalition led by V.P. Singh éollapsed when the BJP withdrew its.
support. A new minority goverhlment led by Chandra Shekhar failed to pass the-
scheduled budget in February 1991 when it lost the Congress Party’s external
support. In May 1991, while campaigning for the general elections, former Prime
Minister Rajiv Gandhi was assassinated. ' a

»

»

3.5 Planning Commission in India

~ The Planning commission of India was set up in march 1950 by a resolution of the GOI,
under the chairmanship of Jawaharial Nehru. '

Since the necessity of forming a coordinating agency between the plamiing
commission and states was required, National Development Council (NDC).was set up
by GOI on 6th august, 1952. |

The planning commission was only an‘advisory body entrusted with preparation of
the plan and not responsible for execution of developmeﬁt_ programmes.

The execution of planning programmes has been entrusted with central and state
governments. _ _

Thus, every.planning decisions in India originates from the planning commission’
and finally being appm\;ed by the NDC.
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‘The planning comm;iss"_ion is composed of 8members e
1. The Prime Minister (Chairman) *
2. 4 full time members (fnclu'iﬁng’députy chairmian)
3. Minister of Planning |
4. Minjsteg_ of Finance ’ .
5. Minister of Defence |
_ ~ Plan _ " Period
1st FYP N 1951-52 to 1955-56
2nd FYP 1956-57 to 1960-61
[sRDFYP = . " 1 1961-62 to 196566
| Annual Plan i _ 1.1966-67 10 1968-69
4thFYP . ' 1969-70 to 1973-74
5th FYP - 1974-75 to 1977-78
6th' FYP 1978-83 and-1980:85 ,
ThEYP  » 1985-86 to 1989-90
Annual Plan. 1990-92
| 8th FYP ' _ 1992-93 to 1996-97
‘9th FYP ' ' .| 1997-98.t9 2001-02
Joth FYP . 2002-03 to 2006-07
11th FYP | 2007-08 t6 2011-12
12hFyr 201213 t0 2016-17 Uy

3.6 .Objectives/Targets and Achievements of All FYP

First Five-YearPlan: (1951-52 to 1955-56)

“.

Fl

Prior to first 'ﬁ,ve\-year plan, Indian economy was in 2 bad shape. Population ificrease

was more as compared to economic growth. The situation of tradé and industries was far _

from satisfaction. The rate of capital formation was at low level. The per capita income

in the country was also very low., T
Achievements
‘1. “Inicrease in National Income: The First Five Year sustained-the hope of the

planners by making headway in achieving its t;nrg_ets and ambitious objectives
to a larger extént: The national incbme;rosq-ffo'rﬁ-_?@l'll) crores to T 10800
crores from 1950- 51 to 1956-57 at the price level of 1953-54. '




e
i

The per capita income increased by 11 per cent and per capita consumption by Economic Planning
8 per cent over the same period. The net domestic'saving was ¥ 756 crore in
- 195556 against T 455 crore'in 1950-51.

. -Agncultural I)evelopment In the field of agnculture total food- -grains were' Notes
69.3 million tonnes agamst the ta:get of 62.6 million tonnes. The mdex number . ’
of agricultural productlon for all crops increased from 26- to 117 durmg the
period of 1950-51 to 1955-56 (1949-50 = 100). Durmg this penod the import

of foodstuffs led to a drastic reduction.

In 1954, only 0.8 million tons of food-grai'né valued? :{t ¥ 47.02 crore was |,
* imported as compared to 4.7 million tonnes at a total value of 2 216 crore in
1951. The produciion_ of some major, crops fike rice, wheat and cotton was
recorded to’ be 28.7 million tonnes, 89 millior_i tonnes and 43 million bales
against its targets-of 27.7 million. tonnes, 3.4 miltion tonnes and 4:8 million
‘bales respectively. | ) |

.. Industrial Production: Industrial production has reCorded the increase to the
extent of 38 per cent. Total gross investment in fixed capital in the private sector '
was about T 340 crore. S ‘

~ The progress of production and expansmn of capaclty was satlsfactory in the case .
of Sindri Fertilizer Factory, Ch:ttaranjan Locomotive Factory, Indian Telephone
Industries, Integral Coach Factory, ‘Cable Factory and Pencillin Factory. A new

plant of iron and steel was set with a capacity of 35000 tons of pig i iron,

. Irrigation and Railway Development: Imgati_on facilities were extended to
16 million écres of land. Out of it, 10 million ac'res'th'rough small works and
6 million through major works. The work on a number- of multipurpose river
projects like Bhakra Nangal, Damodar Valley and Hirakund was accelerated and
many more new projects were started on Kosi Koyna, Rihand and Chambal,

In rail transport, the traffic carried between 1951-52 to 1955-56 i terms of
tones originating increased by “about $- pcr cent. All the commencement of
the-_plan, Indian Railways has 8209 locomotives, 19225 coach_es and 222441
wagons on the line which inc_reased'to.9262'locen:xotives 23779 coaches‘and
266049 wagons by ending 1955-56. | B

. Education: The percentage.of .faciiities. of schooling for children.in the age .
group of 6-11 was 42.0 per cent which 'mge to 51.0 per cent from 1950-51 to
" 1955-56. There were 209671 primary and 7288 high/higher secondary.schools |-
in 1950-51 which increased to 274038 and 106000 in 1955-56 respectively.
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, The number of training institutions. for basic, gducation. was _recorded 449 in
1955-56 against its number 114 in 1950-51. There were 8600 medical institutions
with 113000 beds in 1950- 51. I'here were 8600 medical institutions with 113000
‘beds in 1950-51 which increased to IOODQ with 125000 beds dufing 1955-56,
Balance of Payment: The balance of payment position was qu.;te satisfactory.
In the original plan cstims:lteg, an average annual deficit of ¥ 180 to 220 crore
was visualised but the. actual expenditure was of amounting I 96 crore: So
far as sterling balance was concemed the withdrawal was of only ¥ 138 crore
against T 290 crore. ’

Mlscellaneous Achlevements Assignificant achievement during the plan period
was of launching Commuruty Development and:National Extension Services
programme on 2nd October, 1952. This programme covered 78 million persons
in 143000 villages 91tuated in 1075 development blocks ending 1955- 56.
The number of co-operative societies rose from 180000 to 240000 and the
number of members from 13.72 to 17.62 million, 53000 new agricultural credit
societies were registered with total number of members 1.60 lakhs, 44 extension
training centres were established.

_Second Five Year. Plan: 1956-57 to 1960-61

. The secoid period of second five year plan was April 1,"1956.to May 31, 1961. The
main purpose of the plan.was to establish ‘socialistic pattern of society. - =

b =

Objectives: .

The main objectives of the Second Five Year Plan are as under:

it
(ii)

(i)

" @)

1.

*

# " . . n . . ) - . “ “
Sizeable increase in the national income to raise the level of living.

Rapid industrialisation wi;h special emphasis on the devel;)pment of basic and -
heavy industries; )

Large expansion of employment opportunities; .

Reduction of inequalities in income and wealth and a more even distribution

[
2

of economic power.

Achievements: -

Foreign Exchange: The pfain witnessed a severe drain on the foreign exchange
resources of the country. The reserves were drawn by'abou__t T 540 crore during
the period.of 1955-56 to 1959-60.which was due€ to the large trade deficits. 11'1_
-1959-60, India’s external payment position continued ;@-reﬁect this véry trend

~ with the foreign exchange reserves declining by ¥ 16 crore.




27 Agricultural Pevelopmerit: In the case of agriculture, the indéx number rose

f

. increase was 16 per cent. ¢

“from 44744 to about 46000 ending 1959-60. a e

to 135 in 1960-61 from 116.8 in 195-56.The production was recorded 760

million’ tonnes in 1960-61 agamst 658 million tonnes in 1955-56. The overall

¢ "

The total area unde__r food grain crops was 113.4 million acres in 1960- 61 while )

it was 105.3 miltion acres during 1955-56. The rate of growth in agriculture |

sector was 44.6 per cent in 1956-57 and-6.5 per centin 1960-61.

Power Progr:immes: The ‘power programmes suffered a se:l;u::l‘g:'léf because of
foreign exchange hardships. Even thien, total number of villages/towns electrified
in the country was 21396 ending March 1960. About 16000 kilometres-of
transmission lines with operating voltage about 33 KV were erected during
the plan period. ' _
Industrial Devel_opment:' The ten;po‘ of: industrial advancement "gathered

momentum during the second plan' period. The country for the first-item

started producing large quantities of machinery, machine tools, heavy electrical .

equipment’s and scientific instruments. Furthermore, opening was made in the

ﬁ:ld of tractors, newsprint, motor-cycles, scooters, sulpha, DDT, Dyestuffs.

Similarly, rapid progress was acknowledged in the case of durable.consumer

goods such as sewing machines, bicycl'f':s fans, radios and other electric goods.

-

The dlscovery of petroleum reserves in the S1bsagar area of Assam and in the

Bombay Ankleshwar area of Gujarat was another vent in this plan. The index

of industrial production (1 950-51 =100) rose by forty per cent. The production |

of steel ingots was 3.5 million tones and of finished steel 2.2 million tonnes.

1n-coal, the production was registered to be 54.6:million tonnes.

'General Developmient: The programmes for-railway and ports were carried out

substantially. In 1960-61, the railway carried a freight of 154 million tonnes.

There were 1813 locomotives. 6091 coaching vehicles and 85526 wagons :
during 1959-60. During 1959-60, 105 miles of missing links and bypasses and

10 major bridges were constructed: Number of passenger vehicles-increased

&
In the field of education, additional schooling facilities at elementary stage were

provided to about 2 1akh ¢hildren ending Marchi;;1961. The centrally sponsored

schéme for the éxpansion of girl ediication and training of women teachers was

implemented vy aufiost all states.
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“The total numbers of primary health units“were‘rebdrdéﬂ'ZSOO'e'ﬁHing Ma}ch,

i 1960, The strength of doctors increased from 7000'to 68;000 during the same

period. v R
Third Five Year Plan: (1961-62 to 1965-66) ) | '
¥ + b " LI

The Third Five Year Plan was a contmuatlon of the previous, plan designed to provide

Indla a seif-generating and self-rellance economy by '1975-76.

| However, it aimed at: =~ ~

. [ .
1. To sécur_e an.increase in national income of over 5 per cent per annum, the
pattern of @nvestphe_ni being desfgned 50 as to sustain this rate of growth during -
the subsequent plans; NI ,
2. To achieve self-sufficiency in food-grains and increase agricultural production

to meet the requirement of industry and exports;'

3: To exp‘and. the basic industries such as steel, chemical indus’tﬁes power and
also éstablish machine building capacity so that the requirements of further
industrialisation can be met within a period of ten years or so mainly from the

1+~ COUNLTY’S OWn resources; - v '

4. To utilise to the fullest possible extent the manpower-resources of th country

"and to ensure a substantial "expansion in employment opporfunitjes;
5. TS establish progressively greater equality' of opportunity ‘aid to bring about.
- reductlon in dlspantles in income and wealth and a more even dlstnbutlon of

-, h1r N

eCOIlOIIllC pOWCI'

Achlevemenis. . '.
| 8 Ngtional Income: The rate of growth of national income was less than half of
the rate 5 per cent per annum. In.1964-65, it was registered to the tune of 2.5,
L7 and 4.9'per cent respectively; In 1965-66, it decined to 4.2 per cent.
2. Agricultural and Power Development: In- égri'culture sector, there was
»  stagnation during the first.three years while in 1964- 65, there was buinper
record and agatn in the year of 1965-66 its production declined to unprecedented
%..en ~~floods and droughts.-As a whole, agricultural prpdu%tion went down by 7.4 per
ey, cent RITURY ‘ ..
The output of food-grams was about 76 mllhon tonnes against its taxget of
.100 million tonnes, The aggregate index of: producnon was 159.4 in 1964-65
cons:dermg- 1949-50 = 100,




3

.4,

S.

‘6.

1
g
’

. 196; 06 wh_ll: 1nstalled ggneratmg- capaclty was 10.17 m_llhon KW in the same
year against installed generating capacity of 5.65 million KW at the beginning

of 1960-61. * - - - g

Fakh-

Industnal Development' The increase in industrial output considering 1960
a5 base year stood at 8.2 per cent'in 1961 -62,9_.6_ per cent in 1962-63, 9.2 per
gent in 1963-64 and 8.3 per cent in 1964.65.

Thereaﬂer there was sharp deterioration in the rate of growth of outpuit. It fell

0 4. 3 per cent in 1965-66.

P

The produiction in the case of iron ore, diesel engines, cloth textile, machinery |,

and soda ash ‘were registered to the extent of 24.46 million tonnes, 93.1 thousand,
200 million rupees and 33.1 tones, respecnvely ending 1965-66. While it was
11 mllllon tonnes, 4.7 thousand 104 million rupees and 152 tonnes at the start

of the plan period.
Village and Small-Scale Industries: The progress of v:llage and'smail scale

-industries was also .encouragmg during the first two years and later on showed

dov:rinward trend due to. shortége of raw materizils followed by hostilities o}“

'1962 and 1965. The production of handloom and. power-loom increased from

2013 rmlhon metrcs in 1960 to 3056 million in 1963- 66

.The total share in_production of qlo;h was 30.4.per cent in 1960 while it rose

to 40.0 per cent.in 1965-66. The production of all varieties of Khadi includiné
woollen and silk increased from 53.76 million $q. metres in 1960-61 to 84.85
million $q. metres in 1965-66 The industry prowded employment to nearly 2

%
million persons. . .

Transport Developmént: The total length of railway"?outt_: rose from 56247

_kms. to 59399 kms,-pas_séngers originatifig from 1594 mi_lli'on\to‘2082 million.

over the planperiod. éomtgercial vehicles increased from 225 thousand to 333

thousand over the same period:- Y ! _ i

ESY

‘In coastal and overseas shipping, in 1965-66, its number was recorded 1540
and 323'thousarid GRT while i was 857 and 313 thousand GRT respectively -

m 1960-61. On the other hand the capacxty 6f IndianAlrfines’ was ‘155 million

tonnes kms, in 1965- 66 against its number of 113 million tonnes kms in 1961- .

-

62‘. . O T L - ¢,1“"|' e b :

Eduication: In thé:spheié of elementary ediicatioii*age group of 6-14, there
was 48.7 per vt i 1961-62 which increased to 59.6 per cent in' 1965-66. The.

Economic Planning \
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Indian Er:anomy.-—.; total:enrolment: of 0.03 million- in secondary-education:rose:to; :5:19 million

) over the same period. This was 16.7 persC scent in- 1965 -66 against.11:1. per.cent’
in :1960-61.. The enrolment in-science courses percentage of . total: enrolment

: increased from 25. 7 miltion to 41.5 million dunng the. penod from:1961-62 to
1965-66. b

Notes:

Fourth Five Year Plan:(1969-70:t0 1973-74). .t

The Fourth Five Year Plan should ordmanly have commenced-in. 1966.0n the expiry of
the Third Five Year Plan. The necessary preparatory work had already been undertakcn
- but.its finalisation was delayed due to severe threats like hostilities of 1962 and 1965
and the. s-tcep fall’ in-agricultural production over two successive years 1965-66 and
1966-67, and devaluation of Indian Rupee in June.1966. .

The Planniné Commission which was reconstituted in September. 1967, felt that-
the five year.period of-the Fourth:Plan-should commence.from 1969 and the year of.
1968-69 should have an annual plah as of 1966-67 and l9§?- 68. Therefore, the document
of the Fourth Plan for 1969-74, reaffirmed the objective enuriciated in the ptevious plans:.
and included the policies and programmes which;would promote the attainment of self--
reliance with adequate growth rate and qgcelerate the Ijrogt e;s towards 2 socialist society:”

Objectives: : ) L

Y.

Fourth Five Year. Plan have following objéctives:’

1. Feasible rates of growth as indicated in the direction-of becoming free from.
dependerice on foreign aid by providing priority to increase agricultural an(f‘?w
industrial sector;

- 2. Measures to maintain:stability in the prices and to set up, consistent economic:
pohc:es which would lead towards the goal of mixed economy;

3. Priority would be given- to enlarge the mcome “of the rural populatlon and
augmernit the supply of food! Efforts would be made to' maximise the production:.

" 4. For ensuring continuéd'growth in various industries like machinery; chemicals,
mines, power and transport which are useful for self-reliance, connected schemes
would be expedited for Keeping up the momentum- already built and:making:
the basic needs of the country in'the.next_lﬁve year. plari peyw;

' 5. Forthe development of human résources; additional facilities would be provided

particularly in'rural areas:” *

»
*

. | Achievements:

1. National Income:and-Balance of FPayment: The plan envisﬁged an average
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annual compound growth rate of 5.7 per cent. Against this projected growth,
the: econom_)} experienced a ra‘t_e of growth of 5.2 per.cent in 1969-70, 4.2 per
¢ -cent in 1970-71, 1.7 per cent in 1971-72, and 0:6 per cent in 1972-73. The
rate of domestic saving rose fgém 8.4 per cent to 13.6 per cent during the plan
period and the rate of investment from S:.S per cent to 14.4 per cent over the
same period. ' |
During the first three years of the Fourth Plan, the balance of payment was fairly
stable but in the later period, all was'not well in the economy. The drought of
1972-73 compelled the countr;z to g6 in for large imports of food-grains when
the world prices of food-grains had gone up to unprecedented levels. -

The import prices of other major. requirements such as petroleum, petroleum

* 7 products, fertiliser, iron, steel, non-ferrous metals and newsprint also increased

manifold.
2. Agriculture Production: The production of food-grains was estimated to rise:
from 98 million tonnes to 129 million tonnes but it was registered only 104.7
million tonnes in 1973-74; thereby the increasé was of 7.2 per ceiif against its
targeted increase of 31.6 per cent. The highest level of production was 108
million tonnes in 1970-71. The output of pulses had.deteriorated in spite of
favourable price trend. ‘

" As against the target of 15.0 million tonnes, the pljo_ductipp wa$. hardly 10.0
million tonnes inis_12?5—74. The total area of food crops under irrigation was,
35.2 million hectares whereas non-food érops under irrigation was recorded
4.8 million hectares in 1973- 74.

-

The chemical fertilizers in terms of nitrogenous and phosphatic was recorded
10.58 lakh and 4.1 lakh tones respectively ending 1973-74. The ultimate
irrigation potential of 107 million hectare_s:a potential of 44.9 million hectares .

was recorded in 1973-74, 27|
3. Industrial Development: The rate of growth in the industrial sector was only-

3.9 per cent annual. The industrial production growth rate declined ffom 6.8
per cent in 1969-70 to 3.7 per cent in 1 970-71 but it increased to 4.5 per cent

in 1971-72 and at around 5 per cent during 1972-73-74: The production of steel |

ingot was 7.4 million tonnes. against 10.8 million tonnes; finished stee! was

of:5.4 millicn tonnes against.8.1 miilion tonnes; cottbn textile machinery of ¥
+ 300 million-against ¥ 450 million; petfoleum of 7.7 million tonnes against 8.5
~ million tonnes -

4. General Development: In social welfare activities, substantial progress was

Economic Planning
s .

Notes

[

L Self Learning Material 113 ..



Indian Econom_');)h .

Notes

achieved. The number of primary health centres and sub-centres rose to 5250 and

330
in 1
1024

Fifth Five lYear Plan (1974-75 to 1977-78) -

During the 4
it coincided
- affected the

‘'The s

DO by the end of 1973-74 againstits number of 4919 and 22826 rcspective!y
068- 69: Similarly, the number of doctors and nurses also increased from
520 and 61000 to 138000 and 83000 in the same-period.

.

ourse of presentation of the draft the Fifth Five Year Plan, unfortunafely
with a major upheaval on the infmtioml economic 'scene, which largely
developed and developing countries. Political leaders and economists all

over the world were aware of this collapse.

arp increasé in the prices of food, fertilizers and oil seriously upset the

n which draft had been framed. Mrs. Indira Gandhi, while addressing the

news conféfence warned against the economic challenges and hoped that “the people

assumption

will face these problems with unity and in a spirit of co-operation.”
Dcfen:iing the Government’s attitude towards these hai-dships,., she said, “Many
things are Zn{ot foreseen. It is always possible to have hfn'dsight. The poor people have
faced the challenges with a stout heart. But for the public.distribution system these
people wouid not have got even their rations.”
In thg meanwhile on the implementation. of the Plan, Dr. Minhas resighed. Thus,
. putting asiie his argument, Mrs, Gandhi and Planning Minister Mr. Dhar called for small

| plan and sagrificing the industrial core, jeopardies self-reliance and unrealistic projections.

| Objectivgs: . !

1. 58 per cent (;verall rate of growth of ‘gross domestic product;

2. Ekpansion of productive employment; ™

3. Alnational programme for minimuin needs;

4 ‘Ex{ende’d programumie of social welfare;

5. Stress on agriculture, key and.basic industries producing goods for mass

cpnsumption.

Achievemnents:

1. National Income: Though the Fifth Five Year Plan was suspended one year
rlier than its'tenure, even then, its progress could be considered fairly
tisfactory and be compared with the complete period of five years. The growth
te of national income ending fifth plan period was'5.4 per cent at the price .

ihdex of 1970-71. The ayerage growth rate of per capita income was2.92 per

] ent due to-high growth of population.
114 Self Learning Material
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+2. - Agriculturat and Social Sector: The agricultural production showed tremendous |
favourable trends: The annual rate of growth of agricultural production grew
at the rate of 4.58 per cent against its-target rate of.3.3 p=r-cent. The total " Notes
food_-grains:prqduction was of the order of _125.6 million ton..~< in 1978-79
while oilseed was registered of 8.9 million tonnes. The gr-oss irrigated area was |
e recorded 48.41 million hectares during the same period.
.The téta_l coverage under soil and water cons:eﬂatioﬁ was 21 .7 million hectares
¢ -in 1977-78 About 78000 Gober Gas Plants were installed by the end of plan
* period. Agricultural Cooperative Credit Societies advanced ¥ 1626 crore which
contained . 1349 crore for short term, 95 crore for medium and long term and
T 291 crore for land deveiopment respectively. The storage capacity available

for food-grains was abouit 14 million tonnes ending 1977.78.

3. Industrial Development: During the plan period of 19?4 79, village. and
small industries registered a growth rate of 6.8 per-cént per annum. The gross
‘value added at factor cost rose from T 2800 crore in 1973-74 to T 4100 crore

~ in-1979-80 (at price of 1970-71) registering a growth rate of 6.6 per:cent per

- annum. The employment has-increased .in Village and Khadi industries from

8.84 lakh and 9.27 likhi in 197374 fo 11:24 lakhi in 1979-80. |
- The growth rate of industrial production was around 6.2 pér cent. The production
of coal, crude oil and iron ore was recorded to the tune of 104 million tonnds,
11.77 million tonnes and 39 million tonnes respectively in 1978-79.
4. General Dev_elopment:kTI}e tra_ﬁ'ic by railway in terms of tone kilometres gone

" up from about 122.4 billion net ton kilometres in 1973-74 to 162.7 billion net
| tones kilometres in 197?-;_";'8. 5549 kms. of new national highiways were added

during the plan period and total'surfaced road length was 623402 ks ending

March 1979. | -

During the period of 1974-80, 20259 post offices were opened raising its

number to 1.3 takh. Besides, 11970 telegraylyc offices and 8825 long distance

publicpall_'oﬂ“ices were opened. The total enrolment in elementary-education |-
 bas been recorded 905 lakh during the plan period. Abcut 1.84lakh villages
. had been benefited from water supply schemes. '

Sixth Flve Year Plan. (1978-83 and 1980—85)

In the Slxth Five Year Plan (1¥78-83) (envisaged durmg the Janata Govemment at P
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Centre); the Natiogal De\;elop_gnent council discussed the document Draft Plan 1978-83

under the chai

programme such

removal of unemployment, reduction in poverty and inequalities

and the continues jprogress towards self- reliance.

This clearly
Planning Commi

of population.

howed a clear cut shift in the strategy of planning. For the first time,
ion ackriowledged the denial of Social justice to the poorest sections

-

Draft Five Year Plan 1978-83 stated, ‘what matters is not the precise rate of increase
in the national prpduct that is achieved in five or ten years but whether we can ensure
within specified L';tme frame a measurable increase in the welfare of the millions of the poor.”

Therefore,
With its revised f

ahala Nobis strategy of heavy industry development was condemied.

which stressed fi

riorities, the Janata Government Strategy favoured Gandhi‘an solution

r the development of cottage and small indusiries based on labour-

ship of the Prime Minister of March 18/19, 1978 and approved the )

intensive techniques. Another significant change was nioticed in the field of industrial
development i.eliberalising the economy by making extension in the area of private

sector and libera) imports. - ' .

Objectives:

ET I

1. Promotjon of efficiency in the use of resources and improved productively;

2. Strengthening the impulsés of modernisation for the achievement of economic

and technological self-reliance;
3. A progressive reduction in the incidence of poverty and unemployment;
4 A spee?y development of indigenous sources of energies;

5. Improving the quality of life of the people in general with special reference to '

o
]

the ecqnomically and socially handicapped population;

ssive reduction in regional inequalities;
dting policies for conirolling the growth of population through voluntary

ce of the small family norm;.

¢ of Payment: The export and import énding 1984-85 was recorded to
er of Z 9962 crore and 2 15600 crore respectively. The trade balance was
(—) 21.0 against its projection.of (—) 17.8. The disappointing perfomiance of
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export was related to an unusual combination of adverse internal and external

developments.

. Horticultural and Plantation Crops: The productlon of vegetables and potatoes

was recorded during 1984-85 as 40.00 million tonnes and 16.00 million tonnes
respectively. The production of coconut was also satisfaciory. Fruits also showed
the production of 23.50 million tonnes in 1984-85 against its target of 24.40

-

million tonnes.

In: the same manner, the production of tea was of little less than the target. It
was 645 million kgs in,1984:85 against target of 705 million kgs ‘but coffee’s

productlon was.more than target 20000 thousand tonnes of production was

estimated in 1984_;85 when it was only 118.6 thousand tonnes in 1980-81.

. Crop Produc't!ilon and Sélected Inputs: '11_1 the sixth pi‘an, it was proposed to
.. have repiaceﬁient rate of 10.per cent for the pollinated crops like wheat and

paddy, 100 per cent for hybrids and § per cent for pulses and oil seeds. In states

like Madhya Pradesh, they are very much low, which it attributed to countless

reasons, as high sale prices of the seeds and lack of popularising certified seeds.

On the other hand, higher replacement rate in some of the states like Assam,

Manipur and Tripura (vary from 30 to 60 pet cent) are due to the fact that it is

not possible for the cultivators of these states to have their own seeds because
of the agro-climatic conditions.

“

. Agricultural Credit and Storage Capacity: The co-operative with their

country wide network of 94089 primary agricultural credit societies constitute
the most significant agency in terms of volume of loan advanced and territorial

~ coverage. Commercial banks have over 36000 semi urban and rural branches

and regional rural banks number.182 with 8727 branches as on March 31, 1985.

‘Through these agencies, disbursement of "cre_dit has risen from X 2550 crore in

1979-80 to T 5810 crore in-1984-85.

Another important development in the field of agricultural credit was the

' establishment of the National Bank for-Agriculture and Rural Development
" (NABARD) in- July, 1982. Its business has gone 1p from the level of T 703

crore in 1982-83 to'T 1056 crore in 1984- 85. . N

. Anima! Husbandry and Dairying: The number of veterinary hospitals and

dispensaries rose from 12017'in.1979-80 to 14849 in 1984-85. Besides 19286

“Veterinary First Aid Centres were established agalnst the plan target ot‘ 18483, '

to provide animal heaIth facilities near. the doorsteps of farmers.

&
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" Achievements:

Similarly, the number of liquid milk plants were recorded -166 in 1984.85
againgt its numbef of only 142 in 1979-80. For marketin'g’of.eg’gs, 111 egg ~
and p ullry production cum marketing cenires were established during the plan
period. Three sponsored Dairy develcpment Projects in tlxe districts of Dorrang,

Dibrukarh, Sibsagar.

.Seventh Fivd Year Plan (1985-90)

The draft of Seenth Five Year Plan approved by National Development Council on Nov.

9, 1985. It wasjnoted that since indepenidence the inception of planning; Indian economy

| has made stea y progress towards the basic objectives of buxldmg an independent, self-

| reliance econ my. The plan sough to emphasme pollces, which would accelerate the

growth in fooflgrain production, increase in ‘employment and raise productivity.

1. Agrifulture: The first three years were of the poor m_or’lsoorl years. 150.4°
millipn tons of food'—_gra:ins was recorded in 1985- 86 which was lower than
-the previous' peak production of 152.4 miilion tonnes in 1983-'84 The second-
year|1986-87 recorded decline to 143.4 million tones and followed declme fo-
l38. 4 million fonnes in 1987- 88
This| set back to agricultural-production in these years to be seen against the.
background of the long-term growth rate of agricultural output around 2.6 per
‘centlfor the period from 1949-50 to 1984-85; the growth rate between 1978-79

and [1984-85 rose to 3.5-per cent.

Amlang non-food grain crops, the production of oil seeds rema_j_ned below the

target in the first three years of Seventh Plan; In the case of cotton, the output
-excgeded the target during the first three years. During the current year (1988-
_ 89) production is likely to touch a recard level of 90.95 lakh bales.

The production of jute and Mesta in' the first two years exceeded the target

while the third year. registered a fall. The production of sugarcane reached a

recérd to 196 72 lTllHl()n in 1987-88. _ _

So far as, food crops are concerned, the production cf- rice was lowered from d
59. 59 million tonnes in 1985-86 to 53.66 million tonnes in 1986-87 and further

t0 48.76 million tonnes in 1987-88. In 1988 89, procluctlon has been estlmated

to 67.95 million tonnes. S

2. Agricultural .nputs.-Dur_*ing"IQSS-SlS and 1986—8?,' total potential irrlgafion

waf achieved of 4.41 mil lion hectare against its target of 4.65 million hectares.
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" licensing policy and other regulations, provision of incentives for certain key |
. t

Hov;vever investtent on minor irrigation development was made of the ordér
of T 647 crore in 1985-86 and X730 crore in 1986- 87.

At the terminal year of the plan ?0 million hectares of land ‘was to be covered

l_md_er HYY but achievement fell short of the target by 5.7 per cent in 19857‘86.

7.4 per Cent in 1986-87 and about 17.9 per cent in 1987-88.
The consumption of fertilizer is expected to touch a level of 12.3 million tonnes
by the end of 1989-90. However, in 1988-89, the figure of consumption is

ar'oﬁn_d.l 1.3 million tonnes.

Industrial. Performance: The Seventh Plan has laid down considerable

emphasis on accelerating the pace of growth by 'liberalizati_bn of industrial

areas like electronics etc. The pace of growth is almost maintained in 1987-88

despite the-drought conditions, resilience to supply.shocks from agriculture

and thinning interdependence between agriculture and industry.

In 1987-88 industrial production had grown at 7.5 per cent while the

manufacturing sector recorded a growth of 8.2 per cent. However, the sectoral

break up of index of industrial pfbduction,indicated growth rate of 3.6 per

cerit, 8.2 per cent and 7.7 per cent respectively for rt;ining,’ manufacturing and

electricity in 1987-88. During April to December 1988, manufacturing sector |

as a whole grew at 3.9 per cent.
Balance of Payment. The trade. deﬁclt which averaged 3.4 per cent of GDP

_dunng sixth plan period, increased to 3.7 pef cent of GDP in 1985-86. but
declined in 1986-87 to 3.2 per cent due to both better export pc’rfon'nance and’

acceleration’in growth rates of imports.

Net eamings on invisible account fell down from an average of 2.1 per cent
of GDP during sixth plan to 1.4 per cent of GDP in 1985-86 and further to 1.2
per centof GDP.in 1986-87. |

As a result, current account deficit is estimated 10 have averaged over two per:

cent of GDP as against the targeted average of 1.6 per cent for the plan penod

In 1987-88, export of X 15741 crore showed a 1 substantial increase of 26 4 per |
cént as against a small increase of 143 per cent recorded in 1986- 87. Slrmlarly, :

.1mports too rose at a hlgher rate of 10.9 per cent in 1987- 88 compared to an

- increase of only 2. 8 per cent in 1986-87.

'In the first three years of seventh plan, imports mcreased by an annual compound

growth rate of 9.3 per cent as compared fo an annual compound increase of 16.1

-
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6.

Object]

6.

pér cent in the comesponding period of sixth plan. The trade deficit declined
m ¥ 7748 crore in 1986- 87 to T 6658 crore in 1987-83.

. However, in SDR terms, total foreign exchange reserves stood at SDR 4486

illion ending March 1988, showing a fall of SDR 627 million durmg 1987-88
compared to a decline of SDR 615:million in 1986 87.

rice Trend: Moasoon failures generate strong inflationary pressures because
df the consequent supply squeeze in agriculture and its effect on the rest of the
gconomy. The annual inflation rate in terms of the wholesale price index (WPI),
ad gone up to 10.6 per cent during 1987-88. up to January 1989, wholesale
Irice index had come down to 5.4 per cent.
The consumer p;iée index has also registered a lower increase of 8.6 per cent
lurmg April- December, 1988 as against 9. 6p per cent in 1986-87. The behaviour
pf prices during Qctober- November 1988 was erratic.
Employment and Poverty Alleviation Programme: At the beginning of
the Seventh Plan, it was estimated that 222 million persons in rural and 50.5
million in urban areas lay below-the poverty line. In tefms of percentage, the
poverty ratio was 39.9 per cent in rural areas and 277 per cent in urban areas
in 1984- 85. This plan aimed at bringing down the poverty rate from an average
of:36.9 per cent to 25.8 per cent. Eighth Five Year Plan(1992-97);
The eighth five'year plan was for the period of April 1992 to March 1997.

Yes:

Generating adequate employment to achieve near full employment level by the
turn of the century.

. | Containing population growth through active people’ s cooperation and an -

effective scheme of incentives and disincentives.

.| Universalization of elementary education and complete eradication of illiteracy

among the people in the age group of 15 to 35 years.

£

.| Provision of sale drinking water and primary health facilities including

m'lmunlsauon for all villages and entire population and* complete elimination
of scavengmg <

.| Growth and diversification of agnculture to achleve self- SUfﬁClcnt in food and

generate surpluses for exports.

Strengthening the infrastructure (energy, transport, and communication,

- irrigation} in order.to'supﬁort the growth processes on a sustainablé basis.

The withdrawal of the state from these industrial activities where its presence

~ is'not éssential and encouraging private sector initiative to fill the vacuum.

-
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- 8. Encouraging all-round productivity and efﬁc’iencyinthé public sector enterprises  Economic Planning
compelling them to rely on internally generated resources rather than on
budgetary support..

Achievements of the Plan: o - _ _ Notes

1. Growth Rate: The Eighth Plan had set a target of 5.6 per cent but it revealed
from Economic Survey of 1998-99 that ihe-growth rate, which was only 0.5
per-cent in 1991-92 gradually increased to 5.2 per cent in 1992-93 and then

increased to 6.2 per cent provisional i 1993-94, In 1994- 95, the CSO estiimates
. show that the growth rate of GDP would be around 6.8 per cent.

. Again, in 1995-96, the CSO estimate shows that the growth rate of GDP would
be around 6.8 per cent. Again, in 1995-96, the CSO estimate shows that the
growth rate of GDP at factor cost would be around 73 per cent. Moreover, in
1996-97, the same growth rate of GDP was around 7.8 per cent, Thus the Eighth
Plan'is likely to end with an average growth rate of 6.8 per cent per annum.

2. Gross ;)omestic Savings and Investment: Gross domestic savings as per
cent of GDP at current prlces, during the first four years of the Eighth Plan has
1ncreased from 22.1 per cent in 1992-93, to 24.9 per cent in 1994-95 and then
to new peak of 26.1 per cent in 1996-97.

The average gross domestic savings (GDS) as per cent of GDP during the Eighth
Plan is estimated at 24.3 per cent and these surpassed the target of 21.6 percent.
The ris¢ in domestic savings in 1996-97 to a peak level of 26.1 per cent of GDP
was primarily.due to rise in private savings to 24.2 per cent of GDP. _
The gross domestic investment as per cerit.of GDP at current prices has also
increased from 23.9 per cent in 1992-93 to 25.7 per cent in 1996-97. The
average gross. domestrc mvestment as per cent of GDP during the Eighth Plan
 reached the Ievel of 25. 7 per cent.

The average of savmg-mvestment gap during the first four years of the Eighth
Plan (1992- 96) stood at (—} 1.4 per cent.
The gross domestic capital formation which was 24.0 percent of GDP in 1992-93
gradually rose to 25.2 per cent in 1996-97. The average gross domestic capital -
. formation as per cent of GDP during the Eighth Plan (1992-97) stood at 24.5
per cent of GDP.' L
3. Sectoral Growth:
() Agriculture: In the agricultural- sector, has achieved 6.1 per cent growth
rate in 1992-93-and 94 per.cent growth rate in 1996- 97 Total pi‘oduction -

of food-grains has increased tol 79.5 million tonnes in 1992-93 showing
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(i)

a growth rate of 6.6 per cent and then it increased to 199.4 million tonnes

in 1996-97 showmg a growth rate of 10.5 per cent

Thus the agricultural sector performed better with.an estlmated growth
rate of 10.5 per cent in 1996-97 as agamst a negatlve growth rate of 2.7
per centin 1995-96. During the Eighth Plan (1 992-97), the average growth
rate attamed by the agricultural sector is estimated at.3.9 per Cent.

Mining: In respect of Mining and Quarrying sector of the country, the

Eighth Plan set the target of attaining annual average growth rate of § per

. cent but this sector could attain the growth rate of 1.1 per.cent and 1.7

(i)

(iv)

"per cent only in 1992-93-and 1993-94 respectively. Again in 1994- 95,
1995-96 and 1996- 97, this has attained the growth rate of 9.2 per cent,

7.4 per cent and 1.2 per cent respectively.

During the Eighth Plan (1992-97), the average growth rate attained by-
.the mining and quarrying sector was estimated at 3.4 per cent.

Industry: As against the targeted. growth rate of 7.3 per cent in the

manufacturing sector during the Eighth Plan, this sector-could attain only

/4.2 per cent and 8.4 per cent-growth rate in the 1992-93 and 1993-94

respectively. . 4

Again the growth rate of manufacturing sector gradually increased to
10.6 per cent in 1994- 95, 15.0 per cent in 1995-96 and then declined
to 7.7 per cent (P) in 1996-97. The average growth rate attained by the

manufacturing séctor during the Eighth Plan (1992:97) is estimated at 9.2

per cent. .

During the Eighth Plan, the industrial sector of the country has responded
well to the economic reforms process. Accordingly, the growth rates of
industrial sector which was only 4.2 per cent in 1992-93 gradually rose to

6.6 per cent in 1993-94, 9.3 per cent in 1994- 95, 12.2 per cent in 1995- -

96 and 6.0 per cent in 1996-97.

The average growth rate attained by the industrial sector during the Eighth
Plan (1992-97) was estimated at 8.0 per cent.

Electricity, Gas and Water Supply: In respect of electricity, gas and water
suppiy sector, the average performance of the sector durmg the Elghth
Plan (1992- 9?:) was 7.3 per cent as agamst targeted rate of 7.8 per cent.

But taking the energy sector alone, the gljowtli rate of generations of

[reT




electricity was only 5 per cent in 1992-93 and then rose to 7.4 per cent in
1994-95 and 8.2 per cent in 1995-96 as against the targeted growth rate,
of 9 per cent during the Eighth Plan period: This shortfall in-respect of

generation of electricity has been acting as a hurdle in the path of growth |-

- of industrial sector.

(v). Transport.and Communication: The -grthh of the Transport sector

during the first two years of the Eighth Plan was 5.4 per cent in 1992-93

and then declined to 4.4 pér cent in 1993-94 as against the targeted annual
average growth rate of 6.1 per cent.

The thnist areas identified for the Eighth Plan périod include replacement

and renewal of'over aged assets, augmentation of terminal and rolling

stock capaemes "gauge conyersion and electnﬁcatlon Indian Railways
completed gauge conversion of | 351 kms. in 1992- 93, 1,619 kms. in |-

1993-94 1000 kms. in"1995--96 and 1300 kms m 1996- 97

* Again the’ communication sector has achieved a sahsfactory progress, i.e.

10.3 per cent growth rate during 1992-93 and only 44 per eent growth rate in

1993- 94 a5 against the targeted annial growth rate of 6.1 per cent during the

E:ghth Plans. ' e

In 1995-96, new telephone connectlons grew by 29.3 per cent. The department
of Telecommunication has released more than 7 million connections during the
first four years of the Eighth Plan since 1991-92.. Thus the Eighth Plan target of
- providing 7.5 million new tele;)hone connections was exceeded by 2.5 million

- connections.

. 'Serwces Sector: ln respect of services sector, the rate of growth attained which
was 5.4 per cent in 1992-93, gradually mcreased to ? 7 per cent m 1994-95 and
then to 8.0 per cent in 1996-97 (P).

. During the Eighth Plan (1992 97), the: average, growth rate’ attained by the
services sector is estimated at 7.9 per cent as compared to that of 7.4 per cent
during the Seventh Plan. '

(i) Sectoral Share in GDP: During the Eighth.Plan the sectoral share ir
GDP between agriculture, industry and services Sector'h_ae undergone of
considerable change from 30.19 per cent in agriculture, 29.08 per cent in

“industry and 40.73 per cent in'Services in 1992-93 to 26.10 per cent in

agriculture, 31.0 per cent in industry and 42.70 per cent in services sector |

" in 1996-97. The Eighth Plan’s projection of sectoral share for 1996-97

+
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Indian Economy was 24;‘60 per cent in agriculture, 33.20 per cent in industry and 42.20
-per cent in services. i '

(i) Employment Generations: The Eighth Plan set ambitious targets of

Notes attaining growth rate of 2.6 per centin employment gencration along with

the annual average growth rate of 5.6 per cent in GDP. Accordingly, it was

estimated that o an average about 8 to 9 million additional employment

opportunities would be generated every year during the Eighth Plan.

As per one estimate of the Planning Commission, it is found that about
6.4 million additional employment opportunities would have been created
in 1992-93 and 5.6 million during 1993-94 where the rate of growth of
' employment generation was 2.6 per cent in 1992-93 and 1.8 per cent in
1993-94. | -
Again the total annual employment growth in the economy is estimated to
have increased to about 7.2 million in 1994-95. Thus although the Eighth
Plan envisaged 8 to'9 million new jobs per year but durmg the first three

years of the plan 19.6 million new jobs were created

(lii). Rural Development: During the Eighth Plan the achievements of the rural

- development programmes were not so impressive. About the achievemént

- of IRDP during the Eighth Plan period, total amount f fund utilised was _
to the extent of T 4,866.7 crore and the total amount of investment made
(both subsidy and interest) was to .the tune of T 11_:523 crore. .
Tota! mumber of families benefitted during the Plan was 108.08 lakh, Daring

) the Eighth Plan, in-case of DWCRA another sub.—s_cheme of IRDP, a total
of 1, 41,397 groups.were formed with a membership of 22,66,817. Again
-in respect of JRY, total numbervdf- mari-days of>employment generated
during the Elghth Plan was 4,037.4 million as agamst the target of 4,040.8
million.

© (v} Price Behaviours: During the Eighth Plan the behaviour of prices was not

' satisfactory. In 1992-93, the wholesale price index of the: country rose by

7 per’cent. In 1993-94, although theGover&ment_'wanted to control the

growth of price level by 5 per cent but ultimately wholesale price index in

“this year finally rose by 11 per cent and thus crossed the double digit level;

-In 1994-95, the inflation rate moved to double digit figure of .11.52 per cent
during the week ended February 11 although it reached the level of 10.04 per

cent during the week ending March 1995.
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Thereafter, the country experienced a continuous,. though gradual, decline in

_ inflation rate based on the movement of wholesale price from 104 per cent from

Economic Planning

the first week end of April 1995 to.8.11 per cent by the end of July 1995, and

. then to 4.40 per cent during the week ending February 1996 and then slightly
rose to 4.63 per cent for the week ending March 2, 1996.

Then after reversing the trend, the annual rate of inflation continued its downward °

climb setting at 4.20 per cent during the week ending April 6, 1996. |

Ninth Five Year Plan (1997-2002):
The Ninth Plan has been launched in the 50th year of the independence of our country.

This .is an opportune moment to take stock of the success of’ our planning process.
According to the Approach Paper, Ninth Plan will cover the period from 1st April 1997
to 31st March 2002. -

r

«. The principle task of the Ninth Plan will be to usher in a new era of people-oriented

&
H

planning, in which not only the Governments at the Centre and the States, but the people
at large, particularly the poor, can fully participate. ’

A participatory plar.ming process is an essential pre-condition for ensuring equity as
well as accelerating the rate of growth of the economy. Total investment is proposed to
be ¥.21,90,000 crore of it, public sector investment will be T 8,75,000 crore and private
sector investment \'vil_l be ¥ 13,15,000_,cro;'e. The objective.of the plan is to.achieve a

- growth rate of 7 percent per annum.

Objectives of Ninth Five Years Plan

The major objectives of Ninth Five Years Plan stated are as under:

(i) Priority to agriculture and rural development with a view to generating adequate |

productivity employment and eradication of poverty; )
(i) Accelerating the growth rate of the economy with stable prices;
(iii) Ensuring food and nutritional security for all, pérticularly the vulnerable sections
of society; o
(iv) Providing the basic mm:mum services of safe drmkmg water, primary health
_ care. facilities, universal primary education, shelter and connectwny to all in
a time bound manner;
(v) Containing the growth rate of po;;‘ula;ion; ‘ |
(vi) Ensuring environmental sustainability of the development process through

social mobilisation and participation of people at all levels; |

Notes.
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o (vii) Empowerment of women and socially disadvantaged groups such as Scheduled -

Castes, Scheduled Tribes and other Backward Classes and Minorities as agents

of socio economic change and development

(vii)) Promoting and-developing people s pamc:patory mstltutlons hke Panchayat:

Raj Institutions, co- operatwes and self-help groups

(fx) Strengthening efforts to l_)uild self-reliance. -
Achievements of the Ninth Plan: |
The Ninth Plan has already completed its folur year duration, thus it is quite necessary -
to review the achievements of the plan. Let us now examine the achlevements of the
Ninth Plan. . o - ' . _-
(i) Growth Rate: Regarding annual growth rate of GDP, although the approach
. paper of the Ninth Plan lnltlally set the target of attaining 7.0 per cent annual
growth rate: ‘of GDP but considering the slowdown of the economy, the draft
Ninth Plan has reduced the overall growth trgets in GDP from 7.0 per cent to |
6.5 per cent. . ) .
But"according to thel Econorhic Silrvey I2001' 2002, ‘the growth rate:of GDP
which has only 48 per cent'in 1997-98 gradually increased to 6. § per cent in
1998 99 and then decelerated marginally to 6.2 per cent in 1999 2004 and then

t6 4.0 per cent in 2000-01 and then to 5.4 per cent in 2001 02
Therefore the annual -average growth rate durlng the Nmth Five Year Pian

(1997- 2002) is now estimated at 5.4 per cent which i is lower than the plan target
of 6.5 per cent.

-, (i) Gross Domestic savings and Investment: The Ni__nth Plan draft had set the

target of gross domestic savihgs rate at 26.1 'per cent of GDP but the same
rate at current prices, during the first three years of the Plan has reached the
level of 23.1 per cent'in 1997 98, 21.7 per cent in 1998-99 and 23.2-per cent
in 1999- 2400 and 23 4 per centin 2000-01, -

_ The gross domestic mvestment as per cent of GDP at cm'renf pn'ce;has rcached
the level of 25. 0 per cent in 1997-98, 22.7 per cent in- 1998- 99 and 24.3 per
" cent in 1999-2000 and 24.0 per cent in 2000-01 as agamst the annual average
target of 28.2 per cent. . '

- (iii) Sectoral Growth: Although‘ the draft Ninth Plan had set.a target to attain

.........

during the first three years of the Ninth Plan 1_t has attamed 2.‘;‘ per cent growth.




rate. The same sector attained the growth rate of (—) 2.7 per cent'in 1997-98,
L 16 per.cent in-1998-99, (—) 0.9 per cent in 1999-2000, (—) 6.6 per cent in

2000-01 and'ﬁnaliy 6.8 per cent in 2001-02.

The 1ndex of- agncuitural production (1981 82 = 100} increased from 165 3

"m 1997-98 to 177.9 in 1998-99, 176.2°i “in"1999- 2000, 164.6 in 2000-01 and |

finally to 1759 in 2001-02

Total production of food- -grains| has also 1ncreased substantially from 192.3 million

tonnes in 1997-98, 203.6 m_llllon tonnes in 1998-99, 209.8 million tonnes-in

" 1999-2000'and then declined to'195.9 million tonnes in 2000-01 -and then again

' increased to 209.2 million tonnes in 2001-02. Thius the agriculture and allied
. sector-has shown a mixed performiance during the périod of the Ninth Plan.

1. Minlng: In rcspecét" of Mining and quarrying the Ninth Plari hias Set 2 target

. _pfan, this'sector could attain an average growth rate of 2.9 per cent. The yearly

growth rate of this sector was 6.9 per cent'in 1997-98 -and then the same growth .

Y rate declined to 0.9 per cent in 1998-99, 1.0 per cent in 1999- 2000 an(i 3.7 per
cent in 2000-2001 and 1.1 per cent in 2001-02. | _

2. "i-lildustry*‘Thé' g;rthh-rate of 8.2 per cent was fixed in the manufacturing
, sector during the Ninth Plan. This sector could attain on an average 4.9 per
cent growth rate during the first three years of the plan. Again, in respect of
Electricity, Gas and water supply, as against the targeted growth rate of 9:3
per cent, this sector could attain the growth rate of 7.7 per cent during the first

-three years of the plan. ' '

" ‘But taking the: industry sector as a whole, this growth rate attained in this
: & 1

sector was 6.7 per cent in 1997-98 and 4.1 per cent in 1998-99.but then the

same growth rate increased to 6.7 per-cent in-1999- 2000 and 5. 0 per cent in;

- 2000-2001 and 2.3 per cent in 2001-02.

3. ~Transport and Commumcatlon The Ninth Plan has-fixed the target of 3.9
per cent for rail transport, 4.4 per_cent.in other‘transport and 9.5 per cent in
commutiication secfof, but during the first three years of the p‘lan these sectors
could attaid an average growth rate of 3.1 per cént, 5.6 per cent and 14.1 per
cent respectively. ' |

4, Trade: As against the targeted growth rate of 6.7 per cent in the trade sector
durmg the Ninth Plan this sector could attain on an average 6.7 per cent growth

rate of durrrm tha first three years of the plan.

»

of atta'iljing‘ growth rate of 7.2 per cent but during thefirst-three years of the.
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" &, Service Sector: The growthi rate of 9.9 per cent in the financial services séctor
was targeted in the Ninthi Plan. The sector éouldattain ori an average 11.4 per
cent growth rate during the first three. years of the| plan Agam, in:respect of
other services, as against the targeted. growth rate of 6.6.per cent, the-actual
realisation of the target during the first three years of the plan.was 8.8 per cent.
But taking the services sector as a whole 'the-’growlh rate attained in this sector
was 9.8 per cent in 1997-98, 8.2 per cent in 1998-99, 9.6 per cent in 1999-2000
“ and 6.5 per cent in 2000-:2001. ¥,

" 6. Price behaviours: During the first f;ui'-years-of the Ninth Plan, the price
behaviour of the country reflects a moderate behaviour in its price- level.
Accordingly, the.ayemée' rate of inflation (Wf’I) which was '4?4 per.cent in-
1997- 98, gradually rose to 5.9,per cent in 1998-99 and. then declined to 3.3
per cent in 1999- 2000 and again rose to 7.1 per cent.in 2000 2001 and finally
to 4.4 per cent in 2001 02 ’

- Tenth Five Year Plan of India (2002-03 to 2006_4)7) :

N : .

Approach Paper of the Tenth Plan:

~
The Approach Paper of the Tenth Plan was unanimously approved by thie National
Development Council in its meeting held on 1st -September, 2001. The Planning
Commission, in its approach paper, set an ambitious target of{S_,O per cent growth rate
in-gross domestic product during the Tenth Plan '

The approach paper focuses on the need for revampmg resource structure and also

| for reorienting expenditure management so as to achieve the ogher targets set by it for the

Tenth Plan, especially with regard to reduction of poverty ratio.to 20 per cent by 2007,
reduction of gender gaps in life expectancy and literacy b);. 50 per' cent, universalisation
of primary education by the end of the Plan, reduction of decadal growth of population to
16.2 per cent in the period between 2001 and 2011 and finally, reduction of unémployment
through growth related infrastructural and social development programines,

Objectives of Tenth Plan: -

Traditionally, the level of per capita income has been regarded as a sui'mnary' indicator

| of the economic weilbemg of the country and gmwth targets have therefore focused on

growth in per capita income or per capita GDP.

In the past, our growth rates of GDP have been such as to double our per capita

income over a period of 20 years or so. Recognising the importance of making a quantum




Jump compared with past perfonnance the Prime- Mmlster has dlrected the Planning

Commission to examine the feasnbtlny of doublmg per capita mcome in the next ten years.

required the rate of growth of GDP to be around 8.7 per cent over the Tenth and Eleventh
Pian, penods ‘

Il i
*

Thls approach paper proposed that the Tenth Plan should aimat an mdlcatlve target
.of 8.0 per cent GDP. growth for the period 2002-07. This was lower, than the growth
rate of 8. 7° per cent needed to double per capita income over the next ten years but it
was viewed as an 1ntermed1ate target | for the first half of the period.

It was, certainly, a very ambmous target, especnally in view of the fact that GDP

vrewed as a short term phenomenon the medium term performance of the economy
over the past several years was only about 6.5 per cent, Proposed 8 per cent growth
target therefore mvolved an increase of at least 1.5 percentage pomts over the recent

\
medium term performance

_ Economic growth cannot be the only objective for nauonal planmng and mdeed
over the years, development objectives are bet_ng defined notJuet in terms of increases
inGDP or per capita income but broader in terms of enhancerient of human wellbeing.

This includes not ooly an adequate level of consumption of food and other types
of consumer goods but also access to basic social services especnally education, health,.
availability of drmkmg water and basic samtatlon

w o x
- and groups reduction i in dxspantres and greater partncrpatron in decmon making. Tenth
Plan must therefore set suitable targets in these areas to ensure srgmﬁcant progress

towards 1mprovement in the quahty of life of all our people.

Important Targets of the Tenth Plan

| - must establish specrﬁc and momtor—able targets for a few key mdncators of human

development

e tis proposed that in addltlon to the 8 per cent growth target, the targets glven below

Momtorable Targets for the Tenth Plan and Beyond

‘Reduction of poverty ratio by 5 percentage pomts by 2007 and by 15 percentage
© points by 2012; :

L

growth had decelerated to around 6 per cent at present: Even if the deceleration was’

Italso includes the expanslon of economnic and socral opportumttes forall mdwlduals ‘

To reﬂect the lmportanee of these dimensions in development planning the Tenth Plan

should also be consndered as bemg central to the attainment of the objectives of the plan..

Economic Planning

With population expected to, grow at about 1.6 per cent per annum, this target
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10.

11.

Providing gainful high-quality employment to the addition to the labour force
over the Tenth Plan period; b '

All children in school by 2003; all children to complete 5 years of schooling
by 2007; '

Reduction of gender gaps in literacy and wage rates by at leaét 50 per cent by
2007%;

Reduction in the decadal rate of population growth between 2001 and 2011 to
16.2 per cent; .

Increase in Literacy rates to 75 per ceﬁt within the Plan period;

Reduction of Infant Mortality Rate (IMR) to 45 per 1000 live births by 2007
“and to 28 by 2012;

Reduction of Maternal Mortality Ratio (MMR) to 22 per '1000'liye births by
2007 and to 11 by 2012; .
Increase in forest and tree cover to 25 per cent by 2007 and 33 per cent by
2012;

All villages to have sustained access to potable drinking water within the Plan
period; and _

Cleaning of major polluted rivers by 2007 and other notified stretches by 2012.
Above mentioned social targets will require a substantial allocation of resources
-to the social sector and major ’improvements in governance to make effective
use of these resources. It must also be recognized that-achievements of these
targets is not independent of the achievement of high growth. _
lndped, high growth rates will generate the flow of public resources needed to
sustain improvements in social indicators. The Plan has traditionally focused
on setting national targets but recent experience snggests that the perfonﬁance
of different states varies considerably.

Eleventh Five-Year Plan (2007-2012)

. ' The National Development Council (NDC) has approved the Eleventh Plan on 19th

December 2007 1o raise the average economic growth rate to 9 percent from 7.6 percent

" recorded during the Tenth Plan,

The total outlay of the Eleventh Plan has been placed at 23644718 crore which is
more than double of the total outlay of the previous Tenth Plan:

In this pfloposed outlay, the contribution of Central Government and State

governments will be T2156571 crore and T 1488147 crore respectively. In order to

?




make growth more inclusive, the Eleventh Plan proposes to.increase the agriculture Economic Planning
sector growth rate to 4 percent from 2.13 percent in the Tenth Plan. A

The growth targets for industry and services sectors have been pegged at 9 to.11
[ percent. ' Notes
' The industrial grow_ih rate in the Tenth Plan was 8.74 percent, which the services '
sector grew by 9.28 percent. The basic theme of this plan period is “Inclusive Growth”.

Salient Features of Eleventh Plan:
1. The investment rate has been proposed to be raised to 36.7 percent from 30.8
percent in the previous plan.
-2. The draft document has envisaged a' savings rate of 34.8 percent, which ig
substantiaily higher than 30.8 percent recorded in the Tenth Plan.
3. The major thrust of the plan will be on social sector, including agriculture and

rural de\‘/elopment. _

4. "Important targets include reducing poverty by 10 percentage points, generating
7 crore new employmeént oppo}tunitiies and ensuring electricity connection to
all villages.

5. More investment on infrastructure sector including irrigation, drinking water
and sewage from 5 percent-of Gross Domestic Product (GDP) in 2005-06 to 9
percent by 2011-12. {

Main Targets of the Eleventh Plan: .

1. Income and Poverty: )
(i) Accelerate GDP growth from 8% to 10% and then maintain at 10% in
the 12th plan in 6rder to double. per capita income by 2016-17.

(ii) Create 70 Million new work opportunities. |
(iii) Reduce educated unemployment to below 5%.
(iv) Reducgéfpove'rty by’10 percentage points.

2. .Education: e

(i) Reduce dropout rates of children froml elementary school from 52.2% in
2003-04 to 20% by 2011-12. |

(i1) Tncréase liferacy raté.for pérsons of age 7 yeafs or more to 85%.
X !
(iii) Lower gender gap in literacy to 10 percentage points.
3. Health: ‘

(i) Reduce infant mortality rate to 28 and maternal mortality ratio to 1 percent
1000 live births. '
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Indian Economy: (ii) Réduce Total Fertility rate to 2.1." | 5
’ (iif) Re&uce'malnum'tiop among children of age group 0-3 to half its present
level. .
Notes "4, iafrastructure:

(i} Ensure electricity connection to all viIlages.by 2009 and round-the-clock
" POWET.

(ii) Increase forest and tree cover by S percent points.

(iii) Attain World Health Organization standard of air qual'ity in all major cities
by 2011-12. )

(iv)' A telephone in every village by November 2007.

(v) Broadband connectivity to ail.\gillages'by 2011-12.

3

Growth Target

According to the Eleventh Plan dbcumen;s the task of achieving an average growth
| rate of around 9 percent in the 11th plan-is macro economically feasible. In fact, the
scenarios show that even 10 percerit growth rate is achievable with a strong fiscal effort

that is difficult but not impossible.

However, to achieve a more inclusive growth, substantial resources would have
to be directed to setting right t e neglect of rural-infrastructure and provide education

and health services to all. While these outlays will eventually lead to faster growth.

Twelfth Five Year Plan (Fyp-12) 2012-17
| The FYP-12 will cover the period from 2012-17. The Plan is expected to be different

than all the earlier plans. This is basically because of the differences in the economic

environment in which the plan has to be operationalised.

Among these differences, the three miore important are as follows: The first is the
demographic shift with a rising proportion of young workers in-the North, the opposite
phenomenon of a rise in the old age dependency ratio in the South and a massive shift

of population from rural to urban areas.

The'second is the shift of the centre of gravity of the global economy to Asia, most
particularly the rise of China. The third is the gi'owing pressure to dématerialise growth,
partly because of environmental concems (e.g., global warming) and partly. because of

fesources scarcities (€.g., of cheap oil).

In view of these it is important to spell out new priorities in the development plan,

i some of these can be identified as follows:

132 Self Learnifig Material




@

(i)
(i)

(iv)

- v
(vi)
(vii)

(viii)

-Connecting slow growth regions and remote areas {¢.g., the tribal belt; the

Northeast, the Gangetic plan and Kashmir) to the fast-growing mainstream

.economy.

Providing top-quality vocational training to widen opportunities for younger
workers. | | '
RecOns&ucting the plethora of anti#poverty' and affirmative action programmies
as a stmctured socnal secunty system.

Moving Indian agriculture frorn a low-productivity-staple producmg system to

a rising productivity, commercially oriented sector.

Reinventing the process and 'manager'nen'l'of urbanisation.

Building much sn‘onger economic links with China and Hast Asia. -
Managing emerging stresses in the water economy. ‘

Coping with the.risks of climate change.

These ¢ight areas do not constitute the sum.of all deyelopment. But they are the

areas where our present policies are grossly inadeqpate and need radical overhaul.

<

3.7 Failures of Economie Plans

The following points hlghllght the fourteen major failures of economic plans i in India.

They are: |, Stagnant Economy 2. Poverty 3. Unequal Distribution of Income and Assets-

4, Increasing Unemployment 5. Abnormal Growth of Populatlon 6. Inﬂatlonary Pressure

7. Adverse Balance of Payment and Others.

Stagnant Economy: When India- became Independent it had deep marks of
stagnation. During the phase of fifty years of economic planmng, its growth rate
is zero or near. According to one estimate, growth of national inpome was about
115 per cent during 1860 to 1950 per year and growth of per capita was at 1éss
than 0.5 per cent. Similar trend has been noticed aﬁer the adaptat;on of plans.
Tl'us fact is also reflected from the national i income by industrial origin.
Poverty-. These five year. plans haye _a_mserably failed to make a dent on
poverty as 40 per cent of population is in tight grip of poverty. The poverty is
greatly responsible for poor diets, low health and poor standard of living. A
large proportion of the pgpulation has to go e#en_ without the most essential
needs of daily life. - o

'Uneqnal Distribution of Income and Assets' Another fa:lure of the planning -

is that the distribution of income and ‘other assets in Tuial and urban areas
: _ e . .
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continued to be skewed. The bulk of increased income has been pocketed only
by the rich few while weaker section of the society live hand to mouth and
lead very miserable life. r
Increasing Unemployment : Increasing unemployment in our country is the
burning problem of the day. At the beginning of the first'five year-plan the
number of unemployed was hardly 33 lakh but at the end of eighth plan.it
reached 350 lakh. The percentage of unemployment which was around 2.8%
stands at 10.99% in2020.

The pitiful position.is found in rural areas where disguised unemployment
and white collar unemployment (educated unemployment) in urban areas are

in a deplorable position. The rapid increase in unemployment situation is due

~ torpid increase in labour force due to rapid increase in population, use of capital

intensive techniques instead of labour-intensive techniques, defective education
system, inefficient government administration, corrupt political environment
and instable éovemments—both central and states.

Abnormal Growth of Population: In all plans, main objecfive was-to check”
over-population but it has'miserably failed to, bridge the galloping population.
The rapid growth of population has aggravated the situation to thé wérst»This
problem gives birth to twin problems of poverty and unemployment.
Inflationary Pressure: Inflation had been started with the onset of the heavy
doses of investment programmes -du'ring different five year plan periods. Now;

-it turned to the gravity of the problem as it has créated serious imbalances in

the socio- politico-economic relations. The people with fixed income group
find it extreémely difficult to maintain‘the standard of living.

Adverse Balance of Payment: Truly, the production of agricultural and
industrial sector has increased manifold but still we are dependent on imports.
In our plans, we have stressed on export promotion and iniport substitution to
correct the adverse balance of payment but no headway has been seen in this
direction. It has continuously been unfavourable.

The situation has further been deteriorated since, the penultimate year of Sixth
Five Year Plan. The situation in Seventh Plan has not been improved but it
is still dismal. In 2001, total external debt was of T 471724 crores againstb
T 163001 crore in 1991. E
Unproductive Expenditure: India is deficient in capital due to rising

expenditure on unprodilctive channels. Moreover, huge investments are made

i




on thie construction 6f five star hotels and other wasteful consumption. Its
benefits go in the hand of few affluent people who generally concentrate wealth.
Consequently, rich becomes rich and poors lag behind.

Huge Amount.of Deficit Financing: To mobilise the resources for different
plans, government has absolutely failed to manage from internal resources.
The government at this time, left with no alternative of deficit financial. From
1950-51 to 1984-85 total amount of deficit financing in the country was T 24440
crores. During Eighth Plan, it was proposed to be T 207000 (8.6% Eighth of
total-outlay) crores. ' .

Biased Growth Profile: At large, Indian pians have given many evils like growth
of 'monopoli_thic practices, large inequalities, poverty but still it has delivered
biased growth profile in favour of more wellto- do section of the society. It has
widened the gap between man and man, region to region. The result is that a
large many are below poverty line. .

- Vicious Circle of Poverty: Another major objective of planning in India is
the eradication of poverty. However, we have badly failed on this front-afso as

more than 30% of India’s population is still-living below poverty line. We are

encircled by vicious circle of poverty. A large proportion of India’s population

does not get even bare necessities of life satisfied. N

's. Inadequate Socizl Development: Despite the 55 years of economic planning

in India, we have miserably failed on the social development front. Economic
planning in India has not been able to make any social change; particularly in
the living standards of the common people and curbing poverty. The national
income and per capita income both are extremely low as compared to developed
counties. We are ill-fed and ill:nourished.

Defective Process of Planning: The defective process of planning which came

into force since the beginning of the planning in India, is also responsible for

the failure of our economic planning. We have followed a fragmented approach’

rather than integrative approach towards planning, with the result that the
. i
development activities have not been commensurate with the investments

made in the Plans.

 Slow Economic Grawth: Another major reason of fqilure of economic’

planning in India is the slow growth rate of Indian economy. The achievement
of different sectors during the plan period has been much below the scheduled
targets.
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3.8 Understanding India’s E'chnofn‘i‘é“ -

Reforms .

Various reforms and structural ehahges have taken place in Indiasince 1991

) Structural Adjustment Programmes' Gioballzation, leeralizatlon and

Prlvatlzatlon \

Economic reforms in India were started by late Prime. Mmlster Rajiv Gandhi. He said,
“The public sector has entered into too many areas where 1t_ §1z:euld not he We shall open
the economy to the private sector in several areas hitherto restricted to it.” Consequently,
a number of measures were taken to remove control and open areas to private sector
players. However Rajiv Gandhi did not take a very strong and categorical position on
the issue of privatization and globalization, though some liberalization of the economy
did take place. It was when Mr. Narasimha Rao took over as-Prime Minister in 1991
that a new industrial policy was announced, which marked a sharp departure from the
earlier industrial policy of 1956. There weér¢ three aims of the new economic policy—

liberalization, globalization and privatization.

Liberalization: An Overview - 3

The main aim of liberalization was to dismantle the excessive regulatory framework

which acted as-a shackle on freedom of eriterprise. Over the years, the country had-
developed a system of licence-permit-control raj. The aim of the new economic policy
was to save the entrepreneur the unnecessary harassment of seeking permission frem
the bureaucracy to start an undertak:ng.. Similarly, the big business houses were unable
to start.new enterprises because the MRTP Act had prescribed a ceiling on the asset
ownership 10 the extent of T-100 crore. In case a business house had assets miore than.

T100 crore, its application was rejected. It was believeg that on account of the rise in
B L £l

.pr{ces this limit had become outdated and needed reviewirig The second objection by

| the-private sector lobby was that it prevented big business houses from investing in

heavy-industry and mfrastructure which required lump sum investment. The NDA in
its election manifesto had suggested that the asset limit of MRTP compames should be
raised to ¥ 1000-cfore. The government thought it wise to abollsh the limit altogether

so that big businesses could establish big projects in the core sectors—heavy industry,

* A T . . T Iy F £, i
| petrochémicals, eléctronics, etc. The Government was of the view that in'the context,

of liberalization, the MRTP limit had become irrelevant and needed to be ‘scrapped.
The major purpose of liberalization was to free the large private corporate sector

from bureaucratic controls. It therefore, started dismantling the regime of industrial
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licensing and control. In pursuance of this policy, the indistrial policy of 1991 abolished Economic Planning
industrial licefising for all projects except for a small set of 18 industries. '

The list of industries in which industrial licensing is compulsory is as follows:

i. Coal and lignite - ‘Notes
2. Petroleu;h and its distilIation products ot .
] 3. Distillation and brewing of alcoholic drinks
4. Sugar
5. Animal fats and oils
6. Cigars and cigarettes . ‘
7. Asbestos andasbestos-based products * - . - )
8. Plywood and other wqod-based products _ J
9. Raw hides and skins | : _ | ,
10. Tanned fur-skins .
11. Paper and newsprint
12. Electronics, aerospace and defence eqﬁipmgnt
13. " Industrial explosives ' h
14. Hazardous chemicals - |
15. Drugs and pharmaceuticals ’
Privatization and its Forms and Objectives _ . :
Privatization is the process of involving the private sector in the ownérship or operation ' ,
of a state-owned or public sector undertaking. It can take three forms: ] OMemhip | .
measures, (ii) Organizational measures and (iii) Operational measures.
1. Ownership Measures: The degree of privatization is Judged by the extent of
: ownershtp transferred from the public enterprise to the pnvate sector. Ownership
may be transferred to an individual, co-opefative or corporate sector. This can
" have three forms: ' ' |
(a) Total denationalisation implies 100 pef cent transfér of ownership of a
~ public enterprise to the private sector. |
{b) Joint venture implies partial transfer of a pubhc enterpnse to the private
- sector.- It may have several variants—25 per cent transfer to private sector
ina joint venture implies that majority owncrs_hibland control remains with
the public sector. Fifty one per cent transfer of ownérship to the p;ivate ’
sector shifts the balance in fa_\;our of th.é privalé_e sector, thqugh the public
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(d)

sector retains a substantial stake in the undertaking. seventy-four per cent
transfer of ownership to the private sector implies a dominant share being
transferred. In such a situation, the private sector is in a better position to
change the character of the enterprise. '

Liquidation implies sale of assets to a person who_r;ihay use them for the
same purpose or for some other purpose. This depends solely on the

preference of the buyer.

Workers’ Cooperative is a special form of denationalisation. In this form,
ownership of the enterprise is transferred to workers who may form a co-
operative to run the enterprise. In such a situation, appropriate provision
of bank loans is made to enable workers to buy the share of the enterprise.
The burden of running the entcrpﬁs_e rests on the workers in a workers’
cooperation. The workers become entitled to ownership dividends besides

getting wages for their services.

2. Organisational Measures: These include a variety of measures to limit state

control, such as:

. @)

(b)

(c)

A holding company structure may be desighed in which the government
limits its control to top-level rn_a‘ajor decisions and leaves a sufficient degree
of auto_homy for the operating companies in :their day-to—ciay operations.
"A big company like the Steel Authority of India may acquire a holding
company status, thereby transferring a number.of functions to its smaller:
units. In this way, a decentralised pattern of management emerges.
Leasing: In this arrangement, the government agrees to transfer the use
of assets of a public entérprise to a private bidder for a specified period,
say five years. While entering into a lease, the bidder is required to give
an assurance of the guantum of profits that would be made available to
the state. This is a kind of tenure ownership. The government reserves
the right to review the lease to the same person or to grant the lease to

another bic_lder, depending upon the circumstances of the case.

Restructuring: It is of two types—Financial Restructuring and Basic

Restructuring.

(i) Financial Restructuring implies the writing-off of accumulated losses
and rationalisation of capital composition in respect of debt—equity
ratio. The main purpose of this restructuring is to improve the financial
health of the enterprise, o




L]
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(ii) Basic Restructuring is said to occur when the public eut_erpriseldecides Economic Planning
to shed some of its activities to be taken up by ancillaries or small-
scale units,

(iii) Operational Measures The efficiency of public sector enterprises Notes
depends upon the organisational structure. Unless this structure grants o
a sufficient degree of autonomy to the operators of the enterprise
or develops a system of incentives, it cannot raise its efficiency
and productivity. These measures include (a) grant of autonomy-to
public enterprisés in decisionmaking, (b) provision of incentives for
‘workers and executives consistent with increase in efficiency and
productivity, (c) freedom to acquire certain inputs from the markets
with a view to reducing costs, (d) development of proper criteria for
‘ . investment planning and (e) permission to public enterprises to raise
resources from the capital market to execute plans of diversification.
The basic purpose of operational measures is to infuse the spirit of -|
private enterprise in public ente;'pri'ses so that government control

is.effectively reduced and private initiative is promotéd.

’ 'Privatization in a narrow sense iﬁdicatcs transfer of ownership of a public sector
undertaking to private sector, either wholly or partially. But in another sense, it implies
the opening up of the private sector areas which were hitherto reserved for the public
sector. Such deliberate encouragement of investment to the private sector in the economy,
while emphaSising to.a lesser degree the expansion of the public sector, will increase
the overall share of the pnvate sector in the economy. The basic purpose is to limit the

- areas of the public sector and to' extend. the areas of private sector operatlon

 AIMS of leeralizatmn, Globalization and Privatization

Liberalization, globalization and privatization are all means to achieve certain ends of
the society just as mationalisation and regulatory.frameworks were intended to achieve
certain goals. These are: .

1. To achieve a high rate of growth of national and per Caplta income.

2. To achieve full employment

3. To achlevc self-reliance.

4. To reduce inequality of income and wealth. ‘

5. To reduce the number of people living below the poveny line.

6. To develop a pattern of society based on equality and absence of exploitation.
The operation of the public sector and the regulatory framework led to certain

problems, namely:
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(i) The excessive development of bureaucratic controls acted as shackles on

(i) Overstaffing in public sector enterprises.led to an increase in the cost of
operation.

(it}) Low rate of return on investment in public sector.

(iv)" Poor work ethic in public sector enterprises due 10 excessive job security
and absence of incentives for better work.

™) En_try‘of public sector in areas of consumer goods for which it was never
meant. Thus unnecessary expansion resulted in‘the absence of focus and

v dilution in the quality of management

{vi) Some public sector enterprises were incurring’ losses year aﬁer year and

as such had become a burden on the public exchequer instead of bemg .

an asset to the nation.

The measures undertaken are all designedto rectify these problems so that the

working of the economy becomes more efficient and its rate of growth improves.

Review of Economic Reforms

There is general agreement among all politi_cal parties that reforms are a historical

necessity and it is not possible:to reverse the reform process. Even the Left parties,

after the coIIapse of the former Soviet Uaion, have accepted the view that reforims in
the form of liberalization, privatization and globalization wnll have to be undertaken.
The reforms process has helped to accelerate growth However the benefits of growth

have not percolated to the poor and weaker sections of the society. -

Table Rate of Growth of GDP (at 1980—81 prlces)

Year Growtl: Rate
1991-92 0.9 per cent
. 1992-93 . 5.0 per cent
199394 4.5 per cent
. 1994-95 ' 6.7-per cent-
K 1995-96 6.3 per cent
- 1996-97 6.8 per cent

1. Higher growth rate achievsd: Since the ;eform process was initiated the growth
rate of the economy has started picking up. The growth rate of GDP slumped to
0.9 per cent in 1991-92, but picked up thereafter. The average growth rate of
over 6 per cent during the five years (1992-93 to 1996-97) is an achievement
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of the reform process. This would result in an. ‘a}«'erage‘4 per cent growth rate’

of per captta GDP.

Conttol of Inflation: During 1993 —94 and 1994—95 the wholesale price index
rose by 10.8 per cent and 10.4 per cent respectwely Thereaﬁer due to strong.
measures taken during 1995-96, the rate of inflation slowed down to 5 per cent.
The impact of inflation on the common man is measured by the consumer price
index. The consumer price index has shown an average rise of over 10 per cent
during '1991-1997. This implies, the failure of the reform process to. control
inflation despite the achievement of high growth rate.

Reform of the Public Sector: The major aim of economic reforms is to

improve the public sector so that the rate of return improves. To remedy the

 situation, it was necessary that overstaffing of the publlc sector undertakings

* would be advisable to reform it.

be reduced. The govemment has already taken steps in this direction by its
voluntary ret:rement scheme. It set up the Nattonal Renewal Fund to provide .
compensation for voluntary retirement and also arranged for retraining and |
redeployment of wptkers. As a result of the VRS, the employee strength of

PSUs has been reduced hy 8 per cent. Another step taken by the government

was disinvestment in PSUs. The government has been offering equity of 31 /|
-selected 'public sector enterprises, varying from 5 pet' cent to 20 per cent'to

Mutual Funds and Financial Institutions. This is only a token privatization

and the govemment was able to raise T 9793 crore durmg the four—year penod
(1991—92 to 1994-95). - . ' * 4

b

Cntlcs describe disinvestment as deficit prtvattzatton because the proceeds
of disinvestment are being used to reduce the budget deficit. The Common

Minimum Programme of the NDF Govemment stipulated that the proceeds of

dlsmvestment would be used in two-vital areas—health and edueatlon On the .

whole, the reforms of PSUs have not gathered as much momentum as expected.
Disinivestment has been piecemeal and the funds so raised are being used to
reduce budget deficits rather than strengthen the PSUs. In addition, labour
problems, political and bureaucratic interference have not been effectively tfsed.

Since it is not possible to privatise a large component of the public sector,. it

- Large dose of Foreign Capital to help Indian Economy: The reforms process,

especlally its emphams on globalization, was intended to accelerate the growth

" process by attractmg a larger dose of forelgn capntal However the eﬂ'orts of
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the state met with only partial success. The data reveal that during 1991-92
10 1995-96, total investment flows of the order of T 1,174 billion were made,
out of which portfolio investment was of the order.of T8.05 billion and direct
foreign investment accounted for barely $ 3.69 billion: Critics point out that
mainly 39 per cent of foreign investment is in the nonpriority sector. The entry
-of multinationals in consumer goods only displaces Indian labour and cafn'tal
employed in the production of these commodities.

5. Reform Process-and the Foreign Trade Scenario: The reform process has
led to growth of exports but simultaneously, it has also led to a larger growth
of imports. As a result, the trade gap has not been reduced.

Globalization and its Objective

| Globalization intends to integrate the Indian economy with the world economy.
| Globalization is considered to be an.important element in the reforms package. It has
- four parameters:”

(i} Reduction of trade bairiers so as to permit free fluw ol zouds and services

across national frontiers;
(i) Creation of an environment in which free flow of capital can take place;

(i) Creation of an environment permitting free flow of technologies among nation-
< states; and

(iv) Creation of an environment i which free movement of labour can take place

in different countries of the world.

The advocates of globalization limit the definition of' globalization to only three
components viz.; unhindered trade flows; capital flows and technology flows. They
insist that the developing countries accept their definition of globalization and conduct
the debate on globalization within the boundaries set by them. But many.economists
in developing countries believe that this definition is incomplete. If the ultimate aim of
the globalization movement is to integrate the world into one global village, then the
fourth component of unrestricted movement of labour cannot be left out.

To pursue the objective of globalization, the following measures have been taken.

(i) Reduction of import duties: There has been a considerable reduction in import
during the past five years. The maximum rate was reduced from 150 per cent
in 199192 to 110 per cent in 1992, to 85 per cent in 1993-94 and 50 per cent
in 1995-96. Custom duties on imports of capital goods weré reduced to 80 per
cent in July 1991, to 55 per cent in 1992 and to 25 per cent in 1993, Tariffs on

2 ~

142 Self Learning Material




e e et e s e ——— i E e — rr—

x
4 -

impolns of raw materials and manufactured intermediates have been reduced.  Economic Planning
Besides this, the government has attemiated to rapidly dismantle quantitative
wrestrictions on imports and exports. It has also undertaken adjustment of
exchangre rate so as to remove over-valuation of qurrency. This hzis helped in Notes
stepping up exports.
. In February 1997, the Commerce Ministry removed restrictions on 162-items
| for imports. Of them, 69 items were moved from Special Import Licence (SIL)
to free imports. Among these items are escalators and moving walkways, cable
- cars, fire alanmns, cameras of ali kinds, 1ndustnal vacuum cleaners and various
kinds of glassware Besides this, 93 items were moved from the industrial to'
SIL list, which include photographic firms rubber stoppers, aluminium beverage
cans, car, air-conditioning machines, cosmenc perfumes, plcture tubes and a
wide range of office machines.

(iiy Encouragement of foreign investment: The government has taken a mimber
of measures to encourage foreign investment. The_ﬁrr;rain mieasures taken in this
regard are: |
‘(a) Approvat would be given for direct investment up to 51 per cent foreign

equity in high priority industries as per the Industrial Policy of 1991. Such

clearénccs will be given if foreign equity covérs the foreign exchange

‘requirements for imported:capital goods. -

I December 1'996, the cabinet gave its asseat 16 ‘a-new list of industries

» whereby joint ventures with up to 74 per cent foreign equity would be ,

cleared automatically. The basic purpose of this move is to facilitate direct

foreign investment in India, , .

(b) To provide to international miarkets, majority foreign equity hélding. Up

to 51 per cent equity would be allowed for trading companies primarity
engaged in export activities.

(iii) Encouragement to foreign technology agreement: The Industrial Policy of
1991 undertook the following measures:

(2) Autommatic permission will be given for foreign technology agreements
in high priority industries up to a lump sum payment of 1 crore, 5 per
cent royalty for domestic sales and 8 per cent for exports subject to total { .
payments of 8 per cent sales over a 10-year period from the date of the |.
*  agreement or 7 years from the commencement of production.

‘(b) In respect of other industries, automatic permission would be giveén if no

free foreien exchange'is required for any payment.
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(é) No permission will be necessary for !ﬁring of foreign technicians and
foreign testing of indigenously devéloped-techn_ologiés.

Rationale behind Econémic Reforms s

The rationale for privatization in various countries can generally be classified under -
three heads: pragmatism, a commercial point of view, and_ideologic;él compull'siqns.
Pragmatism was born of hard facts: the mammoth public sector units had failed to -
deliver on counts of efficiency and output both, thereby belying the fé'li_th'in them to

" establish the foundations of sound economic growth. Wl;iie'a few of them did manage

to produce good"results, they generally showed a marked decline from the 1970s, though

a handful did well after the 1980s. Fewer still managed to yield fairly decent returns on’
investment, dividends that were' disproportionate to the enormous amounts of time and
money invested in them. As su_éh, they we'ré not pulling their weight,in the economy,
and needed.to be overhauled drastically.

e

Second, thé organizational culture in PSUs militated against good management, and
it was felt that privatization would revitalize them by letting them be run on commercials

lines typified by the private sector approach to industrial activity, including clipping the

| wings of powerful, much politicizéd trade unions that, severely impeded the progress

of the PSU juggernauts,

L7

Third, and as a corollary to the above, on account of historical reasons, the
government was accustomed to gettihg its work done the easy way, i.e., by official

. . -‘ I3 - - - - - )
diktat; its autocratic, ‘power distance’, impersonal style of functioning made it difficult

for it ‘corinect’ meaningfully with its key managerial personnel and motivate them to

effect commercial viability. This was unfortunate, given the fact that there were many
highly capable managers within the ranks of the PSUs. |
In keeping with the socialistic pattern of functioning, private ‘enterprise had long
laboured under the stigma of profiteering .at public expense. If the private sector can’
at all be accused of making money-at public expense, it also cannof'be denied that it
was merely responding in the only way it could, given the monopolistic and monolithic
structure installed by the very government that now clamoured 't_‘ér efficiency and
productivity in PSUs. In fact, by squandering the opportunities that had been handed
to it on a platter, the public sector—not its private sector cousin— was the main culprit
for the low. productivity, poor return’on investment and callous disregard for national

pnonnes such- as poverty eradication (job reservation was never.more than a mere

{ sop to .appease polmcal sentintents; barely scratching the surface of the problem) that

had brought the nation to a stage where it had to contend with a series of financial
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crises, and which badly tarnished its image. On the olher hand, the private sector had
flourished mlghtlly despite—or perhaps because of—a system that gave it {on a quid

pro quo basis, let it be admitted) protecuon from competition through hcensmg and

other ‘privileges. It was left to the government of PV Narasimha Rao and his Finance

Minister Dr. Manmohan Singh to'take the bull by the horns and introduce what is today :

known as the liberalized: reglme By beglnnmg the long-overdue task of revamping the:

economy in line with global trends unshacklmg it from bureaucratic control, lowering
trade tariffs and allowmg fore:gn conglomerates into the country, they served notice on
" & complacent public’sector to perform or perish. . ‘

It was the start of a process wﬁereby several unviable or redundant PSUs went
under the hammer or were referred to the BFIR, while the more efficient ones ‘were
encouraged to adopt the MOU route that gave them freedom to function on commercial
lines, in retum for full aocountability. Several PSUs that had been ailing under tight
government controls, over-staffing and trade union militancy such as NTPC, National
I;'ertilisers and Hindustan Organic.Chemical Ltd. , immediatély took humane but firm
_measures to effect smart turnarounds that left the critics dumbfounded. Going further,
: d;lutzon ot‘ the policy of sector-wise reservations generally gave both sectors the freedom
tp establish enterprises where ‘earlier, entry was mutuallylﬂexcluswe. In the final analysis,

the long-term health of the econorny would depend heavily on how the better PSUs like |-

Iﬂ'clizin Oil Corporation (the lone Indian corporate in the Fortune 500 list)' and GAIL
happen to fare. In weedmg out the inefficient PEs and reengineering the good ones, the

govemment can at last concentrate on its real functlon—govemance support msplratlon'
and guidance—leaving commercial activity to those better equipped and empowered |

to undertake it; o
& T ) ] -
3.9 NITI Aayog '

NITI Aayog was established in 2015 by the NDA government. 1t is aiso known as the

Natlonal Institution for Transfomlmg India (NITI) and is touted as the pollcy think tank-

of Government of India: The main aim of establishing the Niti Aayog was to achieve
sustainable development goals and to enhance cooperative federalism by nurturing
‘igvolvvémem of State Governments of India in the economic policymaking process
using a bottom-up approach. There have been various initiatives started by the Aayog,
some of these.iriit:iati'\res are a l-S-ycar'road map, 7-year oision, strategy and action
plan, AMRUT and Digital India. The establishment of fhe Niti Aayog had replaced
the erstwhile Planning Commission which followed the.top-down model "The ane

Minister is the ex-ofﬁcno ‘chairman.of'the Niti Aayog.
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3.10 Summary

A planned cconomy is 3 econpmie, sysiem i which the econgmy i directed by the

state. It is an economic system.in-which.the central government controls industry by

making major de\cision"st regarding the production and distribution of goods and services.
India’s first Prime I\Zhﬁster, Ja:wahaljlal Nehru set up the Planning é)o‘mmission with

a Government of India resolution in March 1950. The Planning Commission was set up

in pursuahce of the declared objectives of the government, which was to promote a swift

rise in the standard of living of the people by the efficient utilization of the resources
of the country, increasing production and offering opportunities to all for emﬁlo’yment
in the service of the community.

The ‘Nehru-Mahalanobis Model’ became the basis of the second five-year plan

“and continued to be guiding principle of all subsequent plans with small alterations

until 1977 when the Janata Party came into power and conceived of the Gandhian
model. The model was also conscious of the fact that enormous investments in heavy
indus:try, although very important, would not in@rease employment significantly, since
such investments were capital-intensive. =

The restructuring of the Indian economy in the 1990s was an outcome of the

-unprecedented economic crisis that occurred in the nation in 1991. This economic crisis
‘| was the balance of payment crisis. The immediate causes of the crisis were the Gulf crisis
_and the global recession. However, the root cause of the crisis was the structire of the

Indian economy itself. During the period of 19906-1991, India was also going through
a period of political instability, which added fuel to the economic crisis.

The second five year plan brought positive as well as negative outcome. Th_c positive
achievements were in the field of Agriculture; increased momentum in industrial sector
and discovery of petroleum ficlds in certain parts of the country. The negative outcome
was faced on Foreign exchange which experienced a severe drain and finally setback
in planned electrification program in villages and towns.

“Privatization in a narrow sense indicates transfer of ownership 6f a public. sector

undertaking to private sector, either wholly or partially. But in-another sense, it implies

the opening up of the private sector areas which were hitherto reserved for the public

sector. Liberalization, globalization and privatization are all. means to achieve certain
ends of the society just as nationalisation and regulatory. frameworks were intended

to achieve certain goals. There is general agreement among all political parties that

‘reforms are a historical necessity and it is not possible to reverse the reform process.

Even the Left parties, after the collapse of the former Soviet Union, have accepted the
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v1ew that reforms in the form of liberalization, prwatlzatlorl and globalization will have . Econori::ic Planning

to be undertaken. . S ' ¥
*
The major. aim-of economic reforms is to improve the public sector so that the .
! = bl i} i - - - .
i rate of return improves. To remedy the situation, it was necessary that overstaffing of, Notes

= the publlc sector undertaklngs be reduced The government has already taken steps in |’

this direction by its voluntaxy retirement scheme The advocates- of globahzatmn limit -

the definition of globalization to only three components viz.; unhihdered trade flows, '

; capital flows and technology flows. They insist that the developing countries accept

their definition of globalization and: conduct: thg debate on global_iggtion' within the-
boundaries set by them. : ;

NITI Aayog was established in 2015 by the NDA government. It is also known

‘as the National Institution for Transforming India and is touted as the policy think tank

of Government of India. The main aim of establishing the Niti Aayog was to achieve. |

I
I
| sustainable development goals and to enhance cooperative federalism.
| d : we *
|
|

Py

3.11 Keywords =«

. | Indicative Planning: Planning by inducement is_ often referred to as indicative

“ planning. '

o Standard and-Poor (S&P): A credit rating agency

e The Vaidyanafhan Con]mit_t'eé: _(fohstimied under Prof R. Vaidyanathan to
strengthen rural cooperative credit instititions.

e Mandis: Mandis are market set up.by the-state government for the sale of

¢

| agricultural produce directly from the farmers.
| R ¥ oo N

e 'LPG: Liberalisation Privatisation Globalisation.
e WTO: World Trade Organisation. .
o NABARD: National Bank for Agriculture & Rura]l Development.

]

> & MRTPAct: Monopolis;ic and Restrictive Trade Practices (MRTP) Act, 1969,
was enacted. to ensure that the operation of the economic systerd does not result’

in the concentratlon of economic-power in hands of few.

e Liquidation: It implies sale of assets to a person who may use them for the

same purpose or for some other purpose. This depends solély on the preference

-3

: of the buyer. |
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Review Questions

13
4.

15.

Discuss the objectives of Planning in India.

Discuss the merits of indicative planning with reference to the settmg of goal

" for the Fwe-Year Plan.

-
-
B

stcuss some key. factors that led to the severe econonuc crisis in. 1991.

N

Explain any 3 FYP-objeclwes, _aohleyements and outcomte.
Wha is Planning commission? ~
What is meant by Rolling plan? - ‘
What happened dunng the years 1990-1992"
Name any 2 fa:led FYPs. '

Discuss central government’s role in opening India’s economy.

Analyse in detail oa the major purpose of liberalizing Indian economy.

. Discuss the role of restructuring in pnvatlzanon

- ke

- “The benefits of growth after reforms ha_v__e not reached to the poor and weaker

sections of the society.” Explain this statement analyticaily.
Write a comprehensive report on Indian government's effort to reform the PSUs.
Analyse the main parameters of globalization.

“From nationalization to pnvanzatlon Indla 5 econonnc reforms aie on right

path.” Explain this statement.

3.13
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| 4.1 Learning Objectives

After studying the chapter, students will be able to: . ' P
e Explain about Agricultural Finance & its significance; -
e Learn Agricultural Price policy & its objectives; i

o Know Agricultural price policy in India;

o Small scale & Large scale Industries;

o Public sector & its objectives;

s Growth & Performance of Public sector;

¢ Various initiatives taken by the Government to improve Economy;

¢ Emerging Trends in Indian Economy.

4.2 Introduction

ag
1

_Agricultural finance generally means studying, examining :;lnd adaly;,ing?he financial .
aspects pertaining to farm business, which is the core settor-of India. The financial
. aspects include money matters relating to production of agricultural products and their
-disposal. Definition of Agricultural finance: Murray (1953) defined aéricqltural. finance
as “an economic study of borrowing funds by farmers,_}he organization and operation
- of farm lending agencies and of society’s interest in creﬁit for agriculture.” Tandon and
“Dhondyal (1962) défined agricultural, finance “as a branch of agricultral econofnics,.
_‘ which deals with and financial resources related to individual farm units.” ‘

‘Industrialization is the process by which an économy of a céuntry is transformed

from a primarily agricultural based oneto one based on the manufacturing of goods

150 Self Leamning Material ' .




replacmg manual labour by mechanized mass product:on equlpment .The Economic
development of any country is based on the degree of Industnahzatnon the country has
" .achieved

Industrialization i usually associated with increases in total income of a nation

and living standards in a society thereby boosting GDP. Industrialization is the basis for”
rapid Economic growth due to higher productivity levels than offered by Agriculture |

sector. Industrialization on the othér hand also possess hidden problems like premature

exhaustion of naturally occurring raw fnatetials; Environmental poltution, unemployment

& inequalities in eaming potential. A careful balancing has to be done so that the negative
impacts due to industrialization is kept bare minimum.

In India large scalé Industrial growth to boost Indian: Economy through self-
reliant&selfsustained mode was pursued. The Industrial Policy to promote the above
strategy relied on Import Substitution; Inward oriented Growth & a system of controls
and subsidies.

" After Indian Independence Industriai"P_olicy framework focussed on development
of public sector undertakings. After achieving reasonable growth, they could not sustain
the growth rate but.got slumped due to typical problems that can be expected in any
govcmment owned or public sectornundenakings .

' Onthe contra:y private sector undertakmgs which came later were able to give better
growth and proﬁtablhty by focusmg on utilization of better Technologles deployment
of skilled manpower , entering in-to joint ventures with leading- forelgn companies
etc., The per capiia income of any country is’ strongly influenced by the magnitude

of Industrialization in that country. Gulf countries whose main business is oil exports-

are an exception where per caplta income is not dependent.on manufacturing: process.
The distinguishing factor between developed and developing countries is related to the
proportion of workforce deployed in industrial act1v1ty and the proportion of national
output emanating from industrial sector. '

The Economy of India is charactenzed as a middle income developing market
economy. It is the world's fifth-largest economy by nominal GDP and the third-largest
by purchasing power parity (PPP). According to the International Monetary Fund (IMF),
on a per capita income basis, India ranked 142nd by GDP (nominal) and 124th by
GDP (PPP):in-2020: From independence in 1947 until 1991, successive govemments

promoted protectionist economic policies with extensive state intervention and economic.

~ regulation, whichris characterized by License Raj regime. The end of the Cold War and

an acute balance of payments crisis in 1991 led to the adoption of a broad economic

liberalization in India.
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4.3 Significance of Agricultural Finance

1. Agricultural finance assumes vital ;md | significant importance in Ithé'Ag"ro -
socio —economi¢ development of the country both at macro and micrq lével.

2. Itis playing a catalytic r01¢ in strengthening the farm busiri_ess and augmenting’
the productivity of scarce 'tesources‘ When newly developed potential seeds are
combiried with purchased inputs llke fertilizers & plant protection chemlcals

in appropriate / requisite proportlons will result in.higher productlwty

3. Use of new technological inputs purchase_d through farm ﬁnance_hc__lps to

increase the agricultural productivity. ; ' : . -
4. Accretion to in farm assets and farm supportlng infrastructure provnded by large

scale financial investment actwmes results n. mcreased farm i income levels

leading to increased standard of living of rural masses.

‘5. Farm finance can also reduce the regional economic imbalances and is equaily

good at reducmg the mter—farm asset and wealth variations,

6. Farm ﬁnance is like a'lever with both forward and backward lmkages to the

economxc development at micro and macro level. - ’

‘7. As Indian agriculture is still traditional and subsistence in nature, agncultural

 finance is needed to create the supporting infrastructure for adoptlon of new
technology. )

8. Massive investment is needed to carry out major and minor irrigation_ projects,

" rural electrification, installation- of fertilizer and péstit:ide plants, execution_bf

' aéricultural promoﬁonal programmes and pov#ﬂy alleviation programmes-in R

the country. o : o

-

4.4 Nature and Scope of Agricultural Finance

Agri_culm;al ﬁhahc_e generally. means smdying, examining and analysing the financial
aspects pertaining to farm business, which is 'the_core sector’ of India. The financial”

aspects include money matters relating to productlon of agncultural products and their

-disposal. Definition of Agricultural finance: Murray (1953) defined agncultural finance
' ~as ~an economic study of borrowing funds by farmers, the orgamzatxon and operation

. of farm lending agencies and of society’s-interest in credit-for agriculture.”

Tandon and Dhondyal (1962) defined. agriculturzil finance “as-a.branch of

agncultural economics, whlch deals with and financial resources related to individual

]

. farm untts.” Nature and SCOpe. Agricultural finance studied at both micro a_nd macro .




level. Macrofinance-deals with different sources of raising funds for agriculture as a
whole in the economy, It isalso concerned with the iending procedure, rules, regulations,
monitoring and controlling of different agricultural credit institutions. Hence macro-
finance is related to ﬁnaneihg of agriculture at aggregate level.

Micro-finance refers toﬁirgancial management of the individual farm business

units.. And it is concerned with the study as to how the individual farmer considers

various sources of credit, quanmﬁi of credit to be borrowed from each source and how .

he allocates the same among the alternative uses with in the farm. It is also concerned

wigh the future use of funds.

Therefore, macro-finance deals with the aspects relating to total credit needs of the-

agricultural sector, the terms and conditions under which the credit is evaiiable and the |

method of use of total credit for the development of agriculture, while micro-finance
refers to.the financial management of .individual farm business.
'S'lgniﬁ.cance of Agricultural Finance . . .

1. -Agricultural finance assumes vital and significant importance in the.agro —

socio — economic development of the country both at macro and micro lével.

2. Itis playing a catalytic role in strengthening the farm business and augmenting |

the productivity of scarce resources. When newly developed potential seeds are |

combined with purchased inputs like fertilizers & plant protection chemicals
in appropriate / requisite proportions will result in higher productivity.

3. .Use of new technological inputs purchased through farm finance hélps to |

increase the agricultural productivity.
4. Accretion to in farm assets and farm supporting infrastructure provided by large

scale financial investment activities results in increased farm income levels.

leading to increased standard of 1iv’»ing of rural masses.
5. Farm finance can also reduce the reglonal economic xmbalances and is equally

good at reducing the inter—farm’ a,sset and wealth variations.

6. Farm finance is‘like a lever with both forward and backward linkages to the

‘economic-development at micro and macro level.

7. *As Indian agriculture is still.traditional and subsistence in nature, agricultural”

finance is needed to create the supportlng infrastructure for adoption of new

technology . -

‘8. Massive investment is:needed to carry out major and minor 1mgat10n projects,

rural electrification, installation of fertilizer and pesticide plants, execution of
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+ . agricultural promotional programmes and pbverty alleviation programmes in
the country. Credit needs in Agriculture — meaning, definition.

4.5 Agricultural Price Policy in India

Agricultural Price policy plays a pioneer role in the economic development of a country.
It is an important instrument for providing incentives to farmers. for motivating them to-
 go in for production oriented investment and technology. ,

In a developing country like India where majority-of the population devotes 2/3
of its expenditure on food. a]ong' and where majority of the population is engaged in
agricultural sector, prices affect both income and consumption-of the cultivators. The
Govt. of India announces. each year procurement/support prices for majoragricultural
corpmodjties and organizes purchase operations through public agencies.

Undoubtedly, violent fluctations in agricultural prices have ham'lf:ﬁ results. For
instance, a steep decline in the pricé of particular crop in few years can inflict-heavy

. losses-on the growers of that crop. This will not only reduce'*the income but also dampen
the spirit to cultivate the same crop in the coming year. If this happens to be a staple

food item of the people, supply will remain below the demand.

This will force the Govt. to fill the gap by restoring imports (in case of no buffer
stock). If, on the other hand, prices of a particular crop incréase rapidly in the particular

‘| period, them the consumer will definitely suffer. In case, the prices continuously increase

for the particular crop, this can have disastrous effect on' the sector of the economy.
Agricultural price policy in India was introduced since independence has varied widely
for different years and also for different crops. This policy plrlt much emphasis on the
. prices of food grains like wheat, rice and coarse cereals such as jowar, bajra, maize etc.

Need of Agricultural Price Policy

Movement of price is 8@ common feature. But i‘apid and violent movement or fluctuations
in the prices of agricultural commodities have serious consequences on the economy
of the country. As the sudden steep fall in the price of a particular crop, result in huge
loss to the farmers producing that crop as their income declines.
This will force the farmers not to cultivate the crop next year leading to a serious
‘ shortage in the supply of that food item and that may force the government to import
" that food crop from foreign ‘countries. '
‘Alternatively, a sudden hike in the price of a particular crop may cause huge
suffering to the consumers which may force the consumers to discard it or to-curtail
their Qmer expenditure substantially for meeting the consumption expenditure on that
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crop: In both ways, the large scale fluctuation in the price of agricultural produce will
create a disastrous effect on the economy.of the country. ’

Price policy off the government for agricultural produce seeks to ensure remunerative
prices to growers for their produce in order to encoﬁrage higher investment and production
and also for safeguarding the interests of consumers by making. available food supplies

at reasonable prices.

The price policy of the country also seeks to evolve a balanced and integrated |

price structure in keeping-with the overall needs of the economy. In ordér to achieve this
end, the government announces minimum support pices (MSPs) for major agricultural
commodities in each season and also organises pﬁrchase‘operations through the Food
Corporations_of India’ (FCI), and cooperative and other agencies designated by state
governments for the purpose. -

In order to'safeguard the interest of both producers and consumers a comprehensive

agricultural price pqii_cly must be suitably formulated. This should be supported b_y'

maintaining buffer stocks of agricultural commodities along with the extensive network
‘of public distribution system. B '

These will provide a minimum support pricé to the producers and-arrange the

supply of these agricultural produce to the éonsumers at fair p_ﬁces. Thus while ﬁiing the |

minimum support prices and procurement prices care must be taken to fix those prices

at such level which will induce the farmers to produce more. Thus; the agricultural price

¥ ¥

pollcy can be desngned as an “instrument of growth”.

46 Objei:ﬁves_ of Agricultural Price Policy A

In India, the price policy was first introduced in 1947 with the formation of Food grains
Policy Committee which recommended a policy of progressive decontrol, reduction of

imports or food grains and substantial increase in the production of food grains. Again in |
1950, Food grains Procurement Corﬁmi'tteg’ was appointed which introduced ;he system |

3

-of rationing and control in the supply of food grains in the country.

The main objective of the initial Price policy in India was to protect the interests
of consumers. In this policy no attention was paid to provide incentive price to farmers.
It was- only in 1964, a clear-cut policy was introduced for providing incentive price
to farmers. The main Objective of. Agncultural price policy of the country have the
following features: '

(1) To protect or insure the produccr through guaranteed mlmmum support price,

‘which as a stabilisation measure reduces the variability in product prices and
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| .’4."_7 Further Developments

therefore price risk of the farmers. The impact of the risk reduction is expected to

induce farmers to undertake large investments and to adopt improved production

technology L » ) _
(2) To induce the desired outputs of dlﬂ‘erent crops accordmg to growth targets.

(3) To'induce an increase in aggregate agricuitural output through large input use
and adoption of high yielding seed, fertilizer and water responsive technology.

(4) To induce farmers to part with a large proportion of food grains production as
a marketed surplus.

(53 To protect the consumer against the excessive rise in prices, especiallyto protect
the low income consumers in périods-when supplles lag behind demand and-
.~ market prices rise continuously”. '

The Third Plan document rightly observed that, “The proclucer of food grains
L must get a reasonable return. The farmer, in other words, should be assured
that the prices of food grains and-the commodities that he produces will not
be allowed; to fall below reasonable miriimu:ﬁ.”_Accofdingly, the food grains
Price Committee was appointed in 1964.
This committee recommended various measures such as:
(a) Introduction of rationing in major cities, SR
(b) Establishing lower prices through blower prices or Fair price shops, |
.+ (¢} Acquisition of control over adequate stocks,
:(d) Withdrawing restrictions of inter-state movement of food grains,
(¢) Imposing regulation and licénsing of wholesale trade of food'grains and finally
. strengthening of the administfative machinery in the States.

‘Again as per the recommendation of this committee, the Agricultural Price

Commission was set up in 1965.

In 1966, the: government appointed another food grains Policy- Committee which

_ =recommended the followmg ‘matter in connection wnth lhe prices of agrlcultural

commodltxes o

1. In order to create a i‘avol}r'able condition for increasing production, the
government should announce the minimum support&prices well in advance of
the sowing season,

¢ 2, Procurement price should be higher than sﬁpport price so that it can offer proper
incentive to the producer and reasonable pn'ce to consumer. '
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3. "To creaté. a favourable climate for long-term .investment, minji_num support
v pnces should be falrly stable.
4. Maklng adequate marketing arrangement for making purchases at minimum
support prices. . ™ ’

*Moreover, in 1965, the Food Corporation of India (FCI) was set i'xp’fbr making

-necessary prqcurement,“storaée and distribution of food grains. Ih 1989-90, total capital
employed in FCI was to the ;.:xtent. of T 5,138 crore with its total storage capacity at 18 |
‘million tonnes. |

*The policy of minimum support prices was accepted by th_é Fotirth Plan but its _
- effectiveness depends on the efficacy of the purchasing machinery like fCl.and State

Trading Corporation (STC). The Fifth Plan also formulated the agricultural price policy
in order to meet two 1mportant conSIderatlons i.e,, firstly for providing incentive for

sustamed and hlgher agncultural productlon and secondly for 1nducmg the farmers to

_pian the production of various crops as per estimated demand through discriminating

manipulation of intercrop prices relationship.’ .
In order to build up buffer stocks, various public sector organisations would

announce purchase prices at d1ﬂ"ercnt times which would be higher than minirmum support

prices. Again, the Sixth Plan reahsed the importance of price pohcy for agncultural(

development on the following grounds “Firstly, modern agriculture increasingly involves
the use of costly inputs as part of improved technology and hence an assured minimum

prices becomes a necessary underpinning for _sustained agricultural production. Secondly,

price policy is an important tool for facilitating crop planning, an aspect which so far

has not received adequate attention in the country. Finally, pi'ice policy can be geared
towards commumty are not eroded by continuing unfavourable terms of trade between

the agricultiral sector and non-agncultural sector.”

To fulfil this last, conmderatlon necessary ‘arrangement, was made for amendmg ,

the terms of reference of the Agnculmral Prices Comm:ssron and the commnsswn was-

advised to take care of movement in terms of trade.
The Seventh Plan realised the importance of rationally determined support prices
for wheat and rice in reducing priée fluctuations, raising profitability and stimulating

growth of output. The Plan argued to mtroduce such systems for coarse grains, pulses

-and onlseeds and also.agreed to determme the appropnate relative prices of different

types of crops in order to make provision for efficient use of resources in the country.
-- . r

At present, the government decides on the MSPs for various agricultural commodities ‘

taking into account th= ra>>mmendations of the Commission for Agricultural Costs and |

a
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Prices (CACP), the views.of state governments and central ministries as well as such
other relevant factors which are considered important for fixation of support.prices for

agricultural commodities. .

4.8 Features of Agricultural Price Policy |

Following are some of the important features of agricultural price policy followed by the -

Government of India since independence

(i) Setting up Institutions: The Government of India has set up some institutions
for the implementation o;' agricultural price policy in the country. Accordingly,
the Agricultural Price ‘Commission was set up in 1965 which announced the
minimum support prices and procurement prices for the agnculrural products.
In 1985, the name of this mstlrution was changed into Agncultural Cost and
Prices Commission. Moreover, the food grains Policy Commlttee was appointed
by the Government in 1966 which also recommended various measures of price
support.
FCI: The Food Corporation of India was set up in 1965 for making necessary

procurement, storage and distribution of food grains. In 1989-90, total capital
employed in FCI was to the extent of T 5138 crore with its total storage capacity
at 18 million tonnes. The corporatlon organises the price of food grains at
government detertnined prices and sale these food stocks through'the network

-

distribution system..
(ii) Minimum Support Price: The government fixes the minimum support prices
of agricultural products likq_ wheat, rice, maize, cotton, sugarcane, pulses etc.,
regularly for safeguarding ‘the interest of far_mers.‘ The FCI also make their

purchases of food grains at the procurement prices so as to maintain a ratio.

Marketing| MSP of "MSP of Coarse grains

Se:llson - Wheat Paddy | Jowar | Jowar | Bajra | Maize | Ragi | Barley
1 MSP+Bonus Hybrid | Maldandi "

2013-14 1350 1310|1500 {1520  [1250 |1310 | 1500 |980°
2014-15  |1400 1360 11530 1550  [125¢ |1310 [ 1550 | 1100
2015-16  |1450 1410 . |1530 1590 1275|1325 | 1650 | 1150
201617 |1525 1470 {1625 {1650 1330|1365 |[1725 | 1225
2017-18  [1625 1550 (1700 [1725 1425 | 1425 | 1900 | 1325
2018-19 1735 1750 12430 2450 1950 | 1700 |[2897 | 1410 -
201920 |1840. 1815 |- - - - - 1440

158 Self Learning Material




ﬁii) Pri;tecﬁng the Consumers: In order to safeguard the interest of the con‘spmers, Indian Agriculture &
the agricultural price policy has made provisioti for buffer stock of food grains. Economy
for its distribution among the consumers through public distﬁbutio;l system. ‘

(lv) Fixation of Maximum Prices: In order to have a control over the prices of Notes

essential commodities the government usually deterniines the maximum pnce

in prices..

Measures Introduced for Enforcing Agricultural Price Policy

Thus the agricultural price policy which was introduced just after independence made a
compromise with the situation and followed a variable poticy of progres‘sive decontrol
in 1947 and then a partial control in 1955. Then m 1959, the government introduced .
the state tradmg in food g;rams particularly in rice and when

\
|
[
of agricultural products so as to pfotect the general people from exorbitant rise
After that in 1964, the govemnment introduced food zones for immsing restriction
on the movement of food grains from one zone to another-in_order to enforce stability
in agricultural prices. ' | - ) ‘ '
In 1965, the Agficultural Price Commission was set up which announced the
minimum. support prices and procurement pric.es in the successive years in order to
guarantee minimum prices to the producers and for building up buffer stocks to maintain
the public distribution system. .

The minimum support price for wheat which was fixed at ¥ 37.50 per quintal in
1964-65 graduaily raised to ¥ 50 per quintal in 1965-66 and then to ¥ 350 per quintal
in 1993-94. The procurement price for paddy per quintal was also‘_gradually raised from
77 in 1977- 78 10 T 230 ih«199l-92.-

The procurement price for coarse grains was also raised from Y 48.29 per quintalin
1965-66 to ¥ 205 in 1991-92. While fixing these procurement prices, the large farmers’
lobby has played an important role in its decision making. Again-in order to meet the
minimum needs. of the weaker sections of the society, the rationing system through- ’ t
public distribution system was intn;oduced in India and accordingly the total number of
fair price shops has also increased from 2.39 lakh in 1979 to 3.54 lakh in 1980. This
public distribution system has been handling about 19 million tonnes of food grains.

. NAFED is also an important agency which appoints state agencies for undertaking.
Price Support Scheme (PSS) operations. The loéses, if any, incurred by central agencies on
undertaking PSS operations are reimbursed up to 15 per cent by the Central Government.
Apaft from this, government also provides working capital to the central agencies for-
undertaking PSS operations. '
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I_vioreover, the government aiso ignpleineﬁis- Market. Intervention’ Sc_heme !MIS)-

for horticultural_and agricultural commodities, especially perishable in nature and not

covered under the PSS which helps the farmer to get remunerative prices for their

-produce. The MIS is contingent on the basis of specific request of a State or Union

Temtory (UT) government which is just ready to bear 50 per cent (25 per cent in respect

of north-eastern states), if any, incurred on.its 1mplementat10n

However, the loss in such case is restricted up to 25 per cent of total procurement
value, However the proﬁt eamed, if any in 1mplementmg the MIS is retained by the

procuring agencws

Moreover, in order to ensure a minimum remunerative price to the farmers some

| other steps were also followed by the government which included state trading, building

up of buffer stocks, nationalisation of wholesale trade in wheat and rice, procurement

| from wholesalers, import of foodgrains etc.

4.9 Evaluation of Agricultural Price Policy

The agricultural price policy in India has succeeded in estab_l}shing certainty and
confidence in respect of the prices 'of agricultural commodities through the fixation
of minimum support prices by Agricultural Prices Commlssmn (later on renamed as
Commission for Agricultural Costs and Prices).

But due to,the variations in the degree of enforcement of procurement in different

hyears, some degree of uncertainty and instability in" prices were experienced by the .

Indian farmers. Again raising the minimum- support prices and procurement prices
offered incentive to the producers to increase their production but these benefits were
mostly.restricted to large farmers. Moreover, the public distribution systém in'India is

also subjected to various limitations such as its restricted opetation in wheat and rice

- only, insufficient coverage of rural areas, inadequate coverage of the people lying below

the poverty line and it’s too much expensiveness due to lack of targeting. -

As argued by several economists, continuous increase in the procurement prices
has resulted a spurt to inflationary pressures in the economy. This increase in the price of
food grains has also resulted in huge;hardéhipé to the rural poor consisting of marginal
farmers and landless labourers who constitute the bulk of rural population.

Moreover, the fixing of uniform purchése price for the country on the basis of*
cost of production of huge cost states by the Commission for Agﬁcu_l_tural Costs and
Prices has benefitted the developed states having low average. cost of production such
as Punjab, Haryana etc. Thus, the pollcy had a bias in favour of the rlch states at the”

cost of consumiers in general. -+ -
\
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Important effects of Agricultural Price Policy are as follows: . .

-

‘(i) Incentive to lncreasef‘i’roducﬁon: Agricultural price policy hasbeen providing -
necessary incentive to the farmers for raising their agricultural output through .thqs
“modernisation of the sector The minimum support price should be determined ‘ h
effecnvely by the government ‘which will safeguard the interest of the farmers.
Accordingly, minimun'l's'uppori price of food"gpéihs fixed by the government
increased from ¥ 388.26 per quintal in 2003-04 to ¥ 429.27 in 2007-08 dnd
then to T 829.94°(at average) in 2012-13

@b Increase in the Level of Income of Farmers: The agrlcultural price policy has

nowded necessary benefit to the farmiérs by providitig necessary encouragement |-
and incéntives-to raise their output and also by supporting its prices. All these
have fesulted in an‘increase in thé level of income of farmers as well as their
living standards. Pt

~ (iii) Change in Cropping Pattern: The agricultural price pohcy has resulted ina

ponsuierable change in cropping pattern of Indian agriculture. The production

“of wheat and rice‘has increased consnderably through the adoption of modem

techniques by gettmg necessary support from the Governments. But the

; productlon of pulses and oilseeds could not achieve any, cons:derable change
' m_ the absence of such price support.

(iv): Benefit to Consumers: The policy has also resulted in considerable benefit to
the consumers by supplyixlg the essential a'griculmrg_l commodities at reasonable
price regularly.

(v) Benefit to Industries: The agricultural price pollcy has also_benefitted the
agro industries of the country, like sugar, cotton textile, vegetable oil etc. By
stabilising the prices f)f agricultural cominodities, the policy has made provision

A"

“for adequate quantity of raw matfrial_s for the agro industries of the country at

-reasonable pnces .

% (v} Price StaBility The agncultural pnce policy has stablllsed the pnces of
: agricultural products to a large-extent. It has become successful to contain the
undue fluctuation of prices of agricultural products. This has created a favourable

ae

impact on both the consumers and producers of the country.

.4.11 -Suggestions for Rationalisation of Agriculture Price Policy

Following are some of important sﬁggestions which can be advanced for the Tationalisation

of agricultural price policy of the country:
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(i)

(i)

{iv)

V)

vi)

(vii)

Establishment of Some More Agencies: Apart from Food Corporatlon of
India, some more agencnes should be set up for ensunng rational prices of
other agricultural products and also for procuring other agricultural products.

In the meantime, the government has already set.up Cotton Corporation and

Jute Corporation, which needs’to be further sirengthened. Moreover, the
government should set up a separate agency for providing necessary minimum
price support to perishable commodities like potato and other \-regetables, fruit,
efc., -considering its growing potential market both for internal co:isumption
and exp&rts. The operational efficiency of existing agencies like FCI should
be improved. ’ ) . -
Extension of the Price Policy: The agricultural price policy should be extended
to cover more commodities over, and above the 15 commodities covered
at present. The commodities.like pulses, potato, onion and other important

végétables and fruits may also be covered. _
Rationalisation of Price Fixation: The prices of agricultural commodities
should be ﬁ.xed in the most rational manner so that it could cover the e;nire
costs of production. While fixing the prices, the increasing cost of agricultural .
input should be taken into consideration. v

Protection of Consumers: The agricultural prices should be so determined
that it can also ;'Jrotect the interest of the general consumers.

Moderaisation: The agricultural price policy should be ﬁ"a!lned in such a manner
5o that 'it'dz{n_inc.:lu;:e the farmers to'go fsr modernisation of their agricultural
practices.

l:ilprovement in Agricultural Marketing: + In order to' ensure the success of
the agncultural price pollcy, the improvement of the agrlcultural marketing
‘system is very important. The- farmers should be set frée from the clutches of

‘I.rmddlemen and all intermediaries. - 3

lmprovement of PDS: The publlc distribution system should be improved
SO as to ensure a success in the operation of agricultural price policy. The

-opetation of fair price shops should be streamlined and be made more efficient

and transparent.

4.12

‘New Agll'icultur_lal Pohﬁcy

. e L.
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1.

Facilities for All-Round Development:™In order toaccelerate the pace of
development, the new agricultural p{}licy"'has’ set an objective to augment
facilities for processing, marketing, storage, irrigation, along with development
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- of hortipulfure,ﬁsherios,' biomass, livestock, sericulture etc. for all round [Indian Agriculture &
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.. development of agricultural sector. . i} Economy i
2. Infrastructural Development: The new policy favoured to make the provision )
- , ., forinfrastructural development relaied to agriculture and thereby to infuse new Notes
v dynamnsm through 1ncreased volume of.public mvestment . v .

3: Revising and Strengthemng Co-Operatives: The pohcy also aims at reviving
and strengthening Co-operatives and local qormnumtles for the development |-
ot: agriculture. .

4. Involvement of NGds: The po{icy. also aims at involving the nongovernment
organisations on-a large scale;for the development of agricultural sector.

s. Encauragomént: The policy aims at providing necessarx support, encouragement

. and thrust on farming activities so that rural people accept it as a ’hoble and

viable occupation.. 'r

Features of New Agricultural Policy:- S

A
The in{borta'nt measures or features of new agricultural policy are summarized as under:
(l)‘r Raising Capital'Formotion: The new policy has undertaken a strategy to raise
the fate of capital formétion in agricultural sector as the same is maintaining a
decreasing frend from 18.7 per cent of total gross ¢apital formanon in 1978-79

-

to only 9.5 per cent in 1993- 94, ¥

As the invisible fesources aré being diverted from agriculture to industry

and sectors, the new policy, thus introduces measures to recanalize available

resources for productive investment in the sector. The policy will focus to create
" a better investment climate for the farmers by introducing a favourable price

and trade regime. - -

ke e 3

(ii) Enhancmg Public Investment‘ In orderto raise.the volume of publlc
investment, new agricultural policy will take steps to create public investment "
for building supportive infrastructure for agriculture. Conservation of water
“and use of alternative and renewable sources of enefgy for irfigation and

" other agriculturdl Works have also been’encouraged. Stch’énhancement of
infrastructural investment will reduce the regional imbalances and generates
'~ more value added exportable surpluses~ !

(iii) Ralsmg the Flow of Credit: The pohcy will make an attempt to enhance the
flow of credit to thie agricultural sector. In this connéction; the Co-operative

credit societies were engaged-for such purpose.

Eh
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(iv) Improving Agricultural Marketing: An attempt will be made to im;;rove
the mai‘keting arrangement of agricultural produce through agro- processing,

marketing and storage.
(v} Ensuring Remunerative Prices: The new-pdiicy has entrusted the Government
to urgdeﬁake responsibilitjr for ensuririg remunerative prices of agricultural ¢
produce to the farming commimity by adopting necessary price support policy.

{vi) Raising Agro-Export: The new policy has made an attempt forJhamessing the
comparéti\{e natural advantage in agricultural export of the couritry. The policy
has laiid special thrust on the exports of fruits, vegétabiés, flowers, poultry and
livestock products so as to raise the share-of agricultural’ exports. : _

(vii) Land Reforms: he new policy will make efforts to take land reform measures

" for the interest of small and marginal farmers-and raise agricultural output.
kviii) Development of Land: The policy has made at attempt to develop land
permanently for cultivation to meet the éro'wing needs of population,'In order
to develop rainfed arcas of the country watershed management scheme has been
given much importance so as to bring integrated deve]o?ment of the l;nd.

(i;) Treating Agriculture at Par wit!: I‘ndl_l:'i_fl_'y_: The ste;;s.for creating a positive -
trade and investment .clim'ate for agriculture and also to treat agriculture at par |
with ind;.lstry for the purpose will bé taken. o '

{x) Crop Insurance Scheme: Considering the problems of crop failure and high.
risk of instability in production, the pc-licj.r stressed for redesigning the c}op and
liw';-r‘esto’ck insurance schemes in a comprehensive manner so that the farmers

can recover their losses arising out of natural disasters, -

-

4.13 Recent Developments ir_lﬂA_gripultm;gl Policy

L ]

n

- = 2=

-.The contribution of agricul_t_u_rg .to the country’s Gro_ss__‘Vé.lue Added (GVA)-at basic

prices (2011-12 prices) is only 14% while nearly 47% of its population is engaged in
the agriculture sector. _ _

_ Contrast this with non-agriculture which: contributes 86% to GVA with 53%
workforce. Implicit in this is Agri-labour productivity is just 19% compared to that of
non- agriculture.which gets reflected in low levels of farm income compared to non-farm.
incomes. Though the country has moved from ignport—deggndencel_tg self-sufficiency and
to a food ep’gporiing country, there has been no-concomitant and equally commensurate
impact on farmer’s incomes.. There is,.therefore, a need to reorient Agri-policy to

transform farmers’ lives. -

.
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_Thie Union Government and the state governments together should adopt a seven- '

pronged strategy to enable farmers to ‘boax;fd the aeroplane’. Amid the coronawrus
lockdown across the country that brought economic activity to a near halt .the Modi
- government is expecting thz_;t agrlculture sector could be a silver liing for the Indian

economy as it is estimated to grow at a rate of-3 per cent for the year 2020-21, according

to NITI Aayog.

The three bills that were passed are the Farmers’ Produce Tradc and Commerce

{Promotion and Facilitation) Bill, Farmers (Empowerment and Protection) Agreement on-

Price Assurance and Farm Services Bill and Essential Commodities (Amendment) Bill.

The government said. that the bills would transform the agriculture sector. It
would also raise the farmers’ income, the Centre said. Furthqf, the government had

-also p'rornised""to double farmers’ income by 2022 and the Centre said that the Bills

will-make the farmer independent of government-controlied markets and _fetch them a
better price for their produce: '

The Bills propose to create a system in which-the farmers }_\nd traders can sell

their purchase outside the Mandis. Further, it also encourages intra-state trade and this. |

proposes to.reduce the cost of transportation.

Further, the Bill formulates a framework on the agreements that enable farmers to

engage with agri-business companies, retailers, exporters for service and sale of products _

while giving the farmer access to modern technology.

It also providés benefits for the small and marginal farmers with less than five

hectares of land. The Bill also will remove items such as cereals and pulses from the

. . .y : b
list of essential commodities and attract FDL o

. To create an ecosystem where farmers and traders enjoy.the freedom to sell and
purchase farm produce outside rcglstered ‘mandis’ under state APMCs.

¢ To promote barrier-free inter-state ‘and intra-state trade of farmers’
* produce

*

¢ To reduce marketing/transportation costs and help farmers in getting better. |,

prices

& To provide a facilitative framework for electronic trading.

e Farmers can enter into a contract with agribusiness firms, processors,

wholesalers, exf:orters or large retailers for.the sale of future farming produce |
: :

at a pre-agreed price.

. Margmal and small farmers, with land less than five hectares, to gain via

aggregation and contract (Marginal and small farmers account for 86% of total |

farmers in Indla)

Indian Agriculture &
Economy
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e ‘To trasfer the risk of market unpredictability from farmers to sponsors *

o To enable farmers to access modern tech and g’et better irlputs

»_ To reduce the cost of marketing and boost f?rmer ’s income.

o Farmers can engage in direct marketing by eliminating inf;ennediaries for full

price realisation, .

It aims at opening up agricultural sale and marketing outside the notified Agricultural,
Produce Market Committee or APMC mandis for farmers. It removes barriers to inter-
State trade and provides a framework for electronic trading of agricultural produce. It
also prohibits state governments from collgcting the market fee, cess or levy for trade
outside the APMC markets. §

This Bill relates to contract farming, providing a framework on trade agreements
for the sale and purchase of farm produce.

Further, the Bill formulates a framework on the agreements that enable farmers to
engage with agri-businéss companies, retailers, exporters for service and sale of products

while giving the farmer access to modern technology. : 1

It also provides benefits for the small and marginal farmers with less than five
hectares of land. The Bill also will remove items such as cereals and pulses from the list
of essential commeodities and attraét FDI. The Centre had promised tO'double.farmers’.
income by 2022. It says the Bills will make farmers independent of government-controlled
markets and fetch them a better price for their produce. ,

4.14 NABARD

Origin of National Bank for Agricultural and Rural Development (NABARD):

The Agricultural Refinance and Development Corporation (ARDC) which was created.
to take care of f direct financinig and délivery of rural credit against the massive credit
demand for rural development could not achieve the desired-results. As a result many

committees and commissions were constituted like, 1 &

e Banking commission in 1972

e National Commission on Agriculture (NCA) in 1976 .
*. e Committee to Review Arrangements for Institutional Credit in Agricultural an(li
" Rural Development (CRAFICARD) in 1979, ) ’
-This CRAFICARD, under the chairmanship of Sri. B. Sivaraman, a former member
of planning commission recommended the setting up of a national level institution called
NABARb for proqfding all types of production and investment credit for agriculture

L

LY

and rural.development.
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As a result of CRAFICARD’S recommendations NABARD came into existence
on July 12th, 1982. The then existiﬁg national level institutions sucfh as Agricultural
Reﬁnance and Developmem Corporanon (ARDC), Agricultural Credit Department
(ACD) and Rural Planning and Credit Cell (RPCC) of RBI were merged with NABARD
‘with a share capital of ¥500 crore equally contributed by ‘Government of India and RBI.
NABARD éperates through its head office at Mumbai and 17 regional offices one each -
in major states, 10 suboffices in smaller states / U.Ts and 213 district offices.

‘Board of Management

Central Government in consultation with RBI appoints all the directors in the “Board
of Management “a;long' with the chairman and the managing director (MD). The M.D.
is the chief executive officer (C.E.Q) of NABARD m;d he is primarily‘ responsible
for the various operations of-the bank. Apart from M.D and Chaimnan, the Board of,
Management consists of 13 other directors and these directors will act as “Advisory
council” of NABARD. . £

Of the 13 directors of Advisory council «

2 are experts in rural economics and rural development.

o 3 are representatives of co-operatives

e Jare repré;entatives of commercial banks

o 3 are the officials of Government of India . v

e 2 officials belong to State Governments

Sources of funds:
Authorized share capital of NABARD is Rs. 500 crore equaily contributed by Government
of India and RBI and Issued and paid up capital of Rs. 100 crore.

Other sources are:

‘s* Borrowings from Government of India (GOI) and-any institution approved

by.GOI N
o Borrowings from RBI
e Deposits from state governments and local authorities

o Gifts and grants received.

Objectives of NABARD:

® Asanapex reﬁnancing institution, NABARD survey and estimates all types of
credit needed for the farm sector and rural development

e Taking responsibility of promoting and mtegratmg rural development activities

Indian Agriculture &
Economy
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With the apptoval of Government of India, NABARD also provides direct
credit to any institution or organization or an individual.

Maintai;i;g close links with RBI for guidance and assistance in ﬁnaﬁci?l _
mane}s.

Acting as an effective catalytic agent for rural | development i.e., in fd_rmulatihg
appropnate rural development plans and pohcles |

Functions of NABARD ’ : :
The functions of NABARD are broadiy categorized as: ,
(a) Credit activities (b) Development zictivities, and (c) Regulatory a.ctiviti.e's

‘Credit activities: ' -
NABARD prepares for each district a potentml linked credit plan annually and

this forms the basis for district credit plan

It participates in finalization of annual action'plen at block, district and state
level. > .

It monitors the implementation of credit plans. | .

It frames the terms and conditions to be.followed.by credit institutions in

financing rural farm and non: farm sectors.

It provides refinance facilities. « . o A
Refinance is of two types: Short-term réﬁ'nane_e-is extended for agricultural
production operations and marketing of crops by farmers and. farmers’

cooperatives and produ'clion' and marketing activities of. vilfage and cottage

‘industries. The eligible iﬂstiiutiéns'fdr short term refinance afe state cooperative

banks (SCBs), regional rural banks commercial banks and other banks approved

-

by RBI. The time period is 12 months.

Medium term and long-term refinance are extended for-investmentS'in.
agriculture and allied activities such as minor irrigation, farm mechanization,
dairy, horticulture and for investment activities of rural artisans, small scale
industries (SSI) etc. The period is.up to a maximuny of 15 years.. The eligible
institutions are land development banks (LDBs). The extent of refinance under
various schemes is

hnd +

Pilot rainfed farming projects (100%)

Wasteland development scheme of individuals (100%)

‘Non-farm sector ‘schémes (out51de the pumew of IRDP) 100%

'l

Agro- processmg units (?5%)




«* Bio:gas scheme (75%) ; Indian Agriculture &
o Al othef scheines including IRDP (70%) Economy

¢ Farm mechanization (50%) :
e Rural Electrification Corporation (50%). ™ . - Notes

e Apart from refinance, NABARD also provides direct finance to state

governments, state sponsored corporations.

. NABARD will monitor its assisted projects.-fin order to ensure their proper |

implementation. It also quertake; consultancy work for projects even thé:ugl_) _

they are not refinanced by NABARD. ‘ |

(b) Development activities: For the productive use of credit the following
developmental activities are under taken by- NABARD

s Institutional development: Provndlng financial assnstance for establiskiment and.
development of institutional ﬁnancnal agencies.

» Researchand Development Fund Prowdmg funds for research anddevelopment

' eﬂ'grts of institutional financial agenc:ies.

. Ag_riculfural and Rural Enterprises Incubation Fund (AREIF): For pioviding .
assistance while inception of new enterprises.

e Rural Promotion Corpus Fund (RPCF): Itis meant to provide financial assistance
for trammg — cum productlon centers, rural entrepreneurshlp development
programmes, and technical momtonng and evaluation centers

o Credit and Financial Services Fund (CFSF): It aims at providing assistance
fet innovations in rural banking and credit system, I.supports institutions for
research activities, surveys, meets etc. ‘

e Linking SHGs to credit institutions: During the year 1992, NABARD started
the pilot project of linking SHGs to credit institutiéns. Under this, it provides '

L

100 per cent refinance to banks for loans extended to SHGs.

(c) Regulatory activities - ‘

As an apex development bank, NABARD shares with RBI, some of the regulatory and
supewieory functions in respect of cooperative banke and regional rural banks (RRBs).

e Under Banklng regulation act 1949 NABARD undertakes the inspection of
RRBs and coqperatwe banks (other than PACs)

They are:

.: ‘e Any RRB or cooperative bank seeking permission of RBI, for bpenir;g branches
-needs recommendation of NABARD. . -
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NABARD for extending assitance to units outside the cooperative sector and

non-credit cooperatives for certain purposes beyond the cut-off limit.

Notes 4.15 Activities and services Undeitaken by NABARD to Perform

Va_rioils Functions .

NABARD undértakes following Activities to discharge Credit Functions. NABARD
formulates the guideliries for the functioning of th financial inistitutions in rural India.
It issues cre&it facilities to these financial ih'stitutions- Supervises the flow of rural credit
at the ground level, It devnses annual credit plans for several districts if order to identify

L

credit potential. ot >

Activities to discharge Developmental Functions
¢ It assists the rural credit institutions like RRBs and cooperative banks to
formulate development actions schemes for themselves.

o To better the aﬂ“aus of the Regional Rural Banks, NABARD assists them in
signing Memorandums of Understanding with the Govemments and cooperative
banks.

e NABARD also keeps a check to ensure that development action plans of banks

-

are being implemented properly.

e Italso extends its support financially to aid the traininginstitutes of commercial
 banks, RRBs and cooperative banks.
e For %’e improvisation of the manag'ement information system, development'
of human resource and to computerize the opérations of cooperative banks,

NABARD extends its financial support
Fa s .:' - -

Activities to discharge Supervzsory Functlons

e As per the provisions of Banking Regulation Act, 1949, NABARD inspects
~ RRBs and Cooperative Banks.

o It volunteers to carry out inspections of the non- credit cooperative societies
and the State Cooperative Agriculture and Rural Devélopment Banks
(SCARDBS:). '

> o It gives its recommendations and suggestions to the Reserve Bank with regards

to' licensing of Cooperative Banks and setting up of new branchés of RBBs and

State Coopérative Banks.

" 2

o Apirt from off-site surveillance, it imdertakes portfolio inspections of RBBs
and Cooperative Banks. e .

170 ‘Self Learning Material




Summing Up & *
In a nutshell, NABARD for fulfilling its role as a facilitator of rural prosperity and is
entrusted with the refinancing of credit institutions _in:rural areas, stimulating institutional
development and evaluation and inspection of customer banks. .

NABARD introduced a novel dizect lending facility uader ‘Umbrella Prograrame for
Natura! Resource Managément’ in 2007-2008. This Programme offers loans at reasonable

rates of interest to provide financial aid for natural resource management projects.

Already loan amount of about Rs 1000 crore has been granted to 35 projects. Some of
the projects that have been sanctioned are: (i) Collection of Honey in Maharashtra by the

tribal community (ii) Tussah value chain by a women producer company.(‘MASUTA")

(iii) ecotourism in Karnataka etc. . ,

“With' regards to rural developments, the co’ntributi(;;l of NABARD has been
exceptional." NABARD, having been set up as the apex Development Bank mandating
the facilitation of credit flow by the Government of India for improving and promoting
agriculture and other village industries, sanctioned agriculﬁnral credit flow of T 1,57,480
crore in 2005-2006. It is expected that the GDP will grow at 8.4%. The Indian economy
in its entirety is ready for stronger and faster growth in the coming years. NABARD's
role in the overall development of India in general and rural and ag_n'culturzil in particular

is very vital.

4.16 _Industrialisation

Industrialization is a process by which the main national income is shifting (rom
-agriculture sector to industrial sector. = -
o Industrialization can bring economic developments to any country
provided.
"« Proven Technologies either de\;eloped internally or outsourced from foreign
countries are deployed to ensure best manufacturing efficiencies.
. Qliality Management systems to ensure quality & on time delivery aspects of
manufactured goods.

o Meeting customer needs & keeping them satisfied.

¢ _Robust fund management systems so that cash flow requirements & needed

finance to run the industry is taken care. " '

-

e Complying with all Statutory requirements so that sustainability of the industry. |.

is ensured.
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4.17 Guiding Factors for Rapid Industrialisation

Rapid Industrialization is required to make India self-suﬁilcient and: self-reliable: for
fulfilling all her needs and requirements. As India is predominantly an Agricultural
country, about two thirds of the population i$ dependent on Agriculture. Since Agriculture
ca:nnot support the’growing population, industries need to be established to solve the
problem of unempioyment

4

Industries give support to Agnculture For example: Agricultural. :mplements are
manufactured by various Industries. Rapid Industrialization is requlrcd to keep pace
with the technological advancements which have been made in the world.

Now let us reviéw, the various Guiding Factors for R'ap_it'l Industrialization

Labour Productivity: Productivity is hlgh from industrial labour front dueto
(a) Sophisticated Supporting Equipmenf that enable faster production rate & at the
same time eliminating monotonous activity. ‘ ’
(b} Improved working conditions & better pay structure that boosts the morale. of
working men. _
* *(¢) Better training facilities & standard operating procedures that ehmmate product-,
quality failures. -
(d) Assured market outlets that ensures continuous production without any
interruption. '

(¢) Increased focus on health & safe workmg condmons of working manpower

Employment Generation: With increased productmty & bettér product turnout
mote material will be available in the market. Mdre-ancillary- -industries will crop up to
support big industries which in turn need additional manpower which are,‘ to be drawn.
out from villages & urban areas. With more employment & more money i.n':cirqulat_ihon
Economy of the country will increase. )

Resource Mobilization: Mobilization of Resourcos needed for an.[ndusujy is easier
than in agricultural sector. There is no organized set up for funding agncultural needs-
Finance can'be organized only. through Banks. In case of Iindus‘lries various financial

institutions are available for meeting the fund requirements?-

Thus by providing adequate funding resources Industrialization'can be Speeéled

- up thereby paving way for rapid economic development.

R

418 Hindering Factors of Rapid Industrialisation - .

‘There are: various Factors that hinder the process of Industrlahzatlon in-a developmg

Economy as given below:

172 Self Learning Material




4
Economic Factors: . S o “Indian Agriculture &
(@) Scarcity of capital. is t‘he._mOS't‘p%redominant problem in devéloping countries Economy
~ due to poor niational economy . &GDP. This adversely affects industrialization.
" (b) Infrastructure facilities like Road conneitivity, communication facility Notes
s &Logistics which-are essential for Industrial development will be, generally
- médequ;lte. ) . . "
‘ {c) Availability of quality raw materials & their continued availability at an
affordable cost 1sahmdrance - '
{(d) Absence of small mdustnes that can Utilise by:- products from core, industries
s is another obstacle. ,
(e) Pollution abatement facilities which are generally expensive cannot be aﬂ‘orded
by all industries.. . ‘ v ;
(f) Lackof ﬁnanc1al Support from Banks & Financial institutiors to meet working .
capital requirements. ) .
(g)_' Adjusting to various type of Market variations. ’ Ny
(h) Non - Availability of indigenous Techﬁology to-address produiction quantity&
” qualit)'a related issues. - ¥
(i) Inadequate Training facility to develop the skill levels of working labour for
I the type ;)f end product-requirements.” - >
. (j) Intense competition on the market front resulting in poor pi'oﬁ‘t" margins.
* (&) Inordinate delays from various consumers in makir_lg paymerits for the goods
* received from Manufacturers. S
Administrative Factors ' _ ‘ W
- * 1. Administrative ineﬂic.iencies_& mismanagemept_'which are. predominant, in
o Public sector undertakings lead to recurring losses. : __
2. Frequent changes in foreign exchange rates; customs& Excise aswell as tax
policies, Variations in GST rates discourage industrialists as well as prospective
investors to make investments in new industries. ™
3. Improper & unrealistic labour legistation which gives undue-protection to
tabour force but fails to ensure productivity from'thiem. The industry owners I'
are in trouble to-get the ;required-outpit fro_n; labour force. o '
International Factors - .
(a) Competition from foreign coumﬁ‘es whc; have low energy & labour C(;gts and
| availabilily o1 raw materéals in plenty.
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Indian Economy (b) Imposition of custom barriers by developed countries.
- (c) Imposition of anti -dumping duties & al;norma] import duties to discourage
imports. ,

Notes "Socio-Demographic Factors
Regarding social factor the social attitudes in developing economies hinder the production
growth by influencing the supply of various productive factors like labour, capital &
industrial expertise. .

The fast rising population is a major hindrance on the demographlc front

A ¥

Industrial Development in India
The pattern of Industrial growth in India in the last six decades can be reviewed as
under Between 1965-66: : !
- The Early Growth phase ; During this period also termed ds ‘Industrial Growth
~with Regulation’ there was appreciable Industrial growth in the first two decades & that
too under second and third plan. This is due to the following reasons |
 (a) Importance given to Industrialization in Economic policias followed by pursuit
of Industrial growth in Industrial policy and planning. _ ’
(b} the investments made especially in public sector undertakings both in
infrastructure development & capacity augmentation.
(¢} Spurt in demands for a variety of products. from middle- and lower-income
groups. '
(d) Capital needed for industrialisation met from internal resources as well as
investments from foreign countries. . 5

Slow down phase-1970 s: Industrial growth slumped after third plan Ieadmg to
stagnation. Ignoring basic and capital goods industries the focus was on ‘manmade
fibres, beverages, perfumes & cosmetics resulting in drop in per capita income as well
as -plunging more people below poverty line,

‘Four major reasons for the slow growth;
(a) Slowdown in public investment especially-on the infrastructure development.
(b) Slow growth in agriculture sector resulting in lower incomes & reduction in
buyiné power in buying needed goods. f '
{c) Poor management in infrastructure sectors resulting in stagnation in growth.
(d) Failure in having'good industrial policy framework.in place.

Revival period in 1980s: Industrial growth rate started moving up from the
stagnation stage from 1980s. Major contributing factors for this'upswing in indu;;r_ial
progress is due to°
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* - (a)' Liberal fiscal regime triggered in-1980 gained momentum by 1985 resulting  Indian Agriculture &

in rapid investment in Industrial sector. i Economy
(b)Y Apart from public investment, private sector played a key role in'boosting up
industrial investments.- "~ Notes

(c) Tmport of capital goods which shot up in 19805 which paved the way for flow
of huge’ mvestments

{d) Better perfonnance from infrastructure development sectors.

Recessmn durmg 1991-94: Starting from 1991 -92 and sailing through 1992-93
~there was recession which got extended till 1993-94, o

-

‘Revival followed by Recession in 1994-2002: The Recession during 1991-94
was for a short duration only in view of counter measures taken by government on the
Macro Economic front.~ .

The revival ¢an be attributed to the following factors:
(a) Incfeased Govt. Expenditure &-Public investmenf: The govt. expenditure on
[infrastructure development provided astimulus t__o_tiié?ilgdﬁ]suial’ growth.
* (b) Cutsin Excise & custom duty'as well as tax holidays provided by various state

‘governments. - = ¥ * . -

(‘5)‘ Better performance from Agriculwre sector followed by improved Exports.

+ ]

(d) lnt;reased loan facilities from Banks & financial institutions.
(e} Extensioh of MODVAT to capital goods. -
Subsequent Slowdowns: Due to Supply and Demand constraints the Industrial
growth rate slumped starting from* 1996 & continued till 2002; but for a temporary
short-lived recovery in 1999-2000.

* " Dermand. Constraints: This arose in the form of low investment demand & low
consumér demand.” * g
[ - h!

Supply Constraints:
(2) The Asian crisis of 1997-98, the economic sanctions of 1998-99, the rebound
.of intemationaL oil prices during 1999-2001& the American fight back against
terrorism had a cascading detrimental effect on industrial Growth.

FIE1l 1

(b} -Slow progress in infrastructure development & certain regulatory frame work.
(¢) Pricing policy in Agricultural inputs and outputs which were not received well |
further dampened the performance of Agriculture sector. ' .

"Revival followed by SgrongiGrthh: Starting ffc;m 2002-03 féllowed-by 2003-04
the revival process got initiated. The manufacturing sector grew by 9.1% &12.5% during
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Indian Ecoromy 200607 & 2007-08. This growth in spite of various prevailed restrictive labour laws,
. red tapism & infrastructure shortcomings. ' '
Slowdown during 2008-13: Followed by recession inUS & most of Europe, Indian
Notes Economy also got affected during this period.
T'he ma_lor contnbutmg Factors:
(a) ,Drast:c reduction in consumptnon inUS & rest of Europe had ahuge detnmental
) effect on exports.
.*(b) Intense trading by low-cost players m the 1ntemat10nal market made export-
oriented production unvnable _ ’
“(¢) International mvestments came to a standstill as global capital flows got dried
-up. - P ' *
Short Revival during 2013-15: The Industnal growth in terms of Industnal '
production shows a positive growth of 5% agamst 3.4% the prcvmus year.

4.19 Small‘Scale‘Indu,stries_

Small Scale industi;_ies, as the name suggests are the industries wherein the production
process is undertaken at'a small or say micro level. It is often set up by private individuals,
usually with the help and support of their family members and hiring local workers who
understand the work. It uses simple machinery, tools and equipment.

These are small enterprises which are known for the manufacturing of the products

usmg light machmery, and less manpower, however, it depends on the production scale.

-

These industries play a crucial role in mral 1ndustr1al1zat:on as well as in prov:dmg
subsidiary employment to rural people.

is aim is to create émployment for local residents while using less capital. It
‘ hell;s in eradicating backwardness from rural areas, which results i%‘ decreasing regional
imbalances, as it raises the income level and improves the standard of living,

Moreover, it mobilizes as well as uses the hidden:and untapped resources of the -
coun_t‘xy. In addition to this, it e;;coufages ind}genization. |

Examples of Small Scale Industry

Bakery, Cashew processing, Bread prpduétion, Biscuit making, Incense sticks making,
~Coconut oil manufacturing, Candle making, Cotton buds making, Custard powder

production, Envelope making, Eraser making, Fruit bar making; Ice cream making, Jam
+ | jelly making, Leather bag making, Microbrewery, Paper cup making, Palm oil processing,

| Pickles making; Slipper manufacturing, Soap manufacturing, Wbodworking, -efe.
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Problems of Smail Scale Industries

Problem of Finance: The most important problem faced by these industries is that of
finance, The financial position of SSIs is & part of the wider. problem of capital scarcity
in the economy as a whole: The credit worthiness of small borrowers is generally weak.
and hence they face reluctant creditors who may be induced to lend only.at higher rates
of interest.

The problem is serious particularly in the couﬁt:ryside, where till recently, no serious

effort had been made to provide institutional finance to meet the needs of small business. |

Of late there has been some improvemenht for providing financial assistance to SSIs. A
rough estimate indicates that in the small scale sector about 15% manage their affairs
with their own. funds; about 35% of the units would be functioning on funds borrowed
from pnvate sources, such as, friends, relatives. The remammg 50 p.c. units depend on
funds from institutional credlt agencies. -5

Institutional funds have a number of limitations. Not only th; funds are inadequate
in relation to demand, the entrepreneurs are required to %_umish detailed information
abouit so many things which most entrepreneurs could not do. Moreover the multiplicity
of investigating. agencies’ in- ascertammg the eligibility of the apphcant causes not only

unnecessary delay but also harassment to the entrépreneur.
e .f

Problem of Raw Material "

The second major difficulty relates to the availability of raw materials to the SSIs.
The raw material which is available is neither adeguate in quantity nor of high quality.
Scarcity of raw materials means a waste of productive capacity for the economy and a

loss for the unit.
The_problern has taken the shape of:
(i) An.absolute scarcity,

(i) Poor quality of materials and
Gii) Highcost.

A scarcity of metal, chemicals and extractive raw materials is a general problem

faced by the economy. Owing to scarcity, competition has increased and those small

units competing with the large-scale producers suffer severeiy.

Small units can not engage special officers with the various Govt. agericies and

they could not get adequate supplies and often have to make purchase in the open market

~ . .
at very high prices. This increr=z their cost of production-and thus puts'them in an

adverse position vis-a-vis-large units.
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Indian Economy Problem of Power

Problem of power shortage has become so widespread that for the last few years it has
been one of the serious problems of the economy. The impact of power shortage has

“Notes. become fatal on small producers, large industries somehow manage to escape.

There are two aspects of this problem; one, power supply is not alivays available to

the small industry and wherever it is available it is rationed"out,_limited to a few hours
in a day. Secondly, large industries can m'ake; alternative arrangements, like installing

* own power plants which the small units cannot _bpcaﬁse of heavy Tosts involved. A small

unit has to manage as best as it can within the available means.

"Problem of Marketing .
The small busifiess faces the'problem 'of marketing his products. For want of adequate

cooperative and other facilities for selling, small businesses are forced to sell their
products in the local market. The inability to attract customers from distant markets

compels them to restrict their scale of operation and forgo economies of scale.

Since the small busmessman sells his produce in- the local market, he often gets
‘unremunerative prices for his goods and even when he is free to sell in the district
market, he does not get the right price due to his weak bargaining power. He has not’
enough finance to tide over the period between production and sale.

Ancillary industries have their own problems like: .
(i) Delayed payments by parent units, (ii) Inadequacy of technological support and
the supply of critical raw materials by parent units; ;(iii) Frequent changes in fiscal levies

an (iv) Absence of a well-defined pricing system and regulatory agency.

Problem of Unused Capacity

1A problem that has become serious in recent times'is that of the undérutilization of the
capacity of this sector. The magnitude of unused capacity ranges from 45% to 70%.
There are huge numbers’of sick units in this sector. Estimates about sick units iri this
sector may vary, but there is a general agreement that the problem has assumed serious
proportions. |

Technological Problem ) - : ‘

The methods and tecliniques of production of small producers are old and of inferior
‘nature. Modern methods and techniques of production which have revolutionised
industrial production-have not as yet become dn integral part of the structure of India’s

small scale industries..

178 Seclf Learning'Material ,



-~ +

Most of the small crafismen are not in a position to buy modem equipment nor
do they know much about new methods and technology. As aTesult their productivity
remains low and the 'quality of goods is poor.

Other Problems:

-Small industries have to pay local and other taxes which result in raising the sale price .

adversely affecting the marketability.of their goods. There is no uniform tax’ policy
throughout the country-in this regard. Small industries have to face competition from
‘well organised large scale industries. The small producers cannot stand up against them
irf the market. '

Another significant problem facing the small u_pits is that when they grow from
sniisll'scal'e size and just cross the value limit of plant and machinery ‘of T 60 lakhs, the
spate of concessions and protection available to thein is withdrawn.

They have to face open competition in every sphere o,f activity. Neither the banks
nor the financial institutions look upon them with the same benevolent attitude which
they had hitherto enjoyed. -

The imp;rtance of small industries has been recognised by the Govt. since long.

-For many years, these industries were looked upon as suppliers of wage goods. As such
these were accorded a crucial role in the heavy industry biased strategy of development
adopted since the Second Plan, _

Their placing in the national economy was further upgraded when' it was realised
that these industries could help lessening the problem of ﬁoverty and acute shortages

of basic necessities. Thus, since the Fifth Plan three specific tasks have been laid down |

qu these industries: removal of poverty; p'roductioh of some of the basic and essential
articl‘es“ for thé masses, and expansion of products fit for exports._ ' y
All along these industries have been assigned a key role for the removal of

unemployment.

Measures to Avoid the Problems of Smali Scale Industries
Negative Measures: The inost important négative measure to promote SSIs is the policy
of reservation of certain products for the small sector. The policy was initiated in 1968
- when 47 proditcts were reserved for the small scale sector and the large scale industries
were not allowed to enter the field. .
The number of such reserved items went up to 837 in August 1991. But it had been
felt that the policy of reservations has not led to improvement of quality and technology.
Therefore, in the new pc;liéy #- zxhall sector announced on August, 6, 1991, the Govt.

has bid a good bye to the policy of reservation.

1
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Now big industry can start new units, hold 24% of share in them and manufacture
any of the reserved items. Another negative measure is that the Govt. has decided
to restrict the purchase of a number of items exclusively from the khadi and village
industries and small scale units. |

Positive Measures: Positive measures cover a wide range and are discussed under
the folioia?i}lg heads: -

Technical Assistance: The elaborate institutional structure consisting of the State

Directorate of Indix_stries, the Smill Industries Seivice Institutes and the Small Scale

Industries Development Corporation provide technical assistance to the SSIs. The SISI
also arrange for traming programmes for entrepreneurs, managers and workers.
In 1978, the scheme of Dis_u*ic‘:t Industries Centres (DICS) was introduced. The

objectiveiof this scheme was to provide a “focal p_o'int" for the 'developmgnt of small

-industries. The

 DICs were given the responsibility of providing all the services and support required
at preinvestment and post-investment stages to the small scale entrepreneurs.

The DICs provide a package of assistance and credit facilities, raw materials,

| training, marketing etc., including the necessary help to unemployed educated young:

. entrepreneurs in general.

Physical As_sistanéc -

(ﬁ) Industrial Estates: An industrial estate progra;nme has been in operation
since 1955. An'industrial estate is a planned clustering of industrial enterprises’
offering standard factory buildings erected in advance of demand. It offers all
irifr_astmcn_zrc facilities like sheds, water, power, communication, transportation
ete. - '

Industrial estates were established in India to eﬁcourage the growth of small scale
industries, to shift small business units from congested areas (o estate premises
in order to increase their productivity,.to achieve'decentralised development
in towns and villages and to encourage growth of ancillary.industries in the

townships surrounding major industrial concems.

Small industry dévelopment has been the main objective of the programme
and policy of industrial estates in India. More than 500 industrial estates are
working‘in India. » -

(b) Supply of Raw Materials: The scarce raw materials sre distributed through an

allocation system. In order to ensure the availability of the scarce raw matérals
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to small industries, the State Small Scale. Industries Corporation have been
entrusted with the responsibility of distribution these materials through the
distribution centres located in different parts of each State.

Marketing Assistance: Marketing of their products is perhaps the most crucial
problem facing the small scale enterprises.

The assistance providéd by the Govt. in this area in'these forms:
(a) Exclusive purchase of specific préductspf SSIs for the Govt.
(b)- Price prefgrenbe to small scale enyerp'rises in public sector purchases and
(c) Assisting the sale of small enterprises pro(_i-ucts though State-owned cooperatives.

Fiscal Incentives: Both the Central. and State Govts, have provided a number of

fiscal ‘inc'entives for the growth of the SSIs like:
(1) Tax holiday for new industrial undertakings,
‘(i) Capital subsidy to industries in backward areas,
(iif) Excise duty exemption, ) -
(iv) . A price preference of 15% over large industr'ies._._

" Apart from these assistance schemes of a general nature, the Govt. has also

" jmplemented a few special projects (including area development schemes) with a view

to assisting dispersal of small scale enterprises into the backward rural areas, like the
Rural Tndustries Projects which wére’started in specified rural ‘areas with a 'view to
undertaking development of village and small industry and Rural Artisan Programme

in selected areas.

Financial Assistance: Every production activity needs finance. In case of small

producers, there is a special need for making arrangements for the supply of credit as

these producers by themselves can do little. Small industries find it difficult to raise loans _

due to the small size of their operations. Considering this problem, the official policy
treats small enterprises as a priority sector for extending credit by financial institutions.
To the modemn small scale enterprises, long term and medium term loans are

provided by the State Finance Corporations; Commercial Banks also provide a part of

the medium term loans and meet the working capital needs of the small scale industries. |

The village industries sector has been getting most‘of the financial ‘Tesources from the

Govt. whose budgetary support is channelized through the specialised institutions.

© The: RBI also- prowdes ﬁnance for hand]ooms ang other tradltronal industries |.

,‘ir‘

through cooperative bankmg systém:In récent years, artisans get a part of the'loans of |-

the nationalized banks-under the. Differential Rates of Interést Scheme A-number of
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schemes-have been introduced from. time to time for providing finance to small scale *
and cottage industries under liberal terms. Thus the Govt. of India introduced a Credit-
Guarantee Scheme with the object of enlarging the supply of institutional: credit to the
small scale sector.

The Industrial Development Banks of India provides funds to the Commercial
Banks and the State Finance Corporations through its scheme of refinancing. The State

Govts, provide seed capital and margin money assistance to small scale entrepreneurs in

_order to enable them to secure loans from the commercial banks and the State Finance

Corporatlon

A s1gmﬁcant development has been the setting up of Small Industries Development
Fund by IDBI in 1992. It-has also taken a number of other measures.like bringing the

| State Small Industries Development Corporations within the purview of assistance of

.IDBI, increasing the extent of refinance against loans from banks to smajl sector.

A National Equity Fﬁnd has ‘been set up to promote small industries. Furthér, a
Small industries Development Bank of India an apex all India financial institution with
an equnty of T 250 crores has been set up.

Thls Bank will administer both the Natlonal Equity Fund and the Small Industrles

" Development Fund. SIDBI will function as the principal financial institution for the

promotion, financing and development of industry in the small scale sector and to
coordinate the functions of institutions engaged in promoting the small units. SIDBI
has started functioning from 1990, throdgh its 25 offices located in different States of
the country. '

~ With a view to ensuring larger flow of financial and nonfinancial assistance to

small scale sector, SIDBI's immediate attention is on:

(i) Initiating steps for t;chnological upgradation and modernisation of existing
units, ) -
(i1) .Expanding channels for marketing products of SSls in domestic and overseas
markets-and _
(iii) Promotion of employment oriented- industries to créate more employment

opportunities.

4.20 Large Scale Industries

Large scale industry refers to undertakings which have a vast infrastructure, and

employee base along with heavy power-driven machinery and huge capital investment.

To manage and operate these industries effectively, complex management is required.
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It embraces both maﬁufacturing concerns and others that make use of both indigenous
and imported technology to manufacture the products, so as to ‘cater the domestic as
well as i_nterﬁatio,na! markets. ) -

In thcse' industrie's-ﬁivi's_ion of labour and specialization principles-are followed,
with the aim of improving productivitj!. Further, modern capital-assets are used for
manufacturing goods to reduce cost. These industries get the béneﬁt of economies of

scale due to the high volume of output.
" Large.scale industries are the backbone of the éc_:onomy, as they facilitate in the
production of those consumer goods am_i capital goods which are imported from abroad,

which encourages self-reliance. Further, they provide employment to a large number

of people belonging to different areas. In addition to this, exports are promoted which |.

increases the country’s revenue.’, N

‘Large Scale Industry -Examples

Tea Industry, Textile Industry, Iron and Stee! Industry, Jute Industry, Cement Industry, |

Paper Industry, Petrochemical Manufacturing, Qil refineries, Food Processing,
Automobile, Silk Industry, Fertilizer Manufacturing, Sugar Industry, Paper Industry,
Chemicals and .Pharmaceuticals, Distilleries and Breweries, Gul making, Metal

Processing, Aviation (b) Supply.
e

Conclusion:

L]

‘Both Small Scale Industries and Large Scale Industries occupy 2 significant place in
the development of the country, not just because they provide employment to a large
number-of people but also because they contribute to the com@‘s GDP. Moreover, they
help in raising the standard of living of the people. '

421 Inti_oducﬁon To Public Sector

1 . )
It is known to us that public sector means and includes all those activities and/or functions
‘including the services which are performed, controtled or regulated or owned by the
State Government, i.e., the public sector comprises of State enterprises. .

. In the past, its area was limited. But, at present, the Governmént under thé control
of planning and welfare State, took 2 number of schemes with the result that the field
of public sector had to be widened.

* In other words, India has much extended the sphere of public sector and consequently '

extend the sector according to the needs of the industrial policy of the country. As a

".result, State participation in the field of economic activities is ever increasing.
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Reasons for Increasing State Participation

The reasons for increasing State participation are’hoted below:

(a) Low Savings and Investment: The savings and investment pattern of the

at

(b)

(©

(d)

-

country is very low. Private sector is totally proved to be failure i.., neither they
mobilised the resources nor applied properly the foreign irivestment opportunities
for the development of the country. On the other hand, the position is better
in the case of public sector since the State squeezes the additional savings and
invests the same for the developtent of the country as a whole.

Establishment of Large Scale or Heavy Industries: Since the resources of
the private sector ungienéking}s limited, heavy or large scale industries cannot
be operated for lack of funds/resources e.g., Iron and Steel industry that needs
a larger amount of funds which is not possible to supply by the privaté sector.
The same is quite possible under the public sector as because the state can
accommodate the necessary fund

Concentration of Economic Power: ConEentration of economic power restores
in the hands of a few under private sector. If the public sector industries develop

the same can check the growmg disparities and maintains a balance.

Profit Motive Criterion: It is needless to say that private sector undertakings
do not find any interest on the lessprofitable undertakings smce,lts object is to
earn maximum profit even if it may be considered as necessary for the social

benefit and for thé development of the country as a whole or which attains

" self-sustained economic growth. That i5-why, under the circumstances, public

sector undertakings should come forward in order to develop the neglected

sectors since it has a service motive.,

(e)
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Uneven Distribution of Resources: In order to make a balanced development -,
of trade and commerce, the.Government-should not leave the entire field of
trade and commerce under private Sector which-i::racti'éally invites uneven
distribution of resources within the country which also aﬂ'ect.- the promotion of
export trade wnth foreign countries. We know that the pnmary objective of the
public sector undertakmg is to do the grcatest good to the greatest number and
to supply social services for the beneﬁt of the largest section of the people, At
the same time, it becomes neceséary to strengthen the position of the state as
a whole, |

Thie same is accepted by thé new industrial policy of the Government of India
which states that, “the nation has now set itself to establish a social order where
jlistice and equality of opportunity shall be secured to all the people”etc.




Objectives of Public Sector

Tilevgeneral objectives of public §¢ctor are:

(a)

-

(b)

(©)
(d)

(e)
®

(g)

(),

@y

)

(k)

0

(m)

()
(0)

To provide required investment and promotion of industrial activity by way of
indirect public investment either by supplying financial assistance to private
sector or to supply infrastructural and basic-activities; -

To suppfy,__socio-economic developmental opportunities which should not be

transferred to ‘private sector undertakings; *

To nationalize those companies which are foreign dominated, _
To supply activitiés relating to iml.}ort-substimting and export-promoting which
are essential for the development of the, country; )

-

To develop savings by mobilizing resources with ‘the. help of proper public

. sector prices more quick than others;

To introduce certain activities to take the benefit of foreign aid and co-operation
in the public sector; )

To make a balanced regional developrhent by establishing regional promotional
undertakings in less developed regions, e.g., D V. C (Damodar Valley
Corporation);

To protect the interest of small farmers by transferring all private licences 'to
the.cprpor;tions of agricultural reforms;

To control the concentration of economic pdwer and wealth as well;

To make a social control on long term capital by suﬁplying the necessary financial
assistance through public financial institutions which are quite justified;

To supply necessary finance for various development programmels which are

‘essential for the development of the country;

To make opportunities for employfnent and to form a rational society which is |

absolutely desired;

To re-distribute incomes either by raising -\_Nage levels and checking higher |,

salary'lev'él or by supply outputs at a concessional rate to the poor etc.
To generate surplus resources for future growth and development; and

To use human resources and material resources in a better way.

-

.Growth of Public Sector in India

The public sector undertaking is growing at a rapid rate after indépendence. At present

“inour. country, there are 750 State public sector enterprises and 225 central public sector

enterprises approximately employing nearly about 1,00,000-managers. During 7th Five

f
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'year plan, on an average 50,000 crore of rupees were invested at the bogimiing.in public

sector enterprises which brought a remarkable contribufion in the field of economic

development Ncedless; to mention here that these public'sector enterprises covered all

- economy sector, » . S

However, as per Standing Conference of Public enterprise, public sector enterprises

are divided into the following nine categories, viz.:

D)

(if)

(iii)

(iv)

¥
(vi)

(vii)

(viii)

(ix)

Public sector enterprises must supply essential i'r_lfrastructurc,for'cconomic
development which are known as.primary public utilities which include the -
following: Airlines, Shipping, Railways, Power Gencration,_il‘elccommur_t_ication'
etc.; | .

Public sector enterprises also to have control of the “commanding heights of
the economy” e.g. Defence, Banks, Coalmines, Oi.l,_.Steel etc,

They ate to play an entrepreneurial role which is, in other words, called capital
intenstve industries: e.g., Iron ore, Petro-Chemicals, Fertilizer, Mmmg, Ship-
Building. Heavy Engineering etc. '

Public sector énterprises under Government monopoly which includes: '

. Telecommunication equipment. Defénce ‘production. Railways, Rolling Stock

efc.

Piblic sector enterprises which are excluswely meant for High Technology
1ndustnes .g.; Atomic energy.

‘Consumer oriented public sector undertakings, viz..

Drug. Paper, Hotels etc.

“Public Sector enterprise wh:ch is set up in order to take over the sick pnvate

unlts eg.
Textile, Engineering etc.

Public sector enterprises which are set up as Trade Corporation, e.g.: FCI, CCI,
STCetc. -

Public sector enterpnses which servesasa consultancy and cngmecrmg service
etc. e.g. MECON. ' ’

It bccomes crystal clear from the above nine categories of public sector enterprises

that public sector enterprises vary from industry to industry relating to its investment

pattern,-the nature of operation, the number of workers; its market both'in national and

international, locational factors, availability of raw materials, power, transportation,

financial facilities, national and'international collaboration, the nature of product, 1.e.

whether wealth it is monopohstlc or competitive one.
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Financial Management of Public Sector Indian Agriculture &
. . . . L. . Economy
|t is interesting to note that the principles, techniqies and application of financial

management which are discussed in this volume earlier are equally applicable to all.
sectors whether private or public. Only certain specific features will be highlighted in the Notes . -
present study which arises primarily'ﬁom State/Government and control and ownership. | )
Public sector ent_erbrises do not possess a basic framework where efficient financial |
managément may be introduced in most of the cases. The Report of the Comptroller and
Auditor General of India (Union Government, Commercial) stated that a large number
of public sector undertakings have no procedure for compilation and maintenance of
accounts and as such, internal audit system is very poor.

-Even some firms neit-her maintain any systr.;matic cost record nor follow inventory
control methods for the purpose of proper evaluation Credit C(_:I'llcction system is faulty
in many cases and large capital is blocked in receivables and inventories. Asa resulf,
working capital is not pr(IJperly utilized. ‘

Conclusion t:) Public Sector: From the: foregoing discuss;on it becomes clear
that the methods/techniques of financial management as well as control require careful
attention for its development in public sector undertakings. The insufficient and improper
uses invite the overall deficiency on the part of the management.

If the various financial developed techniques, viz, budgetary control, costing,
internal audit etc. are not introduced, it will be impossible for such public sector

undertakings to stay in this compel
Performance of Public Enterprises

The performance of public enterprises like the private sector enterprises are generally
judged on thé profitability criterion. Public enterprises are generally criticised on the
ground that their performance has be¢n very poor in terms of rate of return or profit
made on capital investment )

In the year 1991-92 when the process of px‘ivatization or disinvestment was started,
profitability of Central Public Enterprises was relatively low. Profitability measured in-

terms of per cent of gross profits to capital employed was 11.6 in 1991-92 and 11.4 in
1992-93.

Profitability measured in terms of net profit after tax to capital employed was 2.3
per cent in both 1991-92 and 1992-93.

'However, an important point worth noting is that beginning from 1994-95,

profitability-of Central Public Undertakings has greatly improved. Thus, ratio of gross
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cent in 1994-95 and to 16 per.cent in 1995-96..

In more recent years, rate of gross profits to capital employed rose to 16.2 per cent
in 2001-02, 17.7 per cent in 2002-03, 2 1- per cent in 2003-04 and 21.5 per cent in 2004-
05. Corresponding ratio of net profit after-tax to éapit_al employed rose t0'6.7%, 7.8%,
11.7% and- 13.0% in' 2001-02, 2002-03, 2003-04 and 2004-05 respectively. However, a
very significant fact about the profits of public enterprises is that a major part of them
is contributed by the petroleum sector enterprises. - >

Forexample, in 2004-05 the net profit after tax of all central public sector enterprises
amounted to ¥ 65,429 crores of which-about 41 per cent was contributed by petroleum
sector enterprises alone. Tt will be seen from Table that rate of gross profit to capital
employed was 21.1% in 2007-08, 18% in 2008-09 and 17.6%.in 2009-10.

It may be further noted thz;t in order to improve the efficiency.and profitability of
public undertakings, they have been given autonomy by the Governmient in their working
and decision-making- through signing of Memoranda of Unﬂcrstanding (MQUs). In

| 2000-2001, 107 PSUs signed Memoranda of Understandings..It is expected that with

the autonomous functioning the efficiency and profitability of these enterprises will

further improve.

Other Efficiency Criteria of Evaluating Public Sector Enterprises
Public sector entérprises should not be judged on the basis of profitability alone. There
are other criteria by which they can be judged. They are: |
(1) Technical efficiency,
(2) Allocative efficiency, and
3) D_ynarnic efficiency.

+

Technical efficiency implies ratio of output produced by an enterprise to-inputs

‘used, which is'also called total factor productivity. Allocative efficiency refers to the

correction of market failures by the production of certain essential products by public +
enterprises which private enterprises will not produce on the basis of free working of

=

price mechanism.

In this case production by public’enterprises leads to better allocation of resources.

'Dynamlc efﬁcnency relates to introduction of innovations and up- gradatlon of technology.

On these criteria, public enterprises do not fare badly as compared to prlvate enterprises.

In addition to these, public enterprises have made mgmﬁcant contribution 1o mcreas_e in

. nvestment or gross domestic capital formation (GDCF) and for achieving broad-bas_ed

i
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industrial growth. When there was a decline in public investment from mid-sixties to  Indian Agriculture &

midseventies and during the late nineties, there was'a slowdown in industrial growth. Economy
-The'major highlights of the performance of CPSEs during 2009-10 that net proﬁ.t
after tax of central public sector enterprises stood at T 84,119 crore as’ compared to Notes

T 69,267 érore in 2008-09. Besides, CBSEs earned foreign exchange amounting to
T 77,745 crore during 2009-10. ‘

Thaus, the overall performance gf‘ Central Public Sector enterprises is not bad keeping.
. - . L - o
into account that many public sector enterprises lay greater emphasis on achieving non-

financial social objectives.

- Fl

Suggestions for Improving the Performance of Public Sector Enterprises

The follpWing-measures can be suggested for improving the performance of public
sector un;lenakings in India: .

(1) Managing of these undertakings should be entrusted to the trained and skilful
personnel. ‘ « !

{2) The pric;e.policy of the public sector undertakings should aim at improving
the profitability of the public undertakings. These profits can 'l(ate'r.on be used
for the establishment of new enterprises, expansion and modemisation of the
existing units, .

(3) All-out efforts should be made to make fuller utilisation of the capacity in

different enterprises. Possibilities of export promotion should also be explored.

(4) Pu'biip sector units should be allowed to raise larger deposits from the public.
In fact, they have been allowed to raise pu'blic deposits up to 35 per cent of -
their share capital.

{5) Establishment of public enterprises be based purely on ecpnomic and social |
welfare goysideration rather than political pressires. '

(6) Disinvestment of a part of Government holdings in the share capital of selected
public sector enterprises in order to provide market discipline and to improve

‘the performance of the public enterprises. . ~

{7} Sickpublic sector units should be merged together to make them ecbnonjically
viable units. There should also be restructuring of loss-making enterprises.

(8) Before the installation of these enterprises, pre-investment surveys should be
conducted thoroughly. Delays in the installation of units.should be avoided.

'(9). The Sick Industrial Companies Act (SICA) has been amepcied to bring PSUs

under its purview. _ -

b
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Indian Economy 4,22 Role of Small, Medium and Cottage Industries

A notable sector of the Indian ecbnomy, the small scale industry (SSI) emerged during
the 1980s. At present, it accounts for nearly 35 per cent of the gross value of output.
Notes " | in the manufacturing sector and over 40 per cent of the total exports from the country. I‘
_ It also provides employment opportunities to around 12 million people. The ptimary
objective of the SSI policy of the Government of India is to impart more vitality and
growth-impetus to the sector and enable it to contribute its might fully to the economy,
particularly|in terms of growth of outpuit, employment and exports. The sector has been
subétantially delicensed. Further efforts are being made to deregulate and de-bureaucratize
the sector with a view to remove all fetters on its growth potential, rep(;sing greater
faith in small and young entrepreneurs. The Government of India has enacted the Micro,
Small and Medium Enterprises Development (MSMED) Act; 2006 in terms of vghici:l
the definition of micro, small and medium enterprises is as under:
¢ Enterprises engaged in the manufacture or production, processing or preservation
of goods as specified below: _
i. Amicro enterprise is an enterprise where investment in plant and machinery
does not exceed T 25 lakh. '
il. A small enterprise is an enterprise where the invéstment in plant and
machinery is more than ¥ 25 lakh but does not exceed X 5 crore.
4. A'medium enterprise-is an enterprise where the investment in plant and
machinefy.}s more than ¥ 5 crore but does not exceed X.10 crore.
In case of the above enférprises, investment in plant and machinery is the original
cost excluding land and build'ing and the items specified by the Ministry of
Small Scale Industries vide its notification.
e Enterprises engaged in providing or rendering of services and whose investment
in equipment (original cost excluding land and building and furniture, fittings
and other items not directly related to the service rendered or as may be notified

under the: MSMED Act, 2006 are specified beiow:

i. A micro enterprise is an enterprise where the investment in equipment
does not exceed Z 10 lakh.

more than T10 lakh.but does not exceed 2 crore;

|
ii. A-small enterprise is an enterprise where the investment in equipment is I
iii. A medium enterprise is an enterprise where the investment in equipment I

|

is more than T 2 crore but does not exceed T 5 crore,
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Meaning and Characteristics of Industrial Policies for MSME

The Indian government has adop;éd:many policies and programmes for the development

of Micro, Small and Medium Enierpﬁsesg(MSME)‘éécto;, which may be discussed under
the following heads. _

1.

Reservation Policy: Reservation of products for exclusive manufacture in the
small scale sector was introduced for the first time in 1967 with the reservation

of forty-seven items. Reservation affords support to SSIs 'against competition

from mediunylarge/multinational companies. Reservation/de-reservation is

‘a2 'continpous process. As of 20 July, 2010, twénty items were reserved for .

exclusive manufacture in the smal| scale sector. _

Licensing Policy: The major impact of liberalization and globalization of
economy, which started in India in July 1991, aiméd at doing away with the
system of Compulsory Licensing. As of now,'four industries were industries
are reserved for the Public Sector such as Arms and ammunition and allied
items of defence équipment', Defence aircraft and warships, Atomic energy and

the Railways; and six industries fall under the:compulsory licensing. These

 comprise breweries and distilleries, tobacco indusiry, electronic aerospace and

defence equi;iment of all types, industrial-explosives such as detonating fuses,
safety fuses, gunpowder, hazardous chemicals, pharmaceuticals and others.

-Small units that employ less fifty workers and less than hundred workers are

not required to obtain any license under Compulsory Licensing Provisions.

Trade Policy: Exports.from’ the small scale sector over a period of time have
acquired great significance in India’s foreign trade. The MSME sector today
constitutes a very important segment of Ihdia’s.qconomy and it accounts for
nearly 40 per cent of the gross value of output in the manufacturing sector and

. about 50 per cent of the total éxpons from the country. Direct exports from the.

MSME sector account for 35 per cent of the total exports.

Export Promotion from the small scale sector has been accorded a high priority |

in the India’s export promotion strategy. The small industries due to their inherent

. strengths of low capital investment, high employment generation, maximum

utilization of capacity, ﬂexibi}_ity in operation, etc. are highly conducive for
rapid industrialization arid generation of export surpluses.

_Eiportsl_mporf '_Policy for.Small Scale S"ector:_The various _éxport-import
‘policy for small srale sector are mentioned below: '

i Récbgniﬁbn of export houses/trading houses: The EXIM Policy in

19972552 policy has laid down certain criterion in order to recognize

Indian Agriculture &
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established exporters so that the marketing infrastructure can be further
accentuated. The eligibiiity criteria for such recognition is based either
on the basisxof Free On Board (FOB) or Net Foreign Exchange value
of exports of goods and services made directly by the exporters during
the prece'iding three licensing years or the preceding 'licensing year. In an
attempt to encourage exports from the small scale sector, the export; made

-by small scale sector manufacturer-exporters are given triple weightage
for the purpose of recognition as E!H!'I_'_}UST}USSTH. .

i, Special import licence (SIL): Exfmrfers recognized as Export Houses,
Star Trading House, Trading Houses, etc, are eligible for grant of Special
Import Licence (SIL) at certain pe’rceﬁtag_e of their FOB value of exports/
NFE. ~

5. Promot_ional schemes: To meet ther'challenéeS of internattonal competition
and to promote exports of MSME products, following promotional schemes

o~

are also being implemented: A
(i} Technology devélopment- and modermzatlon fund scheme Small
[ndustnes Development Bank of India (S!DBI) implémented a scheme of
technology development and modernization of MSME units with effect
from April 1995, Under this schemie assistance is available for meeting
the expendlture on purchase of capltal eqmpment acquisition of technical
know-how, upgradation of process technology and products with thrust on
quality improvement, improvement of packaging and cost of TQM and
acquisition of ISO-9000 series certification. The coverage of the scheme
has been enlarged from export-oriented units to nonexporting units also
in September 1997.-Under this Scheme a sum of 152 crores has been
sanctioned for 245 units by April, 1999.
(ii} Quality awareness scheme: Small Industries Service Institutes often
organize workshops on ISO-9000 on cex:liﬁcal.i‘on and awareness of quality.
6. Subsidy for obtaining ISO-9000 quality C.ertiﬁcation: Under the scheme of
promoting ISO-9000 certification, MSMESs are given financial support by way-
of reimbursing 75 per cent of their expenditure to obtain ISO- 9000 certification

subject to a maximum of 75,000,

7. National Small Industries Corporation: The National Small Industries

Corporation (NSIC) through ltS export development programme is playing a

“vital role to promote the MSME sector in exporting their products/projects in

+ .
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-

international, markets by providing following assistance to the small ehterpri's.es.

Various ways by which NSICs could be marketed and promoted are as follows:

Organizing international exhibitions and buyers-sellers meet

Providing information related to sales opportunities available in international

market -

Advertising and publicity in various C(.)untries through Indian High Commissions
énd the lmer_n;;r |

Publication of exporters directory

Participating in global tenders

Providing assistance in deemed exports

Organization of seminars.and workshops to upgrade and update MSME with

‘regard to international developments

- Foreign Direct Investment (FDI) Approval:

An industrial undei‘talging, i.e., a company with interests in industry can invest
up to 24 pér cent equity in an SSI unit. .
If the equity goes beyond 24 per ceht, the industrial unit loses its SSI

status.

There is no restriction on the extent of equity that can be held by a Nonresident
Indian (NRI)'as an individual/partner in an SSI unit.

Investors need;to file an ai)plicatio_n with the Reserve Bank of India (RBI) in
the prescribed format and approval is ordinaril; granted within 15 days.

For foreign investment outside the automatic route, clearance has to be obtained
from Foreign Investment Promotion Board (FIPB).

Applications for setting up a 100 per cent Export Oriented Unit are also required *

~ to be filed with the SIA. R

For setting up a unit-in an Export Processing Zone .(EPZ), application has to
be filed with the Developlhent Comuiissioner of the concerned EPZ.
Under automatic procedures, foreign technology agreements are being permitted
in respect of industries that are designated as-hi_gh priority industries.

* The use of foreign brand names and/or trade mark of goods is also now being

permitted freely. )

Credit Policy: Of all the elements that go into a business, credit is perhaps
the most crucial. The best of plans can come to a naught, if adequate finance
is not available at the right time.. MSMEs need credit suppor( not only for

i,
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10.

11.

. . ki
running the enterprise and operational requirements but also for diversification,

T modemization/upgradation of facilities, capacity expansion and so on. With :

respect to MSMESs, the problem of credit becomes all the more critical whenever :
any episodic event occurs such as a large order, rejection of consignment,if
inordinate delay in payment and so on. In general, MSMEs operate on tight__ﬂ
budgets, often financéd through owner’s own contribution, loans from ﬁ'iendsj i
and relatives and some bank credit. Government of India recognized the need for
a focused credit policy for MSMEs in the early days of promotion of MSME:s.
This in turn led to a crédit policy with the following components:

~ Priority sector lending: Credit to the MSE sector is ensured as part of the
" priority sector lending by banks. Banks are required to compulsorily ensure

that specified percentage (currently 40 per ce_nt for domestic commercial banks
and 32 per cent for foreigﬁ banks) of their overall lending'is made to priority
sectors as classjfied by Government. These sectors include agricuiture, small
entcrprjses, retail trade and the like institutional arra;'gement.

Small I.ndusiries Development Bank of India (SIDBI) is the principal financial
institution for promotion, financing and developmeént of the MSME sector. Apart
from extending financial assistance to the sector, it coordinates the functionse

of institutions engaged in similar activities. SIDBI’s major operations are in~

the areas of: (i) refinance assistance (ii) direct lending and (iii) development-
and support services. The cominercial banks are important channels of credit
dispensation to the sector,and play a pivotal role in financing the workmg;
capital requirements, besides providing term_loans (1n the form of composite;
loans). State Financiai Corporations (SFCs) and twin-function State Industrial |

Development Corporations (SIDCs) at the State level are the main sources ofg -

long-term finance for the MSME sector, y

Labour Policy: Comprehensive laws as propounded by the government govern
_the labour policies for small scale industries. The following laws and policies -

are applicable for small scale industries in India:

Apprentices Act, 1961

‘The Beedi and Cigar Workers (Conditions of Employment} Act, 1966

Bonded Labour System (Abolition) Act, 1976 J

Child Labour (Prohibition & Regulation) Act, 1986 T
The Children (Pledging of Labour) Act, 1933

The Cofitract Labour (Regulation & Abolition) Act, 1970

e



| o The Employees Provident Funds and Misc. Provisions Act, 1952 ] Indian Agriculture &
¢ Employees State Insurance Act, 1948 C “ . Economy - ‘
o Employers Liability Act, 1938 | | -
¢ Employment Exchange (Compulsory Notification of Vacanc:es) Act, NO_tCS
1959 .
e Equal Remuneration Act, 1976
¢ The Factories’Act, 1948
e The Industrial Disputes Act ‘
‘ o The Industrial 'Em;_)io)?rt':_t‘;rit (Standing Orders) Act, 1946
" @' The Inter-state Migrant Workinén.( Regulation of Employment and Conditions
of Service) Act, 1979
o Labour Laws (Exemption from i:umishing Returns & 'Maintgining Registers |.
by Certain Establishments) Act, 1982 T
. 'Matermty Benefit Act, 1961 ‘ -
o The Minimum Wages Act,_tl 948
¢ The Payment of Bonus Act, 1965
e The Payment of Gratuity Act, 1972
- ® The Payment of Wages Act, 1936 - .
."® The Sales Promdtibn Employees (Conditions of Service) Act, 1976 '
e The Shops and Estabhshments Act, 1953
o The Trade. Union Act 1926
® Workmen’s Compensation Act, 1923

e The Weekly Holidays Act, 1942 .

+

4.23 Overall Indian Economlc Scenario

o Sifice the start of the 21st century, annual average GDP growth has been % | - -
to 7%, and from 2014 to 2018, India was the world's fastest growing major |
economy, surpassing China. Historically, India was the iargcst economy in the
world for most of the two millennia from the 15t until 19th century,

* India is the world’s largest manufacturer of generic drugs, and its pharmaceutical

sector fulfils over 50% of the global demand'}'or vaccines.

¢ The Indian IT mdustry is a major exporter of IT services with $191 bllhon in

revenue and employs over four million people.
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- Indian Economy ¢ India’s chemical industry is extremely diversified and estimated at $178
billion.
¢ The tourism industry contributes about 9.2% of India's GDP and employs over

Notes 42 million.

.

L

e .India ranks second globally in food and agricultural production, while

agricultural exports were $35.09 billion.

e The construétion and real estate sector ranks third among the 14 major sectors in

terms of direct, indirect and induced effects in all sectors of lhe'economy.

o The Indian textiles industry is estimated at $100 biltion and contributes 13%
of industrial output and 2.3% of India's GDP while employs over 45 million
people directl\f}'. -

o 'India’s telecommunication industry is the world's second largest by number of

mobile phone, smartphone, and internet users.

o Itisthe world's 25th-largest oil producer and the third-largest oil consumer.[88]
The Indian automobile industry is the world's fifth-largest by production.

e Ithas $1.1 trillion worth of retail market which contributes over 10% of India's
GDP and has one of world's fastest growing e-commerée markets.[9i] India
-~ has the world's fourth-largest natural resources, with mining sector contributes
11% of the country's industrial GDP and 2.5% of total GDP.[92] It is also the
world's second-largest coal producer, the second-largest cement produger, the
second-largest steel producer, and the third largest electricity producer.
Increasing Manufacturing Competitiveness
- The manufacturing sector has also not grown as rapidly as might ha\u;l been expected.
The average growth rate of this sector has accelerated compared to the Ninth Plan but
is unlikely to exceed 8 per cent in the Tenth Plan. It should be targeted to grow around
12 per cent or so if we want to achi_eve‘a ‘GDP growth rate of 9 per cent.
India’s performance in IT enabled services and other high end services,is clearly
a sourcé of strength that we must build upon. However, India cannot afford to neglect
' - manufacturing activities. We have a dynamic entrepreneurial class that has gained
confidence in its ability to compete. We have skilled labour and excellent management
’| capability. However, there are other constraints that limit our competitiveness, especially
in labour intensive manufacturing. The most important constraint in achieving z; faster -

growth of manufacturing is the fact that infrastructure, consisting of roads, railways,

ports, airports, communication and eleciric power, is not up to the standards prevalent in
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our competitor countries This must be substantially rectified with the next 5 to 10 years

if our enterprises are to compete effectively. Indian industry expects alevel playing field
in terms of q_ualiiy of infrastructure. This should have high prioriiy' in the Eleventh Plan.

Shortage of élect_ric power and the unreliability of power supply are universally
recognized as a drag on the pace of India’s development. Our com;.)etitors benefit from
round the clock supply of power at stable voltage and frequency, but this remains elusive
in most parts India. The managemem of power systems, especially distribution’s the
responsibility of state govemments and a decisive improvement in this area is a critical
challenge.

424 Recent Developments

With an improvement in the economic scenario, there have been investments across

various sectors of the economy. In 2020; the total deal value in India stood at ~US$.80
billion across 1;268 transactions. Of this, M&A activity’ contnbuted ~50% to the total
transaction value. Private Equity—Venture Capital (PE-VC) compames expanded from

US$ 36.3 billion (1 012 deals) in 2019 to US$ 39.2 billion (across 814 deals) in 2020 _

Somie of the 1mponant recent developments in Indian economy are as follows:

¢ India’s overall exports-from April 2020 to November 2020 were estlmated at
USS$ 304.25 billion, (a 14.03% decrease over the same period last year). Overall
imports from April 2020 to November 2020-were estimated at US$ 290.66
billion, (a 29.96% decrease over the same period last year).
o According to IHS Markit, Purchasing Managers' Index (PMTI) for manufacturing
' stood at 56.4 in December 2020, against 56.3 in November 2020, indicating a
higher growth for manufacturers speeding up production and boosting efforts
to rebuild their inventories. - _
o Gross tax revenue stood at ¥ 7.21 trillion (US$ 98.50 billidn) in the first six
months of FY21 ..
" FDI inflows in India stood at US$ 39.93 billion between April 2020 and
_September 2020, 10% higher than the first six months of 2019-20 (US$ 36.05
billion).
e India’s Index of Industrial Production (IIP) for October 2020 stood at 128.5,
against 123.2 for September 2020.
¢ Consumer Food Price Index {CFPI) — combined inflation was 9.43% in
. November 2020, against 11:07% in October 2020. '
o Consumer Price Index (CPI) — combined inflation was 6.93% in November
" 2020, against 7.61% in October 2020. '
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4.25 Government Initiatives

The two Umon Budget’s which were presented by Minister for. Finance &
Corporate Affairs, Ms Nirmala Sitharaman in the Parliament in 2020 & in 2021
aimed at energising the Indian economy through a combination of short-term,
medium-term, and lonig-term measures. '

In November 2020, the Government of India -announced ¥ 2.65 lakh crore
(US$ 36-billion) stimulus package to generate job opportumtles and provide

‘llqutdlty support to various sectors Such as tourism, aviation, constmctlon and

housing.

Also, India's cabinet approtred the production-linked incentives (PLI) scheme
to provide Z 2 trillion (US§ 27 billion) over five years to create jobs and boost
production in the country. _

Numerous foreign companies are setting up their facilities in India on account
of various Government initiatives like Make in India and Digital India.

.Mr Narendra Modi, Prime Minister of India, launched Make in India initiative

with an aim to boost country’s manufacturing sector and increase purchasing
power of an average Indian consumer, which would further drive demand and
spur development, thus benefiting investors. o

The Government of India, under its Make in India initiative, is trying to boost
the contribution made by the mar;ufactuﬁng sector with an aim to take.it to
25% of the:GDP from the current t?%. -Besides, the Government has also
come up with Digital India initiative, which focuses on three core components:

" “creation of digital infrastructure, delivering services digitally and to increase

the digital literacy.

Some of the recent initiatives and developments undertaken by the Government

are listed below:

1

On January 6, 2021, the Government of India and New Development Bank
(NDB) signed two loan agreements for US& 646 million-to upgrade the Staté
Highway network and district road network.in Andhra Pradesh.

On January $, 2021, the Citizen Assistance and Relief in Emergency Situations
(PM CARES) Fund Trust of the Prime Minister allocated Z 301.58 crore (US$
27.56 million) to establish 162 additional dedicated pressure swing adsorption
-(PSA) medical oxygen generation plants within the country's public” health

facilities.




 On Janvary 5, 2021, a US$ 105 miltion projéet to develop the iniand water  Indian Agriculture &

' uﬁhsport system in Kolkata, West Bengal, was signéd by the Government of Economy

. India, Government of West Bengal and the World Bank.

s In Decémlier 2020, the Government of India and Asian Development Bank
(ADB) signed a US$ 231 million loan to boost electricity generation capacity |
in Assam through the establishment of a hydroelectric power plant of 120
megawatts '(Ii)IW) that will stren_gthen household electricity availability.

Notes

¢ “In December 2020, the Government,of India and Asian Development Bank
* (ADB) signed a US$ 100 miltion loan to modernise and upgrade the power
distribution system to boost the quality and efﬁcnency of electncny supply in
Bengaluru, Karnataka. ) _
e In December 2020, the Indian cabinet appfoved assistance of T 3,500 crore |
(US$ 478.60 mllllon) for sugarcane farmers (Ganna Kisan). '
o . The Prime Minister of India, Slm Narendra Modi announced various economic
- packages worth T 30 trillion (US$ 410 billion), which was ~15% of India's
GDP. - _
s In December 2020, the Government of India and New Development Bank
(NDB) signed a loan agreement to lend US$ 1 billion via the Mahatma Gandhi
National Rural Employment Guarantee Scheme to'support the *Aatmanirbhar -

Bharat initiative.

) lndla is expected to attract- investment of around US$ 100 billion in developmg
the oil and gas infrastfucture during 2019-23.

e The Government of India is gomg to increase public health spending to 2.5%
_ of the GDP by 2025. _
"o For implementation of Agriculture Export Policy, Government approved an
outlay ?-—2.068 billion (US$ 29.59 million) for 2019, aimed at doubling farmers
income by 2022. ' '

| " 426 Road Ahead ,

o India's GDP is expected to-reach USS 5 trillion by FY25 and achieve upper-
‘middle income status on the back of digitization, globalization, favourable

: demographics, and reforms. i -
« India is also focusing on renewable sources to generate énergy. It is planning to
achieve 40% of its energy from non-fossil sources by 2030, which is currently

30%, and have plans to increase its renewable energy capacity from.to 175
gigawatts (GW) by 2022,
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'4.27 Emerging Trends

-

e [ndia is expected to be the third largest consumer economy as its consumption =
may.triple to US$ 4 trillion by 2025, owing to shift in consumer behaviour and
expenditure pattern, accordirdlg‘ to a Boston Consulting Group (BCG) report. It
is estimated to.surpass USA to become-the second largest economy in terms
of purchasing power panity (PPP) by 2040 as per a report by Price water house
Coopers.

ES

Il

India has emerged as the fastest growing méjgr economy in the world and is expectt;d to
be one of the top three economic powers in the world over the next 10-15 years, backed
by its robust democracy and strong partnerships.

Market size

» India’s GDP (at constant 201 1-12 prices) was estimated at T 33.14 trillion (US$
452.74 billion) for the second quarter of FY2020-21, against T 35.84 trillion
(US$ 489.62 billion) in the second quarter of FY2019-20.

e India is the fourth-largest unicorn base in the world with over 21 unicoms
collectively valued at US$ 73.2 billion, as per the Hurun Global Unicorn List.
By 2025, India is expected to have ~100 unicomns by 2025 and will create
~1.1 million direct jobs according to the Nasscom-Zinnov report ‘Indian Tech
Start-up’.

¢ India needs to increase its rate of employment growth and create 90 million
nonfarm jobs between 2023 and 2030's, for productivity and economic growth
according to McKinsey Global Institute. Net employment rate needs to grow
by 1.5% per year from 2023 to 2030 to achieve 8-8.5% GDP growth between
2023 and 2030. '

e India's foreign exchange reserves stood at US$ 381 -131 billion in the week up
to December 18, 2020 according to data from RBL

e In 2020, India’s ten largest trading partners were USA, China, UAE, Saudi
Arabia, Switzerland, Germany, Hong Kong, Indonesia, Syuth Korea and
Malaysia. .

e In 2019-20, the foreign direct investment (FDI)"in India was $74.4 billion
with service sector, computer, and telecom industry remains leading sectors
for FDI inflows.

¢ India has free trade agreements with several nations, including ASEAN, -
SAFTA, Mercosur, South Korea, Japan and few others which are in effect or
under negotiating stage.




The service sector makes up 50% of GDP and remains the fastest growing
'sector,'while the industrial sector and the agxiculnxrél sector employs a majority
. of the labour force.

-T_he Bombay Stock Exchange and National Stock Exchange are one of the
world's largest stock exchanges by market capitalization.

India is the world's sixth-largest manufacturer, representing 3%-.of global
manufacturing output and employs over ST‘million people.

Nearly 66% of India’s populaﬁon is rural, and contributes about 50% of India's
GDP. It has the world's'ﬁﬁh-largest foreign-exchange reserves worth $585

billien.

India has a high pﬁblic debt with 89% of GDP, while its fiscal deficit stood
at 9.5% of GDP. India's government-owned banks faced mounting bad debt,

resulting in low credit growth, simultaneously the NBFC sector has beéen |

engulfed in a liquidity crisis.
India faces moderate i{nemployment, rising income inequality, and drop in
aggregate demand. '

LY

Inrecent years, independent economists and. financial institutions have

accused the government of fudging various economic data, especially GDP' |

growth.

The long-term growth perspective of the Indian economy remains positive due |

to its young population and correspondihg'low dependency ratio, healthy savings
and investment rates, and is increasing globalisation in India and integration
into the global economy.

The economy slowed in 2017, due to shocks of "demonetisation" in 2016 and
introduction of Goods and Services Tax in 2017.

Nearly 60% of India’s GDP is driven by domestic private consumnption and
continues to remain the world's sixth-largest consumer market. Apart from
private consumption, India’s GDP is also fuelled by government spending,
investment, and exports.

In 2019, India was the world's ninth-largest importer and the twelfth-largest
exporter. '

India has been a member of World Trade Organization since 1 January
1995. o )

It ranks 63rd on Ease of doing business index and 68th on Global Competitiveness
Report. e ' '

‘Indian Agriculture &
Economy
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e With 500 mllhon workers, the Indian labour force is the world’s second-largest

as of 2019."India has one of the world's highest number of billionaires and

extreme income inequality.”

¢ Since India has a vast informal economy, barely 2% ‘of Indians pay income
_taxes. i : '

® During the 2008 global financial crisis the economy faced mild slowdowin,
India undertook stimulus measures (both fiscal and monetary) to boost growth

and generate demand; in subsequent years economic growth revived.

* According to 2017 Price water house Coopers (PwC) report, India's GDP at
- purchasing power parity could overtake that of the United States by 2050.

. ’ &
® According to World Bank, to achieve sustainable economic development

India must focus on public sector reform, infrastructure, 'agricultural and rural
development, removal of land and labour regulations; financial inclusion, spur
private investment and exports, education and public health.

¥

4.28 Issues and Challenges

Given below seven major chalienges faced by the Economy in India.

Providing Essential Public Services for the Poor _

The most important éhailleng_e is in providing éssential public services such as education,
health to large parts of our population who are deniéd these services at present. The

performance of education and health sector is disappointing. There are large gaps in

| respect of educational facilities, health care and in related services such as maternal and

child care, clean drinking water and access to basic sanitation facilities for the mass of

our population especially the poor who do not have even minimum access,
Regaining Agricultural Dynamism:

One of the major challenges of the Eleventh Plan must be to reverse the, deceleration
in agricuitural growth from 3.2 per cent observed between 1980 and 1996-97 to a trend

~average'of only 1.5 per cent subsequently. This deceleration;is undoubtedly. at the root
-of the problem of rural distress that has surfaced in many parts of the country. This

deceleration is aﬁ'ecting all farm-size classes. A second green revolution is urgently
needed to raise the growth rate of agricultural GDP to around 4 per cent. The challenge
posed is to at least double the rate of agricultural growth This calls for actlon on both
the demaitd side and supply side.
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Developing Human Resources | . Indian Agriculture &
. - _ . ) .. I Economy
Development of human résources is very much crucial for attaining economic development R

which poses as an’ important challenge before the Eleventh Plan. In order to ensure a
continuous and growing supply of quality of manpower-we need large investments in Notes:
public sector institutions of higher leaming, combined with fundamental‘reforms of
the curriculum and also service conditions to attract high quality facuity. The scope for
 éxpanding capacity through private sector initiatives in higher learning must also be |-
fully exploited, while also ensuring that quality standards are not diluted. Unless this.
is done on an urgent basis, we will fail to attain global standards. India has historically
lagged behind in the area of techrical/vocational tm'nin'g and even today enrolment
rates in ITls and others Vocational institutes, including nursing and computer training
schools is only about a thlrd of that in higher education. : ‘=

‘This is quite the opposite of other Asian Countries which have outperformed use in
labour iptensive manufactures. Our ITls will have to be substantially expanded not only
in terms of the'persons they train but also in the number of different skills and trades
they teach. The quality and range of. thelr training should keep pace with the changmg
needs of the economy o

Protecting the Environment

Environmental concerns are growing globally as we}l as within the country. While -
there may appear to be a trade-off between environmental -sustainability and economic
growth in the short run, it has to be recognized, that in the longer run environmental
sustamablllty and human well- bemg are not necessarily in conflict,

Neglect of environmental considerations, as for. example i profligate use of water
" or deforestation can lead to. adverse effects very quickly. The threat of climate change

also poses real challenge to the wellbeing of future generat:ons whlch we can ill afford
to ignore. Our developmental strategy has to be sensitive to these growing concerns and
should ensure that these threats and trade-offs are appropriately evaluated.

-Improving Rehabilitation and Resettlement Prsctlces

Another 1mp0rtant challenges before the Government is to improve the rehabilitation
and resettlement practices. Our practices regarding rehabnl:tatton of those drsplaced from
their land because of development projects are senously deficient and are responsible
for a grow The costs of displacement born by-'ou.f' tribal population have been unduly
high and compensation has been tardy and inadequate, leading to serious unrest in many
tribal regions and also in seme.other regions.-Such unrest is also visible in respect of-

land acquisitions related to Special Economic Zones (SEZs).
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‘from Government & other financial institutions.

This discontent is likely to grow exponentially if the benefits from enforced land
acquisition are seen accruing to private interests, or even to the state, at the cost of those

displaced. In order to prevent even greater conflict and threat to peace and development, it

is necessary to frame a transparent set of policy rules that address compensation and make

the affected persons beneficiaries of the projects and to give these rules a legal format
in terms of the rights of the displaced. In addition to those displaced by development
projects, those displaced by social upheavals should also be properly resettled. '

Improving Governance

Improving the governance is another senous challenge faced by the country at this
moment. All our efforts to achieve rapid and inclusive development will come to
naught if we cannot ensure good governance both in the manner public programmes
are implemented and, equally important, in the way the government interests with the
ordinary citizen.

Corruption is now seen to be endemic in 'aﬁl spheres and this problem needs to
be addressed urgently. Better design of projects and implementation mechanisms and
procedures can reduce the scope of corruption. ‘

Much more needs to be done by both the Centre and States to reduce the discretionary
power of the govenment, ensure greater transparency and accountability and create
awareness among citizens. The right to Information Act empowers the peoplé to demand
improved governance and we must be ready to respond..

Quick and .inexpensive dispensation of justice is an aspect of good governance
which is of fundamental importance in a succ.essful civil society. The legal system in
India is respected for its independence a;ld fairness but it suffers. from notorious delays

_in'dispensing justice. Delays result in denial of justice. Delays cost money and therefore

it is difficult for the poor in India to afford justice. Fundamental reforms are needed to
give justice two attributes: speed and afford ability.

Thus, the Approach Paper has rightly stated that “The economy has much important
strength that are reflected in the acceleration of growth witnessed in the past few years.
But our growth has not been sufﬁéiently inclusive and failures in this area are significant.”

429 Summary

Agricultural Finance is concerned with the finance requirements of farm sector thereby

1 sustaining the growth of Agriculture sector as well as national economy. Agricultural

sector which is the backbone of Indian Economy is strongly dependent on finance support

-
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Agricultural finance has two parts: Macro ﬁnailce deals with ovérali finance  Indian Agriculture &

requirements of Agricultural sector at the national level & Micro finance is concerned . Economy
with fund requirements of individual farm requirements, Agricultural Price policy aims
to protect the interests of farmers as  well as consumers. )

: Notes

Agricultural price policy has contributed significantly to growth of Agriculture
sector by ensuring minimum support price to farmers and at the same time consumers

are not sub_;ected to heavy price fluctuations.,

NABARD established in 1982 takes care of credit facilities needed by Agriculture
sector and at the same time taking care of Qevelopment and regulatory activities

Agriculture in India is the means of livelihood of almost two-thirds of the workforce
in the country. It is the most important sector in the Indian Economy. Agriculture
contributes to our National Income, it acts as the source of livelihood, it.acts as the
sourée of food supply to the country, it aids in the industrial development, it provides
employment opportumtzes and it supplles fodder to the cattle. '

Industrialization is the process by which an economy of a country is transformed
from,a primarily agriculturally based one to one based on the manufacturing of goods
replacing manual labour by mechanized mass production equipment.

Economy of India is a-fast‘developing one moving out gradually from an Agriculture
based Economy to that of highly industrialised one making sizable progress on all
industrial sectors. India'is a world leader in Phaﬁna sectot and has made rapid progress

in IT, space research, Chemical industries, mining etc.

Indian Government has also taken lot of initiatives towards Economlc Growth by
way of rapid industrialization by restructuring tax & import dutles_ -and also providing

attractive incentives to industrial Entrepreneurs. .

w

430 Keywords

o MSP : Minimum Support Price
o. CACP: Commission for Agncultural costs & Prices.

e -CRAFICARD: Committee to Review Arrangemenits for lnsututlonal Credlt

in Agricultural and Rural Development.
¢’ GDCF: Gross Domestic Capital Formation '
e SIDBI : Small Industries Development Fund

¢ SEZ : Special Economic Zones

_; IT1 :.Indu.'-'-trial Training Institute

. . ' Self Leaming Material 205




Indian Economy

. Notes

206 Self Learning Material

431 Review Questions
1. State the difference between Agrieulture Finance & Housiﬁg finance.
. 2. What is meant by- Agriculrural Price Policy? |
3. What is the capital investment in Food corporation of Ind:a to procure &store
Food Grains. ' .
4.. What do you understand by Minimum support price?
S. What is NABARD? - ' |
6. Indicate two hindering factors in achieving rapid industrialization,
7. What is Slow down & Revival in industrial terms.? ‘
8. Wﬁat is Recession? ' . .
9. Disﬁnguish between Small scale &Large-scaleindustries
10. What are the three yardsticks to be deployed in evaluating the performance of
Pubhc sector undertakings. '
11. Distinguish between Private & Public sector. ‘Which is advantageuu:, ?
12, What is meant by Sick Industries Act? )
13. What is GDP?
14. - What is make in India initiative? _
-15. How are Environmental issues can affect the economic growth of a nation?
~16. - Who are the ten largest tradirfg parmefs f India"’
| 1 7. What is the relevance of Human Resources towards Econormc Growth”
4.32 Further Readings
Te Mlshra SK. &amp;. V.K. Puri; Problems of Ind:an Economy, Hlmalaya
Publishing House. : ,
) Mankar V. G. 1995, Economlc ‘Policy and Planmng Delhi: New Age
International Publishers.
e. Patel, 1.G. 2003. Glimpses of Indian Economic rollcy New Dehi: Oxford
University Press.
e Soubbotina, Tatyana P. 2004, Beyond Economlc Growth: An Introductron to
| Sustainabie Developnient. Washmgton World Bank. ’
¢ Van den berg, Hendrik. 2001. Economic Growth and Development.-Ohio:

McGraw-Hill..

Banik, Nilanjan. 2015. The Indian Economy AMacroeconomlc Perspective,
New Dethi: Sage Publlshmg India. °
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5.1 Learning Objectives

After studying the chapter, students will be able to:

e "Explain EXIM policy & its Objectives;’

e Trade-Related Aspects of Intellectual Property Rights (TRIPS);

» Key features of Company’s Act 2013;.

¢ Explain about Foreign Direct Investment;.

* -Types of Foréign Direct Invesiment; P
¢ Understand the formation of National Agriculture Policy
. Explain the aims of National Agriculﬁnal Policy

o Get 'rm‘insight into the formation of the General Agreement on Tariffs and
Tradé (GATT) !
o Understand the trade negotiations under the GATT
e Explain WTO and foreign trade
e Analyse the principles of GATT/WTO
"o Understand Inteliectual Property Rights (IPRs)

‘5.2 Introduction

A multinational company is one which is incorporated in one country (cailed the home
couniry); but whose operations extend beyond the home country and which carries on

“business in other countries (called the host countries) in addition to the home country.

It must be emphasized that the headquarters of a multinational company are located in

‘t‘he home country.

Neil H. Jacoby defines a muitinational company as follows: “A multinational
corporation owns and manages business.in two or more countries.”

Export import policy or EXIM policy is a set of guid;elines or instructions regarding
imports and exp(;rts of India.

EXIM policy is an integral part of Trade policy.

- Itisregulated and by the Foreign Trade Development and Regulatory Act,1992would
reflect the extent of regulations or liberalization of foreign trade and indicate the measures
for export promotion.. i _

The first EXIM policy was announced on 31.3.1992 and it was for a period of 5 years |
{1992-1997) EXIM policy is drafted for a period of 5-years and is 1‘1pdated every
year on 31st march for modifications, improvements and the new scheme if any, becomes .

£

effective on-1stApril> - LAY
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All types-of changes or modrﬁcatrom related to the Exim Pollcy is normally '

announced by the Union. Minister of Commerce and Industry who coordinates with
the Mlnlstry of Fmance the Dlrectorate General of Forelgn Trade and its network of

regional offices. A very 1mportant feature of the EXIM policy since 1992 is freedom. .

Licensing, quantitative restrictions and other regulatory -and dlscrenonary controls have

been substantially ehmmated

Global trade and mvestment or broadly, globahzanon isa oommon market condition

- for all countries of the world now. However 1t is not free. from challenges

To be speerﬁc, there are seven major challenges to global trade and investment-

the world is- facmg now.

A FDI or foreign dlrect investment (FDI) is an investment made. by a company in
another company based in another country or foreign land wherein the ownershrp isin

the form of controllmg interest:

Forergn direct 1nvestrnent mcludes the followlng-

.:\.

Mergers and acquisitions,

Remvestmg profits eamed from overseas operatlons
. Bulldmg new facilities and intra company loans”.
FDI- usually involves partlcrpatlon in management transfer of technology and
expertlse and Jomt—ventures '
Foreign direct mvestrnent is when an individual or busmess owns 10% or more
- of a company in a foreign country. ’
On the conlrary if an investor owns less than 10%, then it’s not FDI
A 10%ownership does not give the investor a controlling power in the foreign
© -company. However it will allow influence over the company's management, operations,
and policies. For th:s reason, govemments always track investments in. the1r country’s
busmesses ., o : - L
Economlc lrberahsatron started in India during economic crisis(1991) and since then
Foreign Direct Investments have steadily 1ncreased in India, which subsequently
_have generated more than one crore (10 million) ]obs Onl7 April, 2020, India changed
its foreign direct investment (FDI) policy to protect Indian companies from"opportunistic
takeovers/acquisitions of lnd:an companies due to. the current pandemlc(COVID)

according to-the Department for Promotion of Industry and Internal Trade While the

- -Financial
- Institution & EXIM

N_otes

new FDI pohcy does not restrict markets the policy ensures that all FDI will now be |. -

under scrutiny of the Ministry of Commerce and Industry.
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The General Agreemeant on Tariffs and Trade (GATT) was launched in Geneva in
1948 to reshape the world"economy shattered by the Second-World War.. It compriéed
a trade pact among the member countries (more than a hundred,. latter) with the
objective of forming a permanerit organisation, Wthh would enforce a set-of rules for
the conduct of world trade. GATTs birth is a historical accident because United States
refused to submit the Havana Charter to Cong'ress for ratification. There was a virtual
head on multilateralism on the one hand, and those who placed the whole emphasns on
full employment policies on a national basis on the other. Such position made the ITO
finally collapse. .

As far as the'agriculture sector is concemed, until 1994, it was outside the GATT
purview. The original GATT applied to trade in agriculture also, but it allowed various
exceptions to the rules on non-tariff measures and subsidies, which led to reverse
distortions in world agriculture trade. The Uruguay Round of GATT. negotiations went
well beyond the international trade. It included the fields of GATT and extended to -
areas which were éssentially part of domestic policies of a nation. New issues such as

Intellectual Property Rights (IPRs), agriculture, investment, services, etc were brought

on the agenda of multilateral negotiations. The eighth round of GATT’s failure resulted"
in World Trade Organisation (WTO) that was a culmination of international efforts
to establish truly international trade organisation. WTO worl;s under certain guiding
principles which govern all negotiating aspects namely agriculture, textiles and clothing,
banking, telecommunications, goveifiment purchases, industrial standards and product
safety, food sanitation regulations, intellectual property, etc. WTO’s dispﬁte settlement
procedure i3 very significant for resolving trade quarrels. Whenever t_he'rékis aviolation by
any government on WTO agreement or 2 commitment made to WTO, dispute settlement
procedure comes to the rescue. ' : .

This unit gives an in-depth view of National Agriculture Policy, GATT and the

beginning of an era of multilateralism through the formation of the WTO. - e

3.3 , Examples of MBC in India
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Foteign Muilti national Indian affiliaté/sibsidiary
Coca cola corpération . Coca-cola India
| Unilever Hindustan uniléver
Bata corporation ? | Bata India
Pepsi corporation Pepsi.India
Sony corporation Sony India
't ABB R ABB India
Cadbury Cadbury India




‘1. TATA Group.of companies ) L .
2. -Hero Motocorp.

‘3. Aditya Birla Group of companies. z

4. Karbonn Mobiles and -Technologies...

5. 'Parle-Agro Private Limited | ' : ‘
w =6, HCL Computers & Technologies ¥ N |
# 7. Dabur
8. Dr. Reddy's Laboratories & Researches:
9. Bharti Airtel & Communicati.on L i
L10. BAJAT . | = '
;ﬁ*.-.__a_lg‘l_ Mahindra Group of companies | o s
12. Hindustan Motors . oyt . - .
13, Maruti Suzuki R -
4, Emami , ) | R
15, Bharti Enterprises. v . _ .
16. Wipro _ _ - T
17 Ranb§xy Laboratories Limited

A8~ TVS & &
19. Sundaram fasteners
20. Asian paints o w e

21. Arvind mills , - a;

5.4 Characteristics of a Mlil_tinational Corporation.

Following are the common characteristics of Multinational Corporations:
i i ’ B .

Very High Assets and Turnover

s

To become a multirational corporation, the business must be; large and must owna huge
amount of assets, both physical and financial. The company ’s targets are hlgh, and they

are able to generate substantial profits.

Network of branches v

+

,Multmatlonal companies maintain productlon and marketing operations in different

countries. In each country, the bizi.iss may ovefsee fultiple offices that"function_

through several branches and subsidiaries.

Financial *
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Contr’ol

In relation to the previous boi'nt,' the m_emagéme'n_t of offices in other countries is controlled

by one head office located in the home country. Therefore, the source of command is -

found in the que country. -

Continued Gfowt_h o )

E

Multinational corporations keep growing. Even as they operate in other countries, they .

strive to grow their economic size by constantly upgrading and by oonductmg mergers.
and acqulthl'lS
Sophisticated Techno_ld_gy ' ' - ‘ . *

When a company goes global, thefneed to make sure that their investment will grow
substantia'l_ly.- In order to achieve substantial growth, they need to make use of capital

| intensive technology, especially in their production and marketing activities.
Right Skills

: Multin_;xtional companies aim to employ only th_é best managers, those who are.capable B

of handling large amounts of funds, using advanced technology, managing workers, and
running a huge bi;siness_ entity. Forceful mad;etih_g and advertising. '

, One of the most effective survival strategies of muitinational corporations'is

L]

-spending a great deal of money on marketmg and advertxsmg This is how they are able

to sell every product or brand they make,

Good Quality Products ' . s
Becaﬁse, they use capital-intensive technology, they are able to prodi.lcé top-othhe-linq
products. '
I *
Objectives

1. To facilitate sustained growth in exports to attain a share of at least 1 % of

global ferchandise trade. o P Ce 7

2. To stimulate sustained economic growth by provrdmg access to essential raw
matenals mtennedxates components, consumables and capital goods requlred
for augmentmg producnon and providing services,

3. To énhance the te;chnologlcql strength’ and efficiency of Indian agriculture,

 industry anf:,l_lservi‘ges, thereby imp_rovirjg their competitive strength while

. generating new employment opportunities, ang\ to encourage the attainment

A

of internationally accepted standards of quality.




4. To provide consumers with good quality goods and services at internationally

.competitive prices while at the same time creating a level playmg field for the

-domestic produce
5 5 FERA o e e u amr o ) —n ) _ ;
'Forelgn Exchange Regulatlon Act (FERA) 1973 F 5

Foreign Exchange Regulation Act (FERA).was promulgated in 1973 and it came |

into force on January 1,1974.

It imposed strict regulations on cerlam kinds of payments the dealings i m foreign
exchange (forex) and securities and the transactlons which had an indirect unpact on

the foreign exchange and the’ xmporl and export of currency.

The rule of FERA was that every foreigh company has to convert itself into Indian

1

Companie's operating -in India with at least 60 percent holding of local equity -

partlclpatlon

- L]

Section 29 of this Act referred directly to the operations of MNCs in India.

According to ‘the Section, all non-banking foreign branches and subsidiaries

with foreign equity éx'ceeding 40 per cerit had to obtain permission to establish new
undertakings, to purchase shares in exlstmg companies, or to acquire wholly or partly
- any other company. _
, The purpose of this Act was to increase the economic developmeat of the country
when the Forex reserves were lowest. ‘ 7
1. FERA regulates and controls the balance of payments.
2. FERA controls foreign exchange and securities.
3. FERA regularises the transactions directly or indirectly a'ﬁ'ect'ing foreign'
exchange. ' '

5.6 FERA to FEMA D

FERA act,1973 had many drawbacks and was eventually replaced by FEMA act in-
1999. In 199_1, the Government brought the LPG Policy. LPG stands for liberalization,

Privatisation, and Globalisation. When-foreign exchange flow increased in India, the’

old Act restricted the flow of foreign exchange and foreign investment because the aim
was to regulate the foreign currency but with a lot of restrictions as per the Act.
s -So, the idea shifted from conservation of foreign exchange to management of

-,

foreign exchange

F mancml
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e With the increasing influx of foreign investinents comings, the idea shifted to
*facilitating trade and paymients as well as developing forelgn exchange markets

A g
L4

in India. g

Notes

| 57 Fea_tures_ of _EEMA_ )

i"-] *

1. Contains provision for current account convertibility and liberalization of capital

:account transactions " .,

4%
-

2. It has specified areas where the prior approval for RBI/ Government on

acquisition and holding of foreign exchange. = -

3. Classification of foreign exchange transactions.into current and capital

transactions 5 = N . . s
4. FEMA does not apply,to;Indian Citizens resident outside India..
5. It-gives full power to the Reside:‘lt in India who was Resident outside India to
hold/control/ foreign investment and immovable property. = g
6. Itisacivil 'law, and any contravention with the law allows arrest in exceptional
cases. ) ' T
Basis for . ., FERA, e ,FEMA |
Comparison o L
‘Meaning An act promulgated, to FEMA an act mmated to facﬂltate
fegulaie payments and extemal trade and' payments and
foreign eichan'ge in to promote orderly management
India, is FERA. of the for_ex market in the country. .
Number of sections | 81 ' . 49 T
When was it Foreign exchange Foreign exchange position was
introduced reserves were low. _sati_sfa_ctdry. .
Approach towards | Rigid Flexible
forex transactions
Violation ¥ Criminal offense Criminal offense, ™
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I. FEMA giyes power to the central ‘government for imposing restriction on
activities like making payments to a person si:uated outside of the country or
recewlng money through them. Apart from this, foreign exchange as well as
foreign security deals is also restncted by FEMA '

Transactions revolving around foreign security or foreign exchange as well
as payments made from any-foreign country to ilnclia cannot be made without
. specific or general permission of FEMA. All transactions must be carried out
via an individual who has received authorization for the same.




» .
3. The central government can restrictan authorized individual to carry out forelgn

exchange deals w1th1n the current account, on the basis of general interest of
the. publlc e

e .

58 Seven Major Challenges

L :

Ecpnomic Warfare

Globalization has a tough challenge against_poiérizat_idn and conflicting. issties. The
world is experiencing increased conflicts, majof economic powers are seizing influence,
financial sanctions are being used as'a weapon, and the Intemnet is breaking into pieces.
~ Therefore, the international flow of money, information,-products and services may

. slow down.._,

Geo-politicization . ' -
Globalization is a kind of Americanization. The United States is still.a dominating
economy and the hallmark of the mternanonal financial system. Moreover, information *

ageis promotmg the democranzanon of information. It is paving the way for. demandmg
‘more information and the autocrats now need to care more about public opinion. The

developments of developing countries are makmg them more or less like America State::

Capitalism

The United States was a strong nation in the last qudrter of the century. But now,
state capitalism in a modern form is gripping many nations. This is creating new segments
in the markets and destroying the uniformity expected from globalization. Now, there

is nothing predorﬁinantly American or about globalization itself.
E

Lack of Leadership

Globalization will continue rapidly, but the U.S led world order is getting diminished.
An inconsistent; warridden United -States lacks the will and ability to provide global
leadership. Moreovet no other country is interested in taking its place. The West is
having its own problems and allies are only mterested in hedging their bets. Therefore,
there is no clear and definite way for globahzatlon to progress and it is gettmg distorted.

- Power Distribution

»

China, Russia, Turkey, India, and some other emerging nations are getting powertul
enough to dismantle the US led theory of globalizatien. But they lack synchronization
-and influence. Their values and interests are not compatible. So, a regionalized world
is emerging. Americanization and globalization are neither believed to'be one and the

same now nor is it preached by these power-seeking nations.
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Weaker Underdogs

The regional economic pow'erhouses_ are gefting more room to operate" in today’s world.

Russia is intruding in its backyard, Germany is experiencing firm control over Euro-.
zone,and China is rapidly-rising in the Asia-Pacific. These major- c_cn_gntries-are tryiné '
to consolidate pbwer without caring for the smaller countries fiear them It i’ a kind of
‘hotlowing of the peripherals’ that is accelerating. s '

rl

Price Fluctuations of Natural Resqurc'es

| Theoil monopoly is deteriorating and many clashes and terrorist incidents are tearing
| the world apart. In such turmoil, the very essence: of globalization is somehow gettmg

blurred. These time-sensitive challenges are being faced by all international and huge

global companies. While the problems don’t seem to end soon, the global companies. :
now have the choice to exercise their power ina global scale. They -may or ay not
adapt to the new trend, but their superiority and powers have definitély got a bo_ost due

B

to the predominantly geopolitical crises.

59 TRIMS'

Under the Agreement on Trade-Related Investment Measures of the World Trade

Orgamzatlon (WTO), commonly known as the TRIMs Agreement WTO members have

-agreed. not to apply certain investment measures related to trade in goods that restrictor” -

distort trade The TRIMS Agreement prohlblts certain measures that violate the riationa]
treatrnent and quantitative restrictions requn'ements of the General Agreement on Tariffs
and Trade (GATT). _ _ : .
Trade-Related Investment Measures is the name of one of the four principal legal -
agreements of the World Trade Organization (WTO), trade treaty. TRIMs are riles that
restrict preference of domestic firms and thereby enable international firms to operate " -
more easily within foreign markets. The TRIMs Agreement prohibits certain measures

that violate the national treatment and-quantitative restrictions requirements: of the '

General Agreement.on Tariffs and rTrade (GA’IT)
TRIMs 1 may mclude requirements to:
I. Achieve a; ce’rtam level of local content
"II. Produce locqlly, _ \
HI. +Export a given level/percentage of goods; ) .
IV, Balance the_amoun'tfpercentage of imports with thé amount/percentage of
exports;. | ' |

V. Transfer of technology or proprietary business information'to local persons;




These requirements may be mandatory conditions for mvestment or can be attached .

‘to fiscal or other incentives. The TRIMs Agreement does not cover services. All WTO'
member countries (oﬂ‘sne link) are parties to thrs Agreement. T_'hts Agreement \xent nto
effect on January 1, 1995. It has no expiration date. - |

The Agroement reqmres all WTO Members to notrfy the TRIMs that are inconsistent ,
with the provisions ofuthe Agreement, and to eliminate them after the expiry of the
transition period provided in the Agreemerrt. Transition periods of two years in the case |

of developed countries, five years in the case of developing countries and seven years .

in the case of LDCs.

»

.Indla ’s Notified TRIMs

As per the prov:smns of Article. 5.1 of the TRIMs Agreement India had notified three

~ trade related mvestment measures as inconsistént with the provrsrons of the Agreement
1. Local content (m:xmg) reqmrements in the production of News' Prmt,

2. Local content requlrement in.the production of leamplcm (a med:cme) and
_ Pemctllm—G

L 4

3. Dividend balancmg requlrement in the case of mvestment in-22 categories of

consumer goods

Such nonﬁed TRIMS were due to be el1m1nated by 31st December 1999 None.

of thése measures. is in force at present. Therefore, India does not have any.
'.o'utstanding obligations under the TRIMs agreement as far as notified TRIMs

*  are concerned,

-Present_ Status _ ' ' ,. : .

The transition period allowed to developing countries ended on-3lst. December, 1999.
However Art, 5.3 prowdes for extension of such tmnsmon periods-in the case of
mdwldual members, based on specnﬁc requests. In such cases individual Members have

to approach the Council for Trade in Goods with justification based on their specific

trade, financial and development needs. Accordingly 9 developing countries (Malaysia, .

Pakistan, Pbi!ippines Mexico, Chile, Colombia, Argentina, Romania and Thailand) have
applied for extension of transition penod in respect of certain TRIMs which had been

.notlﬁed by them. Exammatlon of their requests is underway in the Council for Trade |-

in Goods of WTO. Indla had proposed during the Seattle Ministerial Conference that:

o. Extension of transition period for developing countries. should be on a

multilateral basis and not on an individual basis;
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e ‘Another opportunity shotild be provided to develGping countries to notify un-

: notified . e "

"

“TRIMs and méintain them for an extended transition pefiod;

¢ The Seattle Ministerial Conference was inconclusive and no decision could be
ry

taken on'the proposals. : .o

Conclusion: The TRIMs Agreement has been found by the developing cOuntries

{ - .o | wam R
to be standing in the way of sustained industrialization of developing countries, without
t .

| gxposfng them to balance of payment shocks, by reducing substantially the policy space

available to these countries. Developed countries, on the other hanc’i,'have béen arguing
for a further expansion in the list of prohibited TRIM. But India should be careful while

| giving its node to the expan,siqn of TRIMS because it may make Indian manufacture

more vulnerable against the cheap products of developed countries.
e WTO prohibit investment restricting measures that discnminates foreign

investment

£ F

e The argument of WTO is'that such investment restricting steps are violating
}rade itself (WTO is an institution formed to promote trade).

¢ Historically countries impose r;leasures that restrict foreign investment (called
as investment measures and WTO term this as Trade Related Investment

E

Measures).

e Under TRIMs, the WTO némes,ﬁlc list of investment measures that discriminates
_ foreign investment and hence violates the basic WTO principle of National

Treatment.

¢ These measures include — local content requirement, domestic employment,
technology transfer requirement etc

+
*

What is TRIM?-

Tl'le Agreement on TRIMs of the WTO is based on the belief that there is strong
connection between trade and investment. Restrictive measures on investment are trade
distorting. Several restrictive measures on investment are prohibiting trade and hence
are not allowable: According to the TRIMs provision, countﬁes should nof adopt the
investment measures which restrict and _distort-'t}ade. Investment measures are those
steps-used traditionally against foreign investment by host countries. Here, the TRIMs
instruct that WTO members. may not apply any measure that discriminates against
foreign investment that violates basic WTO pi'i.nciples (like the MFN). WTO gives a

fist of prohibited investment measures TRIMs like local content requirement, export
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developing countries are also provided under TRIMs. The Committee on TRIMs monitors
the 0peratlon and 1mplementat1on of the TRIMs Agrecrnent and offers consultation for

member countries,

The objective of TRIMs is to ensure fair treatment of investment in all. member.

‘-coun_tr_ies_. As perthe TRIMs Agreement, members are requlred to nogify the WTO Council
for. Trade in Goods of their existing TRIMs that are inconsistent with the agreement.

'TRIMs and Foreign Investment Policy changes in India 1

India has- made several foreign investment hberahsatlon measures since the launch of
-the New Industrial Policy i in 1991, Regulauons for both FDI and FPI were snnphﬁed

and now foreign mvestment is allowed in almost all sectors E ind

-~ w .

_5.10 TRIPS

. Trade-Related Aspects of Intellectual Property Rights (TRIPS) covers most forms of
intellectual property including copyright, patents, geographical indications, tridemarks, '

industrial designs, trade secrets, and exclusionary rights over new plant varieties. TRIPS

came into force on 1 January 1995,

Intellectual Propen:y Rights are the rights given to persdnsz‘agcncies for their

creativity/innovations. These rights usually give the creator, an exclusive right over the

use of his/her creation for a certain period of time. The importance of intellectual property

in India is well established at all levels- statutory,”administrative and judicial. This .

Agreement, inter-alia, contains an Agreement on Trade Related Aspects of Intellectual
Property Rights (TRIPS) which came into force from Ist January 1995: 1t lays down
minimum standards for protection and enforcement of intellectual property rlghts in

member countries which are requlred to promote effective and adequate protection

of intellectual property rights with-a view to reducing distortions and impediments to

international trade. _ Py
« The obligations-under.the TRIPS Agreement relate to_provision of minimum
standard. of protection within the member countries legal systems and practices.

. * The Agreement provides for norms and standards in respect of following areas of
intellectual property: o :

" " .Patents
o Trade Marks

e

o Copyrights

obligation, technology transfer requirement etc. that violates trade. Few exemptions to
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| ¢ Industrial Designs . .
 The basic obligation in the area of Patents is that, the inventionin al branches

Notes - of technology whether products Or processes shall be patentable if they meet the
|- three tests of being new. mvolvmg an inventive step and being capable of 1ndustr1al_-'
appllcatxon. In addition to the general security exemption ‘which applied to the: étitire ) |
TRIPS Agreement, specific exclusions are péermissiblé from thie scope of patentabilitjl
“of inverm'oné the prevention of whose comrnercial exploit'ation i's necessary to-protect
public order or morality, human, animal, plant life or health orto avo;d Serious pre_]udlce

to the environment.

| What are the Key Features of Companies Act, 2013?

The TRJPS Agreement provides for a mlmmum term of protectlon of 20 yeass counted
1 e

from the date of ﬁlmg ' : e
‘ India had already implemented its obllganons under Articles 70.8 and 70 9ofthe
| TRIPS Agreement. . - = '
Acts related to Patents
| e The Patents Act; 1970

. The Patents (Amendment) Act, 1999
+¢ The Patents (Amendment) A"ct, 2002 |
"o The Patents (Amendment) Act, 2005
‘e Rules pertaining to Patents o
e The Patents Rules 2003 K
o The Patents '(Amendment') Rules 2005 e
¢ The Patents (Amendment) Rules 2006
o - The Patents (Amendment) Rules 2021

Trademarks

Trade Marks have been defiried as any sign'or any combination of signs eap_able of "
distinguishing the goods or services of one undertaking from those of other undertakings.
Such-distinguishing marks. constitute p'rot'ectgble subject matter under the provisions -
of the TRIPS Agreement. The Agreement provides that initial registration and each
renewat of registration shall be for a term of not less than 7 years and the registration

shall be renewable indefinitely. Compulsory licensing of Trade Marks is not permmed :
' Act related to Trade Marks. '

® Trade Marks Acts
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¢ Trade Marks Act, 1999 - _
‘# New Elements in the Trade Marks Act, 1999

s

' Copynghts
India’s copynght law, lald down in the Indian Copynght Act, 1957 ‘as amended by |

Copyright (Amendment) Act, 1999 fully reflects the Berne Convention on Copynghts

to which India is a party. Additionally, India is a party to the Géneva Convention for. |

the Protection of Rights of Producers of-Phonograms and-to.the Universal Copyright

" Convention. India is also an active member of the World. Intellectual Pr0perty

-Orgamsatton (WIPO), Geneva and- UNESCO S L &

~ The copynght law has been amended penodlcally to keep paee wnth changmg
requirements. The recent amendment to the copynght law, which came into force in May
1995, has ushered in comprehenswe changes and brought the copy‘nght law in line with

amended law has made provisions for the first time, to protect the performer’s rights as
envisaged in the Rome Convention Several measures have‘been adopted to strengthen

and streamline the enforcement of copyrights. These include the setting up of a Copyright
Enforcement Advisory Council, training programs for enforcement officers and setting |
- up special policy cells to deal with cases relanng to tnfnngement of copynghts

¥

Acts related to Copynghts
‘e The Copyright (Amendment) Act, 2012

o Copyright, Act 1957 |

e Copyright Rules, 1958,

. Copyright Handbook )

. ..lntemanonal Copynght Order 1999 - o o

. Copynght Piracy in.India | '

. _AmendmentsmtheAct o . '_ Cv

| Geographieal Indications _ _ : .

'The agreement contams a general obligation that parties shall provide the legal means _
for interested parties to prevent the use of any means in the desngnatton or presentation

of a good that indicates or suggests that the good in question ofiginatés in a geographical

area ‘other than the true place of origin in a mannér which misleads the public as to the |

geographleal ongm of the good.

There is no obhgatlon under the Agreement to protect geographlcal indications
which are not proter""* in their country of ongln or Wthh have fallen into dlsuse in that
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; c'o'untry. Anew law for the protection of geographical indications, viz. the _Geographical

Indications of Goods (Registration and the Protection) Act,.1999 has also been passed

by the Parliament and notified on 30.12.1999 and the Rules made there under notnﬁed
-

on 8-3-2002. T -

\.4

Industrial Designs .

EAg

Industrial designs refer to creative activity which results in the ornamental or formal

appearance: of.a product and design right refers to a novel or original design that is
accorded to the p’roprietor of a validly registered design. Industrial designs are an element
of intellectual property

-~

Under the TRIPS Agreement minimum standards of protection of industrial de51gns

have been provided for. As a developmg country, India-has already amended its national

legistation to provide for these minimal _standards.

"The essential purpose of design law it to pfomote-énd protect the design element

_of industrial production. It is also intended to promote.innovative activity in'the field

of industries. The existing legislation on industrial désigns in India is containcd in the
New Designs Act, 2000 and this {u_:t will serve its purpose.well in the rapid changes.in
technology and intemzitional de\'reI_Opments. India has also achieved a mature status in

| the field of industriai designs and in view.of globalization. of the economiy, the present

legislation is aligned with the changed technical and commercial scenario and made to

eonform-to international trends in design administration. L .
Conclusion: It’s a hot discussion that will India get beri;ﬁ_t_ted from this new regime

of World Trade Organisation, as we khow that near about 80% of patents & copyrights

of different goods and services are owned by the developed countriés-of the world?-

E_ 3

511 Typesof FDI N

There are mainly two types of FDI: Horlzontal and Vertical. Two other types of FDI
have emerged namely Conglomerate and Platform FDI.

1. Horizontal FDI Under this type of FDI, a business expands all its inland
operauon to another country The busmess under take the same activities but
in a foreign country. \ ' -

2. Vertical FDI: In this case, a business expands into another_couptr}i by moving

e

~ to adifferent level of supply chain. Thus business undertakes different activities
overseas but these activities are related to main business: R

3. Conglomerate FDI: Under this type of FDI, a business undertakes unrelated

business activities m a foreign country this fype is not common as it involyes.




L&

- the difficulty of penetrating 2 new country and an.entirely new and different
market. - ‘ :

4 ‘Platform FDI: Here, a business expands into another country but the. output

from the busmess is then exported to a third country. ”

¢
5.12 _Importanceof.FDI-

There are many ways. in which FDI benefits the fecipient nation:

*

Increased Employment and Economic Growth Creéation’of jobs is the most obvious

advantage of FDL this is one of the most 1mportant reasons why a nation, especially a-
developing one, looks to attract FDI Increased FDI boosts the manufactunng as well as
. the services sector. This in'turn generates jobs, and helps reduce unemployment among
the educated youth - as well as skilled and unskllled labour - in the country. Increased
- employment translates to mcreased mcomes and equips the populatlon with enhanced

buying power. This boosls the economy of the coumry

-Human Resou_rce Development

This is one of the equally important advantages of FDI. Human Capital refers to the
lmowledg'e and competence of the workforce. Sldlls gained and enhanced through trammg
and experience boost the-education and human capltal quonent of‘ the country, Once
.developed, human capital is mobile. It can train human resources in other companies,

theteby creating a ripple effect. N b ' e

3

Development of Backward .Al:e'a"s ' *

. This'is one of the most crucial benefits of FDI for a developing country. FDI enables .

the transformation of backward areas in a country into industrial ce’rjires; This in turn | -

provides a boost to the social economy of the area. The Hyundaj unit at Sriperumbudur,

" Tamil Nadi in India exemplifies this process:
" ka . [ -1 L

Provision of ii‘ingnce & Technology

Recipient businesses get access to thelatest financing tools, technologies and operational

pracnces -from. across the world. Over time; the introduction .of newer, enhanced {

'-technologles and processes results in their diffusion into the local economy which resuits

in enhanced efficiency and eﬂ'ectl_veness ofthe mdust:ry. Recipient businesses also receive

' "best practices“ management, accounting, or legal guidance from their investors. They

. can in furn incorporate the latest technology, financing tools and operational policies. |

By adopting these practices, they enhance their emplgyee_s"lifestyles. That in turn raises
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Indian Economy the standard ofliving of people in the recipient countty. FDl rewards the best companies

in any country. It reduces the influence of local govemments over them oot

Increase in Exports

_Not'es Notall goods produced through FDI are meant for domestic'consumption. Many of thes¢
products have global markets. The creation of 100% Export Oriented Umts and Economic

-Zones have further assisted’ FDI investors in boostmg their exports ﬁ'orn other countnes

Exchange Rate Stability

The constant flow of FDI into a country translates into a: contmuous ﬂow of foreign -
exchange Thls helps the, country s Central Bank mamtam a comfortable reserve of

forelgn exchangc This in turn. ensures’ stable exchange rates.

N Stunulatlon of Economic Development

This is another very important advantage of FDI. FDi is'a source of external capital
and higher revenues for a country. When factones are constructed at least some local .
1 labour, materials and equipment are unhsed Once the construction is complete the
factory will employ some local employees-and further use local materials and services.
Thc pe0ple who are employed by such factories thus have more money to spend. This

creates more jObS .

These factories will also create addmonal tax ‘revenue for the. Govemment, that

can be infused into ereatmg and unprovrng physical and ﬁnanmal lnfrastructure
Improved Capltal Flow o SO .
Inflow of capital is particularly beneficial for countries with limited domestic resources,
as well as for nations with restricted opportunities to raise funds in global capital markets.
' Creation of a Competitive Market
By faci_litating the entry of foreign organisatlons into the domestic 'mark'e_tplace, FDI
helps create a competitive environment, as well as bredK domestic monopolies. Achealthy
competitive: environment pushes firms to continuously. enhance their processes and
'product offerings, thereby fostermg 1nnovatlon Consumers also gam access to a wider

- T f
range of compennvely priced products - - '

{ Diversifies Investor Portfolios

lndmdual investors have the potentlal to achleve greater portfolio efﬁcrency (return per
- unit of’ nsk) as FDI dlverslﬁes their holdings outside of auspeclﬁc country, mdustry, or

political system. Generally, a broader base of investmeiits will dampen overall portfol_lo
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_volatility and provide for stronger long-terr returns. In a nutshell it offsets the volatility Financial

. created by ‘hot money. That's when short-term lenders and currency traders create an Institution & EXIM
asset bubble. They invest lots of money all at once, then sell their investments just as
fast. That can create a boom-bust cycle that rins economies and ends political regimes. Notes

Foreign direct investment takes longer to set up and has a more permanent footprint in

a country. -
P .

Provides Technology to Developing Countries
- Provides ﬁnanbing to developing countrieé: Recipiehp éoun_tﬁes see thsir standard of
living rise. As the recipient company benefits from the investment, it can pay higher taxes.
_ Unfortunately, some nations offset this benefit by offering tax incentives to attract
FDI )

5.13 Shortcomings of FDI

e Not suitable for strategically important industries: Countries should not allow
foreign' ownership, of.companies in strategically ﬂnportant industries like in
specific defence and space research. That could lower the comparative advantage

as well as sovereignty of the nation, according to an IMF report.
gl v

o Investors have less moral attachment: Foreign investors might strip the business

of its value without adding any. They could sell unprofitable portions of the
company to local, less sophisticated investors. . _
o Unethical access to local markets: They can use the company's collateral to
get lowcost, local loans. Instead of reinvesting it; they lend the funds back to
the parent company. . -
o Environmental Aspects: Some of the Chemical & Pharma industries that are
banned in European countries due to environmental impact aspects can find

its way in a disguised way. -

5.14 Goverm_lié’i:lt Initiatives to Promote FDI-

The Indian government has initiated steps to promote FDI as they set an i::ivestor-ﬁ*iendly
policy where most of the sectors are open for FDI undér--_the automatic route (meaning
no need to take prior approval for investment by the Government or the Reserve Bank
of India). The FDI pblicy is reviewed on a continuous basis with the purpose that India
‘remains an investor-friendly and attractive FDI destination. FDI covers various sectors
such as Defence, Pharmaceuticals, Asset Reconstruction Companies;, Broadcasting,

Trading, Civil Aviation, Construction and Retail, etc.

i
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In the Union Budget 2018, the cabinet approved 100% FDI under the automatic
route fbr single-brand retail trading. Under this change, the non-resident entity is permitted
to commence retail trading of ‘single brand’ product in India for a-particular brand,

Addltlonally, the Indian govemment has also penmtted 100% FDI for construction |
sector under the automatic route. Foreign airlines are permitted to- invest up to 49%
under the approval route in Air India. : ' ' -

The main purpose of these relaxations in fofeign investment by the government is
to bring international best practices and employee the latest technologles which propel
manufacturmg sector and employ ment generation in India. To boost manufactunng sector
with a foCus on *Make in India’ initiative, the government has alllowed manufacturers to.
sell their prodiléts through the medium of wholesale and retail, inéluding e-commerce

under the automatic route,

5.15 FDI Facts and Statistics

According to Indian Brénd Equity F oundation (IB EF-), the total EDI invest_menis in India

during April-December 2017 stood at US$ 35.94 billion as the govérnment has beén-

providing relaxation on FDI which is attracting a large number of foreign investments.

Moreover, the Telecommuﬁ;catioﬁs sector-has attracted the highest FDI equity
inflow during April-December 2017, i.e., US § 6.14 billion, followed by- computer
software and hardware sector at US$'5.16 billion & Services at US$ 4.62 billion. The
total FDI equity inflows for December 2017 reached US § 4.82 billion.

During the period of April-December 2017, India géi_néd maximum FDI equity

inflows from Mauritius, i.e. US$ 13.35 billion, followed by Singapore (US$ 9.21 billion), ~

Netherlands (US$ 2.38 billion), USA (US$ 1.74 billion), and Japan (US$ 1.26 billion). _
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Foreign companies invest.in Tndia 10 take benefits. of relétively lower wages,
,specml investment privileges hke tax exemptions, etc. Hence, Indla is one of the top
gainers of FDI. :

5.16 Recent FDI Announcements

February 2018- IKEA declared its plan to invest approximately US$ 612 million in
the Méharashtra state in order to establish multi-format.stores and experience centres.

_ December 2017-DIPP (The Department of Industrial Policy & Prometion) approved
FDI proposals of Supr Infotech' Solutions and Damro Furniture in the retail sector.
November 2017- In the state of North East reglon of India, 39 MOUs (Memorandum
of Understandmg) was signed for the investment of US$ 612-765 mllhon

Thus we can say that FDI plays a crucial role in the growth of Indian economy as |

it helps to bring new technologies, employment generatlon and improvement in business
operations, etc. India registered its highest-ever annual Foreign Direct Investment (FDI)
inflow of US$ 81.97 billion in 2020-21

5.17 - FII-Foreign Institutional Investor

Foreign Institutional Investor (FI1) means an institution established or incotporated outside
‘India which proposes to make investrient in securitiés in India. They are registered as
Fils in accordance With Section 2 (f) of the SEBI (FII}.Regulations i.9"95. . |

A foreign institutional investor, or FII, is a hedge fund manager, pension fund
manager, mutual fund, bank, insurance firm or representatwe agem of these entities
who is reglstered o mvest in a'foreign country. The F I takes equity positions in forergn

. ﬁnancral markets on behalf of the entity that is based in another country

-
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Indian Economy " Thisterm is frequently used in reference to investing in emerging market economies.
Direct access to the equities markets in some countries is limited and regulated. For

example, foreign institutional investors seeking to invest in Indian companies must

Notes . register with the Securities and Exchange Board of India, or SEBL

In India, entities and funds who are eligible to get registered as FI1 coﬁpﬁse Pension
Fur;ds, Mutual Funds, Insurance Companies, Investment Trusts, Banks, University
Funds, En:iowments, Foundations., and Charitable Trusts / Charitable Societies. Apart
from these, entities proposing to invest on behalf of broad based funds are also eligible
to be registered as ‘FlIs. These comprise ;\sset i/laliagemen‘t Companies, Institutional

Portfolio Managers, Trustees, and Power of Attorney Holders.
Rising FII Activity
India has been witnessing a surge in FII activity since the opening of its capital markets.
« | Owing to its high' growth potential, India has become a favourite destination for FII
activity, ’

FlIs, convinced of India’s economic progress ad strong corporate earnings, are
continuously investing in the country. At the macro'level, India is still among the best
macro stories in the world, .

Growth of Foreign Institutional Investments

Emerging markets ;Jffe_r significant potential for growth in the near future. This potential
is attracting large numbers of investors from the United States and other countries. M;ny
investments are made in the form of foreign institutional investments. These investments
-are sometimes referred to as "hot money,” since they often represent substantial sums
that can be withdrawn from the markets at any time, potentially increasing volatility in
foreign equity ‘markets. °

In the past few decades, developing economies began to appreciate the value of,
and need for, foreign investments, and made moves to provide easier access to their
financial markets. Foreign institutional investments have favoured the banking and
construction sectors, as well as infopnation technology companies. Major multinational
companies involved in foreign institutional investment include Citigroup (C), HSBC
(ADR -HSBC) and Merrill Lynch (MER). »

Foreign institutional investors in India

Countries with the highest volume of foreign institutional investments are those that have

developing economies. These types of economies provide investors with higher growth

potential than in mature economies. This is why these investors are most commonly
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found in India, all of which must register with the, Securities and Exchange Board of Financial
Institution & EXIM

India to participate in the market.

Regulations for investing in Indian Companies

All foreign institutional investors are allowed to invest in India’s primary or secondary. Notes ¢

capital market only through the company portfolio investment scheme (PIS) these
schemes are allowed the foreign institutional investors to purchase shares and debentures

of Indians companies on the normal, public exchanges in India. s

For e.g.- United States mutual fund sees an opportunity of investment in Ihdian ‘

based company 50 it can purchase the equity on the, Indian public exchange and take a \

*

long position in a high growth stock. This thing also helps the domestic private investors
‘who may not be able to register with the securities and exchange board of India (SEBI)
l+  Be that as it may, there are numerous directions incorporated into the plan. There is a
roof for all Flls that expresses the maximum speculation sum must be 24% of the paid-
up capité.l ofthe Indian orgaﬁization getting the venture. The maximum speculation can
be expanded above '24%-ihrough board endorsement and the death of an extraordinary
goal. The roof is 'decreas.ed to 20% of the paid-up capital for interests out in.the open

segment banks.

Difference between FDI and FII _ |

Foreign Direct Investment _ : | : i
& Usually, investment is for an extended period ‘
o Investment in physical assets

o Its goalis to enhance efficiency or enterprise capability or change admiinistration

mechanism,

e Its goal is to enhance monetary, recourses.
o [t expedites the technology transfer, approach to markets, and administration
inputs. .
e It flows into the pﬁmary or main market -
o It is hard to enter and exit -
o [t is appropriate for the company’s gain
o It directly affects the employment of labour and their wages.
. Foreign Institutional Investment:
o Usually, investment is for a short pefiod. - ' ' - '

o Investment in financial assets.
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Its goal is to enhance monetary recourses.

"It helps in the monetary influx.

It flows into the secondary market: . .
It is easier to enter and exit in comparison to FDI.
It is appropriate for monetary profit._

It does not directly impact the-empioyment of Iabour or wages.

Aregistration application is made in form A to apply for FII under the format given
in SEB1 (FII) Regulations, 1995.

Requiremerits to be fulfilled for grant of Registration for FII

Applicants should be “fit and proper.”

. The applicants ought to have dociimentation, specialized competency, economic

retiability, proficiency, general repute of sprite; and honesty.

The Applicants ought to be controlléd by a proper foreign regulatory authority
in the equivalent competence where registration is sought from SEBI.

‘Permission is heeded from the Reserved Bank of India under the provisions of
the Foreign Exchange Management Act,1999.

The Applicants should be lawfully allowable to finance in securities which are
beyond their nation’s territory.

He needs to assign a native guardian aftér hlaking a formal agreement.

He shall appoint a bank to direct its businesses.

- Significant Features of FIIs

Venture in all securities traded on the ;;rincjpal,and other minor seils is
permissible. '

To enter market applicant companies, prior registration is compulsory with
SEBL

For registration, allied and ancillary companies are referred to as two distinct
FII.-

Registration is-valid for five years, and then it can be renewed for another five
years.

FIi shall have registration from the securities commission in the'country they
reside in. ) .

Main-Areas Touched by FII

[ ]
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o Exports and imports
¢ Inflation

‘Benefits of FII Investment
° lmprove the flow of equlty capltal | . ' _
& Improves corporate authoruy.. ‘ |
o Manage uncertainty and control threats.
¢ 'Reduces the rate of equity eepital ‘ _
. Commumcatmg stability of India’s BOP (balance of mternatlonal
payments) -
. He_lps in gamm_g-lnformatiori. :

e Enhance market productivity

Shortcomings of FII Investment
' ‘I_o Instability and-money outflow ¢
. Posmblllty of prlce rigging
° POSSlblllty of market herdmg and posmve feedback tradmg
- o BOP vulnerability ?
o Thereisa nslf of backdoor contrl.
e P.-Qs's'ibillity of money laundering

& Possibility of inflation.

5.18 National Agricultural Policy

As already discussed in Unit 4, the first ever National Agriculture Policy was announced

on 28th July, 2000. The formulation of Agriculture Pollcy had been-under consideration |-

of the Government for. the last few yearsas a comprehenswe National Agnculture Policy
was-absolulely__essentlal to bun_ld on the inherent strength of the agriculture and allied
sectors to address the constraints and to make optimal use of resources and opportunities
emerging as a result of advancement in science and technology and emerging of a new

) CCOHOITIIC reglme

_ National Agriculture Policy seeks to actualise vast-untapped . growth potential.

-of Indian Agrieulture,_ strengthen rural infrastructure to support faster agricultural
* development, promote value addition, accelerate the growth of agro-business create
- employment in rural areas, secure affair standard of living for the farmers and agricultural

workers and their famllles, dlscourage migration.to urban areas and-face the challenges
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Indian Economy arising out of economic liberalization and globalization over the next two décades, it -
aims to attain: '

» A growth rate in excess of four per cent annum in the agticulture sector;

Notes o Growth that is based on efficient use of resources and conserves our soil, water

' and bio-diversity; | -

e Growth with equality, i.e.. growth which 'is.widcspread- ACTOSS regions and
famers; ‘ ’

¢ Growth that is démand driven and caters to domestic markets and maximizes

=Y benefits ﬁom exports of agﬁcuiniral products in the face of the challenges
arising frbrr} economic liberalization and globalisation

e Growth that is sustainable technologically, enﬁronmentally and

economically. ' .

A nine pronged strategy has been devised to meet the challenges of enhancing
production and _strengthening rural economies while taking care to promote technically
sound, economically viable, environmentally non-degrading and socially acceptable use

-

of country’s natural resources-land and water particular.

519 GATT

Although the challenges confrout:ihg developing countries primarily concemn dorriestic
policies and institutions, trade policies—narrowly defined—are still important in today’s 7
international economic landscape. . -

The General Agreement on Tariffs and Trade (GATT) was the outcome of the
failure of the negotiating governments to create an International Trade Organization
(ITO) following World War II. Negotiations on the charter of such an organization were
concluded successfully in Havana in 1948, but the talks did not lead to the establishment of
N ITO because the US Congress was expected to refuse to ratify the agreement. Meanwhile,
GATT was negotiated in 1947 by twenty-three countries—twelve industrial and eleven
developing countries—before the ITQO negotiations were ‘concluded. As the ITO never

came into being, GATT was the only concrete resuit of the negotiations.

- GATT was a muitilateral treaty laid down on agreed rules for conducting international
trade. Since 1947, GATT has been the major focal point for the governments of industrial
countries seeking to lower traéle_ barriers. Although GATT was initially largely limited
to a tariff agreement, over time and as average tariff levels fell, it increasingly;came
to concentrate on non-tariff trade policies and domestic policies that have an impact
on trade. By the end of the Uruguay Round in 1944,"128 countries had joined GATT.
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Its basic. aim was to liberalize trade and for forty-seven years it had been concerned
with negotiating the reduction of trade barriers and with international trade relations.
- Overseeing the application of its rules is an important and continuing part of its activities.

Trade Negotiations Under GATT

Eight major trade négotiations have taken place under the auspices of GATT. As a result
of these negotiations, the tariff rates for thousands of items entering into the world
commerce were reduced, or bound- against increase. The Kennedy Round negotiations
alone reduced the average level of the world industrial tariffs by about one-third, The
Tokyo Round negotiations produced some comprehenswe agreements on tariff and

non-tariff measures.

Non-Tariff Measures

As the general level of taniffs declined in the post-World War II period, the distorting

effects on world trade of non-tariff barriers became more pervasive. The Tokyo Rouad

was different from earlier trade negotiations in as much as it sought to tackle the problem

' of these non-tariff barriers. The core of the Tokyo Round results consists of the binding

agreements, or codes aimed at reducing and bringing these non-tanﬂ' measures under
more effective international discipline.

Given its provisiqnal nature and limited field of action, the success of GATT in
promoting and securing the liberalization of world trade-in over forty-seven years is

incontestable. Continual reductions in industriai tariffs from an average of 40 per cent |

to less than 4 per cent alone helped achieve high growth rates in world trade—around 8

per cent a year on an average—during the 1950s and 1960s. The rush of new members )

during the Uruguay Round demonstrated that the multilateral trading system, as then
reprgsented_ by GATT, was recognized as an anchor for development and an instrument
of economic and trade reform.

- Awhole corpus of jurisprudence on trade matters evolved under the aegis of GATT.

The WTO is, in large measure, built upon the strong foundation providgd.by GATT.

520 WTO and India’s Foreign Trade

WTO agreements covering the multilateral trading system are an example of a very '

typical economic system which can be called supranational. It is not representing any
free trade area or the common market or the eConomic union. However, there is an
increasing trend of adopting the gualities of each of these economic systems.
Mulfilateral trading system impacted the national policy autonomy in a very limited
manner prior to the conduct gif the Uruguay Round. There have been different agreements
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. on suBsidies, investment, services and intellectual property which are very much within
- the border through the evolution-of Uruguay Round. There is a-devialion in the context -

of this agreement in common markets and economic unions to a certain extent.

S'truct'ure of WTO

WTO is responsible for overseeing the functioning of agreements within goods. Services '
and intellectual property rights related issues are delegated to three othér bodies in terms

of General Council, as per the higheéf authority of Ministerial conference. The other .

entities functioning under WTO are:

# Committee on Trade and Development

s Committee on Balance of Payment (BOP) restriction

e Committee to oversee the functlomng of budget ﬁnance and adminisiration
"o Committee on Reglonal Trade Agreement 1996

. Bodles set under limited membershlp Plurilateral Trade Agreement

‘e Compmittee on market access '

® Working party on accession

‘e Working groups on relationship between .,

i. Trade and lnvestment -

ii. “ Trade and competition pollcy '

¢ Transparent government procurement agencies

Scope of the WTO

The.WTO agreement (sometimes described as a ‘mini charter’) is strictly institutional _
and procedural in character and has no substantive rules or pnnmples other than those

which are included in the annexed agreements

| Basic Prmclples of General Agreement on Tarlﬂ's and Trade (GATT)/WorId

Trade Orgamzatlon (WTO) -
» Market access: Reduction and binding of tariffs
~ ® A country commits itself to ensure an agreed level of access to its market, on

an MFN (Most Favored Nations) basis which means that a country is applymg

a common basic tariff (customs duty) to WTO member states:
General elimination of quantitative restrictions on imports and exp’o_rt_s“
e The use of QRs {Quantitative Restriciions) is prohibited
e Prohibition of QRs GATT Article X1
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. Non-dtscnmmatlon of QRs and TRQs GATT Article XIII
'y Pl‘()hlbltlon of QRs GATS Article XVI -

WTO -Agreem’ettts.énd their Business Impact

Following is a list of WTO Agreements and their broad coveragef'impaet on the conduct
- b R .

of business:

" Table : List of WTO Agreements

S.No. -WTO Agreements

~ | Business impact -

I. General Agreement on Tanff & Trade {(GATT)

II. Agreement on Agriculture

Reduction in import duty
[ 3

and other bariers to __trade

General Agreement on Trade in Services (GATS)

Liberalizing Services trade |

'l. Agreement on Valuation of Goods

I1. Agreement on Pre-shipment Inspection (PSI)
III.IA'greerrient on Import Licensing Procedures
IV. Agreement on Technical Barriefs to Trade
(TBT) ‘ | ' i

V. Agreement on Rules of Origin

Establishing rules for liberal,

secure and predictable |-

access to foreign markets

1. Rules applicable on Exports

1. Agreement on Subsidies and Countervallmg
Measures (ASCM)

Subsidies and rights of
exporters

JL Agreement on Safeguard Measures

Il Agreement on Anti- Dumpmg Measures
(ADM)

‘Rules to check surge in

imports

Trade Related Intellectual Property nghts
{TRIPS)

Protection of Inteliectual

'| property rights

I. Trade Related Investment Measures (TRIMS)

Other areas

1I1. Agreement on Govt. Procurement (GP) ,

Intellectual Property Rights

The Uruguay Round negotiated the agreement on trade related aspects of intellectual”

~ property rights. o _
This agreement recognizes the fact that intellectual property rights are private rights
- and establishes tninimum standards of protection which need to be adopted by all the
govemnments of the member countries of WTO. It needs to be noted that member countries
can very easily provide the highest standards of intellectual prqpefty rights protection.

The bases of this agreement are Paris, Berne, Rome ‘and Washington conventions in

- their respective fields in terms of agreements and supplements.
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Institution & EXIM

Notes

" Self Learning Material 235



Indian Economy

Notes

This is not a fully independent convention butitisa rigorous set of articles which

puts together the convention plus pfolection for IPRs.-This agreement has one of:the
most comprehensive coverages and it also fulfils the re(iuirements of convehtiog plus

-~

protection for IPRs.

TRIPS agreem‘ent covers many issues with international instruments on IPRs. It
deals with different types of IPRs with the exception of breeders’ rights. Inteliectual
property rcﬂecté ma'inly ideas for novel and innovative brand products and book designs
which indicate productiveness of human expressions.

If due protection is not given, there is a possibility of its loss to competitors leaving
the original inventor withoui any advantage for himself and thus providing a disincentive

for carrying out the innovations in future. Initellectual property, like any form of property,

is protected through a law and can be a subject of trade, it can be owned and there can

be a buy and sale as well. It is distinguished from other forms through some features

including their intangibility and non-exhaustion by consumption.

£

WTO and Dispute Settiement

WTO’s dispute settlement procedure is very Jsigniﬁcant for resolving trade quarrels.
Whenever there is a violation by any government on WTO agreement or a commitment
made to WTO— WTO's dispute settiement procedure comes to the rescue. In fact, these
agreements have been made by the representatives of governments of various countries.
Obviously, these representatives bear the brunt of settling disputes through the Displite

Settlement Body (DSB).

The Process: Stages in WTO Dispute Settlement Procedure

| The dispute settlement system consists of various stages. Two major ways in which the

dispute can be settled after the filing of the co'mplaint are:
(i} The parties find a mutually agreed solution, particularly during the phase of

bilateral consultations; and

(i) Through adjudication - -

There are three main stages to the WTO dispute settlement process:
(i) Consultations between the parties
(ii) Adjudication by panels and, if applicable, by the appélla_te body;
(ili) The implementation of the i‘uliﬁg, which includes the possibility. of counter

measures in the event of failure by the losing party to implement the ruling.
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Fig, : Flow Chart of the Dispute Settlement Process
Anti-Dumping Provisions

if a company exp'.(')rts a’product at a price lower than the price it normally charges on
its own home market, it is said to be ‘dumping’ the product. The' WTO antidumping
provisions do not pass judgment but discipline the anti-dumping actions taken by

_ governments.
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I Couhtry | 1995 (2001 {2002 |2003 [2004 [2005 2006 2007 |2008 (2009 12010 (20011 |1995-

Statistics of Anti-Dumping

There was a fall in the number of disputes in 2009 because of the global economic

crises, There ‘were 209 initiations which came down to 170 in the first half of 2010 and -

Y

68 in the first half of 2011,

India uses dispute settlement system in the area of anti-dumping to a great extent.
There was exception for the year 2004 when EU followed by China and US topped the
list. Going along with the pace of global development there was an increase in the anti-

| dumping initiation to 55 in 2008. Then there was a fall to 31 in 2009. Soon there was

an increase to 41 in 2010, Brazil was number two in 2010 with 37 initiations.

Table : Investigations initlated ‘by top ten users of
Autl-Dumpmg Measures 1995-2011

. 2011+
India 6 79 (81 46 (21 328 |35 47 35 k]| 41 10 |647

lAustralia |5 [24 |16

United |14 [77 |35 |37 [26 {12 I8 22 |16 §20 |3 9 452
States .
Buropean (33 |28 [20 (7 l30 |24 (35 to |19 [15 Jis |g 428
Union
Argentina 127 128 |14
Brazil |5 17 |8

12, |12 (11 8 19 |28 |14 {4 . |288
' 12 |13 23 49 37 i1 227
219
23 13 5 3 3700 1 213

oo oo | & [ —
—
[ %]
(]

South 16 |6 |4
Africa

China ) 14 [30 22 1z (4 (1o |4 14 17 |8 0 186
Canada |11 125 (5 {15 (11 |1 7 1 3 6 2 0. 153

Turkey [0 |15 [18 |11 |25 |12 [8 |6 23 |6 2 | 147 .
All 157 |372 |315 234 {220 |201 204 [165 (213 -[209 (170 |68 |3922
countries '

India has the highest anti-dumping initiation cases in the interhational context,

' Share of imports from the target countries beforé the imposition of duties i.e. 2009-10

for 12 items for which this duty was 1mposed by India was only 0.6 per cent in ‘April-
March 2010-11. In 2010-11 it came down to 0.4 per cent.

‘Table : Anti-Dumping Duty by India in 2010-11 (April-March)

No. of | No. of [ No. of Value of imports of | Value of imports of
items | cases | countries | the items from target the items from all
s involved | countries (US$ million) | countries (US$ million)
2009-10 ° ° [2010-11 | 2009-10 2010-11
12 19 10 1767 1304 | 7226 = 6392
(0.6) (0.4) 2.5 (1.7
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5.21 Summary .

-

EXIM policy (Export & Import policy) which is an integral part of Trade policy provides
guidelines to regarding Imports & Exports of India: Foreign Exchange & Regulation
Act 1973 (FERA)imposed strict regulations the dealing_s in foreign exchange (forex)
and securities and the transactions which hiad an indirect impact on the foreign exchange
and the import and export of currency. Fofei_gn Exchange & Management Act (FEMA)
Contains provision for current account convertibility and liberalization of capital account
transactions and any contravention with the law allows arrest m exceptional cases.
TRIMs are rules that restrict preference of domestic fims and ‘thereby enable
international firms to operate more easily within foretgn markets. India’s Notified TRIMs
Agreement had notified three trade related investment measures as inconsistent with the

provisions of the Agreement:
Trade-Related Aspects of Intellectual Property nghts (TRIPS) covers intellectual
propetty including copyright, patents, geographical indications, trademarks, industrial

de51gns, trade secrets, and excluswnary rights over new plant varieties.

' Foretgn Direct Investment(FDI) is an mvestment in one country in the form of ’

controllmg ownership by an entity in another country. Foreign Investors taking advantage
of prevailing favourable conditions like cheéap labour, tax incentives, better infrastructure
invest in profitable private busmesses in India. The investments from Foreign direct

investments can be either vertlcal or hortzontal

FDI brings along with it various benefits to the invested country like employment,'

Technology &Finance, improved skill levels of working labour higher export

. potential, valuable Foreign exchange etc.

Foreign Instn-unonal Investments (F1I) are investments brought in'by institutions
outside India in secunttes in Indla after duly registering in SEBL. All foretgn institutional
investors are allowed to invest in India’s primary or secondar_y capital market only through
the cornpanyv portfolio inves_tment scherne (P1S) to purchase shares and debentures of

Indians.companies on the normal public exchanges in India. FDIs are investments in

- physical Assets whereas FFI s are investments in financial Assets.

The first ever National Agriculture Pohcy was announced on 28th July, 2000. The

, formulation of Agriculture Policy had been undér consideration of the Government for

the last few years.-

A nine:pronged strategy. has been devised to meet the challenges of enhancmg

production and strengthening rural economies whtletakmg care to promote technically

LY
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|| for 12 items for which this duty was imposed by India was only 0.6 per cent in Apnl

-

sound, economically viable, envimnmentall).; non-degrading and socially acceptable use
of country’s natiral resources-land and'water'particinlar

GATT was a multilateral treaty laid down on agreed rules for conducting international
trade Since 1947, GATT has beén the major focal point for the goyermnments of industrial

"countries seeking to lower trade barriers. Although GATT was initially largely limited

to a tariff agreement, over time and as average tariff levels fell, it increasingly came to
concentrate on nontanifl trade policies and domestic policies that have an impact on trade.

Given its provisional nature.and limited field of action, the success of GATT in

promoting and securing the liberalization of world trade in over fortyseven years is

incontestable. Continual feductions in industrial tariffs from an a__werag_e of 40 per cent
to less than 4 per cent alone helped achieve high growth rates in world traide—around
8 per cent a year on an average— during the 1950s.and 1960s.

WTO agreements coveﬁn_g the multilateral trading systém are an example of a
very typical economic system which can be called supréhational. It is hqt representing
any Ifree trade area or the common market or the economic union. However; there is an
increasing trend of adopting the quailities of each of these economic systems.

WTO is responsible for overseeing the functioning of agreements within goods.
Servicés and intellectual property rights related issues are delegated to three other bodies
in terms of General Council, as per the highest authority of Ministerial conference.

The WTO agreement (sometimes described as a ‘mini charter’) is strictly

institutional and procedural in character and has no substantive rules or principles other
than those which are included in the annexed agreements. .

TRIPS agreement covers many issues with international‘instruments on IPRs. It
deals with different types of IPRs with the exception of breeders’ rights.

WTO’s dispute settlement procedure is very significant for resolving trade quarrels.
Whenever there 1s a violation by any government on WTO agreement oi' a commitment
made to WTO— WTO's dispute settlement procedure comes 1o the rescue.

If a company exports a product at a price lower tﬁan the price: it normally charges
on its own home market, it is said to be ‘dumping’ the product. The WTO anti-dumping
provisions do not pass judgment but discipline the antidumping actions taken by

governments.

India has the highest anti-dumping initiation cases in the international context.i‘

Share of imports from the target countries before the imposition of duties i.e. 2009—1()

i
March 2010-11. In 2010-11 it came down to 0.4 per cent. |
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s EXIM: Export import pohcy
e TRIMS. Trade-Related Investment Measures o
‘ Notes
. IGIATT.. _Genelfai Agreement on Tariffs and Trade
. FDI : Foréign Direct Investment . o
. SEBI: Securities an'd. Exch_ange Board of India. |
¢ FII: Foreign Institutional Ln{restors.
e . BOP: Balance of Payments
"e& QRs (Quantltaﬁve Restrictions): Specific limits on: the quant:ty or value of [ _
: goods that can be imported (or exported) dunng a spemﬁc tlme period. & N
' TR?S agreement: The Agreement on Trade related Aspects of Intellectual" i
Property nghts of the WTO is commonly known as the. TRIPS Agreement.
o An anti-dumping duty: This is a protectionist tariff that a domesnc government
imposes on foreign imports that it believes are priced below fail_' market

value.

523 Review Questions | o 3
What is EXIM policy?
What is FERA? o
What is FEMA? | |
What i§ISpecigl Economic Zone (SEZ)? ' B o . Y
Discusy the recent trends in India’s foreign tfa;le. | .
' What is Economic Warfare? -

—

}
What is meant by state Capitalism?

What is the nnpact of Price Fluctuat:ons on Nc.tural Resources?
What is WTO &what its role? -

V- LR R o L

._.
e

When did the TRIMS agreement came in to effect?
. Which type of FDI is adventageous; Horizontal or Vertical? '

—
—

- = -
What is the impact on. Employment through FD1? : ¢

— -
w R

. The ‘goods produced through FDI is meant for Expons or for domestic or for
both?
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14. What are the shortfalls of FDI? .
15. What is the significant feature of FII’s?" -
16. Discuss the role of Natlonal Agriculture policy in actualizing the untapped
potential of agnculture . h
17. Analyse the basic aim of the General Agreement on Tariffs and Trade (GATT).
18. 'Write a comprehensive note non-tariff measures on the world trz;de." '
19, Enumerate the basic principles of_GAT;Ime 0. e
20. Analyse the provisions of mti-dumping measures.
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