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Health

Created: 11/1/2011 2:01 AM

Statistics  

1. Birth Rate: 2.2, Death Rate:  0.6, Natural Growth Rate: 1.6. Infant Mortality: 47, MMR: 212 per 100k, total fertility rate 2.6 (expected to decline to 2.3 by 2015). 
Institutional deliveries increased from 55% in 2004-05 to 75% in 2009-10.    

2. Infant mortality: It is number of deaths < 1 year age per 1000 live births. Pneumonia is the largest cause of such deaths.

- Immunisation cover is far from being universal:-
Full immunisation in children has improved from 54.5 % in 2005 to 61 % in 2009 during the 11 th Plan. Additions to the Universal Immunization Program include 
Hepatitis B, Japanese Encephalitis (JE) vaccine in endemic districts, and Pentavalent vaccine, which is a combination vaccine against Diphtheria, Pertussis, Tetanus, 
Hepatitis B and Haemophilus influenza B. There has been no reported case of polio during 2011.
However, Immunisation cover is far from universal as envisioned in the 11 th Plan, and remains particularly low in UP (41 %), MP (43 %), Bihar (49 %), Rajasthan (54 
%), Gujarat (57 %) and Chhattisgarh (57 %), Assam (59 %) and Jharkhand (60 %).

 
Government Initiatives

Drug Price Control Order, 2013

Provisions

1. It replaces DPCO, 1994.
1. The order contains list of about 348 essential drugs and formulations whose price is subject to control under the order. The list includes commonly 

used medicines for BP, diabetes, heart problems,epilepsy etc. The earlier order of 1995 contained only just 74 bulk drugs. 
2. Prices of key formulations (as notified) are regulated as against the drugs in the 1994 order. The manufacturers used to evade it by bringing slightly 

different versions. 

3. The 1994 order was based on cost-plus pricing mechanism and bred inefficiency. The new order follows a transparent market-based mechanism. But 

its weakness is that it will simply lock in existing inefficiencies and may result in many “price-controlled” medicines continuing to be sold at high 

margins of 10x - 30x.

4. Prices would regulated based on the essentiality of the drugs instead of the market share criteria in the 1994 order.

5. Another weakness is that it does nothing to stop the practice of doctors prescribing expensive brands instead of prescribing the generic molecule. This 

will simply lock in their current high margins.

2. The average price to retailer will be calculated as simple average of all the versions with market share more than or equal to 1%. There is a separate formula 
for cases where this exercise doesn't lead to a fall in prices or where there is less competition. Ceiling price will be annually inflation indexed. 

1. Its weakness is that it doesn't allow for rupee depreciation when 50% of the formulations are imported from China.
2. The price of those formulations or drugs will not be considered in the calculation if their market share is less than one percent. In the real scene, only 

small or medium, local manufacturers sell medicines at very low price. The price will be far below the price of that by big multi national manufacturers. 
However the small manufacturer may not have turnover of one per cent or more. Hence, however low that price is, that will not reflect in the ceiling 
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price. So in effect, if, only big brands have the field between them, the ceiling price will be only a confirmation of their own price existing.

Then the ceiling price to the consumer will be calculated by adding a 16% margin to the average price to the retailer.
All the existing manufactures, selling at a price higher than the ceiling price, will have to reduce their price to bring it under the ceiling. Those selling below it 
cannot raise their price. (Easy to see how this can be gamed.)
Any manufacturer, intending to discontinue any scheduled formulation shall issue a public notice and also intimate the government at least 6 months prior. 
The government may, in public interest, direct it to continue with required level of production or import for up to 1 year.

Impact 

1. Consumers will be the biggest beneficiaries as prices of some brands may fall by up to 70% including the essential medicines.

2. The policy will cover two-thirds of the domestic industry. In the short-term, industry profitability could decline but the surge in volumes and inflation indexation 

will make up for any losses.

Writing Expensive Prescriptions - Reasons

1. There is an intuitive feeling that the original molecules, often from MNCs, are of a higher “quality” and hence more efficacious. This is not true. Besides, many 
big companies get their drugs manufactured by small companies and just market them. 

2. There is something called “brand loyalty” and “brand familiarity”, which develops over prescribing the same product for years. Sometimes it could be just plain 
ignorance about the availability of a cheaper alternative. 

3. Most important reason is marketing “incentives” for doctors. Hospitals choose to stock only certain drugs in their in-house pharmacies and insist that patients 
buy drugs only from it. Doctors get their cut.  Chemists themselves may substitute one brand for another.

Universal Health Care - NOT IMP NOW

Reddy Panel's Recommendations for the 12th Plan

1. Currently it is investing only 1.4% of GDP in health. This needs to go up to 2.5% by end of 12th Plan (government will invest 1.58% in health and 0.9% was 
invested in sanitation and water which will now be counted as health investment taking the total to 2.5%) and 3% by 2022.

2. Health should be made cashless and no charge should be levied on any user. Access to health be made universal. The funding should come out of state 
resources.   

3. On educational front, distribution of medical colleges (government is planning to convert 600 district hospitals into medical college by the end of 13th FYP), 
nursing schools should be made equitable and a new bachelor course should be introduced in rural health care.

4. Currently there is one social health worker for a habitation of 1000 persons, this should be doubled.
5. Government has agreed to the following: Health expenditure to be raised to 2.5% from 1.4% and essential generic drugs will be made universally available 

free.  

Proposed Architecture

1. National Council for Human Resources in Health (NCHRH). 
2. National Health Regulatory and Development Authority (NHRDA).
3. National Drug Regulatory and Development Authority (NDRDA): The main aim of NDRDA should be to regulate pharmaceuticals and medical devices and 

provide patients access to safe and cost effective products. 
4. Purchase of all health care services under the Universal Health Coverage (UHC) system should be undertaken either directly by the Central and state 

governments through their Departments of Health or by quasi-governmental autonomous agencies established for the purpose.
5. All government funded insurance schemes should, over time, be integrated with the UHC system. All health insurance cards should, in due course, be 

replaced by National Health Entitlement Cards. 
6. Develop a National Health Package that offers, as part of the entitlement of every citizen, essential health services at different levels of the health care delivery 

system.
7. Reorient health care provision to focus significantly on primary health care.
8. Strengthen District Hospitals. Ensure adequate numbers of trained health care providers and technical health care workers at different levels by a) giving 

primacy to the provision of primary health care b) increasing Human Resources for Health (HRH) density to achieve WHO norms of at least 23 health workers 
(doctors, nurses, and midwives).

9. Transform existing Village Health Committees (or Health and Sanitation Committees) into participatory Health Councils.

Foreign Experience

1. OECD governments spend between 5% and 8% of their GDP on health; the US government spends nearly 9% of its GDP (its total expenditure on health is a 

whopping 17% of GDP) and yet 50 million people do not have adequate access to healthcare in that country. This is due to the way in which healthcare is 

financed: it is predominantly insurance-based. In the last two decades a number of middle-income countries and a few low-income countries have also 

reached near universal access for their respective populations and these include Brazil, Mexico, Venezuela, Costa Rica, Thailand, Malaysia and Sri Lanka.

2. Colombia had a reasonable public health system which under the structural adjustment policy of the World Bank was transformed into an insurance-based 

health model that privatised the healthcare system in Colombia and destroyed the public health system. 

3.  Tax: GDP ratio should be > 25%, taxation must be progressive, financing of healthcare must be predominantly tax based. Governments have to commit 
close to 5% of GDP to realize universal healthcare. There should be a constitutional mandate guaranteeing right to healthcare. Finally, a social movement to 
politicize healthcare would have to exert the demand-side pressure for right to healthcare.

ICDS

Scheme

1. It is a $3 bio scheme. It provides a package of 6 services to children below 6 years and pregnant and lactating mothers. Anganwadi is the focal delivery point.
2. It is not a full nutrition scheme but only provides the supplementary nutrition which is required nutrition - actual intake. So far 80 mm children and 20 mm 

mothers have been covered.
3. Angan Wadi Workers (AWWs)are supposed to deliver services like contraceptive counselling, neonatal and postnatal care, nutrition supplementation, 
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vaccination, non-formal pre-primary education in 0 to 6 years range.

Analysis

1. For all practical purposes, the AWWs are the first line of contact. There are many cases where the AWWs have been instrumental in preventing child 
marriages. And yet they are not considered government employees. They are “honorary” or “part-time” workers who receive a poor honorarium. 

2. A majority of the centres function from spaces that are in an abysmal condition. Infrastructure in these centres is neither child nor mother friendly and they 
lack even toilets and running water supply. 

3. CAG audit has revealed that funds have been diverted to activities not permitted under the scheme. 
4. There is shortage of staff at all levels, lack of medicine kits and poor hygiene levels.
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National Rural Health Mission (NRHM)

Objectives

1. To provide effective healthcare to rural population throughout the country with special focus on 18 backward states.
2. To raise public spending on health from 0.9% of GDP to 2-3% of GDP.
3. Capacity building in public health delivery.
4. Provision of a female health activist in each village.
5. To integrate traditional knowledge in public health delivery system.
6. Effective integration of health concerns like sanitation & hygiene, nutrition, and safe drinking water.
7. The District Health Mission (DHM) to be led by the Zila Parishad. 
8. ASHAs would be selected by and be accountable to the Village Panchayat.
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Architecture

1. Primary health centers
2. Community heath centers
3. Sub district hospitals
4. Skill- based training: Given to Auxiliary Nurse Midwives/Staff Nurses/Lady Health Visitors; training of MBBS doctors.
5. Accredited Social Health Activists (ASHAs)
6. Rogi Kalyan Samitis.

Issues

1. Though, one of the core strategies of this programme is to train and enhance capacity of PRIs, the actual implementation of the programme has led to a few 
distortions such as (i) creation of parallel structures like District & Village Health Committees and (ii) multiplicity of fund transfers. 

2. The present practice of installing separate village committees under departmental command needs to be dispensed with. Gram Sabha should look over it.
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Indira Gandhi Matritva Sahyog Yojna (IGMSY)
Features 

1. It is a conditional cash transfer scheme which gives money in installments to pregnant and lactating women from conceiving to unto  a few 
months after child birth. It aims to compensate women for the wage loss during pregnancy.

2. The woman should be > 19 years of age and support is only given for first 2 children.

Limitations

1. Given the social context of India, exclusion will only victimize the victim who has no control over her marriageability and reproductivity. 

Janani Suraksha Yojna (JSY)
Features 

1. It is a part of NRHM and aims to increase institutional deliveries.
2. Under it women who go to hospitals for delivery are paid Rs. 1400 in rural areas and Rs. 1000 in urban areas. 

Mother -Child Healthcare Scheme
Features 

1. It aims to increase institutional deliveries and is complementary to JSY.
2. It provides free services to pregnant women and newborns for their delivery in government hospitals. 

Rashtriya Swasthya Bima Yojna (RSBY)
Features  

1. BPL families are entitled to hospitalization coverage up to Rs. 30,000/- for most of the diseases that require hospitalization. 
2. Coverage extends to five members of the family which includes the head of household, spouse and up to three dependents.
3. Central and State Government pays the premium to the insurer selected by the State Government on the basis of a competitive bidding.

Performance

1. So far 25 mm households have been enrolled and aim is to reach 70 mm households by 2017. 
2. It covers only hospitalization which constitutes only 20% of the health expenditure by the households. So its usefulness is pretty limited.

Mother and Child Tracking System
Features 

1. It is a monitoring scheme and seeks to collect data over pregnant and lactating mothers. It has a call centre for this purpose.
2. Mothers are covered up to 42 days from delivery and children up to age of 5 years.  

Total Sanitation Campaign

1. Constructions under TSC are not proving to be sustainable and people are relapsing to open defecation. The problem arises 
because TSC is becoming increasingly state-led and target-driven and often implemented without any conscious effort to create required 

awareness at the community level. The programme is often driven by a desire to achieve fund utilization. Top-down strategies of posters and brochures with 
no individual contact have proven to be ineffective. Great effort is required to sustain the gains of the adoption phase to ensure that slip-backs do not occur. 

2. Another limitation of TSC is the narrow range of technology options offered in a country with such immensely diverse geographic, hydrologic, 

climatic and socio-economic conditions (high water table, flood prone, rocky ground, desert/water scarce areas and extreme low temperatures). This has 

led to many problems, including non-acceptance by local communities, water pollution especially in shallow water table regions. 

3. It is also clear that use of toilets cannot be sustained without provision of water supply and many NGP villages have slipped back because 

the promised water supply never materialized. 
4. Incentive per toilet was very little.

Nirmal Bharat Abhiyan

Differences from Total Sanitation Campaign

1. The amount sanctioned for the construction of individual household latrines has been more than doubled from Rs. 4500 to Rs. 10000 out of which Rs. 4500 
will come from NREGA. At present center contributes Rs. 2100 and states Rs. 1000. In the new scheme, Center will contribute Rs. 3200 and states will 
contribute Rs. 1400. Individual families will provide Rs. 900!

2. Distinction between BPL/APL families has been scrapped to achieve total sanitation in India by 2020.

3. A shift from motivating individual household toilet construction to covering whole communities in the village.

4. Houses in IAY will be constructed with individual latrines.
5. 15% of the project funds have been earmarked for spreading community awareness.
6. Due to the close link between sanitation and availability of drinking water (bad sanitation hampers drinking water availability), PC has stepped up the 

allocation for drinking water and sanitation to $7 bio in 12th FYP (from $1.5 bio in 11th FYP).

Objectives

1. The goal is to achieve 100% access to sanitation for all rural households by 2022. Also as per 12th plan objectives of NBA, 50% of all the Gram Panchayats 

are to become Nirmal Grams by 2017. For this fund allocation has been increased from Rs. 6,500 crores to Rs. 35,000 crores in the 12th Plan.    

Health Issues
Acute Encephalitis Syndrome
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1. The virus has a 25% mortality rate and spreads by contaminated water. Among the survivors, 30% are left mentally retarded. So far the main targets have been 
the malnourished children. UP and Bihar are the worst affected states. The disease surfaces every year in the summers and subsides with the monsoons, so 
no awareness campaigns are carried out. Tests are carried out every year and they just establish that it is not Japanese encephalitis. Simple steps like 
drinking boiled water can check the disease.

2. To find out the exact nature of the disease brain tissue tests have to be carried out. But that is permissible only when the disease is declared as an epidemic. 
But because it generally strikes in the maha dalit areas of Bihar declaring it as an epidemic can lead to ghetttofication of the community. 

3. The government has launched an integrated strategy to counter it. As a part of this strategy - (a) Schools will be used as a vaccination centre. (b) Clean water 
and sanitation will be provided to the high risk districts. (c) There will be separate schools for the affected children and monthly compensation will be paid to 
BPL families whose children suffered from elephantiasis.     

Government Action Plan Against Japanese Encephalitis and Acute Encephalitis Syndrome

1. $800 mm proposal under Ministry of Health to be implemented across 60 priority districts in the 12th FYP. Focus on states such as Bihar, Assam, UP, W 
Bengal and TN. It includes public health interventions, vaccination expansion, medical and social rehabilitation, drinking water supply and sanitation and 
nutrition.

2. It will reduce JE cases by strengthening vaccination and vector control and AES by safe drinking water and nutrition. 

Leprosy

1. The National Leprosy Elimination Programme met its target of <10 cases in 100k pop in 2005. Still India produces more than 50% of the lepers today.
2. To move from "elimination" to "eradication" i.e. 0 occurrence, NLEP has identified certain endemic pockets in different states to focus 

on. It is also emphasizing on early detection of the disease.
3. One of the problems it faces now is that after the achievement of the target in 2005, international funds were cut off and now it suffers lack of fund.
4. Another challenge is high incidence of child leprosy cases as well as social discrimination.
5. Even some legal acts like divorce, hindu marriage account for leprosy as one of the valid reasons for divorce. LIC charges lepers higher insurance premium, 

lepers may not be allowed in trains and cannot get driving licenses.                  

Polio
Background

1. Earlier a trivalent polio vaccine was used which attacked type 1, type 2 as well 
as type 3 polio. But it was most effective against type 2 and less effective against types 1 and 3. So while type 2 polio was eradicated by 1999, types 1 and 3 r
emained.

2. Type 1 proved to be cyclical with a 4 year outbreak frequency. So to contain it, a monovalent polio vaccine was developed. By 2010 it was controlled.
3. But type 3 cases increased so a bivalent vaccine was developed and no cases related to wild polio virus have been reported since January 13, 2011. 

Challenges Ahead

1. 7 polio cases have been reported from the vaccine polio virus. Children vaccinated with this virus continue to secrete the virus in their 
excretions which can cause further polio. This is called Vaccine Associated Paralytic Polio (VAPP.

2. Apart from directly causing polio, this virus has a tendency of transforming into the wild polio virus 
 and spread polio. This is called Vaccine Delivered Polio Virus (VPDV).

3. To counter this, the Integrated Polio Vaccine (IPV) needs to be administered now instead of the OPV.
4. However its current costs are high so innovations are necessary to bring down its costs. 
5. Currently Pakistan, Afghanistan and Nigeria are polio countries. Wild virus can come from there and if the international community does not follow through with 

the nearly $1 bio in funding needed to fully implement the emergency plan through 2013.

Different Polio Vaccines

1. OPV: It is the oral vaccine and the wild virus strains are weakened considerably in the vaccine. When they reach the intestine they replicate and evoke the 
immunity response. But risks are that this virus mutates and becomes wild.

2. IPV: Inactivated polio vaccines use the killed virus which can't replicate and hence is safe. But it is injected and is expensive.
3. New OPV: This is the modified OPV where the gene needed for replication of virus is removed and hence virus can't replicate and thus can't mutate into wild 

virus.

Clinical Trials
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The Drugs and Cosmetics (Amendment) Bill, 2013

1. The Bill seeks to enhance safety of drugs and also of clinical trials.
2. Definition and scope

1. The definition of drugs is extended to include new drugs, all vaccines, Recombinant DNA derived products, LMOs, stem cells, gene therapeutic 
products etc.

2. The Bill creates provisions for the medical treatment and compensation in case of injury or death of a person during participation in a clinical trial 
or due to it.

3. In order to ensure standard quality of drugs, the Bill specifies conditions under which they will be considered misbranded and spurious and 
specifies penalties. 

3. Composition of the Authority
1. The CDA will subsume the existing Central Drugs Standards Control Organisation. 
2. The CDA will be composed of representatives from the various ministries and other experts nominated by the central government.
3. The Bill constitutes the Medical Devices Technical Advisory Board and the Drugs Technical Advisory Board to advise the central and state 

governments and the CDA on technical matters pertaining to medical devices, and drugs.
4. Functions of the Authority

1. Anyone initiating a clinical trial has to register with the Central Drug Authority (CDA) and get approval from an Ethics Committee registered with 
it. 

2. The CDA shall specify guidelines and requirements for the effective functioning of the central and state licensing authorities; review, suspend or 
cancel any licence or permission issued by them; and decide on disputes between two or more state licensing authorities.

3. The DCGI is the central licensing authority that has the power to issue, renew, suspend or cancel licences for  drugs or permission for conducting 
clinical trials. 
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Supreme Court Order on Clinical Trials

1. Order
1. Clinical research in India has been in limbo since January 3, when the Supreme Court held back the Central Drug Standard Control Organisation 

(CDSCO) from granting permissions, after irregularities in the process were brought to its notice. 
2. While the health ministry had set up a committee to suggest improvements in the process, and the government had established a three-tier system 

with a new drugs advisory committee, a technical committee and an apex committee, it had also granted approvals to 162 trials in the interim. 
3. The Supreme Court, having learnt on Monday that only five of these had been vetted by the health secretary, has demanded that the subjects' consent 

be video-recorded, and that the 157 other trials be re-evaluated by the technical committee and apex committee, which must factor in a risk-benefit 
analysis, innovation value and the medical need in this context.

2. Clinical trials in India
1. After it introduced patent protection laws in 2005, India has been of great interest to drug companies and clinical research organisations because of 

diverse genetic material, and also because R&D costs can be nearly 60 per cent lower in phase II and III trials. 
2. Clinical trials have often been conducted in deceptive, even immoral, ways without informed consent, and with misrepresented data, and the resulting 

reputational damage has tripped up this entirely necessary business.
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3. The real issue, though, is not the lack of clear rules as much as the inability to enforce them. A parliamentary standing committee report in May last 
year harshly exposed the CDSCO's internal workings. Though its workload is growing by 20 per cent every year, it lacks the staff and infrastructure, 
advisors and independent testing labs to do its job — merely nine deputy and assistant drug controllers handle 20,000 applications of various types. 

Central Drugs Standard Control Organization Scam

JPC Report

1. It pointed out that the CDSCO has been looking after the interests of the pharmaceutical industry at the cost of the ordinary consumer. It also alleges and 

gives detailed facts where CDSCO colluded with the pharmaceutical companies. Medicines are a commodity where consumers cannot make informed 

choices. They depend solely on three main actors: the drug regulators, the pharmaceutical companies and the prescribing doctors. Hence the need for a 

genuine regulator.

2. 33 new drugs were approved between 2008 and 2010 without clinical trials on Indian patients. Drug Controller General of India can approve a drug without 

clinical trials, in the “public interest” and "urgency". But the committee noted that there is no explanation of what constitutes public interest and none of the 

33 drugs are meant for emergency treatments. The committee found that many banned in developed countries for reasons of safety were being sold over the 

counter in India.

3. There is no permanent panel of medical experts attached to the CDSCO and individual doctors and experts from prestigious medical institutions are asked to 

give their opinions before the drugs are marketed. It also found that the “invisible hands of drug manufacturers” guided and wrote the so-called expert opinion 

signed by medical professionals and doctors (the annexures to the report carry photocopies of a number of these opinions, some of them are identical!).

4. The committee has also noted that there are a number of allied issues that have been neglected over the years. Among these are the severe shortage of drug 

inspectors to visit the 10,500 manufacturing units and 6,00,000 retail units.

5. Its recommendations were: (a) Remove unauthorized drugs (those approved by state authorities, without clinical trials and without prior clearance from the 

CDSCO, in spite of being new drugs). (b) Transparent criteria for selection of persons for Drug Advisory Committee. (c) Remove confusion over near sounding 

and similar brand names. (d) A database of all brand name medicines along with constant updating of information on all drugs being marketed be maintained 

and made public in all major languages.

Government Response

1. It has created another committee to investigate the report of JPC.

Illegal Drug testing in India

1. Even though India accounts for < 1.5% of global drug trials, it suffers death of ~10 individuals per week. Even SC has issued a notice to the pharma 

companies and doctors for colluding in a case in Indore.

Rashtriya Bal Swasthya karyakram

Started on pilot level in Palaghar block, Thane, Mah
To be enacted under NRHM
For 6months- 18years
Medical teams will screen children for 30 common diseases

6months-6years- Anganwadi centers
6-18 years- G and G aided schools

Distt. Early intervention centers (DEIC) to be set up at block levels for these diseases
PRoblems- Main problem is manpower
Measures- Health ministry approved setting up of 9 institutes for allied health workers (not exactly doctors)- nurses, lab techs, radio therapists

Poverty, Unemployment, Inequality

Created: 10/30/2011 10:54 PM

Source: http://pib.nic.in/newsite/erelease.aspx?relid=95883&utm_source=feedly

Poverty Measurement   

Reasons for Recent Poverty Drop

Himanshu (2012) has questioned the comparability

of the 2004-05 and 2009-10 consumer expenditure surveys

on the grounds that 2009-10 consumption schedules included

expenditure of the government on the Mid-Day Meal

Scheme (MDMS) as a part of household expenditure – this item

of expenditure was not included in the previous quinquennial

surveys.

TN PDS grain issue: free valued at market (2012) while nominal valued at PDS prices.

1. The growth acceleration certainly was a major factor. 
2. There was a terms of trade shift in favor of agriculture, which began in 2004 and continued to gain strength thereafter. Over the period, my rough estimate is 

that the terms of trade improvement added somewhere between 3 to 4 percentage points annually to real agricultural income growth. 
3. NREGA: 

1. How can the MGNREGS wage become a reservation wage when MGNREGS schemes are mostly offered in the slack season? 
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2. And also, we know that the demand from workers in many states is simply non-existent.
3. There is a difference between work being offered and work taking place. It is correct that most MGNREGS work actually takes place during the slack 

season, but that is an ex-post outcome rather than a design feature of the scheme. By the Act, workers can demand work at any time they want, and if 
15 or more persons collectively demand MGNREGS work, then it has to be provided. Thus, there is no reason why MGNREGS cannot be used as an 
effective bargaining chip.

4. Effect of Rural Growth on MSMEs
1. How is this spectacular growth rate in the MSME output related to the terms of trade change in favour of agriculture?
2. The simple fact is that most of corporate India has not considered rural areas as a part of their key markets, except with a few exceptions like the fast 

moving consumer goods and cement sectors. As a consequence, the upsurge in rural consumption demand triggered off by the terms of trade change 
was met primarily by the MSMEs, which were in any case focused on these markets.

Flaws in Methodology

1. Take the curious fact that poverty in Bihar declined from 53.5% of the population in 2009-10 to 33.74% in 2011-12. This is a drop of 19.76 percentage points. 
But Bihar’s poverty rate declined only marginally from 54.4% in 2004-05 to 53.5% in 2009-10, when the state had the same government in power.

2. In Mumbai and Delhi the number of poor is only 6 and 10 per cent of the total city population respectively, whereas the slum population alone in these districts 
is 53 and 30 per cent respectively. Therefore, the estimates for the number of poor should be reworked by taking into account their deprivations and living 
conditions, such as access to basic services, shelter, public health, and education.

     
Q. Discuss Amartya Sen's poverty measure and recent advances in poverty measurement. (2011, II, 15)
World Bank Poverty Measurement Approach

1. WB uses the consumption data to calculate the poverty head count. Where consumption data from the national household surveys is not available but income 
data is available, it scales down the income in ratio of the proportion of consumption in the NAS data.

2. To compare the consumption level across countries, it needs estimates of price levels. To this end, it uses the PPP estimates based on 1993 $ values. Then it 
uses a line of $1.08 per day in 1993 $ PPP terms.

Defining Poverty Line
Is Poverty a Value Judgement?

1. Does poverty, like beauty, lie in the eye of the beholder? And hence any exercise to measure poverty would be a purely subjective one. 
2. Its not because even though what constitutes deprivation may vary from person to person and time to time but at the social level there would certain minimum 

acceptable living norms.

Is Poverty Determined by Public Policy?

1. It can confuse between what ought to be removed and what can be removed immediately. But even if something can't be removed with current resources 
doesn't mean its not poverty.

2. Seldom voting happens purely on this issue. Representatives are elected on a plethora of issues.

Relative Deprivation or Absolute Deprivation?

1. It is both. It can't be purely relative because say in a depression or a famine if everybody is relative positions haven't changed it doesn't mean poverty has not 
increased. Thus relative deprivation approach supplements the absolute deprivation.

Direct Method or Income Method?

1. They are not 2 different methods to measure the same thing but are two different concepts of poverty altogether.

Basic Capabilities Approach (Sen and Dreze)

1. We need to identify poor on the basis of handicaps to performing certain basic functions. These capability disadvantages can be in form of unsanitary 
conditions, poor health, malnutrition. It also includes structural deprivations. For example, women bear a disproportionate burden of poverty.

Basic Goods Approach

1. We should see the access to a basket of basic goods which includes health, water etc.

Income Approach

1. Income necessary to buy a minimum basket of goods say 2400 kcal.

Hunger Criteria

1. NSS 1983, conducted an experiment by including a question addressed to the head of the household - whether all members of the household got two square 
meals a day throughout the year or not. The responses were divided in 3 categories. (i)  Number of persons who were getting two square meals a day, all the 
year round; (ii) Number of persons who were not getting two square meals a day for some months of the year; and (iii) Number of persons who were not getting 
two square meals a day even for some months of the year. Seasonally hungry, i.e. category (ii) above , and chronically hungry, i.e., category (iii) above were 
added together to get a distribution of persons who go without food at least on some occasions in the course of the year. The ratio of such persons to total 
population is termed as "the hunger ratio". 

2. It was found that the incidence of hunger was less than the incidence of poverty, both in rural and in urban areas of the country. It was higher in the rural areas 
(19%) than in the urban areas (7%). Finally, hunger showed even more regional concentration than poverty. For example, the proportion of chronic hunger 
varied from 40% in Bengal, 37% in Bihar rural to 0.85% in Haryana rural and 1.6% in Punjab rural in 1983. 

3. Moreover it is not free from subjectivity. For instance the size of square meal would differ not only from person to person but also from place to place. Very 
often, particularly in rural India, the head of the family, usually a man who is the main respondent in the survey, would not be sufficiently aware of the quantity 
and content of meal left for his wife and other female members of the house. 

Food Share Criteria (Engel)

1. The proportion of income spent on food decreases as income increases. Using a certain fixed proportion of expenditure on food as a dividing line, the 
individuals/households could be grouped as poor or non-poor. We can take the proportion implied by 1973-74 poverty lines as the cutoff (82.5% in rural and 
78% in urban). This gives lower poverty ratios. This criterion would also overcome certain constraints and problems associated with the estimation of poverty, 
such as, the assumption of uniform calorie norms for the entire country, the price adjustment of the poverty line, capturing the inter-State price differentials and 
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the problem of adjustment of NSS-based consumption expenditure with the estimate of private consumption expenditure in National Accounts Statistics, etc. 
2. But it is difficult to arrive at a consensus as to what should be the desirable proportion of expenditure devoted to food so as to determine the poverty cut-off 

points. Here we have implicitly used the calorie intake criterion of 2400 and 2100 calories for rural and urban areas respectively with reference to the 
consumption basket in 1973-74 at 1973-74 prices, uniformly for the entire country. Though the expenditure criterion takes care of the problems associated with 
the updating of poverty line (i.e., the problem of appropriate deflators) it is unable to incorporate the inter- State price differentials. Moreover the expenditure 
criterion fails in separating the influence of socio-cultural factors on eating habits of the people which is an important factor in determining the proportion of 
expenditure devoted to food. 

Calorie Consumption Criteria 

1. This means taking the norm of 2400 kcal for rural and 2100 kcal for urban areas in each state individually.
2. While using a common calorie norm and relying exclusively on the NSS household consumption survey data, this method in effect allows the poverty line to 

fully reflect inter-State differences in (a) consumer preferences in respect of food as well as of the level and pattern of non food consumption, and (b) level in 
structure of prices at each point in time. It also allows fully differential changes in the level and composition of consumption due to changes in income and 
prices as well as the differential price trends across States. 

3. The difficulty with this measure is that it gave very high poverty ratios like 79% in Kerala, 78% in TN, 75% in Maharashtra in 1983 and also showed an increase 
in poverty from 54% in 1977-78 to 67% in 1983. So PC argued that it was difficult to make a meaningful comparison of poverty incidence across States at any 
given point of time because of inter-State variation in the composition and quality of the consumption basket associated with the given calorie norm. 

Criticisms of poverty line approach

1. Even though based on calorie approach, the poverty line is not a true indicator of malnourishment because of interpersonal variations 
in good habits. 

2. The notion of absolute poverty is inadequate because relative poverty is also an equally important.
3. The poverty line, quantified as a number is reductionist. It does not capture important aspects of poverty — ill health, low educational attainments, geographical 

isolation, ineffective access to law, powerlessness in civil society, caste and/or gender based disadvantages, etc. 
4. The poverty line provides the conceptual rationalization for looking at the poor as a "category" to be taken care of through targeted ameliorative programmes, 

ignoring structural inequalities and other factors which generate, sustain, and reproduce poverty. 
5. Poverty line derived from personal consumption patterns and levels do not take into account items of social consumption such as basic education and health, 

drinking water supply, sanitation, environmental standards, etc. in terms of normative requirements or effective access.
6. The head-count ratio based on the poverty line does not capture the severity of poverty in terms of the poverty deficit (total shortfall from the poverty line) or 

additionally the distribution of consumption expenditure among the poor. It is insensitive to mobility within the below poverty line group. It is also invariant to 
upward and downward mobility across the poverty line so long as such mobility takes place in equal measure. 

7. In a country of India's continental size and diversity, poverty line based on aggregation at all-India level ignores State-specific variations in consumption patterns 
and/or prices. 

Aggregation - How to create an index?
Sen's Axioms
According to Sen, any poverty index must satisfy the following criteria

1. Focus axiom: The poverty index should be independent of the non poor population.
2. Weak monotonicity axiom: A reduction in a poor man's income holding others constant must increase the poverty index.
3. Impartiality axiom: The index should be same for any given ordered set of income and should not depend on who is earning what.
4. Weak transfer axiom: The index should increase if income is transfered from a poorer person to a less poor (but still below poverty line) and still the set of poor 

people doesn't change.
5. Strong upward transfer axiom: The index should increase if income is transfered from a poorer person to a less poor.
6. Continuity axiom: The index must vary continuously with incomes.
7. Replication invariance axiom: The index should not change if it is computed based on an income distribution that is generated by the k fold replication of 

original income distribution.

Drawbacks of Head Count Ratio (H = p/n) Index

1. It doesn't satisfy weak monotonicity axiom, weak transfer axiom and strong transfer axiom. It can sanction a policy which takes income from the poorest of 
poor and gives it to poor near the poverty line to push them up.

Drawbacks of the Poverty Gap Index

1. Poverty gap index is Gp = (1/p) * ∑(z-yi)/z where z is the poverty line and p is the number of poor and yi is the income of the ith poor.
2. But it doesn't satisfy weak monotonicity axiom.

Sen's Index

1. Sp = H * (Gp + (1-Gp) * Ginipoor) where Sp is Sen's poverty index, Gp is the poverty gap index, H is the head count index and Ginipoor is the Gini coefficient of 
the income distribution among the poor. This works when the number of poor is large. 

2. It satisfies all the axioms.

Shorrocks - Sen - Thon (SST) Index

1. SSTp = (1/n^2) * ∑(2n - 2i + 1) . xi where xi = (z - yi) / z and is 0 for noon poor and n is the total population. Later on it was shown that it can be viewed as a 
product of H, Gp, and one plus the Gini index of the poverty gap ratios of the population.    

Poverty Alleviation Strategies
Growth Led Strategy / Trick le Down Theory

1. It was popular in 1950s and 60s where high growth rate alone was considered to be sufficient to reduce mass poverty. It was recognized that market failures 
may happen but the impact of such failures was considered to be small.

Chenery and WB - Redistribution with Growth

1. By 1970s trickle down theory was anything but finished. Most economies grew at fast rates yet there was no visible impact on poverty. Thus it was considered 
necessary to attack poverty directly by devising special programmes focused on socio economic groups identified to be poor. They recognized that poor have 
not gained as they lacked productive assets and opportunities for gainful employment - thus these programmes focussed on both. This strategy includes (a) 
focusing on expanding economic opportunities for poor through enhancing economic growth and increasing their asset base and the return on these assets. 
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Poverty can't be eliminated in a stagnant economy. (b) facilitating empowerment which means strengthening the participation of poor in decision making, 
eliminating their disabilities and making state more sensitive to them. (c) enhancing security by reducing their vulnerability to various forms of insecurity that 
affect their live like economic shocks, natural disasters, crop failure, ill health etc.

2. Thus WB advocates more foreign aid, promoting global economic stability and reducing the risk of economic crisis, opening up developed countries' markets 
for the poor countries, encouraging the production of international public goods that benefit poor people like agricultural and medical research etc. and giving 
greater voice to the developing countries in international forums.

Washington Consensus

1. The impact of Chenery and WB approach was mixed. Large scale poverty persisted and now the wisdom of desirability of large public expenditure programmes 
was questioned. Instead it was emphasized to promote market forces and trickle down was reborn.

Growth and Poverty

1. Circular causation: If we define poverty as lack of income then there is a circular element here and a rise in income is bound to have a reducing impact on 
extent of poverty. Growth is not the only or even principle means of poverty reduction. This is because poverty need not take the form of only low incomes. It 
can be reflected in various other disabilities. In particular role of education and health is important and hence the need to expand these basic services.

2. Post reforms vs pre reforms - overall rate: Rural poverty was 50% in 1993-94, 42% in 2004-05 to 34% in 2009-10. (All India poverty has declined from 45% in 
1993-94 to 37% in 2004-05 to 30% in 2009-10. Urban poverty has declined from 32% in 1993-94 to 25.7% in 2004-05 to 21% in 2009-10.) Similarly the rural 
personal consumption expenditure has recorded a growth of 1.5% p.a. (1.3% from 1994-2005 and 1.7% from 2005-10). Thus the pace of poverty reduction has 
increased from 0.8% p.a. in 1993-94 to 2004-05 period to 1.2% in the 5 years since. Estimated growth elasticity of poverty in India is ~0.8 and it has fallen post 
reforms.

3. International experience: per capita income growth vs poverty reduction: A study done over Asian countries and covering 1970s, 80s and 90s showed that 
where the growth rates were high (> 3.5% p.a. per capita income) there was a strong positive correlation between high growth and poverty reduction. In low 
growth situations the correlation was very weak. In Indian case in the low growth decade of 1970s the elasticity was 2.15, in somewhat higher growth rate 
decade of 1980s the elasticity was 0.6, in still higher growth rate decade of 1990s it was 0.77 while between 1994-95 to 2004-05 it dropped to 0.13. The 1994-
95 to 2004-05 period was also accompanied by a drop in employment growth. 

4. Growth pattern and poverty: International experience shows that growth in agriculture leads to faster decline in poverty.

Employment and Poverty

1. International experience: employment growth vs poverty reduction: Employment was found to have a higher correlation with poverty reduction than growth in per 
capita income. It was found that for countries with same per capita income growth but different employment growth, poverty reduction was higher in case of 
higher employment growth. If we look at poverty reduction rate and employment growth in India, the relationship holds. Thus (based on PC official approach 
then and not Lakdawala) between 1973-74 to 1983 employment grew @ 2.43% p.a. and poverty reduced @ 1.4% p.a. Between 1983 and 1993-94 employment 
grew @ 2% p.a. and poverty reduced by 0.8% p.a. Between 1993-94 and 2004-05 employment grew @ 1.8% and poverty reduced @ 0.75%. But when we mix 
per income growth with employment growth relationships break down.

2. Poor are not always unemployed: Most poor are not unemployed. While poverty ratio was 26% in 1999-00, poor among the employed were 29% and poor 
among unemployed were only 19%. Reduction in poverty was faster in case of unemployed than in case of employed. This is because of faults in definition of 
employment in India. Moreover educated unemployed are generally not poor. 

Phase 1 (1947-91)

(b) BIMARU + Odisha + W Bengal + Jharkhand + Chattisgarh

1. Lakdawala 1973-74: Total: 59%, Rural: 61%, Urban: 51%.
2. Lakdawala 1983-84: Total: 52%, Rural: 54%, Urban: 46%.
3. Lakdawala 1993-94: Total: 42%, Rural: 44%, Urban: 34%.
4. Tendulkar 1993-94: Total: 50%, Rural: 52%, Urban: 35%.
5. Tendulkar 2004-05: Total: 44%, Rural: 47%, Urban: 32%.
6. Tendulkar 2009-10: Total: 38%, Rural: 41%, Urban: 27%.

(c) Rich + Moderately Rich States

1. Lakdawala 1973-74: Total: 53%, Rural: 54%, Urban: 50%.
2. Lakdawala 1983-84: Total: 40%, Rural: 39%, Urban: 43%.
3. Lakdawala 1993-94: Total: 30%, Rural: 28%, Urban: 36%.
4. Tendulkar 1993-94: Total: 44%, Rural: 50%, Urban: 32%.
5. Tendulkar 2004-05: Total: 32%, Rural: 38%, Urban: 23%.
6. Tendulkar 2009-10: Total: 21%, Rural: 24%, Urban: 17%.

(d) Fallen Angels

1. Lakdawala 1973-74: Total: 31%, Rural: 31%, Urban: 32%.
2. Lakdawala 1983-84: Total: 18%, Rural: 17%, Urban: 24%.
3. Lakdawala 1993-94: Total: 18%, Rural: 20%, Urban: 13%.
4. Tendulkar 1993-94: Total: 28%, Rural: 30%, Urban: 26%.
5. Tendulkar 2004-05: Total: 22%, Rural: 23%, Urban: 20%.
6. Tendulkar 2009-10: Total: 18%, Rural: 16%, Urban: 20%. 

(e) All India

1. Lakdawala 1973-74: Total: 55%, Rural: 56%, Urban: 49%.
2. Lakdawala 1983-84: Total: 45%, Rural: 46%, Urban: 42%.
3. Lakdawala 1993-94: Total: 36%, Rural: 37%, Urban: 32%.
4. Tendulkar 1993-94: Total: 45%, Rural: 50%, Urban: 32%.
5. Tendulkar 2004-05: Total: 37%, Rural: 42%, Urban: 26%.
6. Tendulkar 2009-10: Total: 30%, Rural: 34%, Urban: 21%.

New 2011-12 data
Overall Figures

1. Poverty declined from 37.2% in 2004-05 to 21.9% in 2011-12 i.e. a 15% drop. 
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2. Pace of poverty reduction has been 2.2% a year, about three times the rate of poverty reduction over 1993-94 to 2004-05. During the 11-year period 1993-94 to 

2004-05, the average decline in the poverty ratio was 0.74 percentage points per year. 

MPCE

1. The real MPCE increased by much more in the second  period (2004-05 to 2011-12) as compared to the first (1993-94 to 2004-05). 3.4% in rural areas and 
3.7% in urban areas

2. The  increase was fairly well distributed across all deciles of the population.
3. The  distribution was particularly equitable in rural areas. 

The most notable such case

is Bihar, so far considered worst on PDS performance. But the

NSS 68th round reports that 43% of Bihar households accessed

PDS cereals in 2011-12, up from only 14% in 2009-10 and less than

2% in 2004-05. This expansion, unnoticed so far, is remarkable

because it went hand in hand with two other features: Bihar

climbed to the top of the poverty reduction league in 2011-12 from

being a laggard so far. Much more signifi cantly, Bihar’s PDS grain

leakages (i e, what NSS does not capture as PDS consumption out

of offi cial offtake fi gures) reduced to about 20% in 2011-12 from

65% in 2009-10 and 97% in 2004-05.

Overall, the national percentage of households accessing

PDS cereals, that had declined from 27% in 1993-94 to 24% in 2004-05, increased to 39% in 2009-10 and further to 45% in

2011-12. Simultaneously, grain leakages which had jumped

from 28% in 1993-94 to 55% in 2004-05 reduced to 40% in

2009-10 and further to 35% in 2011-12.

The correlation across

states between access and leakage was -0.82 in 2009-10 and

-0.85 in 2011-12. Moreover, as Charts 1 and 2 show with data

for major states, leakages reduced around 1% for each 1%

increase in access. 3 This should help calm critics’ fears that

leakages will increase with wider access.

Although MDM transfers rose to 1.0% of MPCE in 2011-12, this

increase was relatively modest. On the other hand, PDS transfers,

which had declined from 1% of MPCE in 1993-94 to 0.9%

in 2004-05, more than doubled to 2.2% in 2011-12. Much of this

was due to the PDS revival which nearly doubled PDS access after

2004-05 as noted in Table 1, but higher unit transfers also contributed.

In fact, the latter were dominant during the drought of

2009-10 when high food infl ation caused PDS transfers to reach
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2.4% of MPCE for the population as a whole and 5.2% of MPCE

for the bottom 40%. While these may not seem large amounts,

they turn out to have had signifi cant effects on poverty

offi cial poverty reduction of 7.3 percentage points in the

period from 2004-05 to 2009-10, when per capita GDP growth

was also high.8 Two observations were made in this context.

First, that poverty reduction may have been exaggerated since

NSS had imputed MDM expenditures in 2009-10 unlike in any

previous thick round. Second, that offi cial poverty reduction

using the Tendulkar method was much larger than by the

earlier Lakdawala method, suggesting a possibly important

role of food prices which the two methods treat differently. This

implies poverty reduction of only 3.5 percentage points

between 2004-05 (without MDM) and 2009-10 (with MDM),

which is less than half the corresponding offi cial poverty reduction

of 7.3 percentage points using the Tendulkar method. The Lakdawala and Tendulkar methods have two sources of

difference: (i) use of URP distribution in the former against

mixed recall period (MRP) distribution in the latter and (ii) use

of different poverty lines. Of these, (i) is not a cause of the

lower poverty reduction with the Lakdawala method. Growth

of nominal consumer expenditure during 2004-10 was slightly

higher by URP rather than by MRP and distributional changes in

URP also favoured more poverty reduction than in MRP. On the

other hand, Lakdawala poverty lines exhibit much higher

implicit infl ation during 2004-10 (59.7% rural and 57.5% urban)

than implicit in Tendulkar poverty lines (50.6% rural and 48.5%

urban). The reason for this is that food infl ation during 2004-10

(61.4% in the Consumer Price Index for Agricultural Labourers

(CPIAL) and 63.9% in Consumer Price Index for Industrial

Workers (CPIIW)) was much higher than general infl ation (54.9%

CPIAL and 48.3% CPIIW) and because the Lakdawala method

reweights price indices to conform to 1973-74 consumption

shares. Weights assigned to food in Lakdawala (81% for rural

and 75% for urban) greatly exceed present food shares near the

poverty line (59% rural and 53% urban in 2009-10).

In particular, Tendulkar poverty lines not

only capture the different prices for PDS from non-PDS purchases

of rice, wheat, sugar and kerosene and weight these by share

of PDS purchase in total purchase; changes over time in PDS

shares are also refl ected. Unlike CPIAL and CPIIW that cover

PDS at base year weights, Tendulkar poverty lines incorporate

the large increases in PDS shares of these commodities

that occurred from 2004-05 to 2009-10. 14 Consequently, the

Tendulkar method measures much lower food infl ation and also

shows higher poverty reduction than if available Laspeyres

price indices had been used to update poverty lines.

However, although the Tendulkar method tracks prices

correctly, its treatment of PDS prices can be improved. Unlike

market prices, at which all consumers can buy an extra unit of

an item, PDS prices vary with entitlement, apply to limited

quantities and most benefi ciaries buy extra amounts of PDS items

at market prices. As discussed earlier, a better approach from

the welfare view is to calculate poverty lines that value PDS

items at market prices and treat as household-specifi c transfers

the difference between market cost of PDS purchases and

actual out-of-pocket expenditure on these. This procedure is also

suited to decompose the poverty impact of PDS food transfers.

the measured poverty

headcount in 2009-10 would have been 31.3%, against the offi

cial estimate of 29.8%, if MDM imputations had not been included.

10 The 1.5 percentage point difference is small but not

insignifi cant as it adds up to 18 million people. There is some

merit in the offi cial decision to include in-kind transfers such

as MDM in household consumption because benefi ciaries receiving

these do consume more even though they themselves

incur no out-of-pocket expenditure. But comparability over

time requires that imputed MDM expenditures should be included

to calculate poverty in earlier years. But expansion of the MDM after 2001 17

caused this impact to rise to 1.3 percentage points (1.6 rural

and 0.6 urban) in 2004-05 and the 2009-10 impact was only

marginally higher at 1.4 percentage points (1.8 rural and 0.6

urban). As Table 4 shows, PDS contribution to overall 1993-2005

poverty reduction was less than 2%, so that the 1997 adoption

of TPDS, which shifted PDS focus towards targeted poverty reduction,

largely failed. But subsequent developments more than

doubled the PDS impact in 2009-10: to 3.2 percentage points on
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HCR. Consequently, PDS contribution to overall

2004-10 poverty reduction (30% to HCR, 40% to PG and as

much as 52% to SPG decline) was very large, revealing the

value of PDS for the poor when food infl ation is high

In 1993-94 there were 413

million people who were poor on the basis of out-of-pocket

consumer expenditures. Of these, 11.5 million were lifted

above the poverty line by in-kind food transfers, overwhelmingly

by the PDS (10 million). In 2004-05, the number of people who

would be poor without food transfers had risen to 417 million,

of whom 28 million were lifted above poverty by in-kind food

transfers, with PDS and MDM contributing equally. In 2009-10,

despite a severe drought, the number of people who were poor

without food transfers fell to 402 million and 55 million of

these were lifted out of poverty because of food transfers, 38

million by the PDS alone. The bottom line is that population

growth continued to erode the rather limited poverty reducing

impact of GDP growth during 1993-2010 and that PDS and

MDM, each on its own, lifted more people out of poverty in

2009-10 than income growth during the entire period. These stark results on the number of poor highlight an

important observation from Table 4: that although income

growth (i e, increase in out-of-pocket spending) is clearly the

main driver of poverty reduction, this contributed rather little

to the large acceleration in the pace of overall poverty reduction

between 1993-2005 and 2004-10. The acceleration in the

pace of HCR reduction that can be attributed to income growth

was only from 0.73 to 0.87 percentage points per annum. But this should also not entirely surprise us because 2009-10

was a severe drought year with very large intra-year food

infl ation. Estimates based on Laspeyres indices had initially

suggested that poverty levels could rise above the past trend

and hence the unusual decision taken to repeat the thick

sample NSS consumer survey in 2011-12. However, because the

Tendulkar method is sensitive to PDS, this revealed much larger

poverty reduction than expected. The decomposition above

reassigns this as the PDS effect and uses poverty lines that imply

higher infl ation than the original Tendulkar lines, thus

measuring lower growth of real out-of-pocket expenditures.

That, nonetheless, 2004-10 HCR reduction due to out-of-pocket

expenditures turns out better than the 1993-2005 trend, is

important in view of the fact that it is now known that the

2011-12 survey shows a much larger reduction in poverty than

was evident in the already signifi cant acceleration between

1993-94 to 2004-05 and 2004-05 to 2009-10.

Provisional results of the decomposition using this suggest that:

(a) The HCR using MPCEMRP, which was 38.2% in 2004-05 and

33.9% in 2009-10, declined to 26.8% in 2011-12. This implies

that the out-of-pocket income component of poverty reduction

accelerated from 0.73 percentage points per annum during

1993-2005 to 1.63 percentage points per annum during 2004-12.

The 2009-10 HCR by this measure was 12.5% above trend.

(b) The impact of in-kind food transfers on HCR reduction, which

was 2.6 percentage points in 2004-05 and 4.6 percentage points

in 2009-10, increased further to 4.8 percentage points in 2011-

12. This implies that in-kind food transfers, which had lifted 28

million people above the poverty line in 2004-05 and 55 million

people in 2009-10, lifted 59 million people above the poverty line

in 2011-12.

We fi nd that the poverty reducing

impact of these food transfers has increased over time. Only

1.3% of population was lifted above poverty line as a result

of such transfers in 1993-94, but this increased to 2.6% in

2004-05 and to 4.6% in 2009-10.

1. Backward States
1. Good Performers: Odisha (25% i.e. from 57% to 32%) > Bihar (21% i.e. from 55% to 34%) > Rajasthan (20% i.e. from 35% to 15%). These states 

performed exceptionally well in reducing rural poverty. 
2. Poor Performers: Jharkhand (8.34%) < Chhattisgarh (9.47%) < UP (11.6% with 30% BPL). National average was 15.3%. MP has 32% BPL down from 

49%.
2. Chattisgarh

1. It registered good economic growth and had decent entitlement programme in place, yet the state did not do well in its fight against poverty. The state 
registered an above average GSDP growth rate of 8.69%, a robust 7.27% growth in agriculture and allied sector from 2005-06 to 2011-12, and has a 
much talked about public distribution system in place. Yet the state still has nearly 40% people below the poverty line, almost double the national 
average.

2. Chhattisgarh may have suffered because of naxalism.
3. Economists are also of the view that in the case of Chhattisgarh, growth numbers tend to be misleading as there are very few growth centres and 

nothing much has changed in most other areas.
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3. Bihar and Odisha
1. Growth: Bihar recorded the highest average growth of 11.42% between 2004-05 to 2011-12 and recorded one of the sharpest falls in poverty 

levels. What helped Odisha was its impressive growth of 9.04% growth in this period. 
2.  In Bihar, despite its significant per capita income growth, poverty reduction was not reflected in the 2009-10 numbers. Also, in Odisha, the poverty rate 

declined 21 per cent in 2009-10 compared to 2004-05, and only five per cent in 2011-12 compared to 2009-10.
3. Interestingly, if you exclude Bihar from the poverty calculation at national level, the decline in rural poverty would come down by 2 percentage points and 

rural poverty decline would be less than that in urban areas. Bihar’s data on consumption expenditure creates a serious noise factor in the analysis.
4. Agriculture growth: What worked in Bihar’s favor was even better agriculture growth of 15.17% during this period. 
5. Migrant workers: Bihar and Odisha have been major beneficiaries of migrant workers sending their money back home. 

4. Rajasthan
1. It reaped the benefits of way above the average performance on the agriculture front. The state’s agriculture and allied sector grew by 7.34% from 

1996-97 to 2004-05 and by 6.42% from 2005-06 to 2011-12. The state recorded a meagre GSDP growth rate of 6.34% from 2004-05 to 2011-12, much 
below the national average of 8.28%.

5. Overall
1. In India, so far, the growth-poverty reduction connection has remained pretty weak. Before 2005, poverty reductions in fast growing states such as 

Gujarat and Maharashtra were not significantly more than that in the so-called BIMARU states. 
2. The decline is largely because agriculture sector performed well during fiscal year 2011 and 2012 against a drought situation in 2009. Agriculture sector 

expanded by 7.9% in 2010 -11 and 3.6% in 2011-12.
6. Urban vs Rural

1. Rural better than urban. Rural to 25.8% (2011-12) from 42% (2004-05), around 16 percentage points, as against around 12 percentage points in urban 
areas - 25.7 to 13.7.

2. The cumulative effect was that overall wages rose by 29% in rural areas between 2009-10 and 2011-12 against 23% in urban areas. This could again be 
explained by the rural urban migration, as semi-skilled or unskilled workers in the urban areas would send home higher wages back home

Rajan Committee Report

1. Some variables are strongly correlated. eg. NSSO MPCE and poverty ratio. This may lead to double counting.

2. It is not clear whether the variables have been normalized, else it ll give unequal weights. eg. female literacy ratio and per capita expenditure.

3. There is no indicator related to employment or productivity. Incidentally, most of the earlier committees had some measure of per worker productivity, mostly 

in terms of agricultural productivity or wages.

4. For example, the right approach to measuring the deprivation of SC/ST households would have been to use an indicator of relative deprivation of these 

households. This would also have created an incentive for state governments to channel resources towards the developmental needs of these groups.

5. The fact that the development index correlated very strongly with the number of districts affected by leftwing extremism in a state shows that developmental 
deficit and governance deficit are two sides of the same coin. 

Sen vs Bhagwati

There are externalities in basic social sectors like health, education, upliftment of marginalised. Markets can't take care of that.

7. Active and sustained government intervention to even things out. Social spending on education. On health. No nutrition. On transportation and communication 
networks. On minimal safety nets. The market can take care of the cool stuff. The public sector gets a less sexy role: getting the basics right. That is what Drèze and 
Sen (and frankly, many others) are about.

Failing (7) we have just one option:

8. Sustained, crippling social conflict, not just cutting across class lines but along any marker which can be arrogated for the purpose: religion, caste, geography, 
language.

Bhagwati

1. Track model of Bhagwati
1. Successful economic development necessarily occurs in two stages – this is a “two-track” account according to which “Track 1” reforms are designed to 

increase GDP and pull up the poor; healthcare and educational reforms belong to “Track 2”. And that it’s only Track 1 which makes Track 2 possible.
2. Growth, therefore, would not merely pull people above the poverty line but it would have the added beneficial effect that it would generate revenues 

which could then be used to undertake redistribution. 
3. Significant redistribution in India could not have preceded growth as there were too few rich and too many poor. 
4. Sen believes that India should invest more in its social sector outcomes to boost the productivity of its people and thereby raise growth, Bhagwati 

argues that we need to focus on growth first. Investing in health and education to improve human capabilities is central to Sen’s scheme of things. 
Without such investments, inequality will widen and the growth process itself will falter, Sen believes. 

5. Bhagwati argues that growth may raise inequality initially but sustained growth will eventually raise enough resources for the state to invest in social 
sector schemes and mitigate the effects of the initial inequality.

Synthesis Between the Two 

1. Arun Maria, Planning Commission: A focus on job creation will be the best resolution of this debate between growth and development. Quality jobs can help 
drive inclusion with growth.

2. The debate is not about an embrace versus outright rejection of the market mechanism as much as it is about the sequencing of economic policies.
3. Growth is desirable. But the process of growth --- whether it enriches only crony capitalists or the masses --- is as important as the growth number itself.

Sen

1. That’s not how things have happened in the world. They’ve all done it through increasing capability. I know of no example of unhealthy, uneducated labour 
producing memorable growth rates!

2. Sen on liberalization: Those who want more liberalization immediately treat you as an enemy because you want the other thing (increased focus on social 
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sector reforms). While actually it is the other thing that makes liberalization viable in a democratic society because that makes people’s life better. But when 
the state does not do it, that is when people’s lives go badly and growth potential is badly affected. Nothing is more important to sustain economic growth as a 
healthy and educated labor force. 

3. Sen on cash transfers: What I don’t like about cash transfers is that it is just re-distribution and I’m against that. If we raise the money, we should use it for 
those public services that are lacking. What the poor need is better public services and not cash in their pockets. Given the asymmetry of information, you’ll 
never be able to get there. you have to have basic services for everyone. 

4. Sen on importance of social indicators
1. In all social areas India seemed to be doing worse than many countries which it has overtaken in terms of per capita income- for example, 

Bangladesh. 
2. India used to be 50 per cent richer than Bangladesh in per capita income terms but is now 100 per cent richer. Yet, in the same period … when, in the 

early 1990s, India was three years ahead of Bangladesh in life expectancy, it is now three or four years behind. In India it is 65 or 66, in Bangladesh it’s 
69. Similarly, immunisation: India is 72 per cent, Bangladesh is more like 95 per cent. 

3. Korea, Japan, Singapore, Hong Kong, Taiwan and, to some extent, even Thailand everybody expanded their education base before they could grow. 
5. Sen on democracy

1. The choice those Asian economies made [to extend healthcare, education etc] wasn’t a democratic choice, but it was a very smart choice. You can be 
smart without being democratic.  

2. However, good practice of democracy – well informed and vigorous – can help to select smart governments, humane governments. For this the quality 
and force of media discussion are important.  

3. But if you are lucky enough to  have a friendly authoritarian government, they can take  smart decisions without having to rely on forceful media 
discussion. That’s what they did in South Korea and in Taiwan.  

4. But North Korea did not.  Nor did Cambodia in the 1970s.  China has presented examples of good and smart as well as weak and confused authoritarian 
rule.  

5. The gigantic famines of 1958-61 resulted from terrible policy choices that could not be changed for three years despite tens of millions dying each year- 
no political party could criticize the terrible policies, and newspapers could not even cover the bad news. 

6. The elimination of famines was an immediate success of democratic India. 
7. Democracy’s difficulty is that the vocal and the active can influence the agenda in a way that the inactive and unvocal cannot. And the active ones have 

been the relatively poor among the rich – the bottom 40 per cent of the top 20 per cent (though they’re still part of the top 20 per cent). So, for 
example, they have asked for a diesel subsidy, and got it; they asked for a cooking gas subsidy and got it; they insisted on electricity being sold to 
urban consumers at below cost. There have been many other concessions which have cost money. The surplus has gone in their direction because 
they’ve been more vocal. And what is pernicious, or at least disturbing, is that they speak in the name of “ordinary people”. But ordinary people don’t 
drive diesel vehicles. Ordinary people don’t have cooking arrangements to which gas cylinders can be attached. And many ordinary people don’t have 
electricity. Democracy is a guarantee of process. But offers no guarantee as to how that that process will be pursued and what will come of it.

6. For years, India’s economic growth rate ranked second among the world’s large economies, after China, which it has consistently trailed by at least one 
percentage point. The hope that India might overtake China one day in economic growth now seems a distant one. But that comparison is not what should 
worry Indians most. The far greater gap between India and China is in the provision of essential public services—a failing that depresses living standards and 
is a persistent drag on growth.”

7. Crony capitalism is not a new phrase in the Indian lexicon. The fact that a lot of growth was achieved through crony capitalism, using the same business-
politics nexus that the reforms sought to dismantle, is evidence enough of the failure of growth to improve the incomes of everybody.  Not only is our tax-GDP 
ratio among the lowest in the world, it remains at this level, in fact marginally lower than what it was in the 1990s, despite the growth rate accelerating from 
6% to more than 8% in the last decade. 

8. The benefits of growth do trickle down. The problem is that there is increasing impatience with the pace of the trickle-down, caused by a combination of 
forces that have been gaining strength in the past two decades. One is increasing acceptance of many fundamental human rights, going beyond political rights. 
The second is an explosive access to information about haves and have-nots. People want to be included in the benefits of growth now, not later. They want 
more equity. 

9. Sen’s economic philosophy stresses the centrality of “entitlements”—in the form of legally enforceable rights—as an instrumental means of delivering the 
substance of those entitlements to citizens, often directly by the state or its agencies. Thus, as with his much publicized advocacy of the food security Bill, Sen 
believes that creating a right to food is a crucial first step in ensuring that those in need are fed by a well-functioning and well-funded public distribution 
system.

Kerala Model

1. Prof. Ramakumar argued that Panagairya was selectively quoting statistics to drive his case and ignoring the regional variations within Kerala, while arriving at 
his conclusions.

2. Panagariya #1: Poverty fell while inequality rose
1. Kerala’s high level of inequality in consumption expenditure, in absolute terms, is used by Panagariya to argue that the source of poverty decline was 

income growth, and not equitable development. He claims this to be true right from 1973-74. Panagariya is wrong. 
2. Sharpest fall of poverty in Kerala occurred from the early-1980s onwards. The most remarkable aspect of this poverty decline was that inequality levels 

also declined alongside. Thus, between 1983 and 1993-94, head count ratio (HCR) of poverty in rural Kerala fell from 39.6 per cent to 25.4 per cent. 
During the same period, the gini ratio, used to measure inequality, also fell from 0.32 to 0.30.  

3. After 1993-94, poverty levels have continued to fall, while gini ratios have risen. Thus, between 1973-74 and 2004-05, there are two phases: Phase 1, 
where poverty and inequality fell together; and Phase 2, where poverty fell and inequality rose. Such contradictory outcomes do not allow the kind of 
generalisation that Panagariya attempts.

3. Panagariya #2: Kerala started at highest level
1. He argues that Kerala’s social indicators are good because “it started at the highest level at independence”. He says: “In 1951, it had a literacy rate of 

47% compared with 18% for India as a whole and 28% for Maharashtra, the closest rival among the large states. By 2011, these rates had risen to 94, 
74 and 83%, respectively. The gains made, thus, equal 47, 56 and 55 percentage points for Kerala, India and Maharashtra, respectively." 

2. Thus Kerala, as per him, has actually done worse! This is obviously crap argument. 
3. Similar is Panagariya’s use of statistics in the case of Infant Mortality Rate (IMR). In trying to argue that Gujarat achieved more in IMR than Kerala, he 

says: “whereas Kerala lowered its infant mortality rate by 46 deaths per 1,000 live births between 1971 and 2009, Gujarat achieved a reduction of 96, 
Tamil Nadu of 85 and Maharashtra of 74.” In 1971, Kerala’s IMR was 61 per 1000 live births. To be on par with Gujarat in 2009, Kerala should have had 
an IMR of -35!

4. Take the case of IMR. In the early-1950s, the IMR in Kerala was 120, while that in India was 140; in other words, they were largely comparable. These 
facts cannot be hidden by simply stating that Kerala “started at the highest level at independence”.

4. Panagariya #3: Public sector intervention in Kerala is a myth
1. He rejects the role of public sector interventions in education and health as the source of sustained high levels of education and health in Kerala. 

1. One, about 53 per cent of children in Kerala between ages 7 and 16 study in “private schools”. 
2. Two, he says that public expenditure on health in Kerala is barely 1 per cent of its GSDP. 
3. Three, private expenditure on health care far exceeds public expenditure on health care. 

2. As long ago as 1960-61, total government expenditure on education in Kerala was 3.7 per cent of GSDP. Starting at close to 4 per cent of GSDP in the 
early 1960s, public expenditure on education rose to a peak of 6.5 per cent in 1986-87, and has fluctuated between 5.5 and 6.5 per cent since.
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3. Most remarkably, about 96 per cent of all schools in Kerala are funded by the state. Panagariya’s generalised argument about “private schools” in 
Kerala arises from a lack of knowledge of the way school system is organised in the State. 

1. The Government of Kerala funds two types of schools. The first are schools established, owned and run solely by the State government. 
Together, they constitute around 36 per cent of all schools in Kerala. 

2. The second type is “aided” schools, which are owned and managed by private agencies. Here, the government meets the major component of 
their annual expenditure, namely, salaries. Aided schools also receive grants-in-aid from the State government for buildings and establishment, 
teaching and instructional material (including libraries and laboratories), and recreational facilities. This category covers 60 per cent of schools in 
the State and predominates at all levels of schooling. 

3. The last category, fully private schools, covers only about 4 per cent of all schools in the State.
4. Panagariya chides Kerala’s public expenditure on health at 1 per cent of GSDP, even while it was the highest for any State in India. Even as he does not 

use any benchmark to judge Kerala expenditure standards, he ignores one of the important points argued out by Amartya Sen on whether public 
spending on education and health can be “afforded” by poor countries: “The viability of this “support-led” process is dependent on the fact that the 
relevant social services (such as health care and basic education) are very labor intensive, and thus are relatively inexpensive in poor - and low-wage - 
economies. A poor economy may have less money to spend on health care and education, but it also needs less money to spend to provide the same 
services, which would cost much more in the richer countries. 

5. Even as its public expenditure was 1 per cent of its GSDP, Kerala was able to significantly expand its public health network by the 1970s itself, specially 
in rural areas. 

UN Report on Indian Malnutrition

1. The number of people suffering from chronic hunger in India declined at the fastest pace in 2011-13 since 1990-92, according to a joint report by United 

Nations’ food agencies. The number declined 6.5 per cent in 2011-13 against a reduction of 1.9 per cent in 2008-10. In 2005-07, this rate was 3.2 per cent.

2. The proportion of undernourished people in the total population also came down to 17 per cent in 2011-13 from 18.9 per cent in 2008-10. 

3. However, the report, The State of Food Insecurity in the World, stated that if undernourishment in India continues to only decline at this pace, this might not 

be sufficient to reach the Millennium Development Goal (MDG). The MDG hunger target says the proportion of hungry people in the total population should be 

halved by 2015, with 1990 as the starting year.

4. Among the emerging developing countries, the proportion of undernourished people remained the highest in India. In China, 11.4 per cent of the population 

suffered chronic hunger, followed by Brazil (6.9 per cent) and South Africa (less than five per cent) in 2011-13.

(f) Key Trends

1. Change in overall pace: Poverty reduction during 70s, 80s and 90s @ all India level happened at a uniform rate. Only after 2004-05 did the rate increased 
significantly. This is broadly consistent with other evidence like growth of agriculture wages, GSDP growth rates etc.

2. Inter state differences: The post reform period has seen an increase in divergence in the rates of poverty reduction between the rich states and the poor states. 
Thus while between 1973-74 and 1993-94, as per Lakdawala, rich states were able to reduce their poverty by 23% (from 53% in 1974-74 to 30% in 1993-94) 
and poor states by 17% (from 59% in 1973-74 to 42% in 1993-94), in the post reform period (1993-94 to 2009-10) rich states have reduced their poverty by 23% 
(44% in 1993-94 to 21% in 2009-10) while poor states have reduced it by 12% only (50% in 1993-94 to 38% in 2009-10). There is no reversal of this trend even 
between 2004-05 and 2009-10. Thus poverty is increasingly becoming concentrated in the poor states. Maharashtra had disproportionately higher share of 
poverty due to higher rural urban inequalities perpetuated by lower agriculture wages and higher gender disparities.

3. Green revolution: Fallen angels showed an overall decline of 13% in the pre reform period (31% in 1973-74 to 18% in 1993-94) while only 10% in post reform 
period (28% in 1993-94 to 18% in 2009-10). Between 1993-94 to 2009-10 rural poverty fell by 14% (from 30% to 16%) while urban fell just by 6% (from 26% to 
20%).

4. Rural urban differences: The poverty in rural areas is declining at a faster rate @ all India level. Between 1973-74 to 1993-94 the rural poverty rate decreased by 
19% (56% to 37%) while the urban by 17% (49% to 32%). In the post reform period, the rural poverty rate decreased by 16% (50% to 34%) while urban by 11% 
(32% to 21%). The pace of convergence in rich states (26% fall in rural poverty since 1993-94 vs 15% fall in urban poverty) is faster than the pace of 
convergence in poor states (11% fall in rural poverty since 1993-94  vs 8% fall in urban poverty). 

5. Strategy differences: Green revolution based agriculture improvement  did it for fallen angels. AP and TN improved the PDS systems. W Bengal has 
strengthened its panchayats. Kerala focussed on human development.

6. Concentration of urban poor: More than half of urban poor in 2004-05 lived in Maharashtra + UP + MP + TN. This was due to high overall population as well as 
higher rates of urbanization in Maharashtra and TN and high population + high poverty rate in UP and MP.

7. Chronic poverty: The incidence of chronic poverty was higher in Odisha, UP, MP, W Bengal, Bihar etc. but low in J&K, Punjab. It was also significantly higher 
for SCs. In some states like Punjab 84% of chronically poor were SCs while in Haryana it was 66%. Similarly in rural areas 45% of chronically poor were 
landless labor while in urban areas 36% of chronically poor were self employed and 29% were casual labor. Thus we need to address the social inequalities as 
well and also create 'gainful' employment.

India vs China

1. Studies indicate that while between 1981 and 2001 China decreased its poverty from 53% to 8%, India was able to reduce it only by 17%. Similarly IMR in 
India is ~ 2x that of China and MMR is ~ 10x.

NAS data vs NSS data Discrepancy
Issue

1. NSS data shows a level of consumption which was close to NAS consumption in 50s, 90% in 1968-69, 75% in late 1970s and currently it is @ 50% of NAS 
consumption only. It is generally accepted that the discrepancy between expenditure as per NSS and as per NSA is ~ 2% p.a. For instance, the overall 
proportion of poor is estimated to be 57% and 53% for 1977-78 and 1983 respectively, using the unadjusted NSS distribution. This proportion falls to 43% and 
30% for 1977-78 and 1983 respectively, when the adjusted NSS distribution is used.

Drawbacks of NSS Data

1. It reports 0 refusal rate i.e. no one refused to get interviewed. They don't report the extent to which the willing respondents have been substituted for the 
unwilling ones. It is well documented that wealthy households are less likely to cooperate. Such an exclusion of rich will mean that more proportion of 
respondents will be poor and also show less inequality and will also not capture full growth in personal consumption.
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2. But this also doesn't mean that we should rely on NAS data as PC did until 1990. This is because by multiplying each household's expenditure in NSS data 
we are assuming that everybody benefitted in the same proportion by the growth.

Drawbacks of NAS Data

1. Non profit organizations and owner occupied dwellings rent: It includes consumption of non profit organizations as well under the private consumption head. It 
includes imputed rent from the owner occupied dwellings. It is estimated that together these two account for more than half of the discrepancy.

2. Residual method of deriving private consumption: In NAS, most items under private consumption are derived as residuals so that errors elsewhere are reflected 
under consumption.

3. Old rates used in NAS data (Minhas): For example, consumption of vanaspati = total production (adjusted for imports and exports) 
- consumption by government and business. In an economy in which all vanaspati is used for household cooking, this gives the right answer. 
But as the economy grows, consumers eat more meals out, so that an increasing fraction of vanaspati is used by commercial food 
suppliers. Consumer spending on these services is derived from gross output of the services sector adjusted to a value-added basis 
by deducting the value of intermediate inputs, including vanaspati. At best, this adjustment is done using one of the rates and ratios, 
which means progressive and increasing overstatement if intermediation increases with income and if rates and ratios 
are infrequently adjusted. In the case of vanaspati in India, no adjustment is made at all, so that all vanaspati used in restaurants is 
counted twice, helping overstate the rate of growth of consumption and GDP and to increase the ratio of national accounts to survey 
consumption. 

4. Revisions in NAS data (Sundaram and Tendulkar): Revisions in some of NAS data are often so large as to cast doubt on the estimates 
in general. This is closely related to Minhas’s concern with the outdated rates and ratios. When the Central Statistical Office abandons 
a long-used ratio and new survey or other information is collected, information based on actual data paints a very different picture from 
that based on the long-used approximation.

Recall Period Adjustment

1. Based on experiments done by Mahalanobis and Sen in 1954, NSS used 30 day recall period. In the annual surveys from 1995 to 1998, it experimented with 
using 7 day recall period for high frequency items and 365 day period for low frequency items. Some households were randomly asked questions with the new 
recall period and some with the old.

2. Using 7 day recall period for high frequency items was found to increase reported expenditure by ~25% and thus would lower poverty ratio. Similarly using 365 
day period for high frequency items would also increase reported expenditure as it would fatten the tail while reducing the mean (although people on an average 
will recall less but those who were reporting zero consumption in 30 days are more likely to report some consumption in 365 days). Studies show this 
adjustment could remove ~ 175 mm people from below the poverty line. The 1995 - 1998 survey experiment showed ~ 50% reduction in reported poverty with 
the new recall period.

3. The experiments showed recall periods produce a vast difference but didn't show which one is better. So NSSO launched a pilot study in the quinquennial 
survey of 1999-00. 3 different reporting periods were used - 7 days, 30 days and a gold standard of daily visit. Results showed 7 day recall period produced 
23% higher reported expenditure. But when compared to daily visits data, 30 day estimates proved to be more accurate for many important commodities 
including cereals. Over all commodities nothing proved superiority or inferiority of any one method. So in the main quinquennial round each household was 
asked to report on both 7 day and 30 day period while low frequency items were shifted to 365 day. But which one and in what proportion of the two were used 
is not known.

Calorie Angel Curve

1. If we take a calorie norm and try to find the minimum income which would enable one to buy just enough calories then the resulting diet can be very cheap but 
it would be very boring and not preferred by humans. Such a mathematical solution ignores people's behavioral patterns. 

2. So a better solution is to look at how people actually consume. If we plot the actual money consumption vs actual calorie intake, we get the Angel curve.
3. It can be seen that a 7 day period will increase both reported expenditure on food (Ef) as well as total reported expenditure (Et) by the same amount. Thus 

(Ef/Et)30 day period < (Ef/Et)7 day period. So the new poverty line will be lower (i.e. at lower total expenditure the food expenditure will meet the required calorie 
threshold). But this depends on the initial ratio of (Ef/Et). In case of Indian poor, this ratio was already so close to 1 that this adjustment will not meaningfully 
lower the poverty line.

Poverty Measurement in India
Pitambar Pant (1962)

1. He opined that to lift the bottom 20% people out of poverty, investment and growth are not enough and transfer payments are necessary. Thus came 
subsidies. 

2. The poverty line in rural areas should be Rs.20 per month. For urban areas, it should be Rs.25 per month. It excludes expenditure on 
health and education, both of which are expected to be provided by the State according to the Constitution and in the light of its other 
commitments. 
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3. It represented a broad judgement of minimum needs and was not strictly related to nutritional requirements, although it took them into account. 

Dandekar and Rath, 1971

1. They defined state of poverty as a state where a person is not able to get 2 square meals per day. The definition of square meals was fixed to be 2,250 kcal per
 day. Thus the households whose expenditure didn't provide them for food that contained even this much amount of kcal were to be classified as poor.  

2. The households under NSS data were classified into groups according to their expenditure. Then for each state rural and urban, it was seen which group's 
expenses allowed it to consume 2,250 kcal food. 

3. Thus a poverty line was arrived for rural and urban areas of each state. The total number of poor in the country were simply summation of all poor in the states. 
National level aggregate rural line (@ 1960-61 prices) came out to be Rs. 15 per month and urban line to be Rs. 22.5 per month.

4. The only issue was that unlike food, there was no norm for non-food item. So the researchers took some arbitrary expenses for non-food items.

Planning Commission Task Force, 1979

1. Anchoring in calorie norms - normative approach / minimum needs approach: It used recommendations of Nutrition Expert Group (1968) to take rural calorie 
threshold @ 2400 calories per day and urban threshold @ 2100 calories per day.

2. Behavioral approach: To work out the monetary equivalent, it used 1973-74 quinquennial NSS data. The calorie content of consumption baskets 

corresponding to various per capita expenditure classes were worked out. Rural poverty line came out @ Rs. 49 per month and Rs. 57 per month for urban 
areas. Thus, the concept of poverty line used here was partly normative and partly behavioral. Only the national lines were worked out and not the state lines. 

Price indices @ state levels were used to derive corresponding state lines.
3. Malnutrition vs poverty: This way of deriving the poverty line, while being anchored in a 'norm' of calorie requirement, does not seek to measure the nutritional 

status, and more specifically the incidence of malnourishment or under-nourishment in the population. It focuses rather on the purchasing power needed to 
meet the specific calorie intake standard with some margin for non-food consumption needs. 

Planning Commission Poverty Lines (1979-93)

1. Rural and urban lines separately calculated for all india. No separate state lines calculated.
2. Calculations done every 5 years based on NSS surveys.

3. Calorie Norm: They are based on a calorie norm of 2400 calories per capita per day for rural areas and 2100 calories per capita per day for urban 
areas. The poverty line for the base year 1973-74 has been taken as the per capita expenditure level at which these calorie norms have been met and 
subsequently it was merely adjusted for rise in prices. These were Rs. 49 per month in rural areas and Rs. 57 per month in urban 
areas. 

4. Base year remained 1973-74. This was a drought year and data for only 9 months was available. Studies have shown this data underestimates poverty. 

All subsequent poverty lines were linked to this number.

5. Price deflators: The initial basket was lost and the price deflator was applied to the final poverty line figure directly. Initially WPI was 
used. Then private consumption deflator from NAS was used till 1988. Naturally this understated poverty since manufacturing inflation 
was lower than food inflation. Later it was decided to use CPI - AL in rural areas and average of CPI - IW and CPI - UNME for urban 
areas. 

6. Estimating poor population in states: All India poverty lines were adjusted for state prices via state price indices. Then data from each 
state from NSS was used to determine how many households fell above the poverty line and how many below.

7. Adjustment procedure: Because aggregate personal consumption expenditure from NSS is different from NAS (national accounts 
statistics data) and NAS expenditure is more, planning commission used to multiply NSS expenditure by a factor (NAS aggregate / 
NSS aggregate) while keeping poverty line unchanged. 

8. Poverty basket remained 1973-74 basket and didn't change with time.

D T Lakdawala  Committee 1993

1. State wise poverty line: The committee recommended 2400 kcal for rural and 2100 kcal limit for the urban. State-specific poverty lines were estimated as 
follows. The standardised commodity basket corresponding to the poverty line at the national level was valued at the prices prevailing in each State in the base 
year, i.e., 1973-74. For updating poverty line to the current prices in a given year, state specific consumer price-index was used with appropriate adjustment to 
weightings. 

2. Choice of base year for poverty basket: The committee recommended continuation of 1973-74 basket as the poverty basket. However the consumption 
preferences of households would have changed. In particular the cereal consumption and prices both came down in relative terms (down from 47% of total 
consumption in 1977-78 to 38% in 1987-88 in poor rural households and from 35% to 30% in urban poor households), but if we keep the weights constant then 
we are fixing a lower poverty line. Moreover the survey in that year was not complete (it covered only 9 months). The committee could have used 1977-78 or 
1972-73 when full year data were available.

3. Rural vs urban: Since 1993, PC was calculating rural and urban lines separately for each state. While earlier the implicit difference between rural and urban 
prices was 16%, after 1993 it became 40%. This seems implausible. In some cases it threw up weird results. For example in AP the urban prices were implied 
to be 70% higher than in rural areas and as a consequence the reported urban poverty was 27% while rural poverty was mere 11%.. Economists like Deaton 
argue this is because PC was not measuring prices actually paid and once we adjust for that (by taking the prices reported directly in NSS data) the difference 
becomes close to 16% again.

4. Price deflators: To update the poverty line each year, they suggested CPI be used (after adjusting the food weights to reflect the consumption of poor as in 
1973-74). As argued above this lowers poverty line. However, they could have used NSSO annual survey which cover almost 80% of the commodities.

The Suresh Tendulkar Committee 2009
(a) Features

1. Change in poverty line basket (PLB): While economy has grown, the consumption basket of poor has remained unchanged for poverty measurement purposes 
(fixed to 1973-74 basket). It uses 2004-05 as the base year for the basket.

2. Change in NSSO recall method: He also advocated using mixed recall period (MRP) method (recall window of 1 year for low frequency items and 30 days for 
some others) since it has been used lately and refrain from frequently changing the method. The earlier recall method used by NSSO was uniform recall period 
(URP) method (uniform recall window of 30 days). In future MRP* method will be used (recall window of 1 year for low frequency items, 30 days for some and 7 
days for some food items).

3. Departure from calorie based poverty line: It argued that the nutritional status based on NSSO data set didn't correlate well with the nutritional outcomes of 
more specialized surveys (for instance some surveys reveal 42% malnutrition and stunted cases). Also the new consumption basket of poor is no more 
dominated by food expenditure. It includes manufactured goods, fuel, rent etc. as well. So calorie approach is not suitable.

4. Continuity with earlier poverty line: The earlier urban poverty line was 25.7% (URP approach). The committee decided to arrange expenditure data (MRP 
approach) of urban consumers in ascending order and found the basket which corresponded to 25.7% head count. Thus urban poverty was kept same. For 
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rural poverty, the same urban basket was used since it was believed that urban consumption basket is superior to the rural basket.

5. Updating poverty line: In the sample years prices per unit can be calculated from NSSO database itself (it contains quantity consumed as well as total 
expenditure on it). Such prices can be applied on same PLB to arrive at new poverty lines.

(b) Issues with Tendulkar Approach

1. Top-down approach: State wise rural and urban poverty lines should have been used instead of using state price index. This is because people in different 
regions may have different consumption habits. 

2. NSSO methodology: NSSO's sample surveys keep on changing their methodology. So comparison of data of 2 surveys may not give correct results.   
3. Question of how to account for state assistance: If lets say state is giving cheap food then expenditure data for people who are covered will show that a lower 

expenditure is sufficient to get adequate nutrition. But this is very harsh on people who are excluded! 
4. FAO argument: While Tendulkar delinks poverty line from calorie intake (calorie consumption based on NSSO data set was not correlated with nutritional 

outcomes of other specialized surveys) as a rough check he concludes that in urban areas the line corresponded to 1776 kcal (FAO recommendation: 1770 
kcal) and in rural areas 1900 kcal (higher than FAO recommendation). FAO norms correspond to that of sedentary work for 50 kg weight (for men) and 45 kg 
weight (for women). Difference between sedentary and moderates is ~ 500 kcal and between moderate and heavy is ~700 kcal. For a 60 kg man doing 
moderate work average requirement is 2800 kcal. Is it assumed by PC that poor people need to do only office work and not lift loads?

(c) Delinking from calorie intake argument given by Tendulkar

1. 3 health surveys are used: (i) proportion of underweight children below 5 years (underweight defined as those whose weight-for-age was below twice the 
standard deviation);  (ii) proportion of men aged 15-49 years with low body mass index – norm of low BMI being lower than 18.5; and (iii) proportion 
women (excluding pregnant women and those who gave birth in the last two months) aged 15-49 years with low BMI.  

2. In the absence of objective criteria for assigning unequal weights to the three population segments, equal weights were assigned to derive an aggregate index 
of malnutrition outcome.  Consequently, a simple average of the three proportions above is taken to be an aggregate outcome indicator of malnutrition. 

3. When estimated (state/rural/urban) population from NSS is ranked according to ascending size of food expenditure per capita, normative food expenditure per 
capita is defined by that level of food expenditure per capita that corresponds to cumulative share of population from NSS that equals the index of malnutrition 
derived from NFHS- III for that state. 

Deaton and Dreze - Impact of Inequality on Poverty

1. They try to decompose poverty reduction (between 1993-94 to 1999-00) into poverty reduction due to growth assuming unchanged distribution proportions and 
poverty reduction due to changes in distribution. The first they isolate by calculating if every person's income grew @ same rate in % terms as the per capita 
income then what will be the change in HCR. Second was calculated by subtracting this from the actual reduction in HCR.

2. Naturally @ all India level growth alone with no changes in distribution would have reduced poverty more. The dampening impact due to growing inequality was 
weaker in rural India and sharper in urban India (more pronounced in MP and Kerala) indicating sharper rise in inequalities in urban India. Indian poverty would 
have been 0.7% less (1.5% less in urban areas) had there been no rise in inequality. If we adjust for the 365 day reporting change in the questionnaire (which 
lowers the mean and reduces the variance) then the urban inequality rises further. 

3. In this period the per capita availability of cereals has gone down but this doesn't question the decline in poverty as tastes of people may be changing towards 
lower cereal consumption. Moreover the effect of substitution of protein items for cereals by the rich may offset the higher consumption of cereals by the poor.

4. But the overall poverty decline in India doesn't mean it didn't increase in any particular state or group. In states of Odisha and Assam some groups have 
become poorer due to destruction of local environment. Moreover the overall data doesn't tell us the hidden costs (the negative externalities which are actually a 
cost to the society). When a worker migrates official data shows a reduction in poverty due to higher income but doesn't show the migration costs included like 
health, sanitation, congestion, family structure etc.

5. If we look at the multi dimensional nature of poverty we find that in some indicators like decline in TFR, illiteracy rate India has done increasingly well, in some 
measures like increase in agricultural wages, decline of IMR the growth is slowing and in some measures like sex ratio @ birth it is outright declining.

Q. "By restricting the social benefits to BPL households, the poverty line will be fully converted from a statistical benchmark to a real life social division" (Dreze). 
Discuss. (2011, II, 15)

1. A person just above BPL is not any different from a person just below BPL. So why should we treat them so unequally that someone 
who is just below the poverty line is poor is a candidate for transfers and the special attention of the World Bank, while someone who 
is just above it needs no help and can be safely left to their own devices?

2. BPL based techniques generally depend on HCR which fails to satisfy the strong upward transfer axiom.

 

Q. Poverty alleviation strategy of the day is moving ahead of redistribution with growth of Chenery and World Bank and Dreze and Sen's growth mediated security and 
support led security strategies to empowerment, opportunities and security lines. Elaborate. (2011, II, 30)

Poverty Alleviation Strategies

1. Growth based: Policies can be aimed at rapid growth, via generating new and expanding employment opportunities at a faster rate than those generating 
displacement make a significant impact on sustainable poverty eradication.  

2. Direct handling of poverty: Direct income-generating wage and self-employment programmes.  
3. Creating capabilities: Public expenditure towards providing primary health and education services help create higher income-earning capability among the poor 

households.  These are important non- income dimensions of poverty.  This capability from the supply side interacts with expanding labour-demand for better 
skills generated by rapid growth and thereby results in sustainable poverty eradication at the household level.  

4. Dreze and Sen approach: Growth mediated security relies upon promoting economic growth and taking advantage of the extra resources, both 
in terms of private incomes and providing a basis for public support. Support led security directly attacks the problem through public 
programmes such as employment provision, income redistribution, health care, education. Furthermore, they note that both 
strategies have been successful in reducing poverty in countries as diverse as Hong Kong, Singapore and South Korea (“growth 
mediated security”), and China, Jamaica, Chile and Costa Rica (“support led security”). However, they also note the similarities in the two 

strategies; namely the critical importance of public provision for primary health care and basic education. Furthermore, if economic growth is to improve living 
conditions it must be of a participatory form which provides remunerative employment on a wide scale.  

5. World bank approach: It emphasizes the importance of labour-intensive growth and primary education and health  in successful poverty alleviation. In many 
respects these interventions are necessary to “make trickle-down work”.  

Q. Discuss the poverty trends - both rural and urban, between 1973-74 and 2004-05 across states in terms of pace of reduction and concentration and relate them 
with changes in growth rates between the pre and the post liberalization periods. (2010, II, 60)
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Q. Critically assess the Tendulkar committee's approach to measuring poverty in India. (2010, II, 15)

Q. Recent trends show that poverty incidence in urban areas is higher than its rural counterpart in more prosperous states. What factors, do you think, explain this? 
(2010, II, 20)

Q. Carefully examine and analyze the argument that over the last 2 decades there is an increasing divergence between the incidence of poverty based on the planning 
commission's expert committee methodology and that based on calorie intakes as obtained from the national sample surveys. (2009, II, 60)
Planning Commission Approach

1. It was based on a fixed consumption basket (based on 1973-74 pattern) anchored in a calorie norm of 2400 kcal. They evaluated the cost of this basket in 
different states (rural and urban areas) @ 1973-74 prices and adjusted for the rise in prices (using adjusted CPI - AL and CPI - IW). 

2. At first glance, this sort of updating might be seen to preserve the original intent, and certainly, if price inflation is correctly calculated, a household at the 
poverty line in India in 2009 has the same purchasing power as a household at the poverty line when it was first drawn up in 1971. Yet people at the same level 
of living purchase fewer calories now than they used to, presumably because fewer of them are engaged in manual labor in agriculture and so need less energy 
or simply changes in tastes, so that, if one were really to believe in a fixed calorie standard, the poverty line would have to be revised upward. 

3. But such revision is something for which there is typically little political support, in India or in the US, if only because raising the poverty line would increase 
the number of people designated as poor which, in the absence of legislative changes, would trigger additional progressive redistribution. 

Q. Discuss the nature and incidence of rural poverty in India. What suggestions do you offer to solve it? (2007, II, 20)
Unemployment
Unemployment Measurement Criteria
Prof. Raj Krishna

1. Time criterion: This refers to identifying people who had no gainful work for more than a predefined standard.
2. Willingness criterion: This refers to counting only those who are willing to work at the going wage rate.
3. Income criterion: This considers those persons as unemployed whose income (or expenditure) is below a predefined 'poverty norm' generally fixed on the basis 

of minimum needs.
4. Productivity criterion: This considers those people as unemployed whose productivity is below a predefined standard.

Prof. A K Sen

1. Income aspect: It considers only the income which is derived on the condition that one works and not otherwise.
2. Production aspect.
3. Recognition aspect: All those persons who are seeking work regardless of whether or not they already have some job should be classified as unemployed.

Unemployment Measurement Methods
Usual Principal Status
(a) Features 

1. People are asked to reveal their employment status over past 1 year and according to principal status i.e. primary industry. He may also be engaged in 
subsidiary activities to supplement his income.

2. Under UPS employment, the number of days engaged in principal activity determines the employment status.   
3. Under UPSS employment, the number of days engaged in principal + subsidiary activities together determines the employment status.    

(b) Drawbacks

1. UPSS and UPS understate employment as most people will like to be considered employment as it enhances their social status. So it is not able to capture 
disguised employment at all. Thus at max, it can give chronic unemployment.

2. UPS/UPSS unemployment has been only 2-3% which is a joke. 
3. It considers women who withdraw themselves from labor force during the slack seasons as "not available for work" instead of considering them as unemployed.

Week ly Status Rate
(a) Features

1. A person is asked to give the number of hours worked in past 7 days. If he has worked even for 1 hour, he is considered employed.

 (b) Drawbacks

1. While this method may measure chronic and seasonal unemployment, it fails to measure disguised unemployment.

Current Daily Status
(a) Features

1. A person is asked to give the number of hours worked on the previous day only. If < 1 means unemployed, if between 1 and 4, then only half unemployed and 
more than 4 means fully employed. Thus it gives time rate of unemployment. Households are surveyed uniformly throughout the year.

2. CDS unemployment is 6.6% in 2009-10 vs 8.3% in 2004-05 which is closer to reality. 

(b) Drawbacks

1. Even it can't fully captured disguised unemployment as even though the productivity is very low a person is "employed" for a long time.

Trends in Unemployment

NSSO 2011 - Employment Trends in Agriculture

1. While the farmer population in India is shrinking in absolute numbers (9 million in past decade), the number of agricultural laborers has been increasing and 

they now outnumber the farmers.

2. Owing to the pressure of population, the average size of land holdings is getting more fragmented over time. Farming at the margin, thus, is getting more 

unviable, forcing small cultivators to join the growing ranks of agricultural laborers and also seek non-agricultural employment.  
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Population Anomaly in Census (Why abrupt change in employment)

1. The Census of 2001 projected India’s population for 2011 at 1,192,506,000.  According to the Census of 2011 the actual population of India that year was 
1,210,569,573. Therefore the Census of 2001’s projection for 2011 underestimated the actual number by 18,063,573 (18.06 million).  This is for the year 2011. 

2. It can also be safely assumed that the population projection for 1 January 2010 made by the NSSO using Census of 2001 is also an underestimate.

NSS 2011-12 on Employment

An examination of sectoral elasticities at the global level by

Kapsos (2005) showed that all the three sectors (primary, secondary

and tertiary) have experienced employment growth

during 1991-2003, though the elasticity of services employment

to gross domestic product (GDP) was nearly three times

as large as the corresponding fi gures for agriculture and

i ndustry. This implies that at the global level there is evidence

of structural change, as employment is being generated in

the service sector at a considerably faster rate than in the

other sectors. the service sector

was both the fastest-growing sector and the sector with the

most job-intensive growth. Indeed, for every 1 percentage

point of growth in service sector value added, employment

increased by 0.57 percentage points, while the corresponding

fi gure for agriculture and industry stood at 0.41 and 0.28 percentage

points, respectively.

INDIA: 

On the positive side, there has been a shift in employment in

favour of somewhat larger enterprises (by employment). Between

2004-05 and 2009-10, there has been an increase of 5

percentage points in employment in enterprises employing 20

workers and more (from 11.8% of all non-agricultural workers

in 2005 to 17.1% in 2010), along with a decline in employment

in smaller enterprises – those employing less than six workers

from 75% to 65.6% (Mehrotra et al 2012). Further, there has

been a consistent increase since 1999-2000 onwards in regular

wage/salaried employment (from 58 million in 1999-2000 to

71.7 million in 2009-10), as opposed to casual employment or

self-employment.

During 2009-10 and 2011-12,

13 million workers withdrew out of agriculture. That is nearly

as large as the absolute decline in workers in agriculture (14

million) that occurred between 2004-05 and 2009-10. There

was no absolute decline in agricultural employment between

Independence and 2004-05, which began after 2005

Manufacturing sector employment remains a concern,

d espite rapid manufacturing-output growth. The increase by

nearly 12 million in manufacturing sector employment in the

fi rst half of the decade (2000-05) was offset by a decline of

5 million in the second half of the decade (2005-10).

The 18 million

i ncrease in jobs in the construction sector were offset by the 5

million decline in manufacturing sector, resulting in industrial

employment increasing by 13 million in the period 2005-10.

The 68th round data suggests that industrial employment has

increased by 15.7 million during 2010-12. The disaggregated

data for 2011-12 brings good news for India’s manufacturing

sector. It suggests that employment in manufacturing rose by

8.9 million in this two-year period, while non-manufacturing

(mostly accounted for by construction) rose by 6.8 million.

On the other hand, even though the present growth phenomenon

is termed to be service-led growth, there has been a

rather meagre increase of 4 million jobs in this sector between

2005 and 2010 when services sector grew by about 10% per

a nnum. In contrast, employment in services had grown by 18

million between 2000 and 2005. The data for 2011-12 shows

that the services employment has increased by an overwhelming

11 million in this two-year period between 2009-10 and

2011-12 – a signifi cant acceleration in job creation, compound

to the latter half of the previous decade. If we look at sub-sectors within services, traditional sources

like trade and repair are the most important contributor to employment

(Table 1). It accounts for more than one-third of the

total services employment in the economy, both at the beginning

as well as at the end of the decade. Most of the increase in

employment for the sector was accounted for by retail trade.
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One would have expected that at least in the allied activities in

agriculture – horticulture, animal husbandry, forestry and

fi sheries – there would be an increase in employment. However,

it is intriguing that employment in these activities too declined

in absolute terms from 50.8 million in 2004-05 to 34.6 million

in 2009-10. Since income has been growing rapidly, and the

income elasticity of demand for eggs, milk, fi sh, fruits and

vegetables is high, the consumption of these products is

increasing. However, employment in these “allied agricultural”

activities has declined.

There may be several reasons for this apparently contradictory

phenomenon, with reasons varying by sub-sector of noncrop

agriculture. For instance, Jha (2006) points out that a llied activity in agriculture saw decline in employment

(though an increase in value added) even in the 1990s. Since

1997, there has been an absolute decline in cattle and goat

population which suggests a reason for decline of employment

in the livestock sector. Similarly, fi sheries saw a transformation,

with marine fi sheries losing its dominance to culture fi sheries;

the latter is less labour-intensive than marine fi sheries. A

d ecline in employment in forestry could be on account of a decrease

in forest area in the country. A fi nal reason may have to

do with the increasing pressure on women’s time. Male migration

out of rural areas has continued unabated, increasing the

feminisation of crop agriculture, leaving women with less time

to rear poultry or livestock (ibid).
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1. Overall employment trends
1. 2004-05 to 2009-10: 2.5 mm new jobs. 2009-10 to 2011-12: 13 mm new jobs.
2. Total employment has risen from 460 million in 2009-10 to 473 million in just two years.

2. Agricultural employment trends 
1. Employment in agriculture had been rising since Independence in absolute terms. 
2. It rose by 21 million during 2000-05. 
3. But it fell during 2004-05 and 2009-10 by 14 million. 
4. During 2009-10 and 2011-12, agricultural employment fell by 13 million, fastest decline. 
5. The share of agriculture in total employment was 60% in 1999-2000 and fell to 53% in the 10-year period ended 2009-10. In 2011-12, the share of 

agriculture in total employment stood at 49%, a four-percentage-point fall within two years. 
3. Rural employment trends

1. In 2009-10, the share of employment of agriculture for rural males was 65% but dropped to 59% in 2011-12. 
2. This was made up by the increase in employment in the secondary sector (construction, rural jobs guarantee scheme and so on) and the tertiary sector. 

Their proportion rose from 19% to 22% and 18% to 19%, respectively.
4. Services employment trends

1. Services employment, which increased by over 18 million during 2000-05, rose by merely 3.5 million during 2005-10 even though services output grew 
by about 10% per annum during the period. 

2. Services sector employment has witnessed an overwhelming increase in these two years. While it grew by merely 3.5 million during 2004-05 and 2009-
10, it rose by 11 million in just two years, during 2009-10 and 2011-12.

5. Industrial employment trends
1. During 2004-05 and 2009-10, it was the 18 million increase in construction employment, offset by a 5 million decline in manufacturing jobs, that resulted 

in an increase of 13 million jobs in the five-year period in the industrial sector as a whole.
2. During 2009-10 and 2011-12, industrial employment (manufacturing + non-manufacturing) grew by 14.5 million. While the break up between 

manufacturing and non-manufacturing sector employment is not given for 2011-12, it is expected that it is mostly in the construction sector.
3. During 2004-05 and 2009-10, manufacturing employment fell by 5 million after having increased by 12 million in the first half of the decade. 

6. Casualisation trends
1. Overall positive movement. Regular workers increased by 13 million in the 2 year period. 
2. Self-employment increased by 11 million and casual workers declined by 12 million.

7. Gender trends
1. During 2000-05, 26 million females joined the workforce. More than 90% of the incremental workforce among rural females became self-employed in 

agriculture. 
2. In the latter half of the decade, by contrast, while male employment increased by 23 million, female employment declined by 21 million.  
3. Even during 2009-10 and 2011-12, the female labor force participation rate, especially for rural females, continues to fall. However, compared to a 

withdrawal of 21 million females from the workforce in the second half of the decade, there is an increase of about 1.5 million female workers, guided 
by greater opportunities in urban areas, during 2010-12.

4. The number of women in India’s workforce fell from 28.7 per cent in 2004-05 to 22.8 per cent in 2009-10, and even further to 21.9 per cent in 2011-12, 
according to the latest report from National Sample Survey Office (NSSO).

5. The proportion of women employed in agriculture dropped from 79% to 75%, while it rose from 13% to 17% in the secondary sector, the proportion 
employed in the tertiary sector remained unchanged at the level of 8%.  

Female Work force Participation Rate Trends

1. India, globally, ranks eleventh from the bottom in female workforce participation and despite being at the low 30% for a long time, it fell to 24% only now. 
2. Income effect: as incomes grow, participation of females declines. 
3. Education effect: Females are staying in school longer. Fertility rates are declining. Female participation in higher education has seen a revolutionary rise. In 

urban India, female enrollment is now slightly higher than male enrollment. 

Causes Behind Recent Unsk illed Labor Wage Rise

1. MGNREGS is too small to be singularly responsible for it. The utilization levels of this scheme are low and are declining (54 days in FY10 to only 36 days by 

FY13).

2. Primary checks in states such as Maharashtra suggest that a reverse migration wave is driving the labor shortage. A combination of improved governance and 

a sharp pick-up in GDP growth in traditional labor-supplier states such as Bihar and Chhattisgarh is responsible. 

3. The demand for higher education in labor-supplier states contributes to labor shortage as well.  A decade ago the workers had never seen a textbook. Today 

several workers have been part of the formal education system for 4-5 years and aspire to educate their children even more. Most impressive gains in literacy 

have been made in the traditional labor supplier states.

4. Women’s labor participation rates have declined as a rising number of women are now choosing to pursue education. The fact that women’s literacy rates are 

rising at a faster rate than those of men corroborates this dynamic.

Labor Force

1. Decline in labor force growth rate: Between 1983-84 to 1993-94 the labor force grew @ 2.3% p.a. But between 1993-94 and 1999-00 it grew only @ 1.5% p.a. 
Between 1999-00 to 2004-05 the labor force grew @ 2.85% again. One reason given for this decline is that people are enrolling more in higher 
education. NSSO 2009-10 shows that the number of young people in higher education, and therefore, out of the workforce, has increased  causing a drop in the 

labour participation rate. The total number of young working-age (15-24) people who continued in educational institutions doubled from 
about 30 million in 2004-05 to over 60 million in 2009-10. The result was lower expansion of 12 mm only in labor force. But this will increase when 

the educated come back in the labor force. Another view is that lack of work opportunities is leading to a fall in labor force growth rate. This is supported by the 
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NSS data that participation rate for women has specially gone down form a stable 28 - 30% range to 23%.
2. Rural vs urban: Urban labor force is increasing @ a rate of 3.33% compared to 1.66% rural labor force and 2.1% national rate. Structural unemployment is a 

problem in urban areas because the skills and needs of jobs may not match so a person may not work.
3. Male vs female: Overall male participation rate is higher than female rate. Urban male is higher than rural male. But female rural rate is higher than female urban 

rate.

4. Demographic dividend: The labour force in India is expected to increase by 32% over the next 20 years, while it will decline by 4% in 
industrialized countries and by nearly 5% in China. 

Gainful Employment

1. By any standards it can be seen that the unemployment rate in India is much lower than the poverty rate. This is because the income or productivity criteria of 
employment are not considered by the government while arriving at the employment status of a person. Given this difference, the need today is to focus on 
generating gainful employment instead of just employment.

Regular Wage Employment, Self Employment and Casual Employment

Sector 1972-73 1983 1993-94 1999-00

Regular Wage 15 14 13 14

Self Employed 61 57 55 53

Casual Wage 23 29 32 33

1. Casualization of labor: It is clear from the above that the share of casual wage workers is rising (from 23% in 1972-73 to 32% in 1993-94 and 33% in 1999-00). 
This is coming at the cost of self employed category (from 61% in 1972-73 to 55% in 1993-94 to 53% in 1999-00) while the regular wage category has 
remained the same. This suggests that agriculture is becoming unviable to most marginal farmers and they are migrating into the casual wage sector. This is 
also reflective of the increase in public constructions programmes.

2. NSSO shows vast majority of new jobs created between 2004-05 and 2009-10 was in casual employment, mainly in construction. Even in organized sector the 
increase in employment has been mainly on account of informal employment of workers.

3. How is manufacturing contributing to casualization of labor post reforms: Increased outsourcing instead of vertical integration means a big organized sector 
company is now doing less work on its own. Instead it now depends on the unorganized sector units for supply of parts. Thus labor is moving to the 
unorganized sector.

4. Labor laws.
5. Organized sector has actually shown a decrease in employment between 1993-94 to 2004-05 of -.33% p.a. while between 1983-84 to 1993-94 it grew by 1.2% 

p.a. Employment generation in public sector has been -0.70% in this period compared to 1.55% between 1983-84 to 1993-94. Private sector job creation rate 
has increased from 0.44% to 0.60% in this period. Total people employed in organized sector are 28 mm in 1993-94 which fell to 27 mm in 2004-05.

6. About 95% of the new opportunities created in the 11th FYP were in unorganized sector. Organized sector only accounts for 7% of the total employment.

Unemployment and Employment Rates

1. Rural vs urban: Unemployment rate in urban areas is higher than that in rural areas. In 1983-84 the urban rate was 9.5% vs 7.9% rural (difference of 1.6%) , in 
1993-94 it was 7.4% vs 5.6% rural (difference of 1.8%) and in 1999-2000 it was 7.8% vs 7.1% rural (difference of 0.7%).

2. Female vs male: Female unemployment is higher than male unemployment in urban areas vs roughly equal in rural areas. In 1983-84 the urban female 
unemployment was 11% (difference of 1.8% over urban males), in 1993-94 it was 10.5% (difference of 3.8% over urban males) and in 1999-00 it was 9.4% 
(difference of 2% over urban males).

3. Education and unemployment: Unemployment rate for graduates and above has been declining both in rural and urban areas. But in rural areas the rate is 
higher indicating lack of work opportunities.

4. Overall unemployment: In 1983-84 it was 8.3%, in 1993-94 it was 6%, in 2004-05 it was again 8.3% and in 2009-10 it was 6.6%. The fall between 1983-84 and 
1993-94 was because growth rate in employment 2.6% p.a. was higher than growth rate in labor force (2.3% p.a.). The rise from 1993-94 to 2004-05 was 
because the growth rate in employment was 1.9% p.a. while the growth in labor force was 2.1% p.a. Between 2004-05 and 2009-10, the overall labour force 

expanded by 12 million while 18 million job opportunities were created on current daily status basis.  Employment data of the 66th round of NSS shows 
that only 2 million jobs were created between 2004 and 2009, even as the economy grew at 8.43% annually (Aggarwal, 
2011). Chandrashekhar and Ghosh (2011) argue that there has been a dramatic deceleration in total employment growth, from an 
annual rate of around 2.7% in the previous five-year period to only 0.8% in the latest quinquennium. 

5. Interstate variations: Unemployment rates were very high in Kerala, UP and Bengal.
6. Employment growth rates: It is heavily dependent upon agriculture. For the overall period between 1993-94 to 2004-05 it was 2% i.e. same as that in 1980s. In 

70s it was 2.8%. While agriculture fell, construction and manufacturing saw a jump (manufacturing between 1999-00 to 2004-05). Services except the financial, 
business and public administration are seeing a rise in employment generation. Urban employment growth rate has been higher than in rural areas.

Sector 1983 to 1993-94 1993-94 to 2004-05

Agriculture 1.4 0.7

Manufacturing 2.0 3.1

Construction 5.7 7.2

Trade, H+R 3.8 5.2

Other services 3.9 1.2

Overall 2.1 1.9

Falling Employment Elasticities

Sectors 1983 to 1993-94 1993-94 to 1999-2000

Total 0.41 0.15

Agriculture 0.50 0.00

Manufacturing 0.33 0.26

Trade 0.63 0.55

Transport, Storage, Communications 0.49 0.69

Construction 1 1

Finance, Real Estate, Business Services 0.92 0.73
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Community and Personal Services 0.50 0.07

(a) Manufacturing

1. Although GDP from manufacturing increased at 9.5% per annum between 2004-05 and  2009-10 and there was some increase in employment in the organized 
sector, NSSO suggests that overall employment in manufacturing actually declined during this period. The implied shake-out of labour from the unorganized 
sector.

2. Labor laws is not a reason because evidence shows that during the slowdown of 1997-04 more than 1 million workers were laid off in organized sector. Even in 
recent slowdown, more than 30K workers have lost their job in textiles sector.

3. Export oriented sectors: Export oriented sectors showed a high employment elasticity of 0.48 in 90s. Thus they should be encouraged.
4. Reasons for low manufacturing elasticity: Splintering, promotion of skill intensive industries instead of labor intensive due to rigidity of labor laws.
5. Goldar (2009) and Chandrashekhar (2009) show that exports and domestic demand growth has mainly favored products which are more skill and technology 

intensive. Moreover the relative cost of capital to wages has also gone down leading to substitution of capital for labor.

(b) Agriculture

1. Lewis model: Labour is moving out of agriculture as predicted by the Lewis model, without affecting productivity in agriculture because of the prevalence 
of disguised unemployment. This means that the tendency is a wholly positive one. The problem with this argument is that the increase in non agriculture 
employment is nowhere near enough to explain the dramatic decline in agricultural employment generation. Not all the increase in such employment may be 
the result of positive pull factors. Rather, it possibly reflects a distress phenomenon. 

2. Farm mechanization.
3. Changing technology and lack of credit: There is much greater use of a range of monetized inputs, including new varieties of seed marketed by major 

multinational companies. Small cultivators who take on debts (often from informal credit sources at very high rates of interest) in order to pay for these 
cash inputs find themselves in difficulty if for some reason there is crop failure or output prices remain low. Since they have smaller seasons, large cultivators find it 

beneficial to hire equipment.

4. Growing concentration of land holdings: It is now clear that this period witnessed a significant degree of concentration in terms of operated holdings (proportion of 
landless farm households in rural India rose from 39% in 1993 to 41% in 2000 and number of marginal farmers increased from 19% in 1993 to 22% in 2000), 
which reflected changes in both ownership and tenancy patterns. Many small and very marginal peasants lost their land during this period. It is a well 
documented fact that farm productivity is inversely related to farm size. Moreover mechanization often replaces labor in larger farms due to economies of 
scale. 

(c) Services

1. Services growth has been led by sectors with low employment potential: In 1999-2000, share of trade, hotels and restaurant in services 
employment was 34%  and its growth rates were 6% in 80s, 7.3% in 90s, 9.5% in 2000s. Share of community, social and personal 
services in services employment was 31% and its growth rates were 6.5% in 80s, 7% in 90s, 8% in 2000s. Share of construction in 

services employment was 16% and its growth rates were 7.7% in 80s, 5% in 90s, 4.3% in 2000s. Share of transport, storage in services employment was 8% 
and its growth rates were 6.3% in 80s, 7% in 90s, 8% in 2000s. Services which grew rapidly (business services, financial services, communication) together 
account for < 10% of services employment.

2. Trade has not generated growth in employment intensive services: Exports in business and communication services have gone up but services with 
high employment potential like trade, hotels and restaurant, community, social and personal services, construction services and 
transport have not witnessed a rise in their exports. Trade therefore has not improved the growth of services that have high employment 
elasticities. The share of hotel and transportation in exports has declined by 8% between 2000 and 2010, share of trade, construction 
and community services is negligible while major growth has been in communication and business services.

3. Rising labor productivity contributed as well. Gordon and Gupta (2004) argue that normal tendency is for the share of services in employment to rise faster than 
their share in GDP but in India this has not been the case and shows no such tendency even in the recent data between 2004-05 and 2009-10 (Aggarwal, 
2011). This indicates continuous rise in the labor productivity in the sector. Highest productivity is in IT and financial services sector. Thus services sector is 
marked by a dualism. There is a sub segment which is high paying but employs very less number of people and bulk is low paying but high employment.

Sectoral Composition

1. There is a sharp decline in child labor and increase in school education which has led to decline in workforce. This can be seen in declining number of people 
in the workforce from 0 - 24 years of age. Enrollment figures show that people in school in both 5 - 14 and 15 - 19 year age groups has gone up as a % of 
population by 5 - 10 % points. But the number of females working is falling even in 25+ year age group as well.

1. Pace of jobs created declined sharply between 2004-05 and 2009-10 and only 2 mm jobs were created while it was 60 mm in previous 5 years. 
2. Formal employment has declined from 9% in 1999-00 to 8% in 2004-05 to 7% in 2009-10. Even the absolute number of formal jobs has declined from 35 mm in 

1999-00 to 33 mm in 2009-10 while the informal jobs have increased from 360 mm to 430 mm. Informal employment in organized sector now stands @ 7%. 
84% is in unorganized sector as against 86% 10 years ago. 

3. There are 2 movements taking place - (a) from agriculture into construction. Between 2004-05 to 2009-10 agriculture lost 14 mm workers (loss in livestock and 
horticulture was 16 mm!) while construction gained 18 mm workers. Share of non agricultural employment has gone up from 44% to 47% in last 3 years. Out of 
63 mm additional jobs created in economy since 1999-00, 55 mm are non agricultural (27 mm are construction!).  (b) from informal unorganized into informal 
organized. This can be seen in a decline of 8.5 mm workers in informal unorganized and increase in 13 mm workers in informal organized between 2004-05 and 
2009-10. This is also reflected as the number of workers employed in 20+ worker firms has gone up while those employed in 6- firms has come down.
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1. Agriculture: Its share was 68% in 1983, 61% in 1993 and now 52%.
2. Manufacturing: Its share was 11% in 1983 and 1993 and now 13.5%. Between 2004-05 to 2009-10, manufacturing grew @ 9.5% but overall manufacturing 

employment declined mainly in the unorganized sector.
3. Construction: Its share was 2.5% in 1983, 3.5% in 1993 and now 6%. This increase is due to projects like MGNREGS, Bharat Nirman.
4. Tourism, communications, financial sector: Their share has risen in their share since liberalization from 12.5% in 1993 to 20.5% now. In 1983, their share was 

10.5%.
5. Focus areas: For additional job creations, PC focus is on tourism, manufacturing, agriculture, construction and communications in that order. 
6. According to Labor Bureau Survey, in 2011 the employment increased by almost 10 mm with ~75% share in increase by IT/BPO sector followed by 10% in 

metals. Export oriented units have a larger share in the increase.

Unemployment Strategies of Government
Phase 1: 1950 - 1972

1. Unemployment was not considered to be a major problem and it was thought that a high growth rate (5%) coupled with some emphasis on SSI sector would 
take care of employment problem. Thus the 2nd FYP noted that while the economy has abundant labor, the considerations of size and efficiency should not be 
set aside to emphasize employment.

2. But actually the economy grew just by 3.5%, employment by 2% and labor force by 2.5% p.a. in this period. This led to the doubling of unemployed from 5 mm 
1956 to 10 mm in 1972. These figures are only approximations as the detailed data on unemployment began to be collected by NSSO only in the quinquennial 
surveys from 1972-73.

Phase 2: 1972 - 1992

1. The NSS 1972-73 revealed that the unemployment rate on CDS basis was 8.4%, poverty was 54% in rural areas and 41% in urban areas. Thus the approach to 
tackle unemployment went a sea change in mid 70s. The 5th FYP (1974-79) sought to focus specially on employment intensive sectors. It also recognized 
that growth alone can't tackle unemployment and we needed dedicated employment focussed and poverty alleviation programmes.

Swarnjayanti Gram Swarozgar Yojna (SGSY) 
Features 

1. Integrated Rural Development Programme (IRDP) was launched in 1980 which aimed to extend credit to create self employment in rural poor. 30% of the 
beneficiaries were intended to be women but it was found out only 5% were women.

2. Then SGSY was launched in 1999. It aims at giving credit to rural BPL families and their Self Help Groups with focus on women. 
3. It mandates 49% of benefits to be given to women and mandates that 59% of the SHGs formed in an administrative unit be women SHGs.  

Performance

1. In the SGSY it was found 59% beneficiaries were women. But the assumption here is that accessing credit is the one way ticket to lift above 
poverty. However, these enterprises also need backward and forward linkages to succeed, credit alone is not sufficient.

2. Nearly 95% of the SHG loans are regular in repayment and average loan per SHG is Rs. 65,000.

Q. Examine the key elements of SGSY. What are the major problems in its implementation? (2010, II, 20)

Rising Farm Wages in India  - Gulati
The ‘Pull’ and ‘Push’ Factors

However, during the
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2000s, there is a sort of v‐shape behavior in real farm wages, declining by 1.8 percent
p.a. during 2000‐01 to 2006‐07, and then rapidly rising by 6.8 percent p.a. during
2007‐08 to 2011‐12, and it is this later half that seems to be the result of MGNREGA
‘push’ as well as strong growth ‘pull’. international experience in developing world does suggest that
when economies grow fast, labour moves out from agriculture to non‐agriculture
sectors, particularly construction in urban areas. This often acts as a strong ‘pull. What we know is that the share of work force engaged in Indian
agriculture declined from almost 65 percent in 1993‐94 to only about 53 percent in
2009, and that of construction increased from 3.1 percent to 9.6 percent over the
same period. The empirical results are interesting: that the growth ‘pull’ factors seem to
have influenced more the rise in farm wages since 1990‐91 than the ‘push’ factor of
MGNREGA. Overall,
the results suggest that the ‘pull strategy’ works better than the ‘push strategy’ to
raise farm wages over longer term.
These results raise a pertinent policy issue: given fiscal constraints and high
food inflation, if there was a trade‐off between allocating resources for welfare
schemes and increasing investments with a view to raise farm wages, could the
money spent on MGNREGA (more than Rs 2 lakh crore) not be better used if it was
for investment in say rural‐urban construction, or for overall growth, or for agrigrowth?
These investments would have raised the growth rates in these sectors, and
thereby ‘pulled’ the real farm wages through a natural process of development,
whereby wages increase broadly in line with rising labour productivity.

Within the 2000s, GDP (Construction) grew at a high rate
of 10.7 percent per annum in the first half which then slowed down marginally to 7.2
percent in the latter half. This contrasts with the negative growth in farm wages in
the first half of 2000s and high growth in latter half of 2000s, and casts doubts
whether this is the deciding factor in Indian case with respect to farm wages or is
there a long lag between growth in construction sector and rise in farm wages? Interestingly,
Odisha has the lowest rate of growth of construction sector in 2000s but has shown a
high growth of farm wages. Again, Gujarat (during the entire period) and Haryana (in
2000s) have shown high rates of growth of construction activity but show low increase
in real wage rates.

The period 1992‐93 to 1996‐97 (corresponding to the Eighth Plan) showed a
rate of average annual growth of 4.8 percent per annum‐highest plan growth
experienced ever in India in agri‐GDP. But this growth decelerated to almost half for
the next ten years – 2.5 percent in the Ninth Plan (1997‐98 to 2001‐02) and 2.4
percent in Tenth Plan (2002‐03 to 2006‐07). Incidentally this deceleration coincided with a downturn in world prices in the wake
of East Asian Crisis in 1997, which touched a trough around 2001‐02, followed by a
slow recovery in global agri‐prices from 2003 to 2005 (Gulati, 2011). This may have
led to depressed farm incomes and thereby slow or even negative growth in real
farm wages. MGNREGA is also significant with 10 percent increase in employment generated
leading to around 0.3 – 0.5 percent increase in farm wages. The empirical results
clearly show that the impact of growth variables on real farm wages is much greater
than MGNREGA.

Mahatma Gandhi National Rural Employment Guarantee Scheme (MGNREGS)  
Performance

1. The share of productive work in the scheme is decreasing over the years. In 2006-07, water conservation, land development and irrigation works accounted for 
~75% of the work done. In 2009-10, these heads accounted for only 54%.

2. Interstate comparison: NSSO data (2009-10) suggests that Rajasthan, TN and HP are states where scheme is working well and the participation rate (% of 
people who got work to those who wanted but didn't get) is > 80%. Participation of women, SC, ST is nearly half the total workers. Poorer states have higher 
demand for work under NREGS but most of it remains unmet due to administrative inefficiency. If we plot share of states in rural BPL households vs the share 
of states in man days of work generated under NERGA we find that among the poor states UP, Bihar, Odisha lag behind a lot while Rajasthan has done 
exceptionally well. Among the richer states, Maharashtra and AP stand out in their implementation. Rajasthan also performed well in terms of number of days 
of work provided to those who got work (76) followed by NE states (except Assam and ~60) followed by MP, Chattisgarh, UP and Andhra (~50). AP has been 
able to create an effective system due to good IT infrastructure, Rajasthan due to active drought relief work and involvement of NGOs. In Kerala it revolves 
around the women SHG model based Kudumbashree. Jharkhand faced problems due to absence of PRIs.

3. Work created: MGNREGA has directly led to the creation of 1000 crore person-days of work since its inception in 2006-07. In financial year 2010-11, 

MGNREGA provided employment to 5.5 crore households (25% of rural population) generating 250 crore person-days. In 2008-09, it 
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employed 4.5 cr households and created 215 cr man days of work. In 2006-07 it employed 2 cr households and generated 90 cr man 
days of work.

4. Wages: Studies showed that before 80s, real wages were almost stagnant and in most cases were below minimum wages. Between 1983 and 1993-94 daily 
real wages grew @ 3.3% p.a. while between 1993-94 to 2004-05 they grew @ 2.3% p.a. only. Between 1999-00 to 2004-05 the rise was 0.6% only. The 
inequalities between male and female rates has been rising. During the period 2007-10, the average cumulative real farm wage rates increased by 16.0% at the 
all India level and since the launch of the scheme in 2006-07 . The growth was the fastest in Andhra Pradesh (42%) and Odisha (33%), Bihar (19%) and Uttar 
Pradesh (20%). NREGA wages were Rs. 65 in 2006-07, 75 in 2007-08, 84 in 2008-09 and 88 in 2009-10 showing an increase of ~35% in nominal terms. 

5. Work completed: Works completed to total works taken up was 47% in 2006-07 (4 lakh out of 8.25 lakh) and has since declined to 25% in 2009-10 (6 lakh out 
of 25 lakh). The decline and the consequent low rate is due to lack of dedicated staff, lack of technical expertise. One way to ensure this is to fix a certain 
proportion of total funds to be spent on professional support at the ground level. Block cluster level technical support teams could be appointed. Government 
should seriously consider a one year diploma course on NREGA.

6. Employment guarantee: National average is 48 days work per household. It is relevant to ask whether a relatively low provision of work reflects lack of demand 
or is it ineffectiveness in being able to meet the demand. In certain states, the low number of days of work is almost certainly a reflection of the 
universalization of the programme to the whole country which led to the inclusion of districts where the demand for MGNREGA work is low (Kerala and Punjab). 
But there are many states where demand was expected to be high but which have not performed well, such as the high out-migration states of Odisha and 
Bihar, as also states, such as Uttarakhand and Karnataka, which appear to have not given the due attention to energizing MGNREGA.

CAG Findings
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NREGA 2.0

1. Migrate from unskilled to skilled. Person getting 100 days will next be provided training under NRLM.
2. Transfer of funds to PRIs. MoRD will transfer 1% of its budget of $20 bio to PRIs for their capacity building and training.
3. NREGA wages will be aligned to minimum wages.
4. Special funds for rural sanitation. For every toilet built, 45% of estimated cost will go from NREGA.
5. Annual CAG audit of utilization of funds. A district panel of CAs will audit the accounts of each panchayat.

Challenges

1. The technical capacity at the local level has to be significantly enhanced. This is in regard to planning, design and quality of works, as well as 

of their maintenance. There is a clear case for establishing a pool of local ‘barefoot’ engineers/technical assistants who could be 
trained up.

2. Delays in wage payments have emerged as the most frequently heard complaint under MGNREGA. NSSO 2009-10 reveals only 70% 
in AP, 10% in Rajasthan and 25% in MP got wages within 15 days. The major reason for delay is that measurements of work are not 
being made on time, mainly due to lack of adequate technical staff at the block level. There are also bottlenecks in the flow of funds through the 
system, at times because data on the Management Information System (MIS) is not being filled up on time. Better use of information technology 
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is needed. This issue if not resolved can lead to the failure of entire scheme.

3. There is a need to involve NGOs who could support gram panchayats in planning, implementing and conducting of social audits of 

MGNREGA works. 
4. Thought must be given as to how the MGNREGA in conjunction with the NRLM programme can help rural artisans.   

Q. Analyze the impact of MNREGA on rural and urban wages and rural migration. (2011, II, 20)

Q. Make a critical assessment of the National Rural Employment Guarantee Scheme of India. (2007, II, 60)

National Rural Livelihood Mission (NRLM)
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1. It is a successor to SGSY and will be fully based on SHGs. It will organize and train poor people into SHGs.         Once the training is imparted, it will develop 
forward and backward linkages and give them loans to start their own enterprises.

2. The beneficiaries will be chosen by the gram panchayat. But it is to be ensured that one woman of each poor household is included. Focus will be on women, 
SC and STs.   

3. Currently 30 mm women are part of it and by 2017 its target is to make the women in every poor household its part and to take its membership to 70 mm 
women. Currently southern states account for 70% of women SHGs and 80% of the credit flow.

Inequality

Rajan Committee Report

The methodology developed by the Committee first allocates funds across states based on
need, in line with recommendations of previous committees. Need is based on a simple
index of (under) development. The index proposed here is an average of the following ten
sub-components: (i) monthly per capita consumption expenditure, (ii) education, (iii) health,
(iv) household amenities, (v) poverty rate, (vi) female literacy, (vii) percent of SC-ST iv
population, (viii) urbanization rate, (viii) financial inclusion, and (x) connectivity. Less
developed states rank higher on the index, and would get larger allocations based on the
need criteria.
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The Committee proposes allocations based on the index, but with allocations increasing
more than linearly to the most underdeveloped states.

Importantly, since the index is based on publicly available
data, there is no element of discretion in the allocations.

To allocate more to underdeveloped states with large areas but small
population, the Committee decided to assign 80 percent weight to a state’s share in
population and 20 percent to the state’s share in area in determining the factor by which to
multiply need.

This report however, also takes a step forward in trying to draw a balance between “needs”
and “performance”. Given that poor administration or weak institutions in a recipient state
can fritter away allocated resources to the detriment of the population, there should be some
recognition for effective governance and the efficiency of resource use.

Finally, all states require a basic minimum to meet fixed expenditures such as administrative
costs. Because states with small populations and areas are unlikely to meet that minimum
threshold, the Committee recommends that each state get a fixed basic allocation of 0.3
percent of overall funds, to which will be added its share stemming from need and
performance to get its overall share. The shares range from 0.30percent to 16.41 percent

In sum, given there are 28 states included for the construction of index, 8.4% of funds will
be allocated as a fixed basic allocation. Of the remaining 91.6%, we choose parameters such
that 3/4th of it is allocated based on need and 1/4thbased on performance.

, the formula rewards underdeveloped states more for an
improvement in the index.

The Central
Government may want to offer additional forms of support to states that are particularly
underdeveloped. We deem states that score 0.6 and above on our (under)development index
“least developed” states. States that score below 0.6 and above 0.4 are “less developed”
states, while states that score below 0.4 are “relatively developed” states. The 10 “least
developed” states that currently score above 0.6 could, for instance, be targeted for
additional assistance.

ii) The Committee recommends that the proposed underdevelopment index be
updated on a quinquennial basis and performance be measured relative to the
last update.
(iii) The Committee recommends that the index and the allocation formula be reexamined after 10 years and revisions proposed based on experience.

One concern with per capita income at the state level is that it may not adequately measure
what reaches the people. Resource rich states may have high levels of average income, which
is likely to be appropriated by resource-extracting corporations that may or may not be
owned in the state. As a result, average consumption at the household level may still be low.
Conversely, states with many emigrants may see inflows from remittances that tend to raise
average consumption, even if average state incomes are low

Another reason for using income is that it could represent greater capacity of the state to
raise and utilize resources from its own people, for example through state taxes and
household savings. However, household savings may be invested outside the state rather
than internally, limiting the resources the state has for development.

A second variable that was debated was the fraction of people belonging to scheduled castes
or scheduled tribes (SC/ST) in state population. Some on the committee believed that unlike
the other variables, this was not an “outcome” variable. The majority of the committee,
however, felt that it reflected groups that had been historically deprived, and even today may
indicate social deprivation if not economic deprivation.

We therefore propose
to allocate in proportion to the index. However, we will square the index so that truly needy
states get disproportionately more, while more developed states get less. In other words, our
methodology introduces non-linearity, though not in an extreme form as categorization
does.

Population and Area
The squared underdevelopment index represents the need of an average individual in a state.
To get the allocation for a state, normally we should multiply by the state’s share in
population. There is, however, an argument for allocating more to underdeveloped states
with large areas but little population. A road costs the same whether it connects a village of
25 inhabitants or 5000 inhabitants. Similarly, there are fixed costs of building schools or
dispensaries, but these have to be near people to be of use. Therefore, underdeveloped states
with small populations and large areas will have the burden of creating significantly more
infrastructure per capita. To address this, the Committee decided to assign 80 percent of
weight to a state’s share in population and 20 percent to the state’s share in area for
determining the factor by which to multiply need. T

Importantly, the committee decided
that a change in the fraction of SC/ST population was not a meaningful measure of
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performance, and therefore this variable was dropped while computing the performance
index
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As per the list, Odisha, Bihar, MP, Chhattisgarh, Jharkhand, Arunachal Pradesh, Assam, Meghalaya, Uttar Pradesh and Rajasthan come under the least developed category. 

Under the less developed category come Manipur, West Bengal, Nagaland, Andhra Pradesh, Jammu and Kashmir. Mizoram, Gujarat, Tripura, Karnataka, Sikkim and 
Himachal Pradesh. In the list of relatively developed states come Haryana, Uttarakhand, Maharashtra, Punjab, Tamil Nadu, Kerala and Goa.

 

 

Q. Examine critically the economic reforms underway since 1991 with reference to their effect on inequality, poverty reduction and vulnerability to external shocks. 
(2009, II, 60)

Q. Explore the nature of tax reforms India needs to ensure "inclusive growth", spelling out their basic components as you see them. (2009, II, 60)

External Account
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Source: http://www.business-standard.com/article/economy-policy/imports-contract-by-double-digits-for-second-month-in-row-113111100204_1.html

External Account Policies: Trends

CAD

1. In 2011-12 fiscal, it was 4.2%. In 2012-13 fiscal, it was 4.8%. In Q3, it shot up to a high of 6.7% but in Q4 it dropped to 3.6% only.

Trade Data

September

As a result, the country’s trade deficit fell to $6.76 billion, the lowest level in two-and-a-half years. In the previous two months, exports had risen 13 per cent and 
11.64 per cent in August and July, respectively. India’s imports in the first half of this financial year fell marginally, by 1.8 per cent, to $232.2 billion. 

October

Merchandise exports in October surged an impressive 13.47% to $27.27 billion compared to $24.03 billion in the same month last fiscal. This was the fourth month in a row 

when exports registered a double-digit growth and highest in last two years.  Exports, then contracted in May and June  this year as well.  In October, imports declined to 

$37.82 billion, down 14.5% over $44.24 billion. This was the second month in a row when  imports fell by double digits.Thus, the trade balance for October stood at 

$10.56 billion, almost half of what it was in the same month last year at $20.21 billion 

Total non-oil imports during April-October reached $171.96 billion, down 7.43% . Total oil imports till October grew by 3.3% at $98 billion as against $94.9 billion, according 

to the data. 

International price trends are also partly responsible. The crude oil prices fell to $103 per barrel last week, which was the lowest in last four months. Similarly, coal prices hit 

a low of $76.45 a tonne this year on July 10, but since then it has risen by 6.5%.

April - October

1. Exports: $180 bio (+6.3%). Export target for 2013-14 fiscal is $325 bio. 
2. Imports: $270 bio (-3.8%). 
3. Trade deficit: $90 bio. Last year it was $112 bio in this period.

2012-13

1. Total exports: $300 bio (-1.5%). Petroleum products remained the largest item in India's export basket rising 8% to $60 bio. Exports of pharmaceuticals rose 

10.5% to $15 bio. Capital goods went up 6% to $15 bio. A significant laggard among traditional export items were textiles which declined to $9 billion. Iron ore 

exports fell sharply too.

2. Total imports: $490 billion ( - ). Significant demand increase was in petroleum products ($170 bio, +9%), fertilizers ($15 bio, +8%) and edible oils ($11 bio, 

+16%). Imports of gold ($54 bio, -5%), semi-precious stones and coal saw a fall.

Export sops

Concerned over export contraction in May and June, the government on Wednesday announced  a hike in interest subsidy to engineering goods, textiles and related 
segments to three per cent from the current two per cent, taking a hit of Rs 450 crore in remaining seven months of the financial year.

The government will also clear claims of exporters on interest subvention for 2012-13, which will dent the government kitty by another Rs 1,550 crore.
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Indeed, the action taken by the government to address the problem, far from being long-term and sustainable, consisted of quick fixes. One such move was restrictions 

on gold imports: duties were raised considerably. Naturally,smuggling picked up immediately, and such restrictions cannot be continued for long without creating an entire 

criminal infrastructure devoted to circumventing the law, as had existed in the closed-off India of the 1970s. Another such quick fix was to set up a special currency window 

for oil importers, which essentially kept Indian purchases of dollars in order to buy oil off the spot foreign exchange markets. Again, this is not a measure that can be used 

indefinitely; oil companies need more than $8 billion a month to pay for their imports. Another short-term way in which this was being accomplished was through facilitating 

swaps between foreign currency non-resident deposits in banks and banks' overseas currency borrowing. This is due to be wound up at the end of the month. In these 

cases, the government of India cannot go on underwriting currency risk forever.

Sheel (2013) on External Imbalance

1. If capital flows are currently adequate to finance CAD, this is because of easy monetary policy, including quantitative easing which is pushing volatile capital 
flows into emerging markets. This “push factor” could change anytime.

2. Overall investment in the economy has not declined sharply. What has declined sharply is the productivity of investment i.e. ICOR. 
3. It is therefore more important to increase savings to reduce the increasing savings-investment gap and restore the productivity of investment, than to simply 

increase investment.

Phase 1: 1950 - 65

1. India's CAD increased from flat in 1st FYP to -2% in 3rd FYP. It was due to increasing capital goods imports while having no export surplus. This led to a 
decision to devalue the currency by 57%. Imports were decreasing but exports were decreasing at a faster pace.

2. Foreign capital played an important role in capacity building. But this was mostly state owned capital and foreign aid. India's imports in 1950s increased at a fast 
pace partly as imports of food grains were needed and partly because of capital equipment needed for industrialization. Since India didn't have the surplus to 
pay for it, it relied mainly on bilateral aid programmes and aid / soft loans by world bank. India welcomed foreign aid.

3. Self sufficiency vs self reliance: Self sufficiency means not importing anything. Self reliance means having surplus to pay for the imports. India's focus of 
planning was self reliance but it became closely entangled with self sufficiency as surplus was not forthcoming.

Phase 2: 1965 - 80

1. India's trade policy changed to more restrictions on imports rather than enhancing export capacity. QRs and high tariffs were used. Average import duty 
collection rate went up from 20% in 1967-68 to 31% in 1979-80. Infant industry argument was propounded.

2. The wars with Pakistan in 1965 and 1971 changed the perception towards foreign aid as US used the PL-480 programme to twist Indian policy in the war. 
Efforts were made to achieve self reliance now and strict controls were put into place for its operations. 4th FYP made self reliance an explicit objective.

Phase 3: 1980 - 90

1. Efforts were made towards export promotion instead of import substitution: Gradual liberalization. Positive list was replaced by a negative list. Export subsidies 
were increased from 20% in 1979-80 to 25% in 1987-88 as a proportion of exports. But the slowdown in industrial countries and strengthening of real exchange 
rate meant that exports didn't go up in the first half. But a change from previous policies was that the response to slower export growth was not to attempt to 
restrain imports further. The attempt was to link imports to exports. Licenses on export industries were abolished. As a result of these and real depreciation of 
exchange rate in later half, exports began to go up. Imports too slowed down in 1st half but increased rapidly in 2nd half - specially oil imports.

2. Vague moves were made towards liberalization. A school of thought emerged which advocated that a poor country like India can't afford to spend resources in 
every field and thus foreign aid is necessary to achieve higher growth. But the opposite school of thought was equally vocal.

Phase 4: 1990 - till date

1. Liberalized policy was put into place. FDI can happen in more markets, ownership structures.
2. Automatic routes were provided in many sectors where the investor merely has to notify RBI 30 days in advance from bringing the funds. Dividend balancing 

requirements have been removed.
3. Role of FIPB: In normal cases it has to process in 6 months. It can even meet the investor in person to expedite the process. It is empowered to approve 100% 

FDI in cases of high technology transfers.
4. As per 2004-05, apart from a negative list, automatic route within prescribed limits is to be followed for others. Procedures for FDI were also simplified and 

include things such as conversion of CBs and preference shares into equity. 
5. FDI in DMIC project is being sought. Japan has promised $4.5 bio and Qatar is interested.
6. Self reliance: It is still valid as FDI can't plug all the gaps. Also the western countries have made efforts to discourage multilateral lending and shift to bilateral 

lending so as to be able to exert exclusive influence.

Current Account
Invisibles

1. It includes trade in services, remittences. India is expected to run a trade deficit of $185 bio, invisibles surplus of $107 bio ($40 bio surplus in services and $68 
bio remittances) thereby making CAD of $78 bio or 4.2% of GDP. Capital inflows were $67 bio in 2011-12.

2. India's trade in services in 1990-91 was 4% of GDP which is 13% in 2010-11.

Foreign Trade    
New EXIM Policy, 1991

1. Projects where capital imports were required would be auto-approved if financed via equity infusion or imports constitute < 25% of investment. 
2. Trade Liberalization: Quantitative restrictions on imports of intermediates and capital goods were removed immediately and by the turn of the century QRs on 

imports of consumer goods were also removed. Our peak tariff rate has come down from 150% in early 90s to 12% now (for non agriculture products).
3. Shift in Export Promotion Policy: Until then focus was on specific export promotion schemes for individual products whereas overall atmosphere was biased 

against exports as INR was overvalued. This was changed to export promotion through fixing the overall macro-economic framework. INR was devalued and 
later left to market forces, convertibility was introduced in trade account in 1993 and current account in 1994.

India's FTA Policy
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1. Till late 1990s, India mainly stressed on WTO route for trade liberalization. However, the success of FTAs elsewhere prompted a change in government policy 
and FTAs and CEPAs began to be negotiated.

2. The first FTAs were the result of politico-strategic considerations. Examples are India-Bhutan Treaty 1949, India-Nepal Treaty 1950, Bangkok Agreement 1975.
3. Next phase began when FTAs began to be signed increasingly for their economic logic. A distinction from the earlier phase was that now broader group of 

stakeholders including academia and businessmen were involved in the negotiations. Examples are SAPTA in 1993, India-SL FTA 1998, India-Thailand FTA 
2003, BIMSTEC 2004, India-Mercosur FTA 2004, India-Singapore CEPA 2005.

Foreign Trade Policy, 2009

1. 25% annual growth in exports between 2011-12 to 2013-14. Exports should be $500 bio in 2013-14.
2. Doubling of India's share of exports into world's exports by 2020 from 1.5% to 3%.
3. Improving export related infrastructure. SEZs and now NIMZ are being promoted. ~400 SEZs have been notified out of which ~150 are already exporting. SEZs 

employ currently ~900K and exports are ~$70 bio on an investment of ~$40 bio. 100% FDI is automatically allowed in SEZs. However there have been 
complaints about the misuse of agricultural land in SEZs. India's SEZ Policy and Act mainly aim at providing easier business environment for exporters and 
provide infrastructure. SEZs need to have net positive cumulative fx earnings after 5 years of commencement of operations failing which they will be liable for 
penal action. Exports in 2011-12 were $70 bio, 2010-11 were $60 bio, in 2009-10 were $45 bio and in 2008-09 were $20 bio.

4. To reduce transaction cots through trade facilitation measures and other reforms. Online application filing facility has been made available to reduce the 
interaction between DGFT and traders.

5. Secure enhanced market access and new markets. Focus Market Scheme covers 112 countries giving duty credit of 3-4% and on 41 it gives additional 1% duty 
credit scrip. Market Link Focus Product Scheme incentivizes high export intensity products but having low market share in selected markets.

Q. Write in brief on SEZ and their socio-economic repercussions. (2011, II, 20)
Strategy adopted in FTP, 2009     

1. Product Focus: Focus will be on Engineering Goods (target :  $125 bio), Basic Chemicals ($25 bio target), Pharmaceuticals($44 bio target) and electronics ($17 
bio target).

2. Market Focus: Under the Foreign Trade Policy, support for 41 new markets in Latin America, Asia and Africa was provided. Apart from this, to preserve our 
market share in old developed markets and to move up the value chain.  

3. Brand Creation: To encourage quality, provide quality certification where needed, and to promote Brand India.  
4. Technology and R&D: To promote high technology sectors like pharmaceuticals, electronics, computers, engineering etc.       

2012 Supplement to FTP 2009

1. Thrust on employment intensive industries. 2% interest subvention scheme has been extended to labor intensive sectors till 2013. Hitherto the support was only 
available to handlooms, handicrafts etc.

2. Encourage domestic manufacturing and reduce export dependence on imports.
3. Promote moving up of exports in technology and value chain. 0 duty Export Promotion Capital Goods (EPCG) scheme has been extended till 2013.
4. Continue market diversification.
5. Encourage exports from NE.
6. Promote green manufacturing.
7. Reduce transaction costs by reducing human interface and simplifying procedures.

Trends and Patterns in Trade

As noted by Kumar and Gupta (2008),

the lack of a focused approach in identifying,

sustaining and building the country’s

competitive advantage, the concentration

of exports in low value categories

and relatively poor infl ow of foreign direct

investment (FDI), especially in exportoriented

industries are responsible for

the relatively weak performance of India’s

manufacturing exports.

Exports have shifted towards technologyintensive-

manufacturing exports with an

increased share of engineering goods,

petroleum products, chemical and related
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products from labour-intensive traditional

sectors like textiles, gems and jewellery,

leather, jute, carpets and handicrafts. There

is scope to im -prove effi ciency of these sectors

which can contribute to enhance their

share in manufacturing exports. These

sectors are facing peculiar problems. These

include securing availability of raw material

and alter native markets for gems and jewellery, corporatisation and compliance

of environmental standards for leather,

techno logy upgrades for improved productivity,

balance between the domestic and

export requirements for jute and ways and

means to handle variations in international

demand for carpets and handicrafts.

Micro, small and medium enterprises

(MSMEs ) have made substantial contributions

to the Indian economy, and exports

from this sector have been accorded

high priority in India’s export promotion

strategy. The sector faces a number of

problems

The focus on gold and oil alone to

restrict imports tends to obscure other

important impediments which are also

structural and policy-induced. India has

the third largest coal reserves in the world,

yet it has imported substantial quantity of

coal for internal consumption and thus

share of coal and coke in total import rose

from about 2.2% to 3.4% between 2000-01

and 2012-13. Similarly, one-third of fertiliser

consumption is imported as there was

inadequate production capacity within

India. Share of fertiliser in total imports is

still about 2%. India is also among the

larger edible-oil-consuming countries, but

it still imports edible oil from countries like

Malaysia and Indonesia for domestic consumption.

The ban on iron ore mining in

several states has meant that steel producers

have to import ore.

There has also been a

phenomenal growth in

exports of services during

the last two decades,

with service exports increasing

from $4.6 billion

to $142.3 billion; the average

annual growth rate

rising from 15% to 25%

over the two decades.

Although exports have

grown during the last

two decades they have

not kept up with the growth in imports

(e g, export/GDP increased 11 percentage

points between 1990-191 and 2011-12

whereas imports/GDP increased by 18

percentage points over the same period).

As a result, the merchandise trade

balance has worsened signifi cantly over

the last two decades, from -2.9% of GDP

in 1990-91 to an estimated -10.2% of GDP

in 2011-12. The invisibles have, however,

had a moderating infl uence with a surplus

increasing from 0.6% of GDP in 1991-92

to 6% of GDP in 2011-12.

The ongoing current account defi cits have

been fi nanced by capital infl ows; hence

a surplus on the capital account. The

composition of fi nancial fl ows to India

has changed over time. Compared to

1990-91, when foreign direct investment
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(FDI) and portfolio fl ows constituted a

small portion of the overall capital account,

in 2011-12, they are estimated to comprise

close to 60% of the capital account.

In contrast, debt fl ows are estimated

to account for about 30% in 2011-12,

compared to 80% in 1990-91 (Chari 2012).

1. Rapid Growth: India's exports in 1970s grew @ 18%, in 1980s @ 7%, in 1990s @ 10% and in 2000s @ 20%. This has also led to India's share in world trade 
going up from 0.7% in exports and 0.8% in imports in 2000 to 1.5% in exports and 2.2% in imports in 2010. In 1991, Indian exports were 0.6% of world 
exports. Exports as a % of GDP grew only slowly to reach 6% in 1990-91. Since then they have become 17% now. Similarly imports have jumped from 9% to 
27% now. FDI from nearly zero to 2% of GDP.

2. Change in Destination: Share of US and EU combined has fallen from 27% in 2000-01 to 19% in 2011-12. Share of Asian countries has gone up from 33% in 
2000-01 to 57% in 2011-12. Share of Africa and Latin America gone up from 10% to 12%. USSR used to be a big destination for Indian agricultural commodity 
exports under the Rupee-Rouble Agreement. Then USA used to be India's largest trading partner, then UAE and from 2008-09 China is the largest partner.

3. Increase in Services Trade: Services exports have risen faster @ 18% in 1990s and 25% in 2000s compared to 10% growth in merchandise exports in 1990s 
and 20% in 2000s. This has led to increase in services share in total exports from 19% in 1993-94 to 34% in 2010-11. Manufactured goods increased from 68% 
in 1988 to 76% in 1998 but declined to 63% in 2008.

4. Increase in Capital Goods and Base Metals: India's traditional exports are declining as a % of total exports. New exports coming up are in base metals sector. 
Another rise is in refined petroleum products from ~2% in 1993 to 13% in 2011-12. But the crude for this is imported and the value added component is just 
15% of export value.

5. Increase in Technology and Human Capital Based Products: The share of primary sector (including ores) in exports came down from 23% in 1993 to 15% in 
2010. Share of unskilled labor intensive products came down from 30% in 1993 to 15% in 2010. The share of capital intensive products has gone up from 25% 
in 1993 to 55% in 2010. Out of this, technology intensive exports have gone up from 10% in 1993 to 20% in 2010.

6. Agricultural Exports: Agricultural exports are targeted to reach $40 bio by 2014 from current $30 bio. Basmati rice is the single largest agri-item exported. 
7. Increasing Diversification: If we use the Hirschman-Herfindahl index (H = ∑s^2) which is sum of squares of each commodity's share and adjust for the refined 

petroleum export, we find that diversification of Indian exports has increased from 1993. H Index has gone down from 0.04 in 1992-93 to 0.03 in 2010-11. 

Q. Examine the challenges to export diversification and increase in export competitiveness of India. (2011, II, 20)

Q. In view of the fresh fears of global financial crisis arising out of decelerating credit ratings of US and sovereign debt crisis in peripheral Euro zone economies, 
analyze its likely impact on India's trade and growth performance. Suggest measures to contain it. (2011, II, 40)

Q. Bring out the broad changes in the level, composition and direction of Indian exports and imports since liberalization in India. (2010, II, 40)

Indian Trade and H-O Theorem

1. H-O Theorem states that a country will export more of the product in which it has a factor intensity advantage. So Indian exports of unskilled labor and primary 
products should be going up. 

2. But reality is that Indian exports of capital intensive including technology intensive and human capital intensive products are going up and share of unskilled 
labor and primary products is coming down.

3. One reason is that advantage is relative. India's exports are going more to developing countries now and export share to developed countries which have capital 
advantage over India is decreasing. Share of Asia ex Japan has gone up from 33% in 2001 to 57% in 2011. Share of Latam has gone up from 10% to 12% and 
that of developed world has come down from 27% to 19%.

4. Another reason is that policies of the government can distort 'advantages'. Indian labor laws restrict the labor advantage and policies to promote capital 
formation decrease the capital disadvantage in India.

Recent Statistics  
(a) 2011-12

1. Full year exports are expected to be $300 bio (up 21%) and imports $485 bio (up 32%) leading to a trade deficit of $185 bio. 
2. Major import sectors are oil ($155 bio), gold ($60 bio), machinery ($35 bio), electronics ($30 bio), gems & jewelry ($30 bio), coal ($20 bio), fertilizers, steel 

and vegetable oils ($10 bio each). Major exports are engineering goods ($60 bio), petroleum products ($60 bio), gems & jewelry ($45 bio) , textiles & yarn 
($20 bio), pharmaceuticals ($15 bio), electronics ($10 bio).

3. Labor intensive exports: Due to the slowdown in 2011-12 labor intensive exports have suffered the most. Handicrafts declined 23% ($200 mm) while carpets 
declined 20% ($850 mm). 

4. Major exporting states are Gujarat, Maharastra, Karnataka, TN and Kerela.

Country Comments

ASEAN Current trade: $50 bio, FTA in goods operationalized in 2011, FTA in services under negotiation.

Myanmar Trade target: $3 bio by 2015. Current aid: $300 mm. China's current trade: $5 bio, FDI: $16 bio. Main Chinese projects: Kyaukpyu - 
Yunan pipelines, railway lines, roads.

Malaysia Target: $15 bio by 2015. FTA signed - covers movement of people, excludes automobiles, agriculture.

Thailand Current trade: $8 bio, target: $16 bio by 2015. CEPA being negotiated. India wants Thai investments in pharmaceuticals, food 
processing and infrastructure.

China Current trade: $60 bio, deficit: $20 bio. Target: $100 bio by 2015. Indian advantage in renewable energy, IT, basmati rice, TV channels. 
Chinese advantage in power plant equipment, telecom equipment, pharmaceuticals. MoU signed which agrees on need of balanced 
trade, removal of NTTBs, encouragement of Indian businessmen in Chinese fairs and settling of trade in local currency under BRICS.

Indonesia Current trade: $20 bio with deficit of $8 bio. CEPA being negotiated - Indonesia reluctant to open up banking and health. Indonesian coal 
pricing policies hurt India.

S Korea Current trade: $20 bio, target: $40 bio by 2015. CEPA in place. S Korea plans to invest $1 trillion in India by 2017 and wants to sell 
weapons and nuclear reactors. India wants to launch Korean satellites.

Australia Current trade: $15 bio with deficit of $11 bio. Both have signed a coal action plan.

Japan Current trade: $12.5 bio, target: $25 bio by 2014. CEPA in place - agriculture, automobiles kept out, simple visas, India gains access to 
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pharmaceutical market. Japan wants rare earths.

EU Current trade: $107 bio which is balanced. CEPA under negotiation. 

Germany Current trade: $24 bio with deficit of $3 bio. India exports textiles and chemicals while imports machinery, data processing products and 
chemicals. India wants electric vehicles and DMIC investment from Germany. Germany wants pharmaceuticals from India.

France Current trade: $8 bio and stagnant. Deficit ~0. 

SL Current trade: $5 bio. Only S Asian country to have a CEPA with India.

Pakistan Current trade: $5 bio. India imports cotton and cement, Pakistan imports chemicals and petroleum. 

Nepal Current trade: $2.5 bio. Both have a BIPA.

Bangladesh Current trade: $6 bio. FTA being negotiated.

Ukraine It seeks to sign an energy pact with India and also to provide weapons.

Belarus India seeks to invest in pharmaceutical, fertilizers, food processing, IT and power sector in Belarus.

Romania India seeks to invest in IT, telecom, pharmaceutical, agriculture.

Russia Current trade: $10 bio, target: $20 bio by 2015. CEPA under negotiation - India wants to include the Eurasian Union into the CEPA as 
well. India looking for supply of raw material while it wants to invest in oil and gas exploration.

Africa Current trade: $60 bio, target: $90 bio in 2015.

US Current trade: $50 bio, including services: $100 bio.

S Arabia Current trade: $25 bio, deficit: $15 bio. India exports refined petrol, rice and imports 27 MT oil. S Arabia pledged to supply 5 MT more 
to make up for Iran deficit.

Iran India imports 17 MT from Iran and has reduced the target to 15 MT in 2012-13.

Qatar India imports 6.5 MT of oil and 8.5 MT of gas. Plans to increase gas by 3 MT more. India looking to invest in infrastructure, 
pharmaceuticals, IT, petrochemical projects while Qatar wants DMIC, anchor investor in PSUs, renewable energy.

Israel Current trade: $6 bio, target: $12 bio by 2015. Israel wants to sell its Mediterranean gas to India.

Iraq Current trade: $10 bio, all oil imports.

Egypt Current trade: $3 bio. India has decided to go ahead with Muslim Brotherhood.

BRICS Current: $230 bio, target: $500 bio by 2015.

Q. Write on Indo-ASEAN trade relations. (2011, II, 15)     

Debate: Is the increase in exports black money coming back?
(a) Yes

1. Slowdown Argument: How can Indian exports grow at such a pace when US and Europe are slowing down?
2. Tax Heaven Argument: Indian exports to tax heavens like Bahamas have gone up from $2 mm to $2 bio in past 2 years. Matching of Indian exports with other 

countries' imports is no proof of validity.

(b) No

1. Slowdown Argument: The rise in exports is merely the base effect. If the negative growth of 2009 had not happened, an export growth of 20% would have led 
to exports of $345 bio in 2011-12 much above the target of $300 bio. Also diversification has enabled India overcome the US-Europe slowdown. Such growth 
rates have been witnessed al over the world.

2. Tax Heaven Argument: Bahamas doesn't report all import numbers. WB estimates its imports to be $12 bio against reported $2.8 bio. Anyways, Indian exports 
match with the imports of other countries.

Debate: Implications of growing trade?
India's gross trade increased from 8% of GDP in 1951 to 20% in 2006 and 37% in 2004-05 to 53% in 2011-12. Is it good or bad?
(a) Good

1. Counter-Cyclical Buffer Argument: It can help cushion the impact of domestic cycles. In times of slowdown, imports will fall whereas exports should remain 
unchanged thereby help in cushioning the impact.

2. Global Coupling Argument: While global coupling argument can't be denied, as the example of China's recovery from global financial crisis shows, (a) capital 
sector linkages are more relevant , and (b) recoveries can be easier from induced cycles  if right set of policies are followed.

3. Free Trade Argument: More trade makes industries more competitive as well as brings gains to the society. 

(b) Bad

1. Counter-Cyclical Buffer Argument: The imports cushioning effect may not be sizable because most of the imports may be used in export industries. In such a 
case, they will remain rigid.

2. Global Coupling Argument: The growing trade makes economy more dependent on external forces and may result in induced cycles. This is specially so when 
most of the incremental growth is export led.

3. Free Trade Argument: More trade may lead to drastic destruction of indigenous industries and unemployment in long run. 

Capital Account
External Debt

1. India's external debt is $335 bio which is ~20% of the GDP. ~75% of it is long term, low interest debt. Debt service ratio is 4.2. Public debt is 25% of the 
external debt. Commercial borrowings > NRI deposits > multilateral debt.

2. Policy followed is of borrowing long term, low interest from supra nationals, keep all-in ceilings on ECBs and controlling end-use and NRI deposits.
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3. India's external debt rose by nearly 13% to $390 billion in 2012-13, mainly due to rise in short-term trade credit and external commercial borrowings (ECBs) in the 

back of high current account deficit.  he high current account deficit witnessed during 2012-13 and it 's financing increasingly through debt flows particularly by trade 

credit resulted in significant rise in India's external debt during 2012-13,

4. There has been sizeable rise in ECBs and rupee denominated Non-resident Indian deposits as well

External Commercial Borrowings

1. RBI specifies the all-in ceiling rate @ which corporates can borrow from international markets. In November 2011, RBI enhanced this ceiling and also made it 
mandatory for ECB proceeds raised for INR expenditure to be brought back to India immediately.

2. ECB limits through automatic route for eligible companies was increased from $500 mm to $750 mm.
3. FII limits in g-sec was increased from $10 bio to $ 15 bio and in corporate bonds from $15 bio to $20 bio.
4. Power projects, airlines, toll roads, small housing projects can now raise funding via ECB mode.

Foreign Direct Investment
Definition

1. It consists of net equity investment of foreigners in India in enterprises where they express a lasting interest (usually through management influence) +  
2. Net reinvestment of earnings and dividends +
3. Inter-corporate loans (parent lending to subsidiary).              

Future FDI Reforms Needed

1. Enactment of a FDI promotion law. 
2. Overhaul of FDI policy to move from broad emphasis to resolve sector specific problems.
3. Urge states to cooperates.
4. Develop SEZs.
5. Make bank finance easily available.

Trends / Recent Reforms    

1. India's share in global inbound FDI is increasing but still remains paltry @ <1%. Cumulative FDI (excluding remittances under RBI's NRI scheme) since April 
2000: $170 bio. FDI in 2011-12: $36 bio, $20 bio in 2010-11, $25 bio in 2009-10, $31 bio in 2008-09, $24 bio in 2007-08.

2. Source countries: Mauritius: 38%, Singapore: 10%, UK: 9%, Japan: 7%, US: 6%. (cumulative since 2000)
3. Destination sectors: Services: 19%, Telecom: 7%, Construction: 7%, Computer software and hardware: 7%, Real estate: 7%. FDI has been concentrated not 

in export sectors but in domestic consumption sector. If we look at FI in 90s, share of services went up from 10% in first half to 28% in second half. Now it is 
over 50%.

4. Destination states: Mumbai: 32%, NCR: 19%, Karnataka: 6%, TN: 5%, Gujarat: 5%, AP: 4%. Region unknown: 25%.  
5. FII: Cumulative since April 2000: $117 bio. FII in 2011-12: $17 bio, FII in 2010-11: $29 bio, FII in 2009-10: $29 bio, FII in 2008-09: -$15 bio, FII in 2007-08: 

$20 bio.
6. Outbound FDI was 60% of inbound FDI in 2011-12. Chief sectors are manufacturing.
7. In commodities exchanges, FDI up to 26% and FII up to 23% was allowed but through approval route. Government has made FII through automatic route now. 
8. To pay for capital goods imports, issuance of equity shares was allowed so far. But the government has excluded the import of second hand capital goods from 

this policy so as to encourage the use of clean and green technologies.

Q. Compare the role of FDI and FII in India's economic development. Are FDIs preferable to portfolio investments? Evaluate. (2011, II, 30)

Q. Examine the role of FDI in the Indian economy empirically. (2009, II, 20)
Debate: FII inflows: good or bad?
In 1990-91, India's Gross Capital Flows were 15% of GDP which became 54% of GDP in 2010-11.
(a) Good

1. Efficiency Argument: They help in bringing international best practices into domestic institutional and legal framework. To encourage FIIs, a country has to 
mend its laws and institutions. They increase depth of the market, help lower capital costs.

2. Law of Large Numbers Argument: Just like not all bank deposits may be withdrawn @ the same time except for a bank run, not all FII flow will be withdrawn @ 
the same time. A part of it is core.

3. Beggars can't be Choosers Argument 

(b) Bad

1. Subramaniam (2007) shows that international experience suggests that higher growths have not been associated with higher CADs. This means dependence on 
foreign capital is not essential for growth. This can be attributed to the fact that even successful developing countries have limited absorptive capacity for 
foreign resources - either because their financial markets are under developed or their economies are prone to over valuation caused by rapid capital inflows.

2. A similar distinction can be drawn between equity and debt creating capital inflows. While equity flows may be allowed, debt flows should be treated with 
caution.

Debate: Rationale of FDI
(a) Good

1. Savings & Capital Gap: It helps to relax domestic savings gap. It provides equity financing and additional capital.
2. Fx Gap
3. Technology Gap
4. Competition Gap

Q. Is India ready for full capital account convertibility? Assess. (2011, II, 30)
Debate: Is India ready for full convertibility?  

1. In 1992 under the liberalized exchange rate management scheme government allowed 60% of proceeds in current account to be converted @ market rate and 
40% @ official rate. This was the dual exchange rate system.

2. In 1993, all trade in goods was made fully convertible and in 1994 full convertibility was allowed for invisibles as well.

(a) Allow convertibility

1. RBI over the years has come up with many instruments to control the impact of fx flows. One such is MSS launched in 2004 which sterilizes the fx inflows.  
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(b) Don't allow convertibility

1. FII is speculative and brings little good for the country. It may lower down the borrowing costs in short term but its like riding a tiger. It has to be managed with 
a very delicate balance. Take the example of banks. Recourse to short term funding may be cheaper than long term funding but still banks prefer long term 
funding. Because short term funding can evaporate as Bear Sterns and Lehman found out.

2. Higher FII means higher fx reserves have to be maintained. These fx reserves can't be invested in India so effectively FII crowds out domestic savings and is of 
little use.

3. So far we have been shielded from international crisis. Problems that plague other banking sectors have evaded us. International experience also suggests the 
same. 

4. Fx flows opening will lead to sacrifice of exchange rate stability or monetary policy independence. Asian experience post QE by fed. Sterilization costs can be 
high as many Asian countries have found out. 

5. Tarapore Committee said India needs CAD of <3% (currently 3.6%), inflation of 5% (currently 8%) and fiscal deficit of 4% (currently 6%) to go for full 
convertibility. 

Maria Committee Recommendations on FDI in Pharmaceuticals Sector  

1. In the pharmaceutical sector, 100% FDI was allowed through automatic route. There were many takeovers of Indian companies by foreign companies since 
2006 which raised eyebrows at health and commerce ministry which want the FDI to go through government route.

2. But the Maria Committee has advised not to change the FDI regime and instead make the Competition Commission of India more competent to oversee these 
takeovers.     

FDI in Retail
Context

1. Retail accounts for 14% of GDP and employs 9% of the workforce (next only to agriculture). ~95% of it is unorganized retail. Share of organized retail in other 
Asian countries is 20-25%.

2. It is argued that in other countries like China, Poland, Brazil organized retail is 20-25% and entire retailing sector accounts for 20-25% of the employment. In 
India organized retail is low and retailing accounts for only 9% of the employment. This means higher the organized retail, higher the employment 
opportunities. This argument is flawed. It can also be the case that in other countries, rest of the economic activities are less labor intensive and hence the 
share of retail in employment is high. In India, other activities may be more labor intensive. Also organized retail accounts for 5% of share in retail yet employs 
only 1.25% of the people engaged in retailing. This clearly indicates it is less labor intensive.

Features of the Proposal  

1. A proposal has been accepted by the Cabinet to allow 51% FDI in multi brand retail.
2. Such companies will have to invest a minimum of $100 mm out of which at least 50% should go in back end infrastructure development like storage and 

logistics.
3. They will be restricted to towns >1 mm population.
4. They will have to source 30% material from Small Enterprises (<$1 mm).    
5. Retailers will have to get clearance from the Foreign Investment Promotion Board and a license from the concerned state for every case. 

Implications at WTO

1. GATT rules mandate that WTO member countries prescribe the same set of rules to domestic and foreign companies when it comes to purchase, sale, 
transport, distribution and taxation of goods.

2. Besides, TRIMS stipulates that foreign and local companies should face the same rules on investment.   

Rationale for Allowing FDI in Multi-Brand Retail  

1. There are gross inefficiencies in current supply chain. The number of intermediaries is high and investment in logistics and storage is minimal. Though India 
produces 230 MT of fruits and vegetables, our total cold storage capacity is just 25 MT. As a result there is lot of distress sale by farmers and wastage.   

2. It will help in modernizing agriculture and marketing in India by bringing new management practices and technologies.
3. Though FDI in cold storage is 100% through automatic route, in the absence of front end retailing, flows have been negligible so far.    
4. Industry estimates suggest employment of one person per 350-400 sq. ft of retail space, about 1.5 million jobs will be created in the front-end alone in the next 

5 years.  Assuming that 10% extra people are required for the back-end, the direct employment generated by the organized retail sector in India over the 
coming 5 years will be close to 1.7 mm.     

Rationale for enhancing FDI ceiling to 100% in single brand retail

1. In the last 5 years, under the 51% regime, FDI in this sector have been negligible.  
2. Globally, single brand retail follow a business model of 100% ownership.  

FDI in Limited Liability Partnerships

1. The government has allowed FDI in LLPs in the open sectors i.e. sectors where 100% FDI is already allowed through automatic route.
2. In case of LLPs however, the investor will have to take government approval first.
3. Sectors like agriculture, plantation, media and real estate are not open to it.       

Industry

Created: 3/8/2012 1:01 PM

Industrial Development in India
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Plastic park

Recently the policy was modified to specify the role of state governments the scheme will be demand driven and the government grant will be one time grant –in – 
aid. This grant will be given to the special purpose vehicle (SPV) formed by the State Government or any of its agencies such as State Industrial Development 
Corporation (SIDC) in association with user enterprises representing the plastic sector / sub sector.

Government of India would provide grant funding up to 50% of the project cost subject to a ceiling of Rs. 40 crore per project. The remaining contribution in the SPV 
will be from the State Government or State Industrial Development Corporation or similar agencies of State Government, beneficiary industries and loan from 
financial Institutions. The equity contribution of the State Government or respective SIDC shall be at least 26% of the cash equity of the SPV (excluding value of any 
land given as equity).
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Currently, the industry is highly fragmented and disorganised. Most units are in the small and medium category. While they are producing and processing plastic, 
there is no hub where one can source it at one place.”

“On the other hand, there are industries ranging from tooth brush and milk pouches to automobiles and automobile spare parts and accessories which are regularly 
facing a problem of timely availability of raw material both in basic or processed form Therefore, such a park will act as a hub for manufacturers of telecom or 
automobile and other users to source the material

Debate: Export Promotion vs Import Substitution
For Export Promotion

1. Induced demand argument: Import substitution can be of 2 types - (a) Substitution of consumer goods imports by capital goods imports. (b) Substitution of 
imports by domestic production. In India (a) was negligible. But to do (b), we must produce internally. And to produce internally, we need capital goods and 
technology for which we need forex. How will we get that since our exports are negligible?

2. Economic independence:  Do we want to go N Korea way? Anyways India will always suffer from an oil shock and if it doesn't have export surplus it will (a) find 
it difficult to pay for the oil for which the demand is relatively inelastic and (b) it will not be able to benefit from the increased spending of the oil countries. Also 
experience tells us that during recessions companies increase IT outsourcing as a part of their cost cutting exercise.

3. Domestic savings argument: Consumers have to pay higher. Also protection is not done to protect profits, but just to cover costs and earn normal profits. So 
capital generation is absent here as well.   

4. As an economy grows although balanced growth is desirable but it is generally not possible. Growth generates imbalances because income elasticities of 
demand for different sectors varies. These imbalances get reflected through price signals. Here foreign trade can come and help as the economy may not be 
able to produce everything efficiently by itself. Typically import substitution strategies are associated with high levels of protection and state imposed capacity 
limits. Often the government fails and resource allocation becomes inefficient. But such a thing is not possible in an export oriented strategy as it responds to 
global demands and supply factors as well.

5. IS can lead to infant industry protection but after a certain point it has to be abandoned. It can't lead to sustained growth. Export orientation can help exploit 
economies of scale, can generate learning by doing economies and also economies of scope.

6. Export orientation leads to adoption of new technologies because the producers are always under competition to innovate and produce cheaper and of higher 
quality. To be successful a producer has to meet quality criteria and also produce lower than a ceiling. Only then he can differentiate himself by superior quality. 
Undervalued currency can't help in LR. 

For Import Substitution

1. Trade gap argument: Comparative advantage of LDCs lies in primary products. Except for a few oil countries, studies show that both the volume and ToT of 
LDCs are deteriorating. So export promotion to pay for the import of capital goods and technology cannot work in long run. 

2. Economic efficiency argument: Autarky promotes economic independence and frees the country from foreign interference.
3. Domestic savings argument: Producers are shielded. So they can charge higher and earn higher profits and hence higher investment. 

Bhagwati & Kreuger

1. Export promotion strategies were better for allocation efficiency because IS involves distortions in effective rates of protection and investment incentives.
2. IS goes hand in hand with overvalued fx rate, license raj and fx rationing. This leads to rent seeking behavior by incumbents rather than promoting competition 

and efficiency.
3. IS leads to welfare losses and also EP leads to realization of economies of scale.
4. The need to compete in global markets may have led to a stronger incentive to absorb new technologies and to innovate.

Q. "It was needless export pessimism that led India to adopt import substitution strategy of industrialization in the pre-liberalization period." Critically examine. (2010, 
II, 30)

Q. Write a detailed note on the import substitution and export promotion strategy of India. (2007, II, 60)

Debate: Foreign Liberalization: Good or Bad? 

1. Trade Gap Argument
2. Technology Gap Argument
3. Savings Gap Argument 

Phase 0 (1900-47): Trends
Nature & Character

1. Employment: Share of agriculture and manufacturing remained virtually unchanged from 1900-47. This shows negligible impact of manufacturing. Modern 
factory sector never employed more than 2% of labor force.

2. Technology: Research institutions and research in companies almost non-existent. Indians not appointed to higher skilled jobs.
3. Source of Capital:  Indian capital's share increased and by independence, most of industries were Indian owned.
4. Narrow Spread: Regionally only a few states had industry. Only a few sectors like sugar, textiles etc. dominated whole industrial output.
5. Income: Per capita income increased only 20% in first 5 decades of 20th century indicating negligible impact of industrialization.
6. Composition of Manufacturing: Consumer goods dominated the industrial production. Hence the need to develop capital goods sector for takeoff. 
7. Export orientation had been against country's interests.

Manufacturing: Growth & Composition
Phase 1 (1951-67)

Sectors 1st FYP 2nd FYP 3rd FYP 1951-52 - 1966-67

Agriculture 3% 3.3% -0.2% 1.8%

Industry 6% 6.5% 7% 6.3%

Services 4% 6% 5% 4.5%

Overall 3.5% 4.5% 3% 3.5%

GDP per capita 1.8% 2.2% 0.5% 1.5%
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Overall Growth

1. Growth in industries was highest followed by services and then agriculture. Manufacturing got increasing share in the successive plans and also saw 
accelerating rate of growth in each plan. 1st FYP spent 3% resources on industry while 2nd and 3rd FYP spend 20%.  

2. In the 3rd FYP manufacturing growth was higher but overall growth was still lower due to fall in agriculture.  
3. In 1950-51 manufacturing constituted just 12% of the overall GDP.

Composition of Growth

1. Rising share of capital and basic goods while falling share of intermediate and consumer durables in manufacturing: Capital goods share rose by 10.5% (from 
4.5% in 1956 to 15% in 1965-66). Basic goods rose by 8.5% (from 22% in 1956 to 30.5% in 1965-66) while consumer goods fell by 13% (from 48.5% in 1956 
to 35.5%) and intermediate fell by 6.5% (from 25.5% in 1956 to 19% in 1965-66). This was possible due to faster growth rate in capital and basic goods. 
Capital goods grew @ 16% p.a. in this period (never to be repeated). 

2. The share of agro based industries was declining in this period while that of metal based rose. Chemical based industries remained unchanged.
3. Organized vs unorganized sectors: Between 1959-60 to 1965-66, organized sector grew @ 8% p.a. 

Statement of Industrial Policy, 1945 - How it was a precursor to future development?

1. It mentioned the concept and need of industrial licensing. Licensing were to be used to reduce regional imbalances.
2. It emphasized on the development of steel, heavy engineering, machine tools and heavy chemicals - which continued after independence.
3. It mooted the idea that the government should actively participate in setting up new and important industries.
4. The list of industries which were proposed to be brought under control resemble the 1951 list.

Industrial Policy Resolution, 1948

1. Some industries like arms, railways, atomic energy would be a state monopoly.
2. Some industries like steel, telephone etc. would allow existing firms to continue but all new firms would be state owned.
3. Some industries would be where government can regulate and license private firms.
4. Remainder are open to private firms.  

Industrial Policy Resolution, 1956

1. Agriculture: Left entirely for private sector except wherever state could play a supporting role.
2. Industry: Divided into 3 schedules - (a) 17 industries only for public sector except existing private ones. (b) 12 industries to be progressively state owned and 

private houses will need licenses and will be regulated. (c) Rest of industries left for private sector but public sector could always participate.
3. Development of infrastructure would be done by state.
4. State would support MSMEs.
5. The state would address regional imbalance of growth. 

Phase 2 (1965-80): Inward Orientation and Industrial Stagnation

Sector 1951 - 55 1955 - 60 1960 - 65 1965 - 76 1974 - 79

Basic Goods 4.7% 12.1% 10.4% 6.5% 8.4%

Capital Goods 9.8% 13.1% 19.6% 2.6% 5.7%

Intermediate Goods 7.8% 6.3% 6.9% 3% 4.3%

Overall IIP 5.7% 7.2% 9% 4.1% 6.1%

Overall Growth

1. Overall growth: Overall GDP grew @ 3.8%, agriculture @ 3.3%, industry @ 4.1% and services @ 4.3%.

Composition of Growth 

1. Industrial growth fell drastically, even more drastic was the fall in capital goods: Capital goods: 6.5% p.a (down from 16% p.a. in previous period). 
Intermediate goods: 4% p.a. (down from 11% p.a. in previous period). Overall manufacturing: 4.5% p.a. (down from 8.5% p.a. in previous period). Only the 
consumer goods sector showed a moderate decline.

2. Organized vs unorganized sectors: Between 1966-67 to 1989-90, organized sector grew @ 5.7% p.a. 

Causes of Structural Retrogression

1. More regulations: MRTP (to check the expansion of industrial houses with assets > Rs. 20 cr), FERA and Industrial Disputes Act, 1976 (firms with > 300 workers 
had to take government permission before laying off workers), Contract Labor Act, 1970 (firms can't hire contract labor in industries where labor is seen to be 
essential to the main activity), Urban Land Ceiling Act, 1976 (can't own vacant land beyond the ceiling but gave discretionary powers to the state governments 
to exempt from ceiling) were passed.

2. Decline in public investment in investment followed by decline in private investment: There was a sharp decline in public investment which was born by 
infrastructure sector. Share of infrastructure in public investment fell from 36% in first half of 60s to 29% in 70s. Share of industry in FYP resources fell from 
20% in 2nd and 3rd FYP to 18% in 4th and 5th FYP.

3. Faltering demand from agriculture as well as rich.
4. Oil shocks, wars and drought: In early 1970s there was a drought which led WPI to shoot up from 5% in 1971-72 to 25% in next 3 years. Then oil shock 

happened. Government resorted to freezing all wage increases, compulsory bank deposits according to the income slabs, increasing taxes.

Performance of Industrial Licensing

1. To open a new industry, before making any investment, the entrepreneur needed to take an in principle approval in the form of a letter of intent from the 
ministry of industry. If he needed to import a capital good then he had to obtain a capital goods import license from ministry of commerce. The approval for this 
import was, however, given by a committee setup by ministry of industry. If there was also a need of foreign technology collaboration he had to obtain a 
specific approval for this from a committee chaired by finance secretary but serviced by ministry of industry. In order to raise funds if he needed to access 
capital markets he needed another approval from ministry of finance. If he needed to import raw materials he had to obtain separate license from controller of 
imports and exports (ministry of commerce) which was subject to certification of essentiality and non indigenous availability by ministry of industry. Once 
everything was setup, he had to go back to the ministry of industry for the 'license'. In addition, MRTP firms had to obtain separate clearances from ministry of 
corporate affairs and there were over 800 items reserved for SSIs and no industrial unit could be setup within the municipal areas of all towns and cities and in 
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the 'areas of influence' of 21 largest cities.
2. It was already realized that licensing was not serving its purpose (was to reduce regional imbalances, concentration of wealth, to be applied only to critical 

industries). Many committees were setup which underscored this reality but still none recommended its withdrawal. The system had created powerful rent 
seekers.

3. Licensing was creating underutilization of capacity.
4. Licensing was creating concentration of economic power.
5. Licensing was creating corruption as it gave discretionary power to the licensing authorities.
6. Licensing was creating regional imbalances. More than 60% of licenses went to Maharashtra, Gujarat, W Bengal and TN.

Q. What is your perception of the slowing down of industrial growth in India from the mid 1960s till the mid / late 1970s. (2009, II, 20)
Phase 3 (1980-91): Recovery
Overall Growth

1. Recovery: Overall: 5.6%, Agriculture: 3.5%, Industry: 7%, Services: 6.8%.
2. Overall manufacturing: 8% p.a. (up from 4.5% p.a. in previous period). This growth was fairly diversified.

Composition of Growth

1. Sharp jump in consumer goods and moderate in capital goods: Capital goods: 8% p.a (up from 6.5% p.a. in previous period). Consumer durables: 11% p.a. 
(up from 8% p.a. in previous period). Consumer non durables: 11% p.a. (up from 4% p.a. in previous period). Consumer non durables sector was a slow 
growing sector but the process of domestic liberalization provided a major boost to this sector in this period.

2. Organized vs unorganized sectors: Between 1966-67 to 1989-90, organized sector grew @ 5.7% p.a. 
3. 6th FYP spent 14% on industry, 7th FYP spend 12% on industry.

Causes of Industrial Recovery

1. Liberalization of policies.
2. Expansionary fiscal regime.
3. Growth of agriculture sector: As GR spread, agriculture growth picked up @ 3%.
4. Growth in service sector: This led to increased demand for consumer durables.
5. Growth in infrastructure: There was a marked increase in infrastructure investment. Infrastructure investment grew by 10% in first half of 80s and then to 18% 

by 1987-88. In 70s its increase was only 4%.

Industrial Policy, 1980

1. Concept of economic federalism i.e. to setup few nucleus plants in the district and let ancillary and cottage industries grow around it.
2. The limits for MSME definitions were increased. To promote handloom, khadi etc. so as to develop village areas.
3. To correct regional imbalances through encouraging regional dispersion of industries.
4. Unauthorized excess capacity was to be checked.
5. Automatic extension of capacity by 25% over 5 years for some more industries.

Early Liberalization Efforts 

1. Exemption from licensing: In 1978 the limit for exemption was raised to Rs. 3 cr. In 1983 it was raised to Rs. 5 cr and then in 1988 to Rs. 15 cr.
2. Relaxations to MRTP and FERA companies: MRTP limit was raised from Rs. 20 cr to Rs. 100 cr in 1985. In 1983 MRTP companies were allowed to setup without 

approval new capacities in industries of high national importance and import substitution potential. In 1985 government allowed unrestricted entry of FERA 
companies into 21 high technology sectors.

3. Delicensing: Government began to delicense many industries and drugs subject to the condition they didn't fall under MRTP or FERA and not reserved for SSI.
4. Re-endorsement of capacity: The undertakings which reached 80% capacity utilization were allowed fresh capacity extension of 25% in 5 years.
5. Broad banding of industry: Instead of minor classifications, broad sectors were defined which enabled manufacturers to better cater to the demand without 

requiring additional approvals.
6. Minimum economies of scale: This was defined for some industries and units were encouraged to expand till they reached this limit.
7. Incentives for export promotion: 100% export oriented units were given further exemptions. They were allowed to buy their import content @ international 

prices. MRTP and FERA companies were allowed.
8. Backward area promotion: MRTP and FERA companies were allowed to setup units in backward areas.
9. Enhancement of investment limit for SSI: They were increased.

Phase 4.1 (1990s)
Overall Growth 

1. Stagnant share of industry in GDP: In 1990, industry constituted 24% of GDP, in 2000 25% and today 27%. Compared to other developing countries this is very 
less (50% in China, 30% in Brazil and 40% in thailand).

2. Overall growth slowed down form 80s. Based on IIP, general industrial production growth slowed down from 7.8% in 80s to 5.7% in 90s. Manufacturing grew 
@ 7.6% in 80s while only 6.3% in 90s, mining fell from 8.4% to 3.3% and electricity generation from 9% to 6.6%. Overall the share of manufacturing rose in 
the industrial production while that of mining and electricity fell.

Composition of Growth

1. Sharp deceleration in capital and basic goods while rise in consumer goods: Capital goods and basic goods showed a marked decline in the 9th FYP as 
compared to 80s and early 90s. Capital goods declined from 9% to 4.5% while basic goods declined from 7.4% in 80s to 4%. Only consumer and intermediate 
goods showed an increase from 6% to 6.3% and from 5% to 9% respectively.

2. Within the basic goods sector metal and metal alloys have lost. In the intermediate goods sector, chemical and chemical products have gained.
3. Fall in relative prices of capital goods due to import competition: Share of capital goods in the manufacturing output peaked in 1984-85 and has remained 

stagnant since. But its relative prices have fallen probably due to import competition. This means share of machinery in the GCF has gone up (due to fall in 
prices). 

4. Shift in favor of registered manufacturing in 90s: While there was an investment boom in registered sector (due to fall in prices) the unregistered sector has 
suffered (due to lack of access to bank credit as SCBs are no longer forced to lend to them). Its share in total manufacturing GFCF has halved from 45% in mid 
80s to 20% by the end of 90s. Share of registered manufacturing in total manufacturing increased from 63% in 1991-92 to 66% in 2003-04.

Reasons for Industrial Slowdown of 90s

1. The one time pent up demand as the economy opened up was met and economy relapsed to old ways.
2. There was a credit crunch due to tightening by RBI since 1995-96.
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3. The proportion of corporate funds locked up in inventories and receivables went up steadily leading to a scarcity of working capital.
4. Lagged effect of slowdown in agriculture growth and hence demand. A study of land productivity of major crops in 80s vs 90s shows a clear decline in all except 

rice in 90s. This is perhaps a result of falling public investment in agriculture.
5. Slowdown in world economy and exports. Inverse tariff structure.
6. Slowdown in public investment. The resources spent in 8th FYP on industry were 8%, in 9th FYP were 5% and in 10th and 11th FYP were 4%.
7. Slowdown in infrastructure expenditure. GCF in infrastructure dropped from 6.1% in 80s to 5.8% in 90s. Share of infrastructure in GFCF declined from 30% in 

1990-91 to 20% in 1998-99.
8. Rise in energy costs and lack of rise in prices of manufactured output. 
9. Credit slowdown from banks specially to SSIs. In 90s growth of SSI credit decelerated to 11.5% from 19.5% in 80s. This was also reflected in a decline in SSI 

credit to total non food credit.

Q. Comment on the recent moves towards liberalization and their effects on Indian industry. (2007, II, 20)

Economic Reforms of 1991
Industrial Licensing 

1. Licensing was abolished except for certain defence and strategic industries. Licenses not needed for capacity expansion as well.  
2. Non-polluting industries could now be located close to the cities. No approval needed for industries outside this limit.
3. MRTP was kept alive (repealed and replaced in 2002 by Competition Act) but the focus is on increasing competition. Threshold limits were abolished. Pre-

approvals are no longer required. The CCI only checks monopolistic behavior and scrutinizes mergers.
4. Projects where capital imports were required would be auto-approved if financed via equity infusion or imports constitute < 25% of investment. 

FDI 

1. Automatic FDI approvals with varying participation rates except a few sensitive ones. RBI needs to be notified just 30 days in advance of bringing funds.
2. Foreign Investment Promotion Board constituted to scrutinize FDI in other areas.

Foreign Technology 

1. Automatic approval for technology agreements provided it is funded by equity infusion.

Public Sector 

1. Disinvestment policy was adopted. Listing to bring about discipline and buybacks also allowed.
2. Sick industries to be referred to BIFR. 
3. Focus will be on strategic, high-tech sectors where monopoly would be preserved. Thus areas reserved for public sector exclusively were reduced from 18 to 5 

and subsequently to 3.
4. More professional management and greater autonomy. However, some arm twisting by the government like in case of LIC, forced buying of other PSU stocks or 

investment of cash surplus undermines the stated policy.      
5. Public sector defence companies can now setup JVs with private companies under PPP.

Phase 4.2: After 2002
Overall Growth

1. Manufacturing growth was running high @ 13-15% pre-crisis, but in 2008-09 plummeted to 2.5%. Since then it tried to recover between 5-8% in subsequent 2 
years, but in 2011-12 again fell back to 2.5%. 

Composition of Growth

1. Faster growth in exports: Export based manufacturing grew @ 20% in 10th FYP as against 6% in 9th FYP.

IIP Statistics

1. IIP divides industry into - Mining & Quarrying (weight: 14%), Manufacturing (weight: 75%), Electricity Gas & Water supply (weight: 11%). In the past 2 
decades, manufacturing has done best followed by EGW and then Mining & Quarrying. Machinery & Equipment and Chemicals have done well among 
manufacturing. 

2. One weakness of IIP is that it considers only the registered industrial sector. A large part of industrial sector in India is unregistered and there is no way to 
capture the movements in it.

3. 2011-12: -2% (mining), 2.9% (manufacturing) and 8.2% (electricity) respectively, which moved the overall growth in the General Index to 2.8%. 
4. 2012-13 : -2.5% (mining), 1.2% (manufacturing) and 4.0% (electricity) respectively, which moved the overall growth in the General Index to 1.0% (lowest in 2 

decades). 
5. 2013-14 (April - Sept): -2.5% (mining), 0.1% (manufacturing) and 5.9% (electricity) respectively, which moved the overall growth in the General Index to 

0.4%. 

 
IIP - Use Based

1. Industrial production can also be classified into basic goods (weight: 45%), capital goods (weight: 9%), intermediate goods (weight: 15%), consumer goods 
(weight 30% with durables as 8% and non-durables as 22%). Over the past 2 decades, capital goods performed best followed by consumer durables, followed 
by intermediate and then basic. 

2. 2011-12: 5.5% (basic goods), -4.1% (capital goods), -1% (intermediate goods), 4.4% (consumer goods with durables @ 2.5% and non-durables @ 5.9%).
3. 2012-13: 2.3% (basic goods), -6.3% (capital goods), 1.2% (intermediate goods), 2.5% (consumer goods with durables @ 2.1% and non-durables @ 2.7%).
4. 2013-14 (April - Sept): 1.2% (basic goods), -0.7% (capital goods), 2.6% (intermediate goods), -1.3% (consumer goods with durables @ -10.9% and non-

durables @ 7.3%).

Core Sector (weight 38% in IIP) 

1. It includes - electricity, coal, crude, natural gas, oil products, steel, fertilizers, cement. Core sector grew @ 2.8% in 2008-09, 6.6% in 2009-10.
2. 2010-11: Overall: 6.6%. Coal: -0.2%. Crude oil: 11.9%. Natural gas: 10%. Petroleum refinery products: 3%. Fertilizers: 0%. Steel: 13.2%. Cement: 4.5%. 

Electricity: 5.6%.
3. 2011-12: Overall: 4.4%. Coal sector: 1.2%. Crude oil: 1%. Natural gas: -8.9%. Petroleum refinery products: 3.2%. Fertilizers: 0.4%. Steel: 7%. Cement: 

6.7%. Electricity: 8.1%.  India's mineral production breakup is coal (33%), crude oil (32%), iron ore (17%), natural gas (8%).



7/7/2014 Evernote Export

file:///C:/Users/user/Documents/economy.html 52/100

4. 2012-13: Overall: 3.6%. Coal: 6.4%. Crude oil: -0.5%. Natural gas: -11.1% Petroleum refinery products: 3.2%. Fertilizers: -12.2%. Steel: 3.6%. Cement: 
9.9%. Electricity: 6.4%.

5. 2013-14 (April - May): Overall 2.4% (vs 6.5% last year) mainly due to declining output of crude oil, coal, fertiliser and natural gas.

Infrastructure
Trends

1. Falling share of public investment in infrastructure: Share of public sector in 3 main groups of infrastructure - EGW, transport, communications was 45% in 
1990-91. This came down to 23% in 2005-06.

2. Infrastructure spending increased faster than GDP in 50s and 60s, slowed down in 70s and since 80s have kept pace with the GDP growth.
3. India spent 5% of its GDP in infrastructure in 2004-05, 8.5% in 2011-12 compared to 9% of China.

11th FYP

1. Targets: Civil aviation $10 bio (2%), Irrigation $65 bio (13%), Ports $2 bio (4%), Roads $75 bio (15%), Railways $65 bio (13%), Telecommunications $65 bio 
(13%) and power $165 bio (33%).

2. Increasing share of private participation: During 11th Plan, $480 bio were spent (more than double of that in previous Plan) and 36% came from the private 
sector. In 10th FYP, 20% came from private sector. Private participation is high in roads (35%), railways (20%), gas (32%), telecom (70%) and power (30%).

Bharat Nirman

1. Total $90 bio scheme in 11th FYP out of which 8% is for electricity, 10% is for roads, 4% is for telecom, 55% is for irrigation and 20% is for water supply and 
sanitation.

12th FYP

1. Infrastructure elasticity of growth: Transport services income elasticity is > 1. Civil aviation has grown by nearly 20% p.a. in the 11th Plan. Road traffic volumes, 
as measured by the consumption of automotive fuel, have grown by about the same rate as overall GDP. International trade volumes have been growing faster 
than GDP and will continue to do so indicating the need to build adequate capacity in the ports. 

Power

1. India would need 975 MT of coal in 2016-17 (out of which power sector will need 850 MT) whereas supply will be only 715 MT i.e. a shortfall of 260 MT. So 
power ministry has proposed to reduce the target to 57 GW only (from 75 GW earlier target). Funding needs of $275 bio in 12th FYP.

Roadways

1. Funding needs of $125 bio in 12th FYP.

Tourism

1. The target is 1% of global tourism and 25 mm new jobs leading to forex earnings of $16 bio.
2. The tourism sector seeks an allocation of $4.5 bio up from $1 bio in 11th Plan. 

Irrigation

1. The aim is to create 10 mha of additional irrigation under major projects, 10 mha of irrigation under minor projects.

Public Sector: Trends

Roongta committee’s recommendations and CPSU reforms

It recomemnded minimum 3 years tenure irrespective of reaching the age of 60.

It recommended distinguishing between procedural lapses and malafide actions and swift punishment for malafide action.

Plans are afoot to fix a tenure of three years for chief executives of companies run by the central government in order to improve accountability, transparency and 
efficiency.

The proposal also calls for employees of a public sector enterprise to be made eligible to apply for the position of chairman and managing director even if they don’t 
have two years of service left, according to several people aware of the development, who declined to be named. “In the absence of succession planning, highly 
competent officers in CPSEs (central public sector enterprises) are many times not left with two years or more of service when posts of functional directors/CMDs fall 
vacant. As a consequence, CPSEs lose the benefit of getting this pool of talent to occupy the deserving board level posts. Quite often, these competent executives lose 
their motivation while serving for rest of their tenures,”

The Roongta panel had highlighted the issue of so-called over-governance. “Compliance to summons from various quarters comes at a heavy cost of time and 
money. Over-governance, in turn, promotes conservative, cautious and risk averse organizational culture, with procedures being paramount and outcomes becoming 
secondary,”

The Roongta panel in its report strongly recommended that the tenure of the chairman and managing director, and directors in central public sector companies 
should be a minimum of three years, irrespective of their age at the time of the first appointment.

Phase 1: 1950 - 65

1. The focus on public sector increased. The share of public GCF in total GCF increased from 37% in 1st FYP to 52% in 3rd FYP.
2. There was an explicit shift in the policy regarding public sector from independence to mid 50s. Earlier public sector was expected to step in where private sector 

would find it difficult. Now it sought to control commanding heights of the economy.
3. Public sector accounted for 7.5% of GDP in 1950-51, 10% in 1960 and which rose to 14% in 1970-71. Public sector investment accounted for over 50% of total 

investment as against 25% in 1950-51. 
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Phase 2: 1965 - 80

1. There was a decline in GCF public sector to GDP from 9% in 1967 to ~5% in 1971.

Phase 3: 1980 - 90

1. In 1980s, the profits of PSEs declined sharply leading to a fall in public savings from 3.5% in 1980-81 to 1.1% in 1990-91.

Phase 4: 1990 - till date

1. Investment trend: Investment as a % of GDP was falling from ~10% in 1991 to ~ 5% by 2002-03. Since then it has been rising and is now close to 8% of GDP. 
Private investment has also seen a rise since then and looks like a case of crowding in instead of crowing out. 

2. Productivity trend: Studies have shown (Nagraj) that despite declining share in investment as a % of GDP, public sector has maintained its share in GDP. This 
indicates higher capital productivity trend. Their ACOR (average capital output ratio) declined from 7 in 1981-82 to 4 in 2001-02. One way of higher capital 
productivity could come from a shift in investment towards labor intensive sectors but this is not the case as no such shift has been noticed. Share of 
infrastructure in public GCF has gone up from 33% in 1973-74 to 54% in 2001-02.

3. Improved profitability: In 2010-11 PSUs  made a profit of ~$19 bio (up from $5 bio in 2001-02) on assets of ~$190 bio (up from $75 bio in 2001-02) i.e. 10% 
RoA. They contribute ~$30 bio to the central exchequer. Total market cap is $300 bio. The losses of loss making CPSEs have gone up from $2 bio in 2001-02 to 
$4 bio in 2010-11. But the profits of profit making CPSEs have gone up from $7 bio in 2001-02 to $23 bio in 2010-11. Number of loss making CPSEs has 
declined.

4. Fall in employment: It is declining. It even turned negative since 1990s.
5. Total contribution in GDP was 7% for CPSEs in 2004-05 and 12% including state PSEs. Overall contribution of public sector is 25% of GDP out of which 9% 

comes from sovereign duties and 2-3% from railways and other departmental entities. Their exports are ~$20 bio while imports are $105 bio leading to a trade 
gap of $85 bio. 

Identifying the Weak Links

1. Plant load factor has increased from ~45% in 1980 to ~75% now. Savings of NDEs has gone up from ~2% in 1991 to ~4% of GDP now. This has been mainly 
on account of increase in savings of PSBs. The profitability of CPSEs (net profits to capital employed) has been rising since 80s and the rise has been even 
sharper since 90s. 

2. This means the problem is in railways, electricity discoms, irrigation and road transport department. In case of electricity, despite a rise in PLF the operating 
ratio has fallen. Similarly in railways and roadways. Much of these problems have to do with pricing decisions.

3. The reasons for improvement in CPSE performance could be - (a) hardening of budget constraint: 1960s saw ~ 100% budgetary support while now < 15% is 
from budget for non financial CPSEs.  (b) managerial autonomy, (c) growing competition, (d) better accountability.

Public Sector vs Private Sector

1. If government doesn't build rural roads no one will.
2. Problem with public sector is it is not afraid of bankruptcy. Thus it operates only under a soft budget constraints and can severely limit competition.
3. Need to have a regulator. But the regulator should be unbiased. If there is a PSU as well in the industry then the private companies will feel that the umpire will 

not be biased. Hence they will demand a higher return on their investment which will curtail growth.
4. Strategic sectors like banking, hydrocarbons, presence of government is essential.
5. Private investment in agriculture can't fill the gap of public investment in the sector and the consequent impact of falling rural demand over the industry.           

Q. Critically examine the arguments usually put forward in favor of disinvestment of public sector enterprises. (2009, II, 20)

Q. Whether public and private investments in India are complementary or competing? (2009, II, 20)

Q. Is privatization a boon or a bane for India? Discuss (2007, II, 20)
Public Sector Policy of India
Before 1991

1. The management of the PSEs was full of general administrators and not professionals. They along with their political bosses used to treat PSEs as their fiefs 
and there was too much of political influence. Work ethics were poor and PSEs served only as huge wage bill sources without any commensurate productivity. 

2. In many cases populist policy interventions led to unsustainable losses for the PSEs.

Phase 1 New Economic Policy, 1991
There was a clear message of decreasing government commitment.

1. Disinvestment to begin. Government decided to disinvest up to 20% of equity in selected PSEs in favor of mutual funds and FIs.
2. Reduction of sectors reserved for public sector.
3. Policy for sick CPSEs to be same as that for private sector.
4. Greater autonomy and accountability to management. 

Phase 2 Rangarajan Committee Recommendations (1993)

1. Up to 49% disinvestment in sectors reserved for public sector.
2. Industries which have a dominant market share or government may have a strategic interest, disinvestment may be done up to 26% stake remaining.
3. 100% disinvestment in all other sectors.

Phase 3 Disinvestment Commission (1999)

1. It recommended a shift from public offer route to strategic trade sales with transfer of management for bulk of industries.
2. Industries would be classified as strategic (arms, nuclear, railway) and non-strategic. For non-strategic, disinvestment up to a residual 26% would be non-

automatic and done on a case by case basis.
3. Sale of profit making PSUs done via the strategic trade sales method.

 Phase 4 UPA Government 2004 Onwards 

1. Strategic trade sales route gave way to public offerings. All large PSUs to be listed on stock exchange and minority shareholding offered to public. Strategic 
sales means giving management control. It can be different from divesting below 51%.

2. PSUs will not be disinvested beyond 51%. Disinvestment target of $6 bio in 2012-13.
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3. National Investment Fund setup for proceeds of disinvestments which would be used to fund CSS and to provide capital to profit making PSUs.   
4. New PSUs are still being created (220 old and 28 new as in March 2011). The new ones are mainly subsidiaries or SPVs.

Iron & Steel
Pre-Independence
Nature & Character

1. It was localized due to concentration of necessary raw materials in a few locations as well as bulky nature. Jharkhand, Chattisgarh, Odisha main centers.
2. It was oriented towards domestic consumption mainly except during wars. It catered to needs of Indian Railway, £ government etc.

Post-Independence
Phase 1 (1947-71)

1. State policy. Private sector was disallowed except for existing houses, they couldn't expand, government controlled major resources including fx. Licensing.
2. Obsolete Technology. Even public sector lagged.
3. Production increased slowly from 1 MT to 3 MT by 1971.

 Phase 2 (1971-91)

1. Restrictions were relaxed to some extent on the sector. Output increased from 3 MT to 13 MT by 1991.

 Phase 3 (from 1991)

1. Sector completely opened up. Capacity is 90 MT in 2011-12 (China has 850 MT) and is projected to be 115 MT by 2017. Finished steel production was 70 MT in 
2011-12 (China produced 700 MT). 20 MT was exported while 33 MT was imported in 2011-12.

 Current Problems

1. Raw material sourcing. Coking coal in particular is scarce. But coking coal prices are coming down and steps are being taken to move to alternate technologies. 
There is a shortage of natural gas for gas based steel plants. This shortage has to be met by costly imports which affects the financial viability of the plants.

2. Illegal mining and subsequent bans.
3. Environmental clearances. Land acquisition issues.
4. India has increased the export duty on iron ore from 20% to 30%. This and the SC ban has led to a fall in iron ore exports from 90 MT in 2010-11 to 60 MT in 

2011-12. India produces 210 MT of ore (compared to China 1.3 bio).
5. Steel demand has grown by 10.6% p.a. form 2009-10 to 2011-12 while the production has grown @ 8.7% only. India is 4th largest crude steel producer in the 

world.           

Urban Development

Created: 12/14/2011 12:33 AM

Source: file:///

PURA

1. Physical connectivity in the form of road, transportation and power connectivity.
2. Electronic connectivity in the form of reliable telecom, internet and IT Services.
3. Knowledge connectivity in the form of good educational and training institutions.
4. Market connectivity that would enable farmers to get the best price for their produce.
5. Provision of drinking water supply and upgradation of existing health facilities.

PURA 2.0

1. Focus on 'census towns'.
2. Focus on PPP following an agreement between Gram Panchayats and the private parties.

3. “Census towns” fulfill three broad criteria like 5,000 population with a density of 400 people per square kilometre and where the male population engaged in 

non-agricultural employment activities is more than 75 per cent.
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PARANJPE COMMITTEE

Urbanisation
Presently, India is at the cusp of rapid urbanisation and the extent of urbanisation is accelerating at a rapid pace. Census data 2011 reveals that about 31 per cent (377 
million) of Indian population live in urban areas. The share of persons living in urban areas rose by 3.35 per cent in the decade 2001 to 2011 as against only 2.10 per 
cent in the decade 1991 to 2001

The process of urbanization in India is mostly characterized by dramatic increase in the number of large cities. In 1951, there were only five metropolitan cities (with 
population of over 1 million), i.e., Kolkata, Mumbai, Chennai, Hyderabad, and Delhi. Their number increased to 12 in 1981, 35 in 2001 and 53 in 2011 and is further 
expected to be about 68 in 2030.

At least two of them (Mumbai and Delhi) will be among the five largest cities in the world by 2030. In parallel many smaller towns are growing faster than mega cities 
and Tier 2 cities adding more private sector jobs than the metropolises, partly due to higher size of informal sector and lower real estate prices (Gupta, 2013)
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can help solve land issues - The top 100 large cities in India produce 42 per cent of GDP with 16 per cent population and just 0.24 per cent of land area. In the coming 
decades, the urban sector will play a more critical role in the structural transformation of the Indian economy and in sustaining the high rates of economic growth.

The size of the municipal fiscal sector in India is very small, especially in relation to the public services these bodies are mandated to deliver and also as compared to 
many developing nations. The total municipal revenue in India accounts for about 0.75 per cent of the country’s GDP as against a figure of 4.5 per cent for Poland, 5 
per cent for Brazil and 6 per cent for South Africa. In terms of both revenue and expenditure, the ULBs account for only about two to three per cent of the combined 
revenue and expenditure of Central Government, State Governments and ULBs. This is in contrast to the situation in advanced countries where local bodies normally 
account for 20 to35 per cent of the total government expenditure.

the municipal bond market in India, albeit more than a decade and a half old, is still in a nascent stage. Bangalore Mahanagara Palike was the first ULB to have raised 
resources through private placement of municipal bonds in 1997 and Ahmadabad Municipal Corporation was the first to make a public offering in 1998. It was also the 
first municipal bond without a state government guarantee. Since 1997, only 28 municipal bond issues have taken place in India, which have included taxable and tax-
free bonds and pooled financing issues, mobilizing funds to the tune of nearly ` 30 billion. Most of these have been private placements rather than public offers. A look 
at the trend in the value of municipal bond issues since 1997 suggests that the value of municipal bond issuances that were on a rise till 2005 has seen a sharp fall 
since then and there has been very few issuances since 2007 and practically no issue after 2010. The most preferred pattern has been tax free bonds (close to 50 per 
cent of municipal bonds, both in number as well as value), followed by taxable municipal bonds and, lastly, pooled finance bonds. The tenors of the issues have varied, 
being mostly in the range of five to 10 years; project-specific pooled issues have had a tenor of 15 years. The subscribers mainly include banks, corporations, 
individuals, companies, trusts, funds, associations, Financial Institutions (FIs) and non-resident Indians. Majority of the municipal bond issues have been used to fund 
water supply and sewerage projects followed by road works. This is possibly because user charges or tariffs in such infrastructure projects are easier to enforce and 
the amount and frequency of expected revenues can be predicted reasonably.

The size of the municipal bond market today is limited and distributed over a few strong municipalities of Ahmedabad, Nasik, Nagpur, etc. On the positive side, most of 
the municipal bonds issued so far were not backed by government guarantee proving that local governments can access the capital market to finance efficient delivery 
of civic services. It may be noted that despite urban local bodies having weak finances in India, none of the municipal bond issues have defaulted in repayment to date. 
Also, as part of the Jawaharlal Nehru National Urban Renewal Mission (JNNURM), Government of India has also taken initiatives to promote this route via assigning 
credit ratings on a regular basis for municipal corporations. Very few ULBs, however, appear to be planning for market borrowing as a source of finance for them.

he possible reasons are as follows:

(i) Even after having investment grade ratings, ULBs do not have easy and cheap access to finance as they are still considered to be riskier than the corporates with 
same rating. Development of municipal bond market is significantly linked to the financial position of states as most of the ULBs largely depend upon the devolution of 
resources and grants from the State governments. In case the financial position of States is not perceived to be sustainable, it may lead to unpredictability of transfers 
from State governments to ULBs and hence may impact outlook of financial position of ULBs. In other words, credit rating of an ULB to a large extent depends on the 
State’s financial position.

(ii) The budgeting and accounting systems of ULBs still lack transparency, except in a few big ULBs. This leaves scope for misappropriation of assets and misleading 
picture of income and expenditure of ULBs. This also affects rating process of rating agencies.

(iii) Another key issue is liquidity of the secondary bond market to trade municipal bonds in India. An active secondary trading market is almost non-existent in India.

(iv) It has been observed from the experience of bond issuances by ULBs that due to poor project evaluation and lack of specialized project management support, ULBs 
have not been able to use the mobilised resources through bonds effectively. Some such municipalities include Ahmedabad and Nashik. These inadequacies, in terms 
of financial as well as physical planning, lead to high cost of capital for ULBs and, thus, losses arising out of interest payments.

(v) There is no specific statute which governs the insolvency aspect of ULBs like the corporates.

Pooled Finance

15. The idea behind pooled finance is that since small and medium ULBs are not able to access capital markets directly on the strength of their own balance sheets, 
and the cost of transactions also act as a barrier, pooled financing mechanisms can play an important role. These encourage, on the one hand, state governments and 
mid- to small-sized ULBs to pool their projects together to achieve a marketable size of the pooled bond issuance and, on the other hand, create a risk mitigated 
environment for the capital and financial markets at large. The success of the pooled finance model as demonstrated in the States of Tamil Nadu and Karnataka 
subsequently led the Government of India to create a central fund that enables capital investments to be pooled under one state borrowing umbrella in order to reap 
the benefits of economies of scale. Thus, the Pooled Finance Development Fund (PFDF) Scheme was set up by the Government of India’s Ministry of Urban 
Development so as to enable ULBs to access market borrowings through state-level pooled mechanism

PPP in Urban Infrastructure

PPP in urban infrastructure has tremendous potential, particularly in sectors like water supply and sewerage, solid waste management and urban housing and 
transport. PPPs are essentially structured around a robust revenue model (

here are some challenges, which are generally highlighted, for the overall success of PPP in urban infrastructure in India. First, the commercial non-viability of projects 
that acts as a major deterrent to the entry of private firms. Very few projects are financially sustainable on the basis of user fee alone. Particularly in the field of water 
supply and sewerage, the low user charges make water supply and sewerage projects non-bankable given that such projects require general revenue support even for 
operations and maintenance. Second, the relatively smaller size/value of projects as compared with big infra projects in power, roads, telecom also makes some of 
these projects unattractive for private companies. Third, is the inability of ULBs to generate a strong internal revenue base. Very often private money is thought to be a 
substitute for weak local body finances.

Linkages with Jawaharlal Nehru National Urban Renewal Mission (JNNURM)

Jawaharlal Nehru National Urban Renewal Mission (JNNURM) is a massive city-modernisation scheme launched by the Government of India under the Ministry of Urban 
Development in 2005 for a seven-year period up to March 2012, later extended to March 2014. JNNURM envisages government funding to be used as an explicit 
catalyst for private investment in infrastructure. The funds for the programme are channelled through state-level agencies, where grants from the central and state 
governments are pooled and passed on as grants or soft loans to cities provided that they have prepared sustainable development strategies and the investments 
identified fit into these strategies. The share of grant funding by the central government varies from 35 per cent in the larger cities to up to 90 per cent in cities in the 
North-Eastern region. With the launch of the reform-driven and part-grant financed JNNURM scheme, both the macro-environment as well as project-level micro 
environment has become more and more congenial for PPPs in the urban sector. JNNURM has led to a significant step up in private investment in Indian urban sector 
through the PPP mode. To encourage more PPPs, it is, however, important to develop bankable or financially-sustainable models at a project level. After a project is 
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started, there is a need to reduce delays in project implementation due to various regulatory approvals, land acquisition issues, etc. A frequently expressed criticism of 
JNNURM has been that the large numbers of projects were executed through parastatals. As a result, ULBs, which are the main institutions under the Constitution for 
participatory governance at ground level, have remained marginalised. Lack of participatory process has reduced the ownership of programmes by people. Against this 
backdrop, under the 12th Five Year Plan the government has come up with JNNURM-II that emphasises on People Public Private Partnerships (PPPP).  Further, JNNURM 
II will be extended to all cities as against only “Mission city” approach of JNNURM-I.

Urban Infrastructure Financing Institutions

28. Financing institutions that cater to the needs of the urban infrastructure by extending term loans and investing in their issues include Government Institutions like 
Housing & Urban Development Corporation limited (HUDCO), Life Insurance Corporation of India (LIC), banks and other specialised infrastructure finance entities like 
India Infrastructure Finance Company Limited (IIFCL), Infrastructure development Finance company Ltd (IDFC), Infrastructure Leasing and Financial Services Ltd 
(IL&FS).

36. Currently, however, the scope for incremental financing by banks to infrastructure sector is limited. The single borrower and group borrower limits for banks in 
India are already high in comparison to international standards, in view of the need for large financing needs of the infrastructure sector. Any further increase in 
exposure limits would lead to higher concentration and asset-liability mismatch risks for banks. Recognising this, the Reserve Bank has permitted banks to enter into 
takeout financing arrangement with IDFC/other FIs and has allowed refinancing through Infrastructure Debt Funds (IDFs).

37. There is also a demand from certain sections to grant Statutory Liquidity Ratio (SLR) status to urban infra-bonds

V. Challenges and Strategies in Financing Urban Infrastructure

Enhancing Own Resource Mobilisation Capacity

38. Without underplaying the important role that private sector can play in funding infrastructure, let me also highlight the general consensus that has developed in this 
regard that financing urban sector expenditures cannot be analysed independently of the ULBs own revenue position. A strong revenue position is required for the ULB 
not only for its own sake but also to attract private investment. This results in an improvement in ‘municipal credit worthiness’ and so far this has been a very 
important, rather most important factor, that has enabled municipalities to access the bond market and attract private investors. In many cases, ULBs have not been 
able to attract external finance mainly because of the precarious state of their own finances and poor governance. Cross country analysis also shows that a large part 
of the urban funding, (more than 80 per cent) comes from two main sources: (i) user charges and municipal taxes (such as, property tax) and (ii) intergovernmental 
transfers. Share of debt financing, public private partnerships and land monetization in total urban funding varies from just 6 per cent in New York to 13 per cent in 
London to 18 per cent in Shanghai6. It is against this backdrop that it becomes imperative that Indian ULBs enhance their resource mobilisation capacity in terms of 
taxes and other revenues that are already assigned to them.

39. For private investors to evince the interest in urban infrastructure and municipal bonds, it is necessary to enhance the ability of ULBs to have consistent revenues so 
that their bonds are seen as almost completely free from default risk. There is a particular need for focusing on maximization of revenues from property taxes and 
user charges. ‘Users pay’, ‘beneficiaries pay’ and ‘polluters pay’ are the cornerstones of local public finance as suggested by theory as well as practice7. They must be 
fully made use of through scientific ways of identifying tax base (Mohanty et al, 2007). It is desirable that services like water supply, which can be measured and for 
which beneficiaries can be identified without incurring a huge cost, are financed through user charges. One should not underestimate this source of revenue. In fact, 
experience shows that user charges could actually contribute to meeting the capital investment in a big way8. Under the JNNURM-I that had insisted on 100 per cent 
recovery of operation and maintenance (O&M) costs by way of user charge collections, while many could not reach that level, some municipalities in Tamil Nadu (viz., 
Porur, Tambaram and Madurai) have proved that cost recovery could be as high as 300 to 400 per cent, leading to recovery of the capital expenditure too, besides the 
O&M charges. Hence, it is necessary to try and improve user-charge collections to recover at least O&M expenditure on water, sewage, mass transit, and affordable 
housing.

40. Estimates suggest that India collects only an estimated 0.04 to 0.08 per cent of property values as property taxes—one of the lowest rates in the world. Some 
cities, including Bangalore and Delhi, have moved toward better assessment of property taxes. It is understood Ahmadabad and Hyderabad are also working towards it 
but there is still a long way to go before India can maximize its use of this type of revenue. It is, thus, necessary for all cities to try and exploit this source.

State Fiscal Position and Intergovernmental Transfers

41. Even though an urban local body based on its good fiscal credentials gets a good rating, it may not be able to attract private investors if the concerned state 
government‘s fiscal and financial position is perceived to be weak. Based on the model of Anglo-Saxon countries like the United Kingdom and Australia, the Indian 
urban public finance in India is also significantly dependent upon intergovernmental transfers. Most of the ULBs significantly depend upon the devolution of resources 
and grants from the State governments in addition to their ‘own’ and ‘shared’ revenues. This has two contradictory implications. First, in case the financial position of 
States is not sustainable, it may lead to unpredictability of transfers from State governments to ULBs and hence may impact outlook of financial position of ULBs. This is 
more so in the current framework when most of the states are committed to reducing fiscal deficit as per their Fiscal Responsibility Acts. Second, it is generally alleged 
that the present system of inter-governmental transfers to ULBs is ad hoc whereby transfers often bail out the incompetent and the irresponsible ULBs. In the kind of 
federal framework that we have in India, inter-governmental transfers will remain an integral part of solving the vertical imbalance in the assignment of responsibilities 
and fiscal powers between centre, state and local bodies. Hence, there is a need for establishing/strengthening and effective functioning of State Finance Commissions 
(SFCs) by all States and efforts should be made to have well laid down performance- linked transfers policies that are more objective, transparent and predictable so 
as to bridge the fiscal gap of ULBs without creating any kind of moral hazard. The Thirteenth Finance Commission (ThFC) has taken some steps in this regard by 
linking devolution of funds to implementation of reforms by ULBs9. A couple of states do qualify for such performance grants, but similar efforts by all states would be 
desirable.

Improving the Data Base for Urban Local Bodies

42. There is a need for a comprehensive and unified database on ULBs. This is a very crucial aspect. At present the reporting requirements for ULBs in India are weak. 
Experience so far shows that it takes a long time by the rating agencies to assign rating to ULBs mainly due to non-availability of systematic information on most of the 
parameters. Although a number of Municipal Corporations have made efforts to switch over to double entry accrual-based accounting system, progress seems to be 
more visible only in select States viz., Tamil Nadu, Andhra Pradesh and Karnataka. There is a need for standardisation of financial recording and reporting formats by 
ULBs so as to enhance the ability to consolidate ULBs accounts at State and at all India levels. The ThFC, in its report submitted in 2009, had noted that 
notwithstanding the fact that the Eleventh and Twelfth Finance Commissions underlined the need for maintaining a data base as well as up-to-date accounts of the 
local bodies and made a provision for supporting State governments in addressing these shortcomings, no credible data on the financial performance of the local 
bodies could be obtained. In view of this, the ThFC reiterated that the States should implement in all ULBs an accounting framework consistent with the accounting 
format and codification pattern suggested in the National Municipal Accounts Manual (NMAM) of the Ministry of Urban Development (MoUD)10. There is, thus, a need to 
devise and implement a uniform pattern of budgetary and accounting practices to enable improved compilation/reporting/dissemination of financial data relating to 
ULBs.

Developing the Domestic Debt Market
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43. Municipal bond markets that were active till about 2005-06 have not shown much progress in past few years. There is a need for further deepening the bond 
markets and encouraging municipalities to tap these bond markets by creating project-specific SPVs. Greater disclosure standards and an effective dispute-resolution 
mechanism are required. The overall perception of municipal bonds being risky has to change. Experience shows that all those who have successfully accessed bond 
market have cashed in on their creditworthiness image. There is also a demand from certain circles to remove the fixed cap on tax free interest from municipal bonds 
as it does not respond to market conditions and makes municipal bonds unattractive at times depending upon prevailing interest rates. Hence, it is felt that tax laws 
concerning municipal bonds could be revisited once in two years.Given the long term nature of infrastructure financing which is beyond the normal 5-8 year loan tenors 
of commercial banks and the decreasing scope for incremental financing by banks, there is an argument to relax norms for pension/insurance/provident funds that can 
fill in some of the gap in debt financing in the infrastructure sector in general and urban infrastructure in particular. Combining term loans with bond refinancing could 
also increase overall financing and help reach financial closure.

Upscaling PPPs

44. Currently, PPPs constitute only a small part of the urban infrastructure investment. It is crucial that as in case of roads and airport sector, PPPs should become the 
default mode of undertaking projects in the urban sector as well. But for that one has to create commercially viable and bankable projects which are attractive to 
private sector. One has to encourage PPP mode through monetizable models, project specific SPVs, well-structured ?Requests for Proposals’ and draft contracts 
ensuring a fair and balanced relationship with clear and realistic risk allocation. Only then serious contenders from the private sector will come forth.

45. It is a well-known fact that a large part of the infrastructure sector in India (especially irrigation, water supply, urban sanitation, and state road transport) is not 
amenable to commercialisation for various regulatory, political and legal constraints. Due to this, Government is not in a position to levy sufficient user charges on 
these services. The insufficiency of user charges on infrastructure projects negatively affect the servicing of the infrastructure loans. Generally, such loans are taken on 
a non-recourse basis and are highly dependent on cash flows. Hence, levy and collection of appropriate user charges becomes essential for financial viability of the 
projects.

46. Urban Infrastructure sector is today at the same stage where the road sector was about 15 years back. The strategies adopted and lessons drawn from the 
privatization process of the road sector should be put to use for successful privatization of urban infra projects11. As highlighted in the Report of Sub-committee on 
Financing Infrastructure in the 12th Plan (2012), there is a need for standardized project documents (bid and concession agreements) as in the case of road or power 
sector. Lender’s interests are to be adequately and appropriately protected in the concession agreements like in the model concession agreement of transportation or 
power sector.

47. Also, one has to learn the lessons from the central/state level infra-projects, more than half of which are stuck due to various regulatory/administrative hurdles, 
land acquisition issues and environmental clearances. Consequently most of these projects have exhibited significant time and cost overruns making projects unviable. 
Effective governance is another key to the success of private investment. Today telecom and coal sector are examples of how lack of effective governance can bring 
them to a standstill. Of course, Government in the past few months have taken a lot of measures to address some of these issues. Urban sector is at an early stage of 
its journey of the PPP mode and we should be careful in creating the enabling environment for the private sector to operate effectively in this framework in which risks 
and rewards are shared in an optimal way.

Unlocking Land Value

48. Evidence suggests that land, especially in and around urban areas, can be tapped for generating resources for supporting sustainable urbanization. Sales revenues 
from MMRDA land auctions in Bandra-Kurla complex in January 2006 was a staggering `23 billion, which was two times more than the total infrastructure investment 
made by the Mumbai Municipal Corporation during 2004-05. The Report on Monetizing Land prepared for the ThFC12 has presented a case for financing urbanization 
using land based instruments. As per the study, about 15 per cent of ULB revenues have in the 10 years (1998-99 to 2007-08) come from the sale/lease of land by 
Development Authorities in the cities of Kolkata, Bangalore and Ahmedabad. Thus, there is a case for better tapping of some of the land based financing sources like 
conversion charges, betterment charges and development charges. Vacant land tax could be an important source of financing. While common internationally, 
especially in Latin America countries which levy about 3 per cent tax on the capital value of properties, vacant land tax is sparingly used in India. This instrument can 
also contribute to promoting housing if the tax rate on built-up land is lower than on vacant premises. A comprehensive registry of urban land at all levels of 
government is needed as a first step towards putting land based instruments to good use.

Potential Role of Micro-finance Institutions

49. Some Microfinance institutions (MFIs) in conjunction with NGOs have also played an important, albeit limited role in providing access to urban infrastructure, 
particularly for slum development, such as, SEWA in Gujarat. Local feel of the area, low cost of delivery and absence of bureaucratic processes are the unique selling 
propositions (USPs) of the MFIs. About 25 per cent of India’s urban population live in slums and urban development cannot be carried out by neglecting slums. 
Recognising this, the potential with MFIs could be explored and exploited to ensure better service delivery, particularly in sectors like water supply and sanitation and 
home improvement lendings in urban areas through micro loans and supporting services. The reasons for the less popularity of MFIs in urban infrastructure space 
could be linked to their complex setting when compared with the rural areas; recent problems that have dented the credibility of the sector; lack of enthusiasm on the 
part of the public authorities and the political class to engage in the sector and the perception that the concept of MFI’s has a rural origin.

Enhanced Scope for Multilateral/Bilateral Loans

50. Multilateral/bilateral assistance has been an important contributor to urban infrastructure financing, albeit at a lower scale so far. This could, however, become an 
significant source of debt financing. As per the 12th Plan estimates, about 8 per cent of the total projected urban transport infrastructure investment requirements 
have to come from multilateral/bilateral loans13. While on the one hand, such loans have the advantage of having lower interest rates compared to commercial loans, 
they generally have conditionalities attached to them. Also, these loans are seldom offered at the sub-sovereign level. Notwithstanding this, ULBs need to improve their 
credit worthiness and overall bargaining power so as to make some of the first steps towards accessing international finance at cheaper rates with suitable 
state/central government guarantees. They also have to put in place the mechanism to mitigate foreign exchange related risk.

Regulatory Framework for Municipal Defaults

51. The process whereby municipal default, or the threat of default, is handled in India is extremely opaque and there is almost no reliable or objective data 
concerning it. In the absence of any municipal bankruptcy process, any default is generally handled through a three-way negotiating process involving the borrowing 
municipality, the relevant state government, and the investor, with the state government playing a very significant role. The process is generally ad hoc, often strongly 
relationship-driven, and is usually affected by a range of political and commercial considerations (World Bank, 2011). Keeping this in mind, there is a need for a well 
laid down default resolution mechanism for municipalities so as to avoid moral hazard on the part of borrowers and attract private investors.

Best Practices and Innovations

52. There are many best practices and innovative experiments undertaken by some of the ULBs and State Governments in India in areas, such as, local resource 
mobilization, expenditure management, raising debt funds and in engaging private sector. Sometimes it is purely a local body initiative and sometimes at the behest of 
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the State Government. The same needs to be discussed and disseminated widely. A national institutional set up on urban best practices and innovations by urban local 
bodies in the country and outside may also be developed. This Conference, ofcourse, is a constructive step towards this end.

Professional Management in ULBs

53. There are several studies that suggest that local bodies are not fully equipped to take up the responsibility of long term planning, especially of launching capital 
projects. A considerable expertise is required to identify the infrastructure projects appropriate for the development of urban areas and make a proper assessment of 
resources required. One of the biggest concerns for investors in ULBs arise from political risks. It is therefore necessary to put in place all possible measures to 
insulate project financing structures from political interference or decisions based on political and other external considerations. More than any credit guarantees, 
investors will value ensuring that such projects are insulated from politically populist interventions. Tariffs and other revenue streams from such projects need to be 
fully ring-fenced from the vagaries of politics. Given the weak institutional capacity of ULBs to monitor the implementation of such arrangements, it is also imperative 
that release of funds is followed by capacity building to monitor its implementation. Lateral induction from private sector and internship from reputed 
management/educational institutions in a structured and incentivized framework could greatly aid in professionalization of the ULBs, particularly in the areas of urban 
infrastructure management.

Jawaharlal Nehru National Urban Renewal Mission (JNNURM), 2005

1. Its chief aim was to develop housing for the slum dwellers. Rajiv Awas Yojna, Slum Dwellers Bill and Credit Risk Guarantee Fund are all part of JNNURM. 
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Drawbacks in JNNURM Phase 1

1. The States were of the view that the projects could not be started because of cost escalation, land disputes and caste census. 
2. The north eastern states were of the view that though under JNNURM the funding pattern was 90:10 (centre:state), the actual burden came out to be 60:40.

JNNURM Phase 2, 2011

1. This phase will focus on strengthening local municipal bodies and making them more professional and viable.
2. Use of e-governance initiatives and Citizen Charter will help improve public service delivery.
3. PPP is the way forward.

Rajiv Awas Yojana

Features
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1. It looks to grant full property rights to slum-dwellers and for this purpose makes it mandatory for the states to enact state legislations. 
2. Its guiding principle is in-situ development and no eviction unless a site is identified as “untenable” by the local authorities. If a site is found to be untenable, 

an alternative site must be found in consultation with the community and, as far as possible, within the same ward to minimise adverse effects on livelihoods.

Analysis

1. The large city bias: Small and medium towns have been excluded from JNNURM and RAY, despite there being clear evidence of a high incidence of poverty.
2. Problems in identifying ownership:  Due to the absence of land records, non-transparent deals, and ownership conflicts, it is difficult at present to answer 

questions of ownership of slum land in several places. There is always the temptation is to shift slums away from prime city lands as they are a major source 
of revenue. So large scale eviction is possible in reality.

3. Low funding provision: The real challenge would be keeping the cost of a flat with 300 square feet to Rs 2,20,000 in large cities. This would necessitate 
making land available free of charge and heavy subsidies for material cost and interest payment. Unfortunately, no arrangements have been made for providing 
the required land and capital. 

Credit Guarantee Fund Scheme under Rajiv Awas Yojna

1. The Union Government will provide guarantee for all collateral free house loans for up to Rs. 5 lac. 90% will be guaranteed up to Rs. 2 lac and 85% from Rs 2 
to 5 lac.

2. A Credit Risk Guarantee Fund Trust  (CGFT) has been setup for monitoring it. Currently only 25% of the housing loans are for < Rs. 5 lac and out of that only 
a fraction to EWS / LIG.

Model Property Rights to Slum Dwellers Bill, 2011

1. Any person living in a slum as on 4 June 2009 shall be entitled to an affordable residential unit. He will get the legal title (the title will be given to the female or 
the male and female jointly). The residential unit will be non transferable but mortgageable. It shall be in 
situ as far as possible and until the person gets the residential unit, he shall be entitled to all basic civic amenities.

2. A Grievance Redressal Committee (GRC) shall be setup to settle disputes over slum dweller identification. Civil courts shall have no jurisdiction in its matters.
3. An Urban Area Slum Redevelopment Committee will be setup to implement the Act in each district i.e. identify slum dwellers, slums etc.

Real Estate (Regulation & Development) Bill, 2011

1. A Real Estate Regulatory Authority (RERA) will be setup in each state. It will keep an oversight over the sector and also act as first level dispute resolution 
authority. All builders/developers will have to register with the Authority and will have to make public certain details about the project like land status, clearance 
obtained etc.  

2. Both developers and the consumers will have to stick to the schedule and project specifications otherwise pay fines with due interest. A part of the 
money received from consumers to be kept in a separate account meant for the project only.

3. A Real Estate Appellate Tribunal (REAT) to be setup to hear appeals against the Authority. Civil courts shall not have jurisdiction over its cases and it can also 
create benches.  

Drawbacks

1. It covers projects only above 4,000 sq. m.
2. It doesn't prevent builders from constructing on the commons after project sale. 

Central Legislation (Draft) for Street Vendors

1. Vendors to be protected from harassment by civil authorities and police.
2. Vending zones will be demarcated.
3. Vendors and women will have adequate representation in committees setup for oversight and implementation.   
4. Quick grievance redressal mechanism will be established. 

  Three statutes from the Bill illustrate its spirit. One, it requires, ambitiously, every city municipal corporation to form a "Town Vending Committee" made up of the 
municipal commissioner and representatives of local planning authorities, resident welfare associations and street vendors themselves. Every person intending to 
become a vendor would have to apply to the committee for a certificate and a location.

The third stipulation in the bill worth emphasizing is the one requiring town plans to "ensure that the provision of space or area for street vending is reasonable and 
consistent with existing natural markets." This means that street vendors can’t just be picked up and "relocated" to some distant zone

Second, the bill enjoins all city municipal corporations to undertake a survey of street vendors and to make room for them in a town plan, up to a number amounting to 
a maximum of 2.5% of the local population. 

Census 2011 on slums

Findings

1. The gap between slum and non-slum is narrowing. This may lead one to conclude that the conditions in which the urban poor live are improving. 
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2. There are far fewer slum households within cities than estimated earlier and also fewer towns and cities report having any slums at all. 

Analysis

1. Do urban poor live only in slums?
1. Census definition of slum: It goes beyond the 'notified' and 'recognized' slums and also takes into account the 'identified' slums.

Notified Slums declared as such under any statute including Slum Acts.
Recognised Slums that may not be notified under statutes but are acknowledged and categorised as slums by state or local authorities.
Identified Slums “of at least 300 residents or about 60-70 households of poorly built congested tenements, in unhygienic environment usually 
with inadequate infrastructure and lacking in proper sanitary and drinking water facilities”.

2. The NSSO and PC define the slum as cluster of 20 or more households.
3. The slums below 60-70 household limit are likely be of the most vulnerable slums. This is because Indian cities, especially the metros, have seen a 

tremendous increase in cycles of eviction and displacement in the last decade. So the most vulnerable who are unable to find a livelihood in villages, 
come back and settle in these small slums.

SLUMS IN CENSUS

And, dwellings with roofs or walls of GI sheets were not counted as slum.

But strangely , while counting the slum population the Census did not consider these census towns at all.  because they are still new settlements, a large number of 
slum dwellings is likely to be found in these census towns

Given the real estate boom and growing urban population, there is no space for huge Dharavi-like sprawls in our cities. Poorer people now settle down in whatever 
small space they find. So, the unit for our measurement should be 20 households ,

National Urban Livelihood Mission (NULM) 
Urban Poverty Background 

1. NULM has an open architecture so that it can be flexible and adaptable.
2. Cities currently contribute ~60% to the GDP. Still ~ 90 mm live in slums. ~92% of India’s workforce was engaged in the informal economy. Therefore, skill 

development in unorganized sector is critical.
3. SJSRY is the only centrally sponsored scheme focusing on urban poverty. However, lack of funds, administrative structures and capacity led to its failure. 

MGNREGA cant be imposed in urban areas because urban poverty alleviation needs skill development and not unskilled labor. 

Swarna Jayanti Shahari Rozgar Yojana (SJSRY) 

1. SJSRY encourages setting up of self-employment ventures as well as wage employment. It creates suitable community structures like SHGs.
2. The revamped SJSRY has five major components - (a) Urban Self Employment, (b) Urban Women Self-help, (c) Skill Training, (d) Urban Wage Employment, (e) 

Urban Community Development. The above programmes are implemented in convergence with other programmes relating to slum development/urban poverty 
alleviation.

NULM Basic Approach

1. A vulnerability based approach is followed in NULM. Urban poor suffer from residential, social and occupational vulnerabilities. The residential vulnerability is 
reflected in the lack of access to shelter and basic services, social vulnerability is reflected in the form of social ghettoification, lack of social protection and 
voice in governance, and occupational vulnerability is reflected in poor informal occupations with no livelihood security.

2. The government is trying to address the residential vulnerability through JnNURM and Rajiv Awas Yojana (RAY). For social vulnerability, social security 
programmes are being worked out. NULM addresses occupational vulnerability.  

Salient Features of NULM

1. NULM would focus on skill up-gradation, entrepreneurship development and credit availability.
2. NULM will have an open flexible architecture with strong IT base.
3. NULM will establish Service Centers or Aadhar Kendras which will act as “one-stop shop” for those seeking services relating to marketing promotion, skill 

development, employment and training.  

5.4.3.4 Solid Waste Management

5.4.3.4.2 However, in spite of deployment of such a large workforce for solid waste management, the results are not satisfactory. In a typical city, the ‘public dust-bin’ 
approach is very common for garbage disposal. This approach has several drawbacks. Not all households and other commercial units put the garbage in the dustbins. 
Thus the garbage collection efficiency is very low, and whatever garbage gets collected is not segregated. This composite garbage is transported by municipal 
vehicles to the outskirts and on open ground. Very few municipal bodies adopt technically sound garbage disposal techniques.

5.4.3.4.3 The weaknesses of the existing system of solid waste management are: (i) the professional and managerial capacities of the municipal bodies are limited 
and this is more pronounced in case of smaller cities; (ii) no charges are levied for garbage collection or disposal, nor are there any incentives for reducing garbage 
generation or recycling waste;(iii) no separate costing is done for this function; (iv) indiscriminate use of plastic bags and goods; (v) recourse to modern technology is 
rare and; (vi) segregation of garbage at the source is not enforced. 

5.4.3.4.4 The management of waste has three basic components: (a) collection (b) segregation for different types of disposal and (c) disposal. The first lends itself to 
community participation and also privatisation and must be made a part of the activities of Area Sabhas and local NGOs/CBOs who may charge for this.

The second component requires segregation into categories for different types of disposal. Unfortunately, our pattern of disposal is mainly one of indiscriminate 
dumping. It is essential to initiate a civic programme especially in the larger cities to segregate household waste according to its degradability.

This would ease the burden on civic authorities. The third component is that of efficient disposal, which can also be carried out either by the local bodies themselves 
or with private sector participation

5.4.3.5 Scavenging
Apart from the legislative framework provided by this Act, the Union Government has approached the problem with a two-pronged strategy: first, by providing an 
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alternative to dry latrines by way of low cost sanitation units under the Integrated Low Cost Sanitation Scheme (ILCSS) which is in operation from 1980-81 and 
second, by providing training and rehabilitation in alternative occupations

5.4.3.6. Power Utilities and Municipal Bodies
5.4.3.6.1 Urban Local Bodies do not usually have a role in the supervision or operation of power utilities. Mumbai is an exception.

Local distribution utilities have several advantages:they can adapt to local conditions and problems with greater flexibility, the decision making authorities come closer 
to the consumers enabling citizens to have a sense of ownership of such utilities and giving them a greater sense of responsibility and, it becomes possible to achieve 
convergence with other civic amenities like water supply, street lighting, sanitation etc. An option could be to hand over distribution of power to the municipal bodies; 
however, with the existing organisational and technical capabilities of the municipal bodies, this may not be possible. Therefore, as a pre-requisite, the capacity of the 
municipal bodies needs to be enhanced, and then in a phased manner they could take over the function of power distribution, starting with small manageable areas 
within their jurisdiction.

5.4.3.6.3 Municipal bodies can also play a major role in proper planning of the distribution networks along with other networks like water supply and 
telecommunication

5.4.5. Urban Transport Management

The rapid increase in travel demand has been met (to a large extent) by increase in the number of vehicles. But the expansion of road space has not taken place at 
the same pace. Moreover, the growth in the number of vehicles has been rather skewed – with personalised vehicles inceasing at a much faster rate than public 
transport vehicles. This has led to traffic congestion in almost all major cities in India.

5.4.5.3 Some cities like Mumbai and Bengaluru have exclusive organisations for providing  city bus services. In some cities, these services are directly run by the 
State’s road transport corporation. Only a few cities in Maharashtra and Gujarat have bus services run by the municipalities themselves
 
The State owned transport corporations have generally been running on deficits and have been unable to fund expansion in capacities to the desired level. The 
resource crunch has also prevented them from improving their quality of services. A large number of factors have been responsible for the rather unsatisfactory 
performance of the State owned public transport corporations – ad hoc fare policy, indiscipline amongst staff, managerial and operational inefficiencies, unscientific 
route planning, unsound personnel policies and political interference are some of them.

No well structured effort to involve the private sector in the provisioning of bus services is visible and small scale private operators continue to provide the bulk of the 
services in an undisciplined and unsafe environment in many cities.

5.4.5.5 National Urban Transport Policy: The Union Government has formulated a National Urban Transport Policy which seeks to redress to some extent the neglect 
of this sector. It has the following objectives:

Ø to bring about better integration of land use and transport planning so as to improve access to jobs, education, etc;

Ø to encourage public transport and non-motorised transport so that the dependence on personal motor vehicles is reduced;

Ø to offer Union Government support for investments in cycle tracks and pedestrian paths;

Ø to offer Union Government support for investments in mass transit systems;

Ø to have a more coordinated approach to urban transport management through Unified Metropolitan Transport Authorities;

Ø to offer support for capacity building at the State level;

Ø to design parking facilities in a manner that encourages greater use of public transport and non-motorised modes as also financial support for construction of 
parking complexes;

Ø to provide concessions for the adoption of cleaner fuel and vehicle technologies so that the pollution caused by motor vehicles gets reduced.

5.4.5.6 Management of Transportation Demand: In the past, the approach to solving the problem of congestion was to widen roads, build new roads, and construct 
flyovers etc – basically focussed on supply side management. Important as these measures are, unless they are complemented by demand management measures, 
congestion on roads would continue to grow. The use of personal vehicles needs to be discouraged by a judicious mix of fiscal and non fiscal measures. Singapore 
imposes an additional levy both on ownership of vehicles as well as use of vehicles. The Commission is of the view that in cities, a congestion levy may be imposed 
whenever a personalised vehicle enters a congested zone. Although there are implementation issues, proper use of IT can facilitate implementation.
 
Apart from congestion levy, measures such as allowing entry into congested areas only through public transport system, complete pedestrianisation of certain areas, 
facilitating movement of people through walking and cycling by providing the required infrastructure would all help in limiting the use of personal motorised modes of 
transport

5.4.5.7 Spatial planning is a major tool to contain travel demand. Interspersing small work areas and residential zones throughout the city rather than having work 
areas in one big zone far removed from the residential areas, planning high capacity transport corridors

5.4.5.8 Specific parking norms should be laid down in all CDPs/Master Plans with a long term perspective in order to take into account the increasing trend in the use 
of personal vehicles. The parking policy should also lay down norms for parking tariffs which should reflect the cost of land that is used for parking.
 
Thus, a single Authority, by whatever name or structure, must become the repository of all responsibility and authority within the municipal limits for all transportation 
related activities and decision making. The national policy talks of a Unified Metropolitan Transport Authority (UMTA) in metropolitan cities for coordinated planning of 
urban transport. But what is also required is a common ticketing and fare system for different modes of public transport and their integration so that they complement 
and not compete with one another. To make that happen, UMTAs will need powers to regulate all modes of transport, decide on routes for each operator, fix fares, 
service standards, etc.

5.5 Mega Cities
In First World and Third World countries alike, rapid urbanisation has led to a number of social and economic problems, including poverty, hunger, and homelessness, 
crime, and disease transmission. In addition, the resulting demand for land and resources has led to numerous environmental problems, including issues of pollution, 
sanitation, water, and energy.

5.5.1.2 The largest cities of India need to be provided a special administrative and legal status. In line with the principle of subsidiarity, there should be little reason 
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why State Governments should continue to exercise control over most of the activities of Metropolitan Corporations.

5.5.2.1 The three largest cities of India are agglomerations each with more than ten million people. While the term “megacity” is generally used for cities of this 
magnitude, some of India’s cities below that size, such as Chennai, Bengaluru and Hyderabad, are themselves gigantic and are domestically and internationally of 
economic significance. Each of these large agglomerations could be considered a megacity, too large and bulky to be governed in the traditional manner.

5.5.2.3 Indian megacities are bustling metropolises but the quality of living in these cities continues to deteriorate. The recent incidents of flooding and waterlogging in 
Mumbai have highlighted its creaking infrastructure even as it is set to become the second most populous city in the world, after Mexico city, by the year 2020 (with 
an estimated population of 25 million).

There is constant influx of migrants into the city, taking the level of the informal sector to two thirds of the working population and putting further pressure on land and 
services.

Less than a quarter of the population have the physical and financial access to good housing, and the shortage of housing stock makes it one of the most expensive 
cities in the world.

5.5.2.5 The problems that impinge on these sprawling metropolises, in a generic sense, are:

i. Insecure and hesitant leadership resulting in lack of foresight and low quality of governance;

ii. The enormous size and population, which itself leads to complexities in governance;

iii. Shortage of resources to improve civic services;

iv. Traditional bureaucratic systems with general lack of professionalism;

v. The poverty and deprivation amongst a sizeable section of citizens and the continuing inability to solve shortages arising out of inward migration.

5.5.2.7 For India, it would be useful to define all cities with a recognised metropolitan area and a population of five million as a megacity - in the context of this Report 
as a Metropolitan Corporation - and plan for its future with a long term perspective of at least 30 years.

For all these cities, the Master Plan would need to be prepared as a preconceived and predetermined path for development. Spatial planning should use high 
resolution remote sensing and 3D visualisation of surface and subsurface with modern simulation techniques to achieve the goal of sound planning and land use 
management.

5.5.2.8 Redevelopment of the Existing Cities: For land developers, the ease of acquiring land in areas outside city limits, the lower costs, and the economies of scale 
that can result from large residential and commercial complexes in greenfield areas, all translate into huge profit margins. On the other hand, the cost of redeveloping 
inner city properties – brownfield redevelopment – is much higher. At the same time, for the city, ‘brownfields redevelopment’ 83 is a fiscally-sound way to bring 
investment back to neglected neighborhoods, cleanup the environment, reuse existing infrastructure that is already paid for, utilise existing markets and labour pools, 
and relieve development pressure on our urban fringes and farmlands. Consequently, there must be incentives to encourage better development in the cities, rather 
than in the distant suburbs. Public-Private Partnership projects for redevelopment of inner city areas need to be encouraged
 

JNURM involves a quantum jump in resource allocations to the urban sector and has for the first time explicitly linked funds flow to governance reforms in order to 
promote democratic decentralisation.

5.5.3.2 However, any such programme also has to be backed by a zero tolerance regulatory regime, one that enforces all civic laws, major and minor, in an impartial 
and unforgiving manner so that the present climate of impunity that prevails in our big cities can be brought to an end. The “Broken Windows” syndrome was referred 
to in the Commission’s Report on Public Order as an example of why law enforcement and civic regeneration must go hand in hand. 

5.5.3.3 A zero tolerance strategy towards violations of civic laws will help to forestall the kind of widespread and blatant violations of building bye laws and land use 
norms that led to the Delhi demolitions.

local governance through professional, autonomous Authorities or Committees as detailed below:

1. Metropolitan Police Authority

2. Metropolitan Transportation Authority

3. Metropolitan Planning Committee

4. Metropolitan Environmental Authority

5.6 Urban Poverty

5.6.2 Beneficiary Identification
5.6.2.2 Various parameters are currently being used for identifying the beneficiaries for poverty alleviation schemes. Thus, the Swarna Jayanti Shahari Rozgar Yojana 
(SJSRY), the flagship scheme of the Government of India for addressing the problem of urban poverty through self-employment and wage employment, uses a 
complex seven criteria approach for beneficiary identification.90 This requires assignment of points on account of (i) roof, (ii) floor, (iii) water, (iv) sanitation, (v) 
educational level, (vi) type of employment, and (vii) status of children in a house. The present scheme is funded by the Centre and the States on a 75:25 ratio and has 
two components: (a) The Urban Self Employment Programme, and (b) The Urban Wage Employment Programme. 5.6.3.2.4 Such schemes generally suffer from 
constraints such as low individual project ceilings (e.g. Rs. 50,000/- in case of SJSRY96) and less scope for innovative/special projects.97 Further, as the urban poor 
form part of the informal sector, they have difficulty in accessing finance through the formal system. Access to micro-finance, both through the formal system as well 
as through NGOs, can help in providing the much needed capital for the poor.

 

Commission feels that the parameters for identifying the beneficiaries should be such which could be ascertained in an objective and simple manner during a survey 
without any discretionary element

The identification should be based on a door-to-door survey and the survey teams should include at least one person from the concerned Area Sabha
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running the poor out of town through evictions and discriminatory practices is not the answer. Helping the urban poor to integrate into the fabric of urban society is the 
only lasting solution to the growing urbanisation of poverty. The Report has brought out certain misconceptions– (i) rural-urban migrants are primarily responsible for 
urban poverty; (ii) the poor are a drain on the economy, and (iii) migrants would be better off remaining in rural area. In fact, attempts to control rural-urban migration 
not only infringe individual rights but also hold back overall development.

use a part of the land for profit as shown in Box 5.18 and as is being attempted in Dharavi.

5.6.3.5.11 The Commission has given due consideration to this complex issue and recommends that the following suggestions could be kept in view while preparing 
slum development policies or specific schemes:

a. All projects for slum redevelopment must be finalised only after sufficient disclosure and discussion with the slum dwellers and their representatives. This does not 
mean that all the demands of the residents must be accepted. The Commission is aware of the possibility of narrow or vested interests on “either side” and also that 
larger city issues of, say, environment management or traffic requirements must also be addressed. Nevertheless, the felt needs of the beneficiaries must be noted 
and no top down enforcement approach should be adopted.

b. The maximum possible floor area may be provided to the beneficiaries. This must take into account the needs of privacy in a joint or even a unitary family system. 
The area per dwelling unit can be maximised by vertical housing, with relaxation if necessary in existing FSI norms in the area for the sole purpose of retaining as 
much space as possible for other facilities and greenery. The present limit of four floors on slum/poor housing reconstruction also needs to be reviewed.

c. Only a small percentage of the land may be offered for profit based development and all needs of public spaces must be built into the scheme. The facilities to be 
provided should include total sanitation, adequate water supply, and depending on factors such as space, location, population and proximity to existing facilities; 
schools, crèches, libraries, dispensaries, cultural activities centres, transport shelters and relevant civic offices.

d. A small percentage of the cost of the dwelling unit can be met by the beneficiary. There are benefits of redevelopment and the costs attached to it which to some 
extent must be paid for by the slum dweller, if he wishes to use those benefits.

5.6.3.6 Land Use Reservation for the Urban Poor

5.6.3.6.1 Apart from the realignment and redevelopment of existing slums, it has to be expected that further migration and population increase could create more 
slums. To avoid this, and to improve the housing stock for the poor, it is necessary to earmark and reserve a certain percentage of land in each town and city for the 
urban poor. This must be a part of the spatial planning process and must apply to all private developers as well.
 
In the proposed National Urban Housing and Habitat Policy-2007, there is a provision to earmark at all levels, including the new Public/Private housing colonies a 
portion of land at affordable rates for housing for the Economically Weaker Sections and Low Income Group. This could be 10-15% land area to accommodate 20-25% 
dwelling units for Economically Weaker Sections and Low Income Group.

5.6.3.6.2 Shelter for Pavement Dwellers: Pavement dwellers are worse off than slum dwellers. And they are often lost sight of while planning housing for the poor. The 
Commission would not like to go into details, but parallel to housing for slum dwellers, a part of all programmes must include housing for pavement dwellers.

Agriculture
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System of Rice Intensification
SRI concepts and practices have continued to evolve as they are being adapted to rain-fed (unirrigated) conditions and with transplanting being superseded by direct-

seeding sometimes. The central principles of SRI according to Cornell University are:[2]

rice field soils should be kept moist rather than continuously saturated, minimizing anaerobic conditions, as this improves root growth and supports the growth and 

diversity of aerobic soil organisms;

rice plants should be planted singly and spaced optimally widely to permit more growth of roots and canopy and to keep all leaves photosynthetically active; and

rice seedlings should be transplanted when young, less than 15 days old with just two leaves, quickly, shallow and carefully, to avoid trauma to roots and to 

minimize transplant shock.

Land Metrics

1. Gross Cropped Area (GCA) = Net Sown Area (NSA) + Area sown more than once.
2. Cropping Intensity = GCA / NSA.
3. Net Irrigation Intensity = NSA Irrigated / NSA.
4. Gross Irrigation Intensity = GCA Irrigated / GCA.
5. Operational Land Holding(OLH) = Land Owned - Land Leased Out + Land Leased In.

Classification of Farmers

1. Landless Labor: OLH = 0 hectares.
2. Marginal Farmer: OLH (0,1] hectares.
3. Small Farmer: OLH (1,2] hectares.
4. Medium Farmer: OLH (2, 10] hectares.
5. Large Farmer: OLH > 10 hectares. 

1. Commercialization of Agriculture  
Factors Responsible

1. £ utilitarians, their free trade policy, economic colonialization of India as it became a raw material supplier.
2. Cash based economy encouraged by £ coupled with huge LR demand.
3. Breakdown of self-sufficiency of villages. Indian economy became closely inter-linked and also linked with international markets. Need to balance trade of China 

led to cultivation of opium.
4. Development of means of transport like railways, Suez canal.
5. Coercive practices followed by £ backed by legislations. £ capital.

Pattern of CoA

1. It was a coercive process and exploitative.
2. It involved plantations where land was owned by € planter and labor was hired. It also involved indigo type cultivation where a contract was signed with the 

peasant.
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3. It involved regional development only. Only some pockets were suitable for some crops.
4. The crops were cultivated keeping £ needs in mind. The cultivation of Indigo declined after the synthetic dye came up, opium grew till 1900 then decline as 

China stopped importing opium. During US civil war, cultivation of cotton was pumped up. Wheat export began to increase to £ and it was produced in areas in 
Maharastra despite not being a staple crop in the region. Bengal rice was exported to China, SE Asia.

Q. Discuss the process of forced commercialization of agriculture under the colonial rule. (2009, II, 20)
Impact

1. Volatility killed. Widespread poverty. Coercion. £ grip on India increased.
2. Famines, agricultural indebtedness.
3. Revolts, growth of nationalism.   

2. Land Tenure System
Pre-£ System

1. Land was owned by the tiller so long as he paid revenue. The zamindar was only a revenue collector and had no police / judiciary powers.
2. Land was not tradable mainly because (a) Consent of village community was needed and it generally didn't come for village outsiders. (b) Pressure on land was 

not so much. (c) Social factors where association with land was considered a mark of respect.

 £ System

1. PS made zamindar the LL and gave him judiciary / police powers. He could evict a peasant @ will and often did so as pressure on land had increased 
substantially. So peasant didn't make any investment in land. Zamindar also didn't make an investment as his zamindari rights could be withdrawn on non-
payment of revenue.

2. Reckless Renting: Due to higher pressure on land and combined powers in the hand of zamindar, he began to extract much higher LR over and above what 
was payable.

3. Absentee LLism: It developed and it led to further exploitation of peasantry as he had to pay higher rents to feed all the mouths in the revenue chain.
4. Agriculture Indebtedness: Increased due to high LR demand. Since land couldn't be pledged as security (as the owner was zamindar), personal jewelry and 

even bonded labor was pledged. The institutional credit was virtually nil. 
5. ~ 57% land was under PS, 38% under ryotwari and 5% under mahalwari system.
6. tenants were of 3 types - (a) Occupancy tenants who had security of tenure, inheritable rights and could claim compensation from LL for any improvement on 

land. (b) Tenants at will, and (c) Sub tenants.

3. Land Reforms
Reforms

1. Zamindari abolition acts: All states passed anti-zamindari acts in a staggered way and in paper zamindari was abolished. Even in Ryotwari and Mahalwari 
areas, moneylender zamindars were abolished.

2. Tenancy regulation: To put a ceiling on rent payable, to make sure evictions don't take place except as per law and in the event of eviction for personal 
cultivation, at least a minimum land is left with the tenant.

3. Loan Waivers: All principal / interest dues to moneylenders were waived
4. Land ceiling: There were 2 rounds of reforms legislations - one in 50s and other in early 70s.
5. Consolidating scattered land holdings: 

Drawbacks

1. Land ceiling acts: There was often along delay between the introduction, passage and notification of an Act. This delay was used by zamindars to exploit the 
loopholes and evade the laws. They made benami transfers, transfered land in the names of other members of a households, fired their tenants (the acts had a 
provision that land will belong to the person cultivating it for x years). Further, these Acts often had complicated provisions leading to inefficient implementation. 
By 1992 only 2 mha land which is < 2% was declared as surplus and distributed among 4.76 mm peasants. This is amazing in a country where over 57% of 
the cultivated land was under zamindars and 38% under ryotwari. In J&K 17.5% of total cultivated land was distributed like this, in W Bengal 6.5% and in 

Assam 5%. In all other states it was negligible. West Bengal’s share of total surplus land distributed was almost 20% of the all-India 
figure although the state accounts for only about 3% of India’s land. The land ceilings were often fixed very high. National guidelines 
proposed 12, 18 and 30 acres respectively for irrigated land with 2 crops, irrigated land with 1 crop and dry land respectively. Major 
states like UP had 18, 27 and 45 respectively, Bihar had 18, 25 and 45 respectively, Haryana, Maharashtra and MP had 18, 27 and 
54 respectively, Rajasthan had 18, 27 and 175 respectively, Punjab had 17, 27 and 51. Only W Bengal and Kerala had it below the 
proposed limits. Even today bottom 62% land holdings account for 19% of area under cultivation while largest 6% account for 37% 
area.

2. Tenancy laws: Very difficult to implement due to failure of land ceiling acts and consequent pressure on land. Decline in tenancy led to eviction of tenants and 
rise in landless labor as it contained a provision of self cultivation of land.@ the eve of reform ~50% of the area was under tenancy which has come down to 
15% now as tenancies have gone underground. This means a loss of access to 35% to the tenants. Moreover in UP and W Bengal sharecroppers were not 
even considered to be tenants! There were no provisions to check the voluntary surrender of land. 1st FYP proposed a ceiling of 25% but Punjab, Haryana, TN 
and AP (varies from 30 - 40% in these states) have not observed this limit. Moreover it is useless. By 1992 ownership rights had been conferred upon 11 mm 
tenants on some 6 mha of land which is < 4% of cultivated area. Even 97% of this land was confined to Assam, Gujarat, HP, Karnataka, Kerala, Maharashtra 

and W Bengal. Its only in W Bengal and Kerala that peasants received some meaningful benefits. W Bengal and Kerala accounted for 12% and 23% 
respectively, of the total number of tenants conferred ownership rights (or protected rights) up to 2000, despite being home to only 7% 
and 2.3% per cent of India’s population respectively.

3. Zamindari abolition laws: Their biggest flaw was they could obtain land for 'personal cultivation' which was defined loosely to include 
personal supervision by the zamindar or any member of his family! They were allowed to evict tenants to get land for personal 
cultivation till the ceiling and in the names of their family members beyond the ceiling.

4. Consolidation of land holdings: On the national scale only 1/3rd of the consolidable area has been consolidated. Punjab and Haryana 
have been able to complete the task. Some states have not even begun. A common complaint is rich peasants get the best lands 
while small peasants get marginal lands. So a major area rule was proposed i.e. peasant would be given the holding where majority 
of his land was there. But it further led to eviction of tenants as the landlord will find it more suited for personal cultivation.

Indirect Effects of Land Reforms

1. Reduction of absentee ownership: There are enough studies to indicate that the quantum of absentee ownership in 70s was much less serious than in 50s. 
Absentee ownership had reduced much more in unirrigated areas than in irrigated areas. The transfer of land under the forewarning impact of tenancy and 
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ceiling legislation to the resident cultivators was on a much larger scale in dry areas.
2. The greed of the big landowners was kept in check.
3. Collapse of feudal structure.
4. It led to increase in landless labor as former tenants were driven out.
5. Rich peasants preferred to avoid wage related disputes with the new labor and thus preferred more mechanization.

21st Century Land Reforms - PC

1. Female empowerment.
2. Pro owner tenancy laws.

Ghatak (2007) Conclusions

1. Overall, land reforms seem to have had a negative effect on agricultural productivity. However there is considerable variation across types of land reforms and 
across states. 

2. Decomposing by type of land reform, the main driver for this negative effect seems to be land-ceiling legislation. In contrast, the effect of tenancy reform, 
averaged across all states, turns out to be insignificant. However, in West Bengal, one of the few states where tenancy laws were implemented rigorously, 
the negative relationship between land reform and productivity is absent. 

3. Finally, tenancy reform seems to have increased the inequality of operational holdings in India if we exclude West Bengal, which suggests that in anticipation of 
the new tenancy legislation, landlords could be engaging in eviction of tenants in states, other than West Bengal, where tenancy reform had been poorly 
implemented.

Besley Burgess (2000) Conclusions

1. Tenancy reforms are negatively correlated with agriculture productivity but help in reducing poverty.
2. Consolidation positively affects productivity but has no impact on poverty.
3. Ceiling have no significant effect on productivity or poverty.
4. Intermediary abolition leads to poverty reduction but has no impact on productivity.
5. Land reforms have had positive impact on agriculture wages.

 

Q. Evaluate the track record of land reform in India in its various aspects, bringing out inter-state differences. How would you interpret this record? (2009, II, 60)
4. Agricultural Issues
Structural Changes in Agriculture

1. Contribution to GDP, Employment, PCE: Contribution of agriculture to GDP = 13% in 2011-12 (down from 30% in 1991 and 55% in 1950-51). Contribution of 
agriculture to employment: 52% in 2011-12 (down from 70% in 1950-51 and 57% in 1990-91). Within the rural economy however, the share of non-agriculture 
income has increased. Experience from BRICS shows that 1% growth in agriculture is 2-3x more effective in removing poverty than a 1% growth in other 
sectors. Agriculture growth has remained well below GDP growth. From 1950-51 to 2011-12, its growth rate is 2.7%. From 1950-51 to 1980-81 the growth has 
been 2.3% and from 1980-81 to 2011-12 the rate has been 3.1%. In pre GR phase (1950-51 to 1967-68) agriculture growth was 2.5% vs 3.7% overall GDP 
growth. During phase 1 and 2 of GR (1967-68 to 1980-81) agriculture growth was 2.4% vs 3.5% overall GDP growth. During phase 3 (1980-81 to 1990-91) 
agriculture growth was 3.5% vs 5.4% overall GDP growth. Agriculture growth was 4.8% in 8th Plan (overall GDP @ 5.7%), 2.5% in 9th (overall GDP @ 6.6%), 
2.5% in 10th (overall GDP @ 7.8%) and 3.2% in 11th Plan (overall GDP @ 7.8%). Not only is it less, it is also more volatile. The coefficient of variation in 
growth is 1.6 in past 1 decade which is 6x the CV of GDP growth. Agricultural heavyweights like Punjab, UP, W Bengal etc. have stagnated with 2-2.5% 
growth rates. States like Gujarat, Rajasthan and Odisha show much higher growth rates (7-8%) since 2004-05.

2.  
3. Size of Operational Land Holdings: in 1970-71, it was 2.28 ha, in 1990-91 it was 1.55 ha and in 2005-06 it was 1.23 ha. Proportion of marginal holdings has 

increased too. Currently, 65% OHL are marginal, 18% small, 16% medium, 1% large. In 1960-61 small + marginal households accounted for 52% of the 
holdings. The combined impact of lowering income and smaller OHLs is a diversification into allied activities like horticulture, livestock and fisheries. In 1951, 
the ratio of cultivating households to total rural households was 75% which has dropped drastically.  The dropped outs are now landless agricultural labor 
(>50% now) or in other allied activities. One of its causes is fragmentation of land which makes holding land economically unviable. The subdivision of 
landholdings has led to a decline in average size of land holding and more cultivators become small and marginal farmers. As economic and social forces push 
more people towards the landless spectrum, their land is being bought by large farmers who are becoming larger. 

4. Changing Cropping Patterns: All major coarse grains show a decline in area under cultivation except maize where productivity has gone up as well. Area under 
pulses, fruits and vegetables and oilseeds has risen at their cost. In terms of productivity, introduction of Bt cotton has improved productivity by 70% since its 
introduction in 2002. Oilseeds and coarse cereals are other crops to show good productivity increase. Pulses, wheat and rice however have stagnated in 
productivity.

5. Changing Sectoral Composition: Declining relative incomes and smaller OHLs have forced diversification into livestock, horticulture and fisheries. The relative 
share of livestock in total agriculture production has gone up from 20% in 1991 to 25% in 2009-10, horticulture from 16% in 1991 to 20% in 2009-10 and 
fisheries from 3% to 5%. Horticulture and livestock is going to drive the agriculture growth in next phase given the high value of the commodities.
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 An interesting feature is that while marginal farmers hold higher proportion of livestock, 
landless labor virtually don't own any livestock. Their livestock was dependent on grazing in the commons and with the decline of the commons their livestock 
holdings declined as well. Studies indicate that the marginal impact of livestock growth on poverty is higher than the marginal impact of crop cultivation.

6. Integration with the world: The reforms in 1991 led to liberalization of trade and devaluation of exchange rate. As a result, agriculture got more integrated with 
the world. Trade in agriculture to GDP agriculture has gone up from 5% in 1990-91 to 13% in 2010-11. In 1970s it was 3%. But this is still low compared to 
overall trade's share of 50% in overall economy. Agriculture exports as a part of total exports has also been declining from 45% in 1960-61 to 31% in 1980-81 
to 8% now. Indian exports were $24 bio whereas imports were $11 bio giving a surplus of $13 bio. Cotton, marine products, oil meals, basmati rice and sugar 
are main exports. Main imports are vegetable oils, wood and pulses. Horticulture exports were $1 bio, spices $1.4 bio (Vietnam is leader in pepper, Guatemala 
in cardamom, China in chili). This has led to higher volatility in output prices at a time when input prices are steadily increasing.

7. Changing demand patterns: With rising income, per capita demand for cereals is going down and that for horticulture, livestock and pulses is going up. Clearly 
they should be the thrust areas for future growth. 

8. Growing role of private sector: Share of public investment in total agricultural investment has gone down from 50% in 1980s to 20% now. The Green revolution 
of 1960s was driven by public sector but this time the Bt Cotton and hybrid Maize have come from private sector. Private sector is increasingly going to 
contribute, so right kind of incentive and regulatory structure needs to be framed.  

9. Changes in productivity: Studies indicate that while output per hectare increased by ~ 60% between 1050-51 to 1979-80, output per worker remained stagnant 
in the same period. Similarly while in 1980s the yields in foodgrains grew @ 2.7%, the corresponding growth in 90s was only 1.4%. Rice yields went up from 1 
tpha in 1960-61 to 1.7 tpha in 1990-91 to 2.1 tpha in 2009-10. Wheat yields went up from 0.85 tpha in 1960-61 to 2.3 tpha in 1990-91 to 2.8 tpha in 2009-10. 
Pulses yields went up from 0.54 tpha in 1960-61 to 0.58 tpha in 1990-91 to 0.63 tpha in 2009-10. Oilseeds yields went up from 0.5 tpha in 1960-61 to 0.8 tpha 
in 1990-91 to 1 tpha in 2009-10.  

Statistics

1. Agriculture growth: 2.5% in 2011-12, 7.0% in 2010-11. In 1980s it was 3%, in 8th Plan it was 4.8%, in 9th and 10th Plans it was 2.5%. 11th Plan had a growth 
of 3.2%.   

2. Food Grains: 230 MT, Rice: 100 MT, Wheat: 90 MT, Coarse cereals: 40 MT
3. Pulses: 18 MT. Area sown: target = 17 mha.
4. Cotton: 35 million bales (of 170 kg each), Jute: 11 mm bales (of 180 kg each).
5. Oilseeds: 30 MT.
6. Sugarcane: 350 MT.
7. Fruits: 95 MT, Vegetables: 135 MT. 

Cropping Pattern

1. Rice: Productivity increased from 1.9 tpha in 2004-05 to 2.3 tpha in 2011-12. Growth rate: 1.36% in 1990-91 to 2000-01, 1.47% from 2000-01 to 2010-11 
2. Wheat: Area: 26 mha in 2004-05 to 29 mha in 2011-12. MSP increased from Rs. 640 per quintal in 2004-05 to Rs. 1285 per quintal in 2011-12. Productivity 

increased from 2.6 tpha in 2004-05 to 3 tpha in 2011-12. Major increase in productivity in Haryana, Punjab and UP. Yield growth was 2.87% between 1990-91 
to 2000-01 and 0.73% between 2000-01 to 2010-11.

3. Coarse cereals: Area: 29 mha in 2004-05 to 27 mha in 2011-12. Productivity: 1.1 tpha in 2004-05 to 1.6 tpha in 2011-12. UP, 
Maharashtra and Karnataka have shown maximum increase in productivity.

4. Pulses: Area: 23 mha in 2004-05 to 25 mha in 2011-12. Productivity: 0.58 tpha in 2004-05 to 0.63 tpha in 2011-12. MSP increased by 
30%, budgetary allocation up 4x in this period for pulses. Accelerated Pulses Production Programme (A3P) is a part of NFSM and it 
seeks to promote new production and protection technologies in 1000 clusters of 1000 ha each. It has a e-pest surveillance 
programme as well to control pests and diseases. 

5. Oilseeds: Area: 27 mha in 2004-05 to 27 mha in 2011-12. Productivity: 0.9 tpha in 2004-05 to 1.2 tpha in 2011-12.
6. Sugarcane: Area: 4 mha in 2004-05 to 5 mha in 2011-12. Productivity: 70 tpha in 2011-12.
7. Cotton: Area: 9 mha in 2004-05 to 12 mha in 2011-12. Productivity: 0.3 tpha in 2004-05 to 0.5 tpha in 2011-12.
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Investment
Trends & Composition

1. GCF in agriculture to total GCF ranged between 11-14% in 1980s, 7-11% in 1990s and in last few years has been 6-8%. As a % of GDP, it was 1.9% in 1990-
91 but is now 3.3%.

2. A more important indicator is GCF agriculture / GDP agriculture. This increased form 7% in 1st FYP to 11% in 5th FYP. Since then it declined till 8th FYP to 
9%. But from 1991 onwards, a thrust has been there by government to increase GCF agriculture and today it stands @ 21%. This partly explains the increase 
in growth in 11th FYP.

3. Public investment's share in total agricultural investment has gone down from 50% in early 1980s to 30% in 1990-91 to 20% now. Private investment responds 
better to incentive structures in agriculture and hence there is a need to bring reforms in the incentive structure of agriculture. Public investment as a % of 
agriculture GDP was 5% in 1980s and fell to 1.8% in 2000-01 but rose again to 3.7% in 2006-07. But at the same time public investment is needed to develop 
basic infrastructure which can then crowd in private investment. Private investment is mostly undertaken in farm level and small activities and can't replace 
public investment. No canals are built via PPP! Moreover only few progressive states have benefitted from private investment and this has increased interstate 
disparities.

4. Investment in agriculture R&D is only 0.3% of agriculture GDP as against 0.7% in developing countries at large and 2-3% in developed countries. In the initial 
years of GR, it increased but then stagnated in 1980s and has since fallen.

5. Agricultural credit has gone up manifolds in past decade, but it has got its own issues. 

Bharat Nirman (2005)

1. To connect al habitations with > 1000 population (500 in hills / tribal areas) with all weather roads.
2. To create 10 mha additional irrigation potential.
3. To construct 6 mm rural houses.
4. To provide potable water to all habitations.
5. To provide electricity to all villages.
6. To connect all villages with telephone.

RIDF (1995)

1. Its objective was to provide fund to the state governments and PSUs to enable them to complete delayed rural infrastructure projects.
2. But its resources are contributed by banks which may fall short of their PSL targets. But they find this a better way of lending than lending directly to the 

farmer and still be able to meet PSL targets and hence they have been diverting funds to this. So RIDF is not any additional source of funding.
3. State governments have been generally reluctant to borrow from RIDF as its rates are high. Disbursement has been only 60% so far.

Q. Analyze the recent trend of gross capital formation in agriculture. Has it, do you think, been responsible for the sluggish growth rate in agriculture? (2011, II, 30)

Q. "Declining public expenditure in agriculture is largely responsible for deceleration in growth in this sector in India." Critically examine the validity of this statement. 
(2010, II, 20)
Irrigation
Trends & Composition

1. Nearly 80% of public investment and 50% of private investment goes into irrigation projects. As a result the cropping intensity has gone up from 118 in 1970-71 
to 140 in 2008-09. 

2. But not only is there a gap between irrigation potential (140 mha) and irrigation potential created (110 mha) but also between irrigation potential created and 
utilized (85 mha). Thus GCA irrigated has increased from 17% in 1950-51 to 45% in 2011-12. Irrigation utilized is measured on the basis of gross irrigated area 
and not net irrigated area. Cultivable land is reported on the basis of net sown area. 

3. Further groundwater is a major source of irrigation which has been over-exploited. Thus there is a need for institutional reforms, developing smaller irrigation 
projects and right incentive structures. One thing which can be useful is to separate agricultural and domestic phases in villages so as to provide more 
electricity to domestic phases.

4. Small and marginal farmers vs large farmers: Area under irrigation for marginal farmers has gone up from 40% in 1980-81 to 44% in 1990-91 and 51% in 2000-
01. For small farmers it was 33% in 1980-81 to 36% in 1990-91 to 39% in 2000-01. For large farmers it was only 16% in 1980-81 to 22% in 1990-91 to 31% in 
2000-01.

5. Inter state disparities: Inter state disparities in area under surface irrigation (as a proportion of total cultivated area) are considerably lower than disparities in the 
area under ground water irrigation. Moreover the proportion of area under surface irrigation has progressively declined over the years. Due to higher disparities in 
ground water irrigation and its rising share the overall irrigation area disparities have been rising over the years. UP has highest gross irrigated area (utilized) of 
19 mha followed by Punjab (7.7 mha) and Rajasthan (7.3 mha). Punjab has highest irrigation intensity (gross irrigated area / net cultivable land area) of 183 
followed by Haryana of 148 followed by UP of 98.

Challenges 

1. Despite large investments though, irrigated area served by canals has not increased significantly in the past decade. A large number of major as well as 
medium projects have been going on for 30–40 years without completion whereas the normal gestation period is 15 to 20 years for major projects and 5-10 
years for medium projects. There was a spill-over of 553 projects into the 11th FYP from previous FYPs and more than half of these were started by State 
governments without the approval of the PC and hence are not eligible for central assistance. Several have run into inter-state disputes. AIBP was launched to 
fund states complete the incomplete projects.

2. Gap between potential created and utilized exists in all states. One reason for this is that irrigation potential is calculated on the basis of the volume 

of water expected in the reservoir divided by a presumed depth of irrigation required for a presumed cropping pattern. However, the total water available is often 
less than assumed due to faulty project designs, faster siltation etc. There is also a widespread tendency for those near the headworks to appropriate much 
larger amount of water shifting to water-intensive crops leaving less water for tail-enders.  All these developments are encouraged by lack of co-ordination 
across agencies and departments, and the inadequate or complete absence of involvement of water users through Water User Associations (WUAs). In places 
like Gujarat and AP where WUAs have been adequately empowered and provided autonomy they have demonstrated a great sense of ownership and the 
results have been positive. 

3. Water scarcity will intensify in future with increase in population and demand for food, and the current water use practices  cannot be sustained over the long 
run. 

4. Inefficient water use in irrigation is also leading to environmental degradation via water logging and induced salinity. 
5. Interstate inequalities have risen. While in the developed regions of north and north west ~ 95% of potential has been tapped, in NE only 25% has been tapped. In 

eastern and central regions it is < 50%. 

6. The irrigation efficiency in the systems needs to be upgraded from the present level of 35% to about 60% in the surface water system and from 

65% to 75% in the groundwater system. Even a rise of 5 percent irrigation efficiency can increase the irrigation potential by 10-15 million ha. 
7. New micro-irrigation technologies include drip and trickle systems, surface and subsurface drip tapes, micro-sprinklers, sprayers, micro jets, spinners, rotors, 
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bubblers, etc. Despite wide promotion, only about 0.5 million ha currently are under micro-irrigation. 

The Way Forward 

1. Modern techniques such as micro-irrigation, watershed management, rainwater harvesting and groundwater recharging. 
2. The public sector has been spending funds to increase the net irrigated area without commensurate success. This indicates the need for demand and supply 

oriented reform measures. For this, a major exercise involving reform in water demand management and in the pricing of water and power are needed. 
3. Major investments in research and development that enhance water use efficiency will be required. R&D should also happen towards growing the right quality 

and type of agricultural produce. Extension services take these technologies to the farmers need to be encouraged.

Seeds
Trends & Institutional Framework

1. The introduction of Bt seeds in maize and cotton have increased their productivity tremendously. The difference between Green revolution of 60s and now is 
that while earlier, introduction of seeds was from public sector, this time it is private sector companies which are developing and selling seeds.  

2. The organized sector (public + private) accounts for 15% of seed distribution, rest is unorganized. Thus there is a need to protect farmers' rights as well as to 
incentivize seed development. 

3. The Indian seed programme largely adheres to a limited generation system for seed multiplication in a phased manner. The system 
recognizes three generations, namely breeder, foundation and certified seeds. 

National Policy for Seed Development, 2011 

1. In order to harmonize NPSD, 1988 with the National Seed Policy, 2002, the former, has been revised in 2011 to streamline the 
procedures for import of seeds and planting material. 

2. As per the revised policy, now a small quantity of wheat or paddy seeds can be imported into the country for trials under ICAR or on such 
farms which are accredited by the ICAR. After trial and evaluation for one crop season and satisfactory results therein, the importer 
can apply for bulk import of such seeds. 

3. For coarse cereals, pulses and oilseeds, trial and evaluation can also be done on farms operated by the importer provided they follow the 
procedure and protocol developed by ICAR, and is under ICAR monitoring and supervision. 

Protection of Plant Varieties and Farmers' Rights Act, 2001 

1. The Act provides for the establishment of a sui generis system for the protection of plant varieties and the rights of farmers on the 

one hand and to encourage the  development of new varieties of plants on the other. 

2. Indian agriculture is dependent upon farmer-produced seed of varieties that are both maintained and further adapted to their local growing conditions by small-
scale farmers. So India wanted to acknowledge the rights of farmers arising from their contribution to crop conservation and development and the sharing of 
their knowledge on adaptive traits. It also wanted to encourage farmer-to-farmer exchange of new crop/plant varieties. So it evolved a sui generis system of 
plant protection which allows farmers to improve and adapt the seed in order to make it more successful in the local conditions.

3. The Act sets the requirements for plant protection as novelty, distinctness, uniformity and stability. 
4. But the farmer is entitled to save use, sow, resow, exchange, share or sell his farm produce including seed of a protected variety. However he is unable to sell 

seed that has is branded with the Breeders name. 
5. The Act also contains provisions for "benefit sharing" whereby the local communities are acknowledged as contributors of land races and farmer varieties in the 

breeding of "new" plant varieties.
6. It is these extra provisions granting rights to both breeders and farmers which makes the Indian system a sui generis method of protection. China and Thailand 

are other examples of countries that do not implement a UPOV style protection system.
7. It creates a Protection of Plant Varieties and Farmers’ Rights Authority which registers plant varieties to protect the plant breeder's rights.

Seeds Bill, 2004

1. The Seeds Bill, 2004 aims to regulate the quality of seeds sold, and replaces the Seeds Act, 1966. All varieties of seeds for sale have to be registered. The 
seeds are required to meet certain prescribed minimum standards of germination, physical purity and genetic purity.  Transgenic varieties of seeds can be 
registered only after the applicant has obtained clearance under the Environment (Protection) Act, 1986. 

2. The Bill exempts farmers from the requirement of compulsory registration.  Farmers are allowed to sow, exchange or sell their farm seeds and planting material 
without having to conform to the prescribed minimum limits .  However, farmers cannot sell any seed under a brand name.

3. If a registered variety of seed fails to perform to expected standards, the farmer can claim compensation from the producer or dealer.  The Bill provides for 
setting up a compensation committee that shall hear and decide these cases. But the Bill does not specify whether the committees will be set up at the 
national, regional, state or district level; that decision would determine whether farmers can easily access the compensation mechanism. 

Challenges 

1. There is a mismatch between the seed multiplication ratio from breeder seed to foundation seed and from foundation seed to certified 
seed, which needs to be addressed. 

2. Comprehensive and authentic databases on seed production and trade in India by public and private sectors as required under the seed 
and plant variety laws need to be built up. The seed chain and the norms for quality control should be followed without any compromises or 
shortcuts. 

3. For horticulture crops which have a long gestation period , it is imperative to ensure that only such varieties are imported that are suited 
to Indian conditions. 

4. In rainfed areas, wastage of seeds due to prolonged dry monsoon spells immediately after sowing is a very common occurrence. In such a situation 
maintaining seed diversity is important from the point of view of reducing rainfall risks. There has to be an assured availability of a second batch of seeds for 
repeat sowing. Drought resistant seeds need to be developed.

5. A number of transgenics particularly in cotton and vegetable crops, are sought to be introduced into the country. The potential loss of 
production on account of non introduction of transgenics has to be carefully balanced against the dangers that transgenics may pose 
to ecology.  

6. Climate change considerations have to be kept in new seeds. 
7. Timely delivery to farmers of high-yielding varieties requires big improvements in the system that connects plant germplasm 

collections, plant breeding and seed delivery. Thus increased public support in this regard is essential.
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Fertilizers
Trends & Composition

1. Fertilizer use has gone up ~4x from 1991 (70 kgpha to 290 kgpha in 2011-12) but it still remains far behind China (395 kgpha) and Egypt (388 kgpha). Currently 
India is an importer but it is expected to achieve self sufficiency in N fertilizers by 2017. Focus is also on enhancing the use of Single Super Phosphate (SSP) 
fertilizer which covers both for P and K. This fertilizer is not imported at all. The NPK balance is deteriorating. So the government has decided to move to a 
nutrient based subsidy regime.

2. Small and marginal farmers vs large farmers: Marginal farmers' consumption increased from 55 kgpha in 1981-82 to 99 kgpha in 1991-92 to 175 kgpha in 2001-
02. Large farmers however only used 27 kgpha in 1980-81 to 54 kgpha in 1991-92 to 68 kgpha in 2001-02. In unirrigated area, marginal farmers used 24 kgpha 
in 1981-82, 58 kgpha in 1991-92 and 96 kgpha in 2001-02. Large farmers however only used 9 kgpha in 1981-82 to 19 kgpha in 1991-92 to 22 kgpha in 2001-
02.

3. Very high variability has however, been observed in fertilizer consumption among the states. While consumption is 237 kgpha in Punjab and 226 kgpha in AP, it 
is 81 kgpha in MP, 58 kgpha in Odisha, 48 kgpha in Rajasthan and < 5 kgpha in some NE states. 

4. Urea: consumption is 30 MT, production is 22 MT, imports are 8 MT. Phosphorus (DAP + MOP) consumption is 14 MT, production is 4 MT, imports are 10 MT. 
NPK consumption is 11 MT, production is 8 MT and imports are 3 MT. 

Micro and Bio Fertilizers

1. Recently Fertilizer (Control) Order, 1985 has been revised to allow for customized fertilizers including those fortified with micro 
nutrients and also bio fertilizers. 

2. Five bio-fertilizers (rhizobium, azotobacter, azospirillum, phosphate solubilizing bacteria and mycorrhizae) and three organic fertilizers (city 
waste compost, vermi-compost and castor de-oiled cake) have been included in the FCO to facilitate their us

Fertilizer Subsidies

1. Overall composition: Fertilizers: ~50%, Power: ~17%, Irrigation: ~13%. Empirical studies show that marginal reduction in poverty and output elasticity from 
subsidy is less than that from investment.  Subsidies crowd out the investment as well. They may also promote inefficient methods like distorted use of 
fertilizers, electricity. So they should be replaced by increased investment. 

2. In 1992, government freed up P& K fertilizers. This led to a sharp increase in their price and a deterioration in the nutrient balance (from 4:2:1 recommended to 
10:3:1 in 1996-97). Subsequently ad hoc subsidies were given on P&K as well to restore nutrient balance. Then in 2011, nutrient based subsidy scheme was 
started which is applicable to P & K fertilizers. As a result nutrient balance has been restored to recommended levels.

3. Nutrient based subsidy means government fixing the subsidy according to the nutrient content of the fertilizer and reimbursing the producer who sells at cost 
(which is variable) - subsidy (which is fixed) @ a MRP which is ~50% of the cost. In addition to P & K, micro nutrients carry additional subsidies. Urea MRP is 
fixed by the government and private producers are not reimbursed. So private production is a loss making venture.

4. In 2011-12, $13.5 bio of fertilizers subsidies were given (urea getting $6.5 bio and P&K getting $7 bio). MRP to farmers covers ~50% of the cost. Budget 
estimate 2012-13 put the fertilizers subsidy bill @ $12 bio with a reduction in subsidy on decontrolled (P & K) fertilizers (urea getting $6.5 bio and P&K getting 
$5.5 bio). Subsidy bill in 2010-11 was $12.5 bio with urea getting $4 bio and P&K getting $8 bio.

5. But as a result of the subsidy deregulation the retail prices of K and P fertilizers have gone up ~ 3x. There are also doubts over whether the subsidy is reaching 
the farmers and hence the government has asked the manufacturers to furnish cost and other data. It is argued that the P and K are almost wholly imported 
but still a rise of 3x is not justified despite INR devaluation. $ prices have in fact softened in recent months. This points to the dealers pocketing subsidies and 
profits.

New Urea Investment Policy, 2008 (Abhijit Sen Committee Recommendations)

1. It was based on import parity price with provision of floor and ceiling for determining the producer’s price of urea produced from new investments.
2. It failed to attract much investments due to lack of any transparent gas price pass through mechanism. Gas prices account for 80% of the production costs.

New Urea Investment Policy, 2012

1. Its target is to attract investments worth Rs 35,000 crore to increase domestic production by 8 MT.
2. It assures the investors of a 12 - 20% post-tax return on their capital invested. To ensure this return, the government will cover the entire cost of the natural 

gas.

Power Subsidies

1. Studies have found that state boards are able to recover only 10% of the cost of electricity supplied to agriculture. Rajasthan + Gujarat + maharashtra account 
for 50% of the total power subsidies while the southern states account for 25%. This is possibly because they are more dependent on ground water. 

2. Farmers would prefer to pay an amount for uninterrupted power rather than having inadequate free power. Anyways the shortfall of power has to be 
compensated by diesel engines which cost Rs. 12 per unit.

3. We need 'smart' subsidies - subsidies which are better targeted, differential to keep local variations in mind (rain fed vs irrigation, small farms vs large farms), 
better delivery vehicles (like debit input cards where the farmer is allotted a total amount and he can chose the composition of subsidies himself which will also 
stop overuse of vital resources like water).

Farm Mechanization
Trends & Composition

1. Farm mechanization level in India is between 30 - 40% in various agriculture activities. Empirical studies show states with greater availability of farm power have 
higher productivity. 

2. Greater degree of farm mechanization is also incentivized by MGNREGS.
3. In 1971-72, share of manual power (labor + animals) was 63%. In 1991-92 it was 27%. in 2009-10 it was 13%. Power used per ha has grown from 0.4 kW in 

1970-71 to 0.9 kW in 1991-92 to 1.7 kW in 2009-10 (again low compared to China and Egypt). But growth rate of farm mechanization has been only 5% p.a. in 
last 2 decades.

4. Farm mechanization has been confined only to a few peasants and in a large way. Coupled with the fact that trend is towards smaller OHLs, farm 
mechanization in India may hit a wall unless reforms are introduced.

5. As a result of reforms and institutional push, easy availability of formal financing and capital subsidy especially on tractors propelled 
growth in farm mechanization. 

Farm Mechanization and Climate Change

1. Climate change has necessitated a switching over to machine assisted resource-conservation techniques such as zero-tillage, 
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raised-bed planting, precision farming, drip or sprinkler irrigation, etc. 
2. Farm mechanization has now become more relevant in mitigating the effect of climate change by readjusting crop sowing schedules. 

For example, the climate change-driven early onset of summers in the northern states has often resulted in wheat yield dropping by 1.5 
quintal per hectare with every one week’s delay in its planting after mid-November. This loss can be averted by sowing wheat early, which is 

possible only if the previous paddy crop is harvested mechanically and wheat is planted with zero-till seed drills that do not require ploughing the land. 

Challenges

1. Structural issues like high procurement cost, adverse economies of scale, lower credit worthiness, etc. have resulted in an automatic 
‘exclusion’ of the majority of small and marginal farmers in India from the benefit of farm mechanization. As a result, farm 
mechanization has developed a stronger bias towards larger land holdings (NSSO 2005).

2. Mechanizing small and non-contiguous group of lands is against ‘economies of scale’ especially in operations like land preparation and 

harvesting. With continued shrinkage in average farm size, more and more farms will fall into the adverse category thereby making individual ownership of 
agricultural machinery progressively more uneconomical.

3. Moreover, farm mechanization is capital intensive and thus it remains beyond the reach of small and marginal farmers. Custom hiring centres could have been 
an alternate option. But, these centres need a minimum scale for efficient operation as the activity is capital intensive. They also have a longer gestation period 
due to lower asset utilization on account of the seasonal nature of agriculture demand.  There is a limit to which hiring centers can provide an alternative 
because of uncertain climate and lack of institutional arrangements.

4. Higher risk due to ‘uncertain demand’ and ‘immature market’ has barred seasoned business entities from entering this segment. First 
generation entrepreneurs willing to establish these centres face a significant ‘entry barrier’ on account of non availability of financing 
either in the form of venture capital or institutional loans. With the level of NPAs continuing to remain significant, it is unlikely that the 
risk perception of financial institutions will change in the near future. As a result, there is virtually a ‘complete market failure’ in this 
segment. 

5. Intensive research on farm mechanization is also not adequate as it is a very capital intensive activity. 

National Mission on Agricultural Mechanization (NMAM) 

1. Increasing the reach of farm mechanization to small and marginal farmers and to the regions where availability of farm power is lower.
2. Offsetting adverse ‘economies of scale’ and ‘higher cost of ownership’ of high value farm equipments by promoting ‘Custom Hiring 

Centres’ via rural entrepreneurship’ model.
3. Passing on the benefit of hi-tech, high value and hi-productive agricultural machinery to farmers through creation of hubs for such farm 

equipments.

4. Promoting farm mechanization by creating awareness among stakeholders through demonstration and capacity building activities; 
and 

5. Ensuring quality control of newly-developed agricultural machinery through performance evaluation and certification at designated 
testing centres located all over the country. 

Agriculture Labor

Trends

1. Cost of cultivation data shows that labor accounts for more than 40% of the total variable cost of production in most cases. 
2. In 1881 landless labor numbered only 7.5 mm. In 1921 they numbered 21 mm or 17.4% of the labor force. In 1971 they were 27% of 

the labor force. More than 40% of rural work force and 25% of total work force works today as wage earners.
3. Casualization of agriculture labor force: The proportion of labor in the agriculture labor force has been constantly rising (from about 25% @ independence to 

40% in 1991 and has stayed there since). This becomes even worse if we consider the dropping share of agriculture in GDP.

Agriculture Wage Impact of NREGA (2009 & 2010)

1. AP: 58%.
2. Tamil Nadu: 54%.

3. Odisha: 57%.
4. Bihar: 47%.
5. UP: 72%
6. Punjab: 46%.
7. MP: 72%.
8. Chattisgarh: 72%.
9. Maharashtra: 53%.

10. J&K: 122%.
11. National: 24% (all cumulative).

Agriculture Wage Statistics

1. Long term trend: Studies showed that before 80s, real wages were almost stagnant and in most cases were below minimum wages. Between 1983 and 1993-
94 daily real wages grew @ 3.3% p.a. while between 1993-94 to 2004-05 they grew @ 2.3% p.a. only. Between 1999-00 to 2004-05 the rise was 0.6% only. 
The inequalities between male and female rates has been rising.

2. During the period 2007-10, the average cumulative real farm wage rates increased by 16.0% at the all India level. The growth was the fastest in Andhra Pradesh 
(42%) and Odisha (33%), Bihar (19%) and Uttar Pradesh (20%).

3. Rural wages in Kerala were the highest in the country in the range of Rs.216-305 during 2008-10, followed by Tamil Nadu, 
Andhra Pradesh and Karnataka in that order in the Southern Region. 

4. In the Northern region, Haryana recorded the highest agricultural wages in the range of Rs.121-182 during 2008-10 period followed by 
Punjab in the range of Rs 110-162, and Rajasthan in the range of Rs.105-139. West Bengal and Uttar Pradesh followed in that order.

5. SInce mid 1970s inter regional agriculture wage disparities have been declining. This is because a relative decline in the food grain 
prices has had a greater impact on the purchasing power of wage earners in lower wage areas. Moreover agriculture labor migration, 
mechanization of agriculture in high wage areas, alternate poverty and unemployment programmes etc. have had their impact as well. 
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6. Due to the above factors the disparity between male and female wage rates is also declining. This is because the adoption of farm 
mechanization technologies in operations traditionally done by women has been low (because their demand was highly seasonal and 
intense over a few days only).

Land Deterioration
Features

1. Out of 141 mha of cultivable land, 100 mha is degraded. Chemical degradation accounts for 20% and water erosion for 70% of this. 20% of cultivable area is 
experiencing declining fertility and 2% water logging. 3% of cultivable area is affected by salinity. 

2. Severe soil erosion is defined as 40 tonnes pha. Average soil erosion in India is 16 tonnes pha. Thus watershed management and soil conservation projects are 
needed. 

3. Indian soils are carbon deficient due to intensive use like removal of plant residue for forage, removal of crop residue.  
4. Global climate changes like rise in sea level, drop in ground water, decrease in soil carbon will lead to additional infertility of soil. 

Initiatives

1. Under the RKVY, many state level schemes for soil testings have been launched and information disseminated to peasants. 

Water Management
River Basin Linkage Plan

1. It consists of 2 components - (a) Himalayan Component and (b) Peninsular Component. Bulk of water movement will be in peninsular component (80% of 175 
bcm water).

2. The Himalayan Component includes mainly movement of water from Ganga basin to western India. Water of Brahmaputra can't be tapped because it is at a 
lower elevation relative to Ganga basin and Indus can't be touched due to international treaties.

Watershed Management Projects 

1. India's utilizable water is 1100 bcm out of 1900 bcm of annual availability. Out of this current demand is 650 bcm and projected demand for 2025 is 800 bcm. 
Due to competition from other sectors, water availability for agriculture will decrease. India's existing storage capacity is 250 bcm which is  ~13% of annual 
availability. 50 bcm storage projects are under consideration. 220 bcm of groundwater is used for agriculture while 20 bcm for domestic and industrial use.

2. In 2006, Parthasarathy Committee submitted its report in which it said irrigated agriculture appears to be hitting a plateau and dry farming productivity needs to 
be developed via watershed management projects. Thus the Integrated Watershed Management Programme was modified and stress was laid on micro 
projects. A target for 25 mha was set in 11th Plan which has largely been achieved.

Dairy Sector

1. India is the largest milk producing nation (120 MT) vs 54 MT in 1990-91 and per capita availability is 275 g/day vs 175 g/day in 1990-91. Demand for milk will be 
150 MT by 2017 and 180 MT by 2022. So milk production needs to increase by 6 MT per annum while current growth rate of production is 4 MT per annum.

2. Between 1980-81 to 1989-90, milk production was growing @ 5.6% p.a. while after 1990 it has grown @ 4.2% p.a. only.

Challenges

1. Small herd size and poor productivity. Poor artificial insemination network. Low quality bulls.
2. Neglect compared to crop production, inadequate support facilities like credit, government attention. Encroachment on pasture lands.
3. Poor access to organized markets deprives farmers of proper price. 
4. Poor veterinary setup.

Assistance to Cooperatives 

1. The central sector scheme started in 1999-2000, aims at revitalizing the sick dairy cooperative unions at the district level and 
cooperative federations at the State level. The rehabilitation plan is prepared by the National Dairy Development Board (NDDB) 
in consultation with the concerned State Dairy Federation and District Milk Union. This has succeeded in pulling out many unions from 
perpetual losses.

National Dairy Plan 

1. Phase 1: It focuses nutritional level in fodder, enrichment of straw, availability of loans for dairy farmers, welfare schemes for dairy farmers, support to women 
co-operative dairy plants and automation. It was launched in Anand and invests $450 mm and covers 14 states. It seeks to increase productivity of milch 
animals and provide better access of organized milk processing sector to dairy farmers.

Fisheries (Blue Revolution)

1. Indian coastline is 8100 km, EEZ: 2 mm sq. km (west coast: 0.85 mm, east coast: 0.55 mm, A&N islands: 0.6 mm), continental shelf: 0.5 mm sq. km. 
Fisheries contribute 5% of agri-GDP and 0.6% of total GDP. 

2. W Bengal (1.5 MT) > AP (1 MT) > Gujarat and Kerala (0.7 MT each).
3. In 2010, aquaculture production: 5 MT (3rd highest in the world), marine production: 3 MT. Per fisherman catch = 2 T per annum. Fisheries account for ~5% of 

agriculture produce. Exports are $2.5 bio and growing @ 10% p.a. Growth rate of the sector from 1980-81 to 1989-90 was 4.4% which has slowed down to 
3.8% from 1990-91.

Challenges 

1. Shortage of quality and healthy fish seeds and other critical inputs. 
2. Lack of resource-specific fishing vessels and reliable resource and updated data. 
3. Inadequate awareness about nutritional and economic benefits of fish. 
4. Inadequate extension staff for fisheries and training for fishers and fisheries personnel. 
5. Absence of standardization and branding of fish products. 

The Way Forward 
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1. Schemes of integrated approach for enhancing inland fish production and productivity with forward and backward linkages. 
2. Large scale adoption of culture-based capture fisheries and cage culture in reservoirs and larger water bodies are to be taken up. 

3. Sustainable exploitation of marine fishery resources especially deep sea resources and enhancement of marine fish production through sea farming, 
mariculture.

Meat & Poultry

1. Egg production was growing @ 8% between 1980-81 to 1989-90 but has slowed down to 6% since then.  Total egg production was 61 bio in 2010-11.
2. Meat production was 5 MT in 2011-12, wool production is stagnant at 42 million kg level since 1990-91.

Challenges

1. Maize availability and cost since it is the largest cost head.
2. Lack of marketing intelligence.
3. Lack of veterinary network.
4. Low skilled manpower and lack of adoption of modern methods. 

Measures Taken

1. One time assistance is provided to poultry farms, BPL families are given support to start poultry farms.
2. NABARD is financing a poultry venture capital fund.

Fodder

Challenges 

1. A majority of the grazing lands have either been degraded or encroached upon restricting their availability for livestock grazing. 
2. Due to increasing pressure on land for growing food grains, oil seeds, and pulses, adequate attention has not been given to the production of 

fodder crops. 
3. Diversified use of agriculture residues like paper industry, packaging, etc. widening the gap between the supply and demand for fodder. 

4. Current production of improved fodder seed in the country is about 40 KT as against the requirement of 550 KT to be cultivated on 11 mha area. 

The Way Forward 

1. A reliable data-base is required for assisting in realistic planning. 
2. The forest department can play a major role in augmenting fodder production in the country. The degraded forest areas, mostly under the Joint 

Forest Management Committees (JFMCs), can be used for assisting growth of indigenous fodder varieties of grasses, legumes.
3. Production of seeds of high yielding fodder varieties needs to be increased. High yielding fodder varieties need to be introduced throughout the country, instead 

of dual purpose varieties. 
4. First and foremost requirement is to enhance area under fodder, which is possible by developing commons. Improving productivity and coverage of coarse 

grains and dual purpose crops in rainfed areas is the next priority. Since the present availability of seeds of high yielding fodder varieties is severely limited, the 
next priority is to promote large scale production of high yielding fodder seeds with the help of seed growers and dairy farmers. We also need to do a lot on 
effective post-harvest management interventions so as to reduce the wastage of crop residues including its enrichment in quality.

Horticulture

1. From 2001-02, the land under cultivation has gone up from 16 mha to 22 mha and productivity from 9 tonnes pha to 11.5 tonnes pha.
2. The National Horticulture Mission follows a cluster approach and provides end to end solutions.

Spices

1. Government has established 2 spice parks in major spice growing regions (MP and Kerala) for post harvest processing vis color sorting, cleaning, packaging, 
grinding etc. 

Debate: Are tenant cultivators as efficient as owner cultivators? 
(a) No 

1. Investment Argument: A sharecropper tenant would be unlikely to invest in the land because (a) he would have to share the benefits with the landlord. Similarly 
landlords are also unwilling to invest because the tenant will free ride in this case. (b) his tenancy tenure is not fixed and he may be evicted in the next year 
itself. Reason (a) can be overcome if there is an agreement on joint sharing of costs as well. But reason (b) remains. And this is made even worse due to 
Indian laws which favor tenant and hence makes landlord unwilling to sign long term lease agreements. Thus there is an urgent need to reform tenancy laws.

2. Agricultural Technology Argument:  In primitive times, the technology wasn't bent in favor of many fixed investments and labor was the key factor. So tenancy 
survived. Under the new technology, the role of fixed capital is increasing. So this will definitely bend the balance against tenancy.

(b) Yes 

1. Pooling Argument: In tenancy lands, the skills and knowledge of both the landlord and the tenant are applied and hence production better. Where cost sharing 
is agreed to, the capital available is higher - at least working capital for sure and fixed capital to some extent.

2. Agricultural Technology Argument: One way out is equipment being owned by landlord and cost shared or rented to tenant. Another way out is the existence of 
large rent market for agriculture equipment. This way fixed capital can be paid for like working capital.

Debate: Are small farmers less productive than large farmers?
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1. As we can see China has a lower farm size yet the productivity is double that of India. This is a strong argument in favor of small land holdings. Agriculture 
growth rate has been higher in China. Coupled with higher productivities they have led to a much sharper decline in poverty indicating that development in 
agriculture is more effective in reducing poverty.

1. Productivity per ha: NSSO data conclusively shows that the productivity per hectare decreases with the increase in size of land holding. The productivity per 
hectare decreases from Rs. 25K for farm sizes < 0.4 hectare, Rs. 19K for farm sizes between 0.4 ha to 1 ha, Rs. 17K for farm sizes between 1 ha to 2 ha to 
Rs. 8K for farm sizes > 10 ha (Source: NSSO 59th round). The reasons are not too far to seek. 

2. Irrigation: Area under irrigation for marginal farmers has gone up from 40% in 1980-81 to 44% in 1990-91 and 51% in 2000-01. For small farmers it was 33% in 
1980-81 to 36% in 1990-91 to 39% in 2000-01. For large farmers it was only 16% in 1980-81 to 22% in 1990-91 to 31% in 2000-01. (Source: Agriculture 
Census)

3. Fertilizer Consumption: Marginal farmers' consumption increased from 55 kgpha in 1981-82 to 99 kgpha in 1991-92 to 175 kgpha in 2001-02. Large farmers 
however only used 27 kgpha in 1980-81 to 54 kgpha in 1991-92 to 68 kgpha in 2001-02. In unirrigated area, marginal farmers used 24 kgpha in 1981-82, 58 
kgpha in 1991-92 and 96 kgpha in 2001-02. Large farmers however only used 9 kgpha in 1981-82 to 19 kgpha in 1991-92 to 22 kgpha in 2001-02.

4. HYV seeds: In 2001-02, 72% of marginal farmers used HYV, 68% of small farmers used HYV while only 47% of large farmers used HYV.
5. Cropping intensity: It was 139 for marginal farmers, 128 for small farmers while only 121 for large farmers in 2001-02.



7/7/2014 Evernote Export

file:///C:/Users/user/Documents/economy.html 79/100

1. Capital Intensity Argument: Large farmers are able to employ more capital, hence more productive.
2. Intensive Labor Argument: Small farmers are able to work harder, hence more efficient.
3. Empirical Studies: They indicate productivity is size independent. Factors that impact productivity are easy access to modern inputs, presence of support 

infrastructure, technology and marketing systems. 

Debate: Have intersectoral Terms of Trade improved for agriculture?

1. Inflation data suggests that food inflation has been higher than that of manufactured goods inflation.
2. But this is faulty because it doesn't capture all goods and services consumed by agriculture.
3. Economists argue that income terms of trade are more relevant.

Agricultural Reforms
Q. India urgently needs yet another green revolution by infusing modern technologies like ICT and space technologies and strategic management technologies and 
strategic management techniques to come up with demand side pressures resulting in persistent food inflation in the economy. Do you agree? (2011, II, 30)

Institutional Reforms
(a) Tenancy Reforms

1. Current tenancy laws impede modernization of agriculture. The number of economically unviable landholdings is increasing. But the marginal farmers have to 
stick to it and can't lease it out because of pro-tenant legislations.

2. Similarly corporate houses need to get into agriculture, but they can't because of archaic legislations on tenancy.  
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3. Female empowerment.

(b) Marketing Reforms 

1. India's food supply chain is highly ineffective and old. There are a number of intermediaries who add little value and exploit the peasants and consumers. They 
control the mandis and are opposed to marketing reforms.

2. Peasants get only a fraction of final value. Wastage is 35-40%. MSPs are ineffective in most states due to inadequate capacity of FCI to procure grains as well 
as corruption in mandis. Storage schemes are being pursued. A PPP scheme will create 15 MT of storage while the budget 2012-13 announced additional 
storage creation of 2 MT. Additional $1 bio is allocated under Rural Infrastructure Development Fund to storage creation. FCI has a current storage capacity of 
64 MT. 

(c) Institutional Credit Reforms

1. Agricultural credit needs to be given in the name of the tiller, not the land owner. 

Technological Reforms 

1. NAS laid stress on HYV seeds, fertilizers and irrigation.
2. Milk Revolution.
3. Horticulture Revolution.

Green Revolution & Capital Formation in Agriculture

Chand, Parappurathu (2012)

(a) Trends in Agriculture Growth

1. The above analysis suggests that the decade before the green revolution was characterized by a steep decline in growth in GDP-
agriculture, with growth rates plummeting from close to 3% in the decade ending (DE) 1960-61 to less than 1% in the DE 1968-69. 

2. The subsequent period witnessed a turnaround in growth with growth rates moving in the range of 2% to 3% for a sustained period of nearly three decades, 
though with occasional slumps. 

3. A deceleration of growth came in the latter half of the 1990s, followed by a quick nutshell, the growth series clearly establishes a steady increase in the growth 
rate for three decades after the advent of the green revolution, followed by a gradual tapering off and dec- line after the mid-1990s, which lasted for a decade. 

4. This was succeeded by an unambiguous turnaround in the years  coinciding with the Eleventh Five-Year Plan (2007-12). 

(b) Trends in Composition of Agriculture Growth

1. Various phases can be broken down into - (a) Pre-green revolution period (PGR). (b) Early green revolution period (EGR). (c) Period of wider 

technology dissemination (WTD). (d) Period of diversification (DIV). (e) Post-reform period (PR). (f) Period of recovery (REC)
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1. Total fixed capital formation in agriculture moved upwards from the mid-1960s onwards when both government and private spending 
increased with the commencement of the green revolution. 

2. In the initial years of this phase, it was private capital formation that received a real impetus. However, public investment picked up in the mid- 1970s. 
3. The share of public capital formation in GDP – agriculture remained in the range of 3% to 4% throughout the 1970s, but started dipping from the mid-1980s, 

falling below 2% in 1996-97 and reaching a trough at 1.87% in 2000-01. 
4. As with public investment, private investment also experienced a dip in the early 1990s. Both declined not only in terms of share in GDP but also in absolute 

terms during this period. 
5. This led to a perceptible slowdown in agricultural growth, It also supports the assumption that a part of the deficit in public investment was translated into 

reduced availability/use of inputs and thereby contributed to a deceleration in output growth. 
6. A plough back in investment during the middle of the first decade of this century reversed the consumption pattern of primary inputs, as evident from a 

substantial growth in certified seed distribution (22.93%), renewed consumption of fertilizers (6.95%) and an increase in area under irrigation (2.18% growth in 
gross irrigated area). 

1. Initially India imported food grains from US under PL 480 program. But these grains had strings attached, so India sought food grain self-sufficiency.
2. Earlier agricultural reforms were relied upon to bring change. But their implementation failed and hence New Agricultural Strategy was adopted to increase food 

grain production. NAS stressed on technological up gradation as compared to agri-reforms. Stress was laid on fertilizers, irrigation, HYV seeds. For better 
adoption, credit was extended to credit-worthy farmers.

Phase 1: 1966 - 72

1. Before the introduction of new seeds, CACP and FCI were setup. Then 18K tons of new wheat seeds were imported and distributed in irrigated areas of Punjab, 
haryana and UP. This was supported by provision of fertilizers, power, water and credit @ subsidized rates. 

2. The effect was an increase in foodgrain output from 75 MT in 1966-67 to 105 MT in 1971-72 and India became self sufficient in food.
3. GR created a pool of high caste farmers who reaped the benefits and increased their dominance in village affairs as well. Soon they gained political voice and 

organized themselves to press for their interests (demand more subsidies etc.).

Phase 2: 1973 - 80

1. Initial debacle: Due to hoarding etc. government decided to take over the wholesale trade of wheat which proved to be a disaster. There were successive 
droughts as well and as a combined effect wheat production actually declined. India had to import food grains again in early 70s.

2. Increasing importance of subsidies: There was the oil shock as well. Government increased fertilizer subsidy so as to prevent a rise in the prices of fertilizers. 
Retention price scheme in urea was introduced. Non fertilizer subsidy bill too increased from 0.5% of agriculture GDP in 1973 to 4% in 1980. Fertilizer 
subsidies were 0.4% in 1980. This was 1.5% of total GDP.

3. Increasing investment in ground water irrigation and higher power subsidies: Its share rose from 0.5% in 1960 to 20% in 1975. This was on account of private 
investment in tube wells. This led to an increase in power subsidies which rose to ~ 45% of total agriculture subsidies in early 1980s.

4. Higher productivity: The production of food grains in the decade increased @ 3.1% p.a. and the yields @ 2.5% p.a.

Regionwise Growth in 
Agriculture GSDP

1965-80 1980-1990 1990-2005 Overall

All India 2.2% 3.4% 1.7% 2.4%

Northern Region 3.4% 3.5% 1.6% 2.8%

Eastern Region 1.3% 3.6% 1% 1.8%

Central Region 2.1% 3.3% 3.2% 2.7%

Southern Region 1.8% 3.4% 0.5% 1.8%
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Phase 3: 1981 - 90

1. Spread and stagnation: It spread eastwards into W Bengal and Bihar which showed an increase in yields of rice @ 5% and 3.7% respectively in 80s. But in the 
original and other areas the yields stagnated resulting in a yield slowdown in both wheat and rice.

2. Increase in input subsidies: With the slowdown in yields, input subsidies were further increased to maintain the production. From 4.4% of agriculture GDP in 
1980s they rose to 7.2% in 1991 and has stayed there since. This was 2% of total GDP in 1990.

3. Adverse impact of government policies: Despite no direct taxes on agriculture and explicit subsidies, the overall environment led to a deterioration in ToT for 
agriculture. This was due to high indirect taxes, favorable terms and high protection accorded to industry and also anti-export bias towards agriculture.

4. Investment in R&D: Investment in agriculture R&D is only 0.3% of agriculture GDP as against 0.7% in developing countries at large and 2-3% in developed 
countries. In the initial years of GR, it increased but then stagnated in 1980s and has since fallen.

Phase 4: 1991 - 2005

1. Improving ToT: Lowering of protection for industries led to an improvement in ToT for agriculture from 0.9 in 1991 to 1.2 in 2000 (Gulati and Fan, 2008). This 
increased the profitability of the sector and also increased investment. But still the policies are mostly inward looking and restrict exports. But between 1999 to 
2004 the ToT declined mainly as the Indian prices became more aligned to international prices which were falling.

2. Diversification in consumption: Due to higher incomes.
3. Slowdown in productivity growth: Despite this there was a slowdown in the yield growth in foodgrains from 2.7% in 1980s to 1.4% in 1990s. Stagnation in public 

investment is believed to be an important factor for this.
4. Rainfed vs irrigated areas: The slowdown of agriculture production growth in rainfed areas was higher than in irrigated areas. For example in Punjab where only 

3% of cultivated area is rainfed the agriculture GDP growth fell from 4% in the 1984-85 : 1995-96 period to 2.2% in 1995-96 : 2004-05 period. In Haryana where 
17% of cultivated area is rainfed the agriculture GDP growth fell from 4.6% in the 1984-85 : 1995-96 period to 2% in 1995-96 : 2004-05 period. In UP where 
32% of cultivated area is rainfed the agriculture GDP growth fell from 2.8% in the 1984-85 : 1995-96 period to 1.9% in 1995-96 : 2004-05 period. But in 
TN where 50% of cultivated area is rainfed the agriculture GDP growth fell from 5% in the 1984-85 : 1995-96 period to -1.4% in 1995-96 : 2004-05 period. 
Similarly in Gujarat where 65% of cultivated area is rainfed the agriculture GDP growth fell from 5.1% in the 1984-85 : 1995-96 period to 0.5% in 1995-96 : 
2004-05 period. In Rajasthan where 70% of cultivated area is rainfed the agriculture GDP growth fell from 5.5% in the 1984-85 : 1995-96 period to 0.3% in 1995-
96 : 2004-05 period. Similarly in Maharashtra where 83% of cultivated area is rainfed the agriculture GDP growth fell from 6.7% in the 1984-85 : 1995-96 period 
to 0.1% in 1995-96 : 2004-05 period.

5. Small and marginal farmers adopting new inputs at a higher rate than large farmers: Area under irrigation for marginal farmers has gone up from 40% in 1980-81 
to 44% in 1990-91 and 51% in 2000-01. For small farmers it was 33% in 1980-81 to 36% in 1990-91 to 39% in 2000-01. For large farmers it was only 16% in 
1980-81 to 22% in 1990-91 to 31% in 2000-01. Marginal farmers' consumption increased from 55 kgpha in 1981-82 to 99 kgpha in 1991-92 to 175 kgpha in 
2001-02. Large farmers however only used 27 kgpha in 1980-81 to 54 kgpha in 1991-92 to 68 kgpha in 2001-02. In unirrigated area, marginal farmers used 24 
kgpha in 1981-82, 58 kgpha in 1991-92 and 96 kgpha in 2001-02. Large farmers however only used 9 kgpha in 1981-82 to 19 kgpha in 1991-92 to 22 kgpha in 
2001-02. In 2001-02, 72% of marginal farmers used HYV, 68% of small farmers used HYV while only 47% of large farmers used HYV. In 1996-97, 59% of 
marginal farmers used HYV, 55% of small farmers used HYV while only 42% of large farmers used HYV. It was 139 for marginal farmers, 128 for small farmers 
while only 121 for large farmers in 2001-02. The same figure was 134 for marginal, 128 for small and 116 for large in 1981-82.

Impact

1. Need for post harvest management: The new seeds have shorter maturing period. Thus the farmers can do multi cropping. But they also need better storage 
and post harvest facilities. Multi cropping potential was effectively a land saving one and hence it made the new seeds very popular.

2. Increased inputs: The new seeds convert more nutrients into the grain. Thus they need more fertilizers and hence more water. It was thought that due to high 
input costs, specially of digging wells in dry areas their use will be restricted by the large farmers and they will increase inequality. But empirical studies show 
that in 2001-02 in unirrigated land 53% of land small and marginal farmers used HYV seeds while only 30% of land under large farmers used them. The 
corresponding figures for 1996-97 were 37% and 25% respectively. In irrigated land, 88% of small and marginal land area was under HYV in 2001-02 while 78% 
of large. The figures were 79% and 77% respectively in 1996-97. 

3. Distortion in farm ecology: Since they were heavily dependent on use of fertilizers and water a technologically optimum mix was needed. But economic signals 
may be distorted and may not reflect the technological optimum. This may degrade the farm ecology.

4. Declining use of manual power and increase in farm mechanization: The uneven agricultural growth is also responsible for it. Areas with high labor surplus saw 
a larger decline in agriculture output while areas with low labor surplus saw a lower decline in the output. Though labor migration happened but this also 
increased the farm mechanization. But overall it led to the fall in employment elasticity of agriculture. In many places now new cost sharing models between 
the tenant and land lord have come up.

5. More equity: The relative decline of food grain prices accrues more benefits to lower segment. It has also led to food security despite lowering employment 
elasticity of the sector. Moreover the benefits of new technology have accrued more to small and marginal farmers.

6. Environmental degradation and GR: In India more than the harm done by fertilizers and pesticides it is the degradation and deforestation of marginal and 
common land which causes environmental problem. GR has reduced the pressure on land and empirical studies suggest that deforestation is higher in areas 
where penetration of new technology is low.

7. Increased commercialization of agriculture. Increased linkages with industry.
8. Degradation of soil, environmental impacts. Free oil / electricity.

Q. "The success of green revolution shows the importance of sate in agrarian transformation." Comment. (2009, II, 20)
Farm Suicides

1. Maharastra, MP and AP account for highest number of farm suicides.
2. Factors increasing suicide likelihood are over dependence on cash crops since their prices are much more volatile and are often rigged at global level. Cash 

crops also involve higher production costs.
3. One way to reduce the suicides is to increase MSP and making it effective.  
4. Government will provide 6 month loans to farmers under ISS for post-harvest storage. Storage schemes are being pursued. A PPP scheme will create 15 MT of 

storage while the budget 2012-13 announced additional storage creation of 2 MT. Additional $1 bio is allocated under Rural Infrastructure Development Fund to 
storage creation.          

Agriculture Insurance
National Agriculture Insurance Scheme 

1. It seeks to provide insurance cover to all crops against natural calamities. Agriculture Insurance Company was the nodal agency.
2. It covers ~25% of the farmers but it is lopsided and ~75% of the operations are in few states only. 

Weather Based Crop Insurance Scheme

1. It provided protection against adverse weather incidences. It settled claims in quick time. AIC was the nodal agency.

Rashtriya Krishi Vikas Yojana (RKVY)      
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1. It is a $4 bio scheme and its objective is to increase investment in agriculture to enhance production and productivity. The poor growth of agriculture over 9th 
and 10th FYP was seen to be an effect of poor investment in agriculture, hence the need to increase investment.

2. Under the RKVY, many state level schemes for soil testings have been launched and information disseminated to peasants. BGREI, NFSM and National 
Saffron Mission are a part of it. 

3. It incentivizes the states to increase public investment in agriculture. It is a comprehensive scheme and allocations are made to individual projects which are 
approved if they satisfy various criteria. Up to 25% of the funds can be used to strengthen state agriculture schemes. It seeks to draw synergies between dairy, 
poultry, fisheries and agriculture.

BGREI

1. This includes block demonstrations of rice and wheat technologies in a cluster mode approach, promoting resource conservation technologies, watershed 
 management activities, increased farm mechanization. The production of rice in 7 states under the scheme has increased by 21% in last 2 years.

National Food Security Mission

1. Focus was on districts where productivity of wheat, rice, pulses, millets and fodder was lower than national average. The aim was to increase production there. 
National level aim was to increase production of rice by 10 MT (achieved), wheat by 8 MT (13 MT achieved), pulses by 2 MT (3 MT achieved) by 2012. It has 
been successful.

2. It stressed on increased farm mechanization, better inputs, seed development, technology demonstration and deployment and marketing access. It focused on 
districts where the productivity was < the state average for rice and wheat. For pulses those districts were covered which have the potential for area expansion 
and productivity enhancement in pulses. 

3. Dedicated Project Management Teams (PMTs) have been provided at district, state and national levels for 
implementation. Consultants are provided at each level as a part of PMTs. National, state and district level monitoring teams are 
constituted for continuous evaluation.

4. Publicity campaigns are organized at the national, state and district level through advertisements in print media, video clips on mass media, 

brochures, fairs, exhibitions, street plays, etc. for popularizing the components of mission.
5. Rice: A majority of districts out of 139 covered showed consistently an increase in yields compared to the pre-NFSM period despite drought conditions. The 

number of districts recording > 20% increase in the yield were more than those recording < 10% increase in yield.
6. Wheat: A majority of districts out of 141 covered showed consistently an increase in yields compared to the pre-NFSM period despite drought conditions. The 

number of districts recording > 10% increase in the yield were less than those recording < 10% increase in yield.
7. Pulses: Out of 171 districts a majority consistently showed enhanced yields despite drought conditions.

NFSM Part 2 in 12th FYP

1. It will also cover coarse crops and aim to increase production by 25 MT - 10 MT of rice, 8 MT of wheat, 4 MT of pulses and 3 MT of coarse cereals.
2. In addition to enhancing the productivity in low productivity areas, stabilizing the productivity gains in high producing areas is equally important. Accordingly, in 

the 12th Plan it will follow location specific, target oriented strategies. 
3. It will also promote cropping systems in place of promoting individual crop. Major cropping systems such as rice-wheat, rice-pulses, maize/millets-pulses. Crop 

rotation, inter-cropping will be promoted.
4. Post harvest management and R&D will receive attention.

Challenges 

(a) NFSM 

1. Lack of cooperation from states. Better coordination is needed with them.
2. Seed Replacement Rate (SRR) has been targeted without matching the seed production plan in some States. This approach is bound to delay adoption of 

latest improved varieties.

(b) ISOPOM 

1. A large part of area under these crops is rainfed. There is very high fluctuation in the production and productivity of oilseeds due 
to intermittent dry spells in Kharif season, insect pest infestation and aberrations due to various other factors in some areas and 
states. 

2. The prevalence of local poor yielding varieties requires interventions. Drought, pest and insect tolerant or resistant hybrids and varieties suitable to different agro-
climatic zones are required. 

The Way forward 

1. The future of food security is highly dependent on two important and inter-related factors, first the ability to succeed and absorb the technology for raising 
agricultural productivity, and second effecting measures to successfully adopt to climate change. There is need for an increased, stable, low cost 
environmentally sustainable food production. 

2. In addition, agriculture needs to be diversified to meet the changing dietary preference and for realizing higher income for the farmers. 
3. SRR linked seed production plan should be developed for each state. 
4. Approaches should be agro-climatic and region-centric. 
5. Programmes should focus on dominant cropping system rather than on a single crop.  Rice, wheat and pulses-based cropping systems should be 

considered. The major cropping systems include: rice-rice, rice-chickpea, rice-wheat, wheat- chickpea and pulses-wheat. Such an approach would pay 
attention to companion crops of the system rather than focusing on one crop which in any case is dependent on the duration and practices of the other crop. 

6. R&D should be encouraged.

National Mission for Sustainable Agriculture

1. It recognizes the threat climate change poses to the food security of the country. So it seeks to transform agriculture into a climate-proof sector. It is a part of 
National Action Plan on Climate Change.

2. Naturally the focus is on dry farming through the development of drought resistant and pest resistant varieties and developing institutional capabilities. It also 
includes RADP, CADP.

3. Government report says 1º C rise in temperature will lead to a fall of 6 MT in wheat production.

Rainfed Area Development Program (RADP)

1. RADP has been introduced as a sub-scheme of RKVY during 2011-12 with specific focus on small and marginal farmers by offering a complete package of 
activities. It follows a cluster approach and seeks to mitigate the impact of weather on agriculture.                  
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2. In budget 2012-13, it will be merged with National MIssion on Sustainable Agriculture.                

Command Area Development Program

1. It aims to narrow down the gap between irrigation potential and irrigated area by 10 mm hectares. 

National Mission on Micro Irrigation

1. It seeks to encourage use of drip and sprinkler irrigation by providing 60% aid to marginal farmers and 50% to general farmers.

Macro Management of Agriculture

1. It is a scheme to plug the gaps in funding of various projects. Money is given to the states.

2. The practice of allocating funds to States/UTs on a historical basis has been replaced by a new allocation criteria based on gross 
cropped area and area under small and marginal holdings.

3. The permissible ceiling for new initiatives has been increased from the existing 10% to 20% of the allocation. 

4. At least 33% of the funds have to be earmarked for small, marginal and women farmers. 

5. Active participation of the Panchayati Raj Institutions (PRIs) of all tiers would have to be ensured in the implementation of the scheme 

including review, monitoring and evaluation at district and sub-district level. 

Agriculture Credit

Increasing Influence of Rural Moneylenders Despite Rising Formal Agri-Credit

1. Moneylenders provided 70% of total rural credit in 1951. This proportion fell to 17% in 1981 before climbing back to 30% in 2002.

2. Farmers often choose to go to moneylenders despite higher interest rates because of more flexible repayment schedules, strict KYC norms of banks, 

provision of agri-credit against the title or tenancy agreement only and fewer restrictions on borrowing for consumption. 

3. The collapse of microfinance seems to have provided another catalyst for the re-emergence of the moneylender. 

Aggregate Agricultural Credit Numbers

1. The government has followed Doubling of Agriculture Credit Policy (DACP) where agriculture credit has to be doubled every 3 years starting from 2003-04.
2. So far in all years, targets have been overachieved with the agriculture credit growing from $17 bio in 2003-04 to $95 bio in 2011-12. Target for 2012-13 is $115 

bio. But a breakup of these numbers provides a different story.  

Issues with Indian Agricultural Credit Setup
Institutional Breakup

1. Historically cooperatives and Regional Rural Banks (RRB) have been more suited to the needs of small and marginal farmers.
2. In 1991-92, cooperatives controlled 51% of agri-credit flow, scheduled commercial banks 43% and RRBs 5%. in 2010-11, share of cooperatives dropped to 

16%, scheduled commercial banks to 74% and the RRBs to 10%.

Regional Imbalance

1. South India accounts for just 18.5% of Gross Cropped Area (GCA) but takes 37.5% of the agri-credit. Central India on the other hands accounts for 27% of the 
GCA while agri-credit is just 13%. This was the situation in 11th 5-year Plan and the situation has worsened from the 10th 5-year Plan.
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Mistargeting 

1. Cropping Intensity is the ratio of GCA to NCA. Typically small and marginal farmers are more intensive users of land compared to the rich farmers. Again we 
see regions of high cropping intensity have lower allocation of agri-credit available.     

2. Cropping holiday in AP is a tell tale sign of agriculture credit gone wrong. It is given to absentee farmers who use it for non-agricultural purposes.
3. 67% of agricultural workforce is women but they don't have titles to land, hence can't avail of agriculture credit. 

Government Initiatives

1. Interest Subvention Scheme (ISS) which gives crop loans to farmers up to Rs. 1 lac and 1 
year at 7% p.a. + a waiver of further 3% on the farmers with prompt repayment history.

2. Post harvest loans for up to 6 months will be given to farmers under the same ISS. This is to avoid distress sale. (But where will they get storage facility from?)
3. ADWDRS, 2008 to free up bank lines to the sector.
4. For loans up to Rs.50,000 no need of the No Dues Certificate.
5. For loans up to Rs. 1 lac no need of any security.
6. Kisan Credit Cards: This helps in providing timely credit. It is like a revolving facility, all paper work done in beginning and the farmer assigned a credit limit. 

Banks are now enhancing this card to a chip based card which will be like ATM and hold limit and usage information.  

Agriculture Debt Waiver and Debt Relief Scheme, 2008

1. All loans made between 1 April 1997 and 31 March 2007 and due on 31 December 2007 and unpaid on 28 February 2008 were eligible for the scheme.
2. So far the Government has spent Rs. 52k cr on it. 

Y H Malegam Committee on Micro finance Institutions
This committee was constituted by RBI in wake of the MFI developments in AP. Its main recommendations are:

1. MFIs to be designated as separate NBFC to be brought under RBI control.
2. A margin cap of 10% for established MFIs and 12% for small MFIs.
3. A cap of 24% on the interest chargeable.
4. A borrower can be a member of only one SHG.
5. MFIs can only charge 3 fees for increasing transparency - interest, insurance fee, processing fee.

PDS (after 1991)
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Trends

1. Procurement: Procurement operations of government were < 5% of agriculture output before the GR. In 80s they rose to 10% and now they have risen to over 
15%. This has reduced the fluctuations in average per capita availability of food grains and also interstate variations.

2. Role of MSP: Higher MSPs for wheat and rice have led to benefits of procurement accruing largely to large farmers in the surplus states for these crops. But 
due to lack of FCI operations in crops other than wheat and rice and in states other than Punjab, Haryana and UP, MSPs have proved to be largely illusionary. 
MSP of wheat and rice has generally been higher than the cost of production while that of pulses has been lower.

3. Differential pricing: Before 1997 PDS was universal and followed a uniform pricing model. But then it was switched to TPDS and BPL families were given stock 
@ ~ 67% of APL. Antodaya Anna Yojana families were given ~ 50% of BPL prices. Between 1997 to 2002, APL prices were quite close to market prices. 
Hence APL offtake declined and many FPS became unviable. Now nearly 60% of supply goes to BPL and 20% to Antodaya.

4. Food stocks: Due to lower APL offtake surplus food stocks accrued (reaching 60 MT against 20 MT norm of buffer stocks) till 2002. This increased cost of 
carrying as well as food subsidy. Then prices for BPL were reduced further and their ration increased and also exports permitted so that food stocks declined 
again to below 20 MT level. Currently stocks are 80 MT.

5. Interstate variations: PDS offtake as a proportion of people living below poverty line is less in poorer states is compared to the richer states indicating poor 
functioning of PDS in these states. The 4 southern states with lower incidence of poverty continue to lift around half of the PDS offtake.
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Evaluation

1. Regularity and predictability in opening hours of the FPS helps in prevention of diversion of quotas.
2. Reduction and rounding off of prices has helped reduced overcharging.
3. The FPS has a higher density than post offices and banks.
4. PDS is working better in Southern states while in Bihar it is dysfunctional. 
5. Social monitoring of the FPS can improve the system. Also paying higher commissions to the dealer can help in reducing corruption. 
6. FCI costs can be reduced by making its operations decentralized i.e. procurement and disbursement locally.

Government Initiatives
Targeted PDS (TPDS)

1. Special cards are issued to BPL families. This scheme has been reasonably successful.
2. State governments lift food from FCI in this scheme and the food is sanctioned each month and lifting period is 50 days.  

Antodaya Anna Yojna

1. It is targeted to poorest section of BPL families it sanctions a release of rice at Rs. 3 per kg and wheat at Rs. 2 per kg.  

PDS Reforms

1. Some states like Chattisgarh are parking the PDS services on the smart cards like RSBY run by the central government i.e. these smart cards would double 
up as ration cards. These cards will have all the entitlements and record the disbursement for a household. This card would be swiped and also used with 
thumb impression of the user on the biometric machine. This will ensure weeding away of ghost beneficiaries. The information flow will happen directly with a 
central server. This also means that the person can get his ration from any authorized shop including the private shops. Odisha is also moving towards smart 
cards.

National Food Security Ordinance, 2013
Features 

Analysis

1. Anti-farmer & serious compromise on food security 
1. Criticism: If 68% people buy wheat at such a low rate, how will the farmers get their remunerative price? They will start cultivating some other crop. 

This could lead to a serious food security issue in the nation. 
2. Truth: But if the Bill indeed leads to a larger procurement it will compel the government to raise the MSP for grain. This will benefit the farmers. Higher 

prices will encourage the farmers to cultivate more wheat. 

2. Nationalization of grain trade

1. Criticism: It will increase government procurement which will drive out private players. Thus it will lead to nationalizing the grain trade.

2. Truth: Even without the Bill, the government is already buying about 70 million tonnes plus of grains. FSB requires only about 50 MT of grains. So it 

can't be blamed for any additional procurement.

3. Fiscal deficit

1. Criticism: It will increase food subsidy and hence higher deficit.

2. Truth: FSB doesn't lead to any higher procurement. On the contrary, it will increase the off take and would actually reduce the subsidy (sales 

realization + reduced carrying costs).

4. Issue of federalism
1. Criticism: PDS is operated by states but the new bill proposes that the Grievance Redressal Officer be under Central control. This encroaches upon 

the federal character of the Union.  
5. Last mile connectivity issue

1. Criticism: The last mile connectivity has been left to "local authorities". But local authorities mean bureaucracy and the use of the term is a colonial 
legacy. Instead it should have been entrusted with local self governments.

Salient features of NFSB
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The salient points of the ordinance are:

Up to 75 percent of the rural population and up to 50 percent of the urban population will have uniform entitlement of five kg food grain per month, at highly 
subsidised prices of Rs.3, Rs.2, Re.1 per kg for rice, wheat and coarse grains, respectively.

The poorest of poor households would continue to receive 35 kg food grain per household per month under the Antyodaya Anna Yojna at subsidised prices of Rs.3, 
Rs.2 and Re.1.

State-wise coverage will be determined by the central government.

The work of identification of eligible households has been left to the states/Union Territories, which may frame their own criteria or use Social Economic and Caste 
Census data, if they so desire.

There is a special focus on nutritional support to women and children. Pregnant women and lactating mothers, besides being entitled to nutritious meals as per the 
prescribed nutritional norms, will also receive maternity benefit of at least Rs.6,000 for six months. Children in the age group of six months to 14 years will be entitled 
to take home ration or hot cooked food, as per prescribed nutritional norms.

The central government will provide funds to states/UTs, in case of short supply of food grain from central pool.

In case of non-supply of food grain or meals to entitled persons, the concerned state/UT governments will be required to provide such food security allowance to the 
beneficiaries as may be prescribed by the central government.

The central government will provide assistance to the states towards cost of intra-state transportation, handling of food grain and fair price shop (FPS) dealers' 
margin, for which norms will be developed.

The ordinance also contains provisions for reforms in the Public Distribution System (PDS) through doorstep delivery of food grain, application of information and 
communication technology (ICT) including end-to-end computerisation, leveraging 'Aadhaar' for unique identification of beneficiaries, diversification of commodities 
under the Targeted PDS (TPDS) for effective implementation of the ordinance.

The eldest woman in the household, of 18 years of age or above, will be the head of the household for the issue of the ration card. If the eldest woman is not 
available, the eldest male member is to be the head of the household.

There will be state and district level redressal mechanism with designated officers. The states will be allowed to use the existing machinery for District Grievance 
Redressal Officer (DGRO), State Food Commission, if they so desire, to save expenditure on establishment of new redressal set-up. Redressal mechanism may also 
include call centres, helpline etc.

Provisions have also been made for disclosure of records relating to PDS, social audits and setting up of Vigilance Committees in order to ensure transparency and 
accountability.

The Bill provides for penalty to be imposed on public servants or authority, if found guilty of failing to comply with the relief recommended by the District Grievance 
Redressal Officer (DGRO).

*******************************
Are we prepared for NFSB

Of these, the most important challenge is to decide the interstate allocation of foodgrain for the Public Distribution System (PDS). At present, this allocation is 
arbitrary and is neither based on population nor poverty. Thus, poorer states like Uttar Pradesh (UP) and Bihar get much less food allotment than their share in 
poverty, whereas, it is just the opposite for the Southern states. This is why Tamil Nadu is opposing the Bill.

Secondly, actual distribution cannot begin unless the eligible households are identified. The final results of the Socio-Economic and Caste Census will not be available 
for all the states, especially the larger states like UP, Bihar and Tamil Nadu, until the beginning of 2014. Further, there has been a lot of secrecy in conducting the 
survey, and people even in states like Haryana, where the lists on paper have been shared with the people and finalised, no one knows whether he/she is in or out. 
There could be a great deal of disenchantment and anger when the actual distribution of grain begins.

The Bill encourages states to reform the PDS, including doorstep delivery of foodgrain, end-to-end computerisation; and leveraging "Aadhaar" (UID) for unique 
identification of entitled beneficiaries. The progress is extremely slow, though not in all states.

Lastly, the Central government should discourage the distribution of manufactured "ready-to-eat" food under the Integrated Child Development Scheme (ICDS) since 
it leads to grand corruption at the ministerial level. Unfortunately, the government has encouraged such tendering by laying down the minimum nutritional norms for 
take-home rations, including micronutrient fortification, thus providing a dangerous foothold for food manufacturers and contractors, who are constantly trying to 
invade child nutrition programmes for profit-making purposes.

Food Processing (after 1991)
Trends

1. Issues: FPI has been plagued by factors such as low public investment, poor infrastructure, inadequate credit availability and high levels of 

fragmentation.

2. Higher growth: The Indian food processing sector’s higher rate of growth as compared to the agriculture growth rate is indicative of its low 

base, changing life styles, tastes and higher disposable income with consumers. 
3. Requirements: The sector needs huge investments in logistics. It is largely a private sector activity but government should provide needed 

incentives for faster investments.
4. Current policy framework: Most food processing enterprises have been exempted from industrial licensing with the exception of beer and alcoholic drinks and 

items reserved for the small scale sector.  For foreign investment and technology, automatic approval is given even up to 100% for a majority of processed 
foods. The policy initiatives also include sale of 50 percent in the domestic tariff area of agro-based 100 percent EOUs, zero duty EPCG Scheme; declaration of 

the industry as a candidate for priority lending by banks; interest subvention scheme @ 4% interest and opening up of mega food parks.
5. Economic stats: Since 2004-05 while agriculture growth has been 3.3%, food processing industry has grown @ 9.3%. However the 
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growth in meat, fruits, vegetables etc. is only 7.3% and in dairy products is only 6.7%. As a result the FPI output now (2009-10) forms 
12% of agriculture output as against 9% in 2004-05. Inbound FDI (from 2000-2011) has been only $2.5 bio which amounts to < 2% of 
total inbound FDI. The industry employed 1.5 mm people in 2007-08.

Scheme for Cold Chain, Value Addition and Preservation Infrastructure 

1. The Scheme was approved in 2008 with an objective to provide integrated and complete cold chain series without any break for perishables from the farm gate 
to the consumer with a capacity of 10 MT. 

2. The assistance under the Scheme includes financial assistance of 50% subject to a maximum of Rs 10 crore. But so far the approved projects 

envisage creating a cold chain capacity of only 0.16 MT. 

Mega Food Parks Scheme (MFPS) 

1. It provides for a capital grant of 50% of the project cost with a ceiling of Rs 50 crore to establish food processing parks. The grant shall be utilized towards 

creation of common infrastructure in the park. Such facilities are expected to complement the processing activities of the units proposed to be set up 
at the CPC in the Park. 

2. Out of 30 Mega Food Parks proposed during the eleventh five year plan, the Ministry has taken up 15 projects under the Scheme so 
far.

Scheme for Technology Upgradation, Establishment, Modernization of Food Processing Industries 

1. It gives financial assistance for the setting up of new food processing units as well as technological upgradation and expansion of existing units in the country 
@ 25% of the cost of plant & machinery subject to a maximum of Rs. 50 lakhs. 

2. Earlier all the applications for such grants were received by the Ministry through the State Nodal Agencies. These applications were then centrally processed 
and grants disbursed directly by the Ministry. From 2007-08, the receipt of applications, their appraisal, calculation of grant eligibility as well as disbursement of 
funds has been completely decentralized. Under the new procedure, an entrepreneur or applicant can file an application with the neighborhood Bank branch or 
Financial Intuition (FI). The Bank or FIs would then appraise the application and calculate the eligible grant amount as per the detailed guideline given to them 
by the Ministry. The Banks and FIs appraise the project and its recommendation for the release of grant is transmitted to the Ministry through an e-portal 
established for this purpose. After the recommendation and requisite documents are received from the Bank or FIs, the Ministry  sanctions the grant and 
transfers the funds through the e-portal itself. 

The Way Forward 

1. Pricing policies also need to be changed, as linking these with the quality of the produce or a product is the basis for fixing per unit price, just as fat content in 
milk; higher protein quality/ quantity in wheat; better aroma or cooking quality in rice and shelf life of fruits and vegetables. 

2. Policy and legislation should be reformed to allow processors to purchase their produce requirement directly from the farmers. Intermediaries in the food 
chain lock value and add to the cost of the raw materials.

3. Self-help or common interest groups, producer companies on the model of cooperatives should be encouraged to enhance the bargaining power 

of the farmers and negotiate effectively with the industry.

4. The Town and Village Enterprises (TVEs) model of China is an excellent example for involving surplus rural labor in industrial activity by 

providing them alternative work at their doorstep. Location of food-processing units should be strategically placed depending upon the raw 

material availability, labor, product utilization and domestic and/or export marketing.

5. The processing of agricultural raw material generates a sizable amount of utilizable byproducts, commonly termed as ‘waste’. Experimental 

protocols for converting these into usable secondary or co-products are available. These need to be developed into commercially viable technologies.

National Mission on Food Processing (NMFP)

It will include

1. Scheme for technology up-gradation / establishment / modernisation of food processing industries. 
2. Scheme for cold chain, value addition and preservation infrastructure. 
3. Setting up/ modernization/ expansion of slaughter houses. 
4. Scheme for Human Resource Development. 
5. Scheme for promotional activities. 
6. Creating primary processing centres / collection centres in rural areas. 
7. Modernization of meat shops. 

It will add to the decentralization of the government schemes as states will have a substantial role in it.

Objectives :

i. To promote facilities for post-harvest operations including setting up of food processing industries.

ii. To undertake decentralization of the schemes so far operated by the Ministry of Food Processing

Industries (MoFPI) in order to take into account the requirements suitable to the local needs.

iii. To augment the capacity of food processors working to upscale their operations through capital

infusion, technology transfer, skill Upgradation and handholding support.

iv. To support established self-help groups working in food processing sector to facilitate them to

achieve SME status.

v. Capacity development and skill upgradation through institutional training to ensure sustainable
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employment opportunities to the people and also to reduce the gap in requirement and availability

of skilled manpower in food processing sector.

vi. To raise the standards of food safety and hygiene in order to meet the norms set up by FSSAI.

vii. To facilitate food processing industries to adopt HACCP and ISO certification norms.

viii. To augment farm gate infrastructure, supply chain logistics, storage and processing capacity.

ix. To provide better support system to organized food processing sector. 

3.1 The Mission will be governed by the National Food Processing Development Council (NFPDC) headed by the Hon’ble Minister of Food 

Processing Industries as its Chairman

 Council will be the policy making body giving overall direction and guidance to the National Mission on Food Processing (NMFP), and will 
monitor and review its progress and performance. The NFPDC will meet at least twice a year.

3.2 To administer the Mission, an Executive Committee (EC) headed by Secretary, M

 State Level Empowered Committee (SLEC)

4.1.1To carry out administration of the State Food Processing Mission, a State level

Empowered Committee (SLEC) will be constituted by the State Government under the Chairmanship of the Chief Secretary having 
representatives from other concerned Departments, a

 

5. Funding Pattern of NMFP: This scheme will be implemented as a new centrally sponsored scheme in all the States in the ratio of 75:25 

(Govt. of India and States) except for North Eastern Sta

 (i) Scheme for Technology Up-gradation/ Establishment/ Modernisation of Food Processing Industries. 

(ii) Scheme for Cold Chain, Value addition and Preservation Infrastructure for Non Horticultural Products. 
(iii) Scheme for Modernisation of Abattoirs. 
(iv) Scheme for Human Resource Development (HRD) with the components of (a) Creation of Infrastructure Facilities for running Degree/ Diploma/ 
Certificate Courses inFood Processing Technology; (b) Entrepreneurship Development Program (EDP) and (c)Food Processing Training Centre 
(FPTC). 
(v) Scheme for Promotional Activities for (a) Organising Seminar/ Workshops; (b) Conducting Studies/ surveys; (c) Support to Exhibitions / Fairs 
and (d) Advertisement and Publicity. 
(vi) Scheme for Creating Primary Processing Centers / Collection Centers in rural areas. 
(vii) Modernisation of Meat shops. 
(viii) Reefer Vehicles. 
(ix) Old Food Parks.

Agricultural Prices and Marketing

Horticulture Trains

1. They exclusively carry horticulture products. Presently, one such train runs from Maharashtra to Delhi, largely carrying bananas. The idea was to connect 

major fruit and vegetable-producing centres with the consuming ones. They have special refrigerated containers to exclusively move perishable items.

2. But, there have been operational difficulties like mid-point loading and unloading in such trains, which is not possible currently as the trains run non-stop.

3. Full-fledged trains just carrying perishable items are not cost effective as all wagons need to be full to make the journey profitable. Refrigeration needs 

additional power which drives up the costs. So the idea of putting a few refrigerated containers in normal goods train is being proposed.

4. Ripening rooms and pre-cooling chambers need to be installed in the destination and origin point of the trains. 

Sugar Industry Decontrol



7/7/2014 Evernote Export

file:///C:/Users/user/Documents/economy.html 91/100

1. Freedom to mills from supplying subsidized sugar for state-run welfare programmes.

2. Quota system is also abolished which gave government the authority to decide the amount of sugar that was released in the market.

3. The sugar mills must share 70% of the value of sugar and each by-product as cane dues payable to the farmers. 
4. Export and Import policy should not be guided by domestic availability.

Issues in Food Pricing Policy

1. Issues with CACP's way of setting MSP 

1. Distortion of cropping pattern: MSP has been set hugely above cost of production for rice and wheat. This has distorted the cropping pattern and huge 

surpluses are produced and procured in these two crops only. 

2. Distortion of entire market: Other issue is once the purchase price is set above the market clearing price, then you have to set the selling price at a 

lower level than the market clearing price.

2. How to correct the distortions 

1. Since the MSPs are already fairly high, urea prices should be decontrolled or at least raised. This will also correct the distortion in the fertilizers 

market.

2. If the stocks of grain are higher than a certain amount, government should clear it by subsidized domestic sales.

3. Issues with subsidized domestic sales

1. There could be a tendency to purchase the grain at lower price and thereafter export at a higher rate.

2. But that is a matter for the commerce ministry to look at, not the food ministry. That is a matter about trade, not pricing of grains. Correct way of doing 

that will be through an export tax.

Why has cropping pattern not responded to inflation in proteins?

1. Pulses are fundamentally different from cereals and require different set of techniques altogether. They require more irrigation, more fertilizers etc. As such 
they are more vulnerable to vagaries of climate and hence riskier.

2. While the price support in cereals has been backed by procurement operations by the government, pulses see no such large scale procurement. Hence 
government MSPs remain ineffective.

3. As a result of above to factors farmers continue to grow them on marginal lands only and refrain from investing in high yielding (but expensive) varieties and 
techniques. So the yields have remained stagnant from 590 kgpha in 90s to 600 kgpha in 2000s and 700 kgpha in 2011-12. Rainfed area accounts for 56% of 
total cropped area, 48% of the area under food crops but 77% of area under pulses and 66% of area under oilseeds. 

4. Post harvest waste in pulses as well as fruits and vegetables remains high. Food processing industry covers only 2-3% of fruit and vegetable production in 
India (as against 30% in Thailand and 70% in Brazil). So farmers are reluctant to follow price signals. Similarly in milk we need an amul in every state as 
currently except for a few states other states are lacking in organized milk processing.

What needs to be done?

1. We need large scale investments in food processing and storage. 
2. We need to assure minimum returns + upside to the farmers. 
3. We need to enlarge government procurement operations in these items.
4. We need to allow private corporates in these items so as to break the current monopoly of private traders.
5. We need to develop short time growing varieties of pulses so that it reduces risks considerably.
6. We need to sign long term procurement agreements with other nations on pulses. Imports in pulses can be financed by exports of cereals.
7. Rain-fed farming has lost out on focus. But ICAR is currently spending barely 13% of its total research expenditure on rain-fed farming . 

Drivers of Agriculture Prices

1. Contribution of different commodities: In last 2 years, Fruits, eggs, fish, meat and milk have contributed more than 40% of the food inflation. Vegetables 
became an important contributor during December 2010 - March 2011 and then again between August - October 2011. Certain other commodities like sugar, 
edible oils, spices have from time to time played an important role in the overall food inflation and thus commodity specific factors also have a role to play. 
Prices in India are mainly affected by domestic factors and distortions and international prices affect only in a limited and indirect way.

2. Market distortions: Market distortions both in retail and wholesale markets. Moreover the prices don't reflect retail prices paid since retail prices differ from 
wholesale markets. Moreover, supply responses to demand hikes are usually affected with a time lag. 

3. Storage capacity: India has a total storage capacity of 110 MT out of which public sector capacity is 75 MT, cooperative sector capacity is 15 MT and private 

sector capacity is 20 MT. Only five states MP, AP, Punjab, Maharashtra, and Haryana have more than 60% of the total  storage capacity. Reasons for 

low private sector response include lack of credit, long gestation period, lack of front end marketing capabilities. PPP in infrastructure development is being 
promoted through viability gap funding. 

4. Changing per capita consumption trends: Between 1993-94 and 2009-10, cereal consumption in rural areas fell by 16% and by 11% in urban areas. 
Consumption of fruits and vegetables rose by 49% in rural areas and 42% in urban areas in the same period. Consumption of milk rose by 5% in rural areas 
and 10% in urban areas over the same period (between 2004-05 and 2009-10 milk consumption rose by 6% in rural areas and 5% in urban areas). In rural 
areas, share of cereals in total food consumption has declined from 38% in 1993-94 to 29% in 2009-10 and in urban areas from 26% in 1993-94 to 22% in 
2009-10. Pulses has remained largely unchanged between 6-7%. Milk has increased from 15% to 16% in rural areas and from 18% to 19% in urban areas. 
Edible oil has declined by about 1%/ Egg, fish and meat has gone up by ~ 1% from 5% to 6%. Share of vegetables has risen by 2% from 9% to 11%.

5. Changing copping pattern: Between 2004-05 and 2009-10, cereals production has grown @ 3.4% p.a., pulses production @ 3.5% p.a. while oilseeds @ 4.2% 
p.a. While demand for cereals is increasing at a negligible rate demand for other 2 is increasing at a faster pace. Between 2006-07 and 2010-11, area 
under arhar increased by around 24% and its production by 25% (indicating flat yield). In oilseeds however there has been a major increase in productivity. In 
case of groundnut while the area increased by about 6%, the increase in production amounted to 55%. Similarly, in case of soybean the increase in area by 
15% resulted in a production increase by 43%. The 12th FYP assumes a 4% agriculture growth with food grains growth @ 2% and non food grains @ 6%.

6. Per capita availability: The per capita availability of some of the items such as cereals and pulses have been declining resulting in some pressure on 
their prices. In the case of fruits and vegetables, milk, egg, meat and fish, prices have gone up despite an increase in per capita availability. This is due to a 
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changing pattern in the demand of the households for high value items with increasing income levels. Per capita availability of food grains from has come down 
from 510 grams per day in 1991 to 444 grams per day in 2009. 

7. Rise in MSPs: In 2011-12, paddy MSP has been raised by 17% to Rs. 1250, pulses by 33%, cotton by 10%, oilseeds between 17 - 35% and wheat by 15%. 
But MSPs are largely ineffective in most states and for most crops (except rice and wheat). 

8. Rise in fuel prices: Fuel inflation has ranged around 15% levels in past 2 years which has a feed through effect in agriculture.
9. Rise in GDP and public expenditure targeted towards poor (high income elasticity for food among poor).

10. G-20 Initiatives: G-20 Agriculture Minister’s meet in 2011 accepted a declaration on action plan on food price volatility. It has been 
decided to focus generally on the following areas: (i)Agricultural production and productivity; (ii) Market information and 
transparency; (iii) International policy coordination; (iv) Reducing the effects of price volatility for the most vulnerable; and (v) Financial 
regulation of agricultural financial markets. The concrete steps outlined to achieve these goals are as follows: (i)International Research 
Initiative for Wheat Improvement (IRIWI) (ii)Agricultural Market Information System (AMIS); (iii) The Global Agricultural Geo-Monitoring 
Initiative; (iv)Rapid Response Forum;  (v)Agriculture and Food Security Risk Management Toolbox; and (vi)Emergency Humanitarian 
Food Reserves. 

Previous Years

1. 2006-07: General inflation: 7%. Overall food inflation 13%.
2. 2007-08: General inflation: 8%. Overall food inflation 6%.
3. 2008-09: General inflation: 2%. Overall food inflation 8%.
4. 2009-10: General inflation: 10%. Overall food inflation 21%.

2010-11

1. General inflation: 10%. Overall food inflation was 10%.
2. Cereals: Was lower than general inflation and fell from 8% in APril 2010 to 3% in December 2010 and 5% in April 2011.
3. Pulses: Was high @ 25% in April 2010 but fell through the year to reach -10% in December 2010 and stayed @ -5% in April 2011.
4. Horticulture products: Fruit inflation remained out of control @ 20% through the year with occasional spikes to 30-40% range. Vegetables remained sustained 

@ sub 10 levels except for a very high spike in December - January period.
5. Milk: It remained high in 15 - 25% range throughout the year.
6. Eggs, meat, fish: It remained in a very high zone of 20 - 40% throughout the year with reaching 10% level only towards April 2011.

2011-12

1. General inflation: In the 10-11% range. Overall food inflation: 10%.
2. Cereals: Substantially lower than food inflation @ 5%.
3. Pulses: Started the year around -5% but quickly rose to 10% by September 2011.
4. Horticulture products: Fruit inflation was in high 20s - 40% range in the beginning of the year but by the middle it moderated to 10% level. Vegetable inflation 

showed a sustained rise with reaching 20% levels by the middle of the year from 10% in the beginning.
5. Milk: It remained close to 11-12% level throughout the year.
6. Eggs, meat, fish: It has remained in 10-15% range throughout the year.

APMC Act Reforms
Erstwhile APMC Act Framework

1. Each state created controlled market and trade in notified agriculture commodities could happen only in the market. The market was managed by APMC. But 
these acts differed a lot - even in their vital provisions.

2. Commodity coverage:  The manner of notifying the commodities for regulation varies from State to State. Some States like AP and HP have included all the 
commodities while others regulate only a few. 

3. Market Committee: Each state has an APMC to regulate the markets. In TN, only one APMC is constituted for all the regulated markets within 
a district. 

4. Agricultural Marketing Boards: Agricultural marketing boards were established for expeditious execution of the market development work. In 
some States like AP, Odisha and TN they are advisory in nature while in Punjab, Haryana, Rajasthan, W.B., Karnataka and 
Maharashtra are statutory in nature and have powerful role. 

Performance Review of Existing APMC Acts

1. Functioning of APMCs: The marketing committees do not allow the traders to buy from the farmers outside the specified market yards which adds to the 
costs. In most states regular elections to APMCs don't take place and they are superseded by the government. In many others the bureaucrats manage them. 
Their role has increasingly come about to be limited to collection of market dues.

2. Lack of geographical coverage: Despite expansion in the number of regulated markets, the area served per market yard is quite high. The national average is 
454 sq. km. The farmers  are, therefore, required to travel long distances to reach a market place. 

3. Lack of amenities in the market: Though the Acts stipulate for the provision of some prescribed facilities and amenities in each market yard, in several 
markets, the facilities/ amenities actually created are far from the prescribed norms. With the expansion of production and lack of development in the market 
there is considerable congestion, delays, corruption, cut in payments to the farmers and poor quality control. Only ~ 7% of the total quantity sold by the 
farmers is graded. Cold storage is available only for 9% of fruits and vegetables.

4. Rural periodic markets: Apart from the primary markets, there are thousands of smaller rural periodic markets where small and marginal farmers and livestock 
owners sell their produce. Most of them don't have even the basic amenities like sheds for shelter from sun and rain.

5. Role of rent seeking traders, commission agents etc.: They have organized themselves into strong associations and don't let new traders enter the market thus 
limiting competition.

6. High taxes: Market fee was initially envisaged to be reinvested in the development of the market. But nothing was reinvested and total charges became close to 
15% in many states and a source of revenue for the government. The taxes are levied @ multiple points adding to the transaction costs.

7. Exploitation of the peasant and high wastage: All the above factors mean that farmer gets only 20 -25% of the end price and the wastage rate is high.

Review of Implementation of Market Reforms 

1. Adoption of provision related to Private markets: The Model Act suggests allows private markets managed by persons other than APMCs. 

Only 17 states (AP, NE, Gujarat, Goa, HP, Karnataka, MP ( only direct purchase),  Maharashtra, Odisha (excluding paddy), Rajasthan, 
Jharkhand and Uttarakhand have enabled it but rules have not been notified by all. Andhra Pradesh has formulated rules which stipulate a 
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license fee of Rs 50,000 and minimum cost of Rs 10 crores for setting up of private markets. Some states have also prescribed a minimum distance of 

these markets from the APMC markets. Such stipulations severely limit the impact.
2. Provision for Direct marketing: The Model Act provides for granting licenses to processors, exporters etc. for purchase of agricultural produce directly 

from farmers. Only 15 states (AP, NE, Gujarat, Goa, HP, Karnataka, MP,  Maharashtra, Odisha (excluding paddy), Rajasthan, Jharkhand and 

Uttarakhand have so far made this provision. But AP has imposed a requirement of a license fee (Rs 50,000).
3. Provisions for Contract Farming: The Model Act provides for permitting contract farming by registration of contracts with APMCs and 

exemption of market fee on such purchases. 20 states have allowed it without exempting from market fee. 11 other have allowed it with the 

 exemption from the market fee. Karnataka has only exempted 30% of market fee under contract farming. Andhra Pradesh requires the buyer to render 

a bank guarantee for the entire value of the contracted produce. One of the biggest concerns is that APMC, who is the major market player, is also a 

registering authority for contract farming and the arbitration process is not time bound.  
4. Single Point levy of Market Fee: Only 13 States have provided provisions for single point levy of market fee. However, the rates of market fee 

vary generally between 0.5% to 2%. Many states like Punjab levy additional charges apart from the market fee.

5. Commission Agents: The Model Act stipulates prohibition of commission agents . MP, Chattisgarh, Mizoram, Nagaland and Sikkhim have 
amended the Act and made the provision, it is doubtful whether this provision will be implemented in letter and spirit. 

6. Establishment of Farmers markets (Direct Sale by the Farmers): The Model Act provides for establishment of such markets where no market fee is 

levied on farmers, though some service charge may be imposed. Such markets can be established either by the APMCs or by any person 

licensed by the APMC for this purpose. However, long before the 

circulation of Model Act, several States had promoted Farmers’ Market. These include Punjab  and Haryana (Apni Mandi), Rajasthan 
(Kisan Mandi), Andhra Pradesh (Rythu Bazar), Tamil Nadu (Uzhavar Shanthigal), Maharashtra (Shetkari bazaar) and Odisha (Ksushak 

bazaar). These markets have benefitted both farmers and consumers; but it has been noted that with lapse of time, small traders have taken over 

the place of farmers in many of these markets. 17 states have made provisions in their Act.
7. Mandatory utilization of market committee fund for market development: The Model Act provides for application of market committee fund for promotion and 

modernization of market only. Out of seventeen States, which have recently amended their Acts, three have no such suggested provision. 
8. Essential Commodities Act, 1955: State Governments often issue control orders promulgated under the EC Act adversely affecting trading in 

agricultural commodities. Due to the uncertainty private investment in large scale storage and marketing infrastructure has been lacking. Thus is 

important to make a distinction between an investor and a black marketer/hoarder in the application of the EC Act, 1955. 

Alternative Marketing Models

1. SHGs: SHG based collective marketing. Viable as SHGs have come up under NRLM. They provide economies of scale and can also 
obtain credit from banks.

2. Modern Terminal Markets: It works under the National Horticulture Mission. It is a hub (main market) and spokes (collection centers) model in PPP 
mode. There is a provision of equity participation by producer associations up to 26%. This Scheme is reform linked and would be implemented 
in those States who have amended their APMC Act. 

3. Contract farming: The Model Act allowed the contract farming sponsor to also provide input and technology support to the farmer. It mandated the registration 
of sponsoring companies, recording of the contract farming agreement, indemnity for securing farmers’ land and  laid down a time bound dispute 
resolution mechanism. Contract farming has been prevalent in various parts of the country for commercial crops like sugarcane, cotton, tea and coffee, 
etc. 

4. ITC e-Choupal: It seeks to address the constraints faced by the farmer arising out of small and fragmented farm holding, weak infrastructure, supply chain 

intermediaries and the lack of quality and real time information. ITC has set up small internet kiosks at the village level to provide farmers real time market 
information related to prices, availability of inputs, weather data and other matters related the farmers. Local level farmers, called ‘Sanchalak’ run 
these kiosks. Online extension services are also provided. It is estimated that ITC intervention in supply chain has permitted farmers to increase their sales 
realization by 10-15%. 

5. Virtual Markets: Spot exchanges and negotiable warehouse receipt system effect physical delivery of the goods and may therefore be recognized as more 
effective marketing instruments for the primary producers.  Producers can hedge their goods or take pledge loans against the warehouse receipts so that they 
are not forced to resort to distress sales.  However today, the spot exchanges seem to be operating in a legal vacuum as there is no specific law regulating 
them.  Some States have issued licenses to Spot Exchanges as a buyer under the existing APMC acts.  There is a need for Government of India to enact a 
legislation to enable spot exchanges to function on pan-India basis without any conflict with State APMC laws.  

6. Rythu Bazar: It is an initiative to create infrastructure facilities to enable farmers to sell their products directly to consumers. Typically, a Rythu Bazar covers 10 
to 15 villages. Transport facilities, online information of prices etc. are also provided. 

7. Shetkari Bazar: It is another direct marketing model. It helps small farmers with small quantity of perishable fruit and vegetables. The Shetkari Bazars  are 
located in all districts and are managed by APMC from the area. The produce brought by farmers is not levied cess. APMCs get bank credit for establishment 
of the market.  

New Government Initiatives

Market Research Information Network (MRIN) 

1. This provides online agriculture commodities market information in the APMC run mandis. Prices as well as stock information is given.

Grameen Bhandaran Yojana

1. It provides a subsidy of 25% of the project cost to all categories of farmers, agriculture graduates, cooperatives and CWC/ SWCs. All 
other categories of individuals companies and corporations are being given subsidy at 15% of the project cost. Since inception 30 
MT projects have been sanctioned.  

Q. Critically evaluate the reasons for fluctuations in agricultural prices in India. What would the components of an optimum agriculture price policy regime for India?

Food Security
Farm Subsidies
Minimum Support Prices (MSP)
Buffer Stock and Food Security
Technology Missions
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History
1857-1914

1. Indian shipping industry was systematically destroyed. Indian ships were banned from entering € ports and heavy duties were imposed wherever they were 
allowed. At Indian ports as well, £ ships got preferential treatment in berthing and loading / unloading operations.

2. Even in coastal shipping, where Indian ships had dominated hitherto, £ ships took away the cream. Overall £ ships captured 7/8 of Indian maritime trade.

 1914-47

1. War time shortages forced £ to develop Indian shipping as well. Scindia Shipping became the first Indian company to sail in modern seas. In 1923, £ appointed 
a committee which recommended - (a) Reservation of coastal trade for Indian ships. (b) Appointment of Indians in high posts in shipping and steps for their 
training. (c) State assistance for ship-building industry in India.

2. None of the recommendations were implemented and even a private bill for the reservation of coastal shipping for Indians was never allowed to go through.

 1947-91

1. Shipping industry received government support. Kandla port was developed. Coastal trade was reserved for Indian ships.  

Shipbuilding Industry: Current Scenario
Scenario

1. For maritime trade, India remains largely dependent on foreign vessels as domestic industry is not competitive. Indian government introduced a subsidy scheme 
in 2002 but when it lapsed in 2007, the share of indigenous shipping has fallen from 16% in 2007 to 5% in 2010. Indian shipping is now 11 MT gross tonnage as 
against 6 MT gross tonnage in early 2000s.

Problems

1. Inverse Duty Structure: There are no tariffs on import of manufactured ships but there are tariffs on import of capital goods for manufacturing ships. This 
means domestic players find it cheaper to import ships than buy it from domestic shipyards whose costs are high as they import ship building equipment. 

2. Unequal Taxation: Globally shipbuilders are exempted from paying most taxes while in India they are not. Moreover there is no duty on import of ships as well. 
So there is uneven play.

Tonnage Tax

1. The shipping industry unlike other industries attracts tonnage tax and the budget has proposed to increase the tonnage tax by more than 50% on various class 

of tonnage effective  from April 1, 2013.

2. ~90% of world shipping industry pays not other taxes (not even corporate taxes) but only a tonnage tax which is calculated on the basis of their net registered 
tonnage and not profits. Its effective rate works out to be negligible @ 2 - 3%. Indian shipping industry competes mostly with foreign players, hence tonnage 
tax was introduced in 2004-05.

3. Shipping industry is important because nations typically pay 4% of their value of trade as shipping costs. In Indian case it is 10%. So we need to develop an 
indigenous shipping industry. Shipping industry also has strong forward and backward linkages and its development has a ripple effect throughout the 
economy.

Tonnage Measurements

1. Gross tonnage (GT) is the total volume of all ship's enclosed spaces. Net tonnage (NT) is the volume of all cargo spaces of the ship. It indicates a vessel’s 
earning space and is a function of the moulded volume of all cargo spaces of the ship.

2. Gross register tonnage (GRT) represents the total volume of a vessel measured in 100 cubic feet (2.83168 m3) and was replaced by gross tonnage 
subsequently. Net register tonnage (NRT) is the volume of cargo the vessel can carry measured in 100 cubic feet.

Government Initiatives

1. Fiscal reforms: India introduced a tonnage taxation system which brought the taxes in line with international rates.
2. Institutional reforms: Coastal trade has been reserved for Indian flagged vehicles.
3. In 2012-13 India will be investing $3 bio in ports. Total capacity of 250 MT will be added. New capacity of 350 MT will be awarded this year which would bring 

in investment of $7 bio. 
4. The tax-free bond scheme has been extended for one more year to enable the ports to raise funds to the tune of $1 bio for various projects. The rate of 

withholding tax on interest payments on external commercial borrowings has also been reduced from 20% to 5% for a period of three years for ports and 
shipyards.

5. The draught in most of our ports is not adequate for dealing with bigger ships, an important component for reducing costs. Deepening of selected ports and 
also intermediate off-loading terminals offer solutions that should be carried forward in the course of the Twelfth Plan. The pace of dredging has been 
inadequate and needs to be greatly expanded. The capacity for dredging of ports in the private sector needs to be further augmented and full operational 
flexibility given to the ports to use it.  

6. Another constraint that has emerged is the lack of capacity/availability of rail and road networks linking ports especially the new minor ports coming up in the 
private sector. These connectivity projects should be identified on a priority basis and implemented using private participation wherever possible. In such cases 
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the projects will need to be facilitated including in the matter of land acquisition.

Maritime Agenda, 2020
Objectives   

1. To create a port capacity of 3.2 bio tonnes to handle a traffic of 2.5 bio tonnes by 2020. Currently it is 1.1 bio tonnes of capacity handling 930 MT. 
2. To increase India’s share in global ship building to 5% from the present 1%. 

Policies to be followed   

1. Greater PPP and number of projects sanctioned.
2. Investment of $55 bio in ports by 2020 -$20 bio in major ports and $35 bio in minor ports.  
3. A 'land lord' based system where the port's job would be only to provide basic infrastructure. Operations of the port would be left in private hands. 
4. A Land Policy where all port land would be inventoried and put to use - either for port or lease out. 
5. Fiscal sops like tonnage tax and exemption from MAT to be discussed. 

Merchant Shipping Amendment Bill, 2013

Now, India
intends to accede to the International Convention for the Control of Harmful Anti-Fouling
Systems on Ships, 2001 (hereafter referred to as AFS Convention 2001). This Convention
aims to protect the marine environment and human health from adverse effects of use of
listed harmful anti-fouling systems as the anti-fouling paints on ship's surface lead to
"leaching" of these paints into the sea water which persist in the water, thereby causing harm
to the environment.

making it mandatory for Indian flag
vessels to comply with Anti-Fouling Systems and to obtain a certificate of compliance
thereof. Under the provisions of the Merchant Shipping (Amendment) Bill, 2013, all Indian
flag vessels having 400 gross tonnage or more, engaged in international voyages, would be
issued with an International Anti-Fouling System Certificate, after due verification. This will
enable them to engage in international shipping activities without having to approach
Government of other countries, who have ratified the Convention for such certificates.
Further, India will be able to ensure that all foreign flag vessels entering territorial waters of
India,

Aviation
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Source: http://en.wikipedia.org/wiki/Directorate_General_of_Civil_Aviation_(India)#Civil_Aviation_Authority

Dharmadhikari Committee Report

1. New pay scales for employees of both AI and IA to be implemented with effect from 1 April 2007. Employees of both companies will be placed on uniform pay 
scale and common seniority. After fixing the common seniority, the frozen promotions can start.

2. Productivity linked incentive to be subsumed in basic pay to the extent admissible in the department of public enterprises guidelines and will be replaced by 
profit linked pay. Certain incentives need to be given to the pilots and cabin crew as per the industry standards. But they fall outside the DPE guidelines and will 
need approval from union cabinet. For the executive cadre recommended pay-scales are as per the DPE norms and non-executive cadre pay-scales are as per 
the industry norms.

Statistics

1. Air traffic has grown by 15-17% over last few years. 

The Civil Aviation Authority of India Bill, 2013

§ The Civil Aviation Authority of India Bill, 2013 was introduced in the Lok Sabha on August 20, 2013 by the Minister for Civil Aviation, Mr. Ajit Singh. The Bill proposes to 
establish Civil Aviation Authority of India (CAA), to replace the Directorate General of Civil Aviation (DGCA) as the civil aviation safety regulator, under overall oversight of the 
Ministry of Civil Aviation.

§ According to the Statement of Objects and Reasons of the Bill, audits by the International Civil Aviation Organisation (ICAO) and the Federal Aviation Administration of the 
United States of America had pointed out shortcomings in the set-up and functioning of the DGCA. Some of the key issues highlighted were inadequate manpower and DGCA’s 
lack of administrative and financial independence. Hence, the government has decided to establish the CAA as a separate statutory authority, granting it adequate administrative 
and financial flexibility.

§ Composition of CAA: The CAA shall consist of a chairperson, a director-general and seven to nine other members, including at least five whole-time members. The director-
general shall serve as the chief executive. The chairperson, director-general and other members shall have relevant technical or professional expertise. They will be appointed by the 
government for a term of five years, on the recommendations of a Selection Committee. The CAA may also create posts of officers and employees or engage external advisors, 
consultants or agents to discharge its functions.

§ Functions: The CAA shall discharge all the duties currently assigned to the DGCA under the Aircraft Act, 1934. It shall be responsible for issuing licences, permits and approvals 
necessary for safety of airlines, airports, Air Traffic Controllers (ATCs) and other service providers. The CAA is also responsible for environmental regulation of airports, airlines 
and 
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other civil aviation activities, and protection of consumer interests. In addition, it shall coordinate and regulate use of Indian airspace by civil and military traffic, encourage 
indigenous design and manufacture of aircrafts and their components and facilitate training of civil aviation personnel.

§ Replacement of DGCA: From the appointed day, all assets and liabilities related to the DGCA shall stand transferred to the CAA. All employees currently holding office under the 
DGCA shall be treated as being on deputation with the CAA, on the same terms and conditions for not less than three years.

§ Fees and Charges: The CAA may collect fees and charges being collected by the DGCA under the Aircraft Act, 1934. It may also levy fees/charges for safety oversight and 
surveillance functions, and for use of its facilities by ATCs, passengers and airlines.

§ Civil Aviation Authority Fund: All funds received by the CAA including central government grants, and fees and charges shall be credited to the Civil Aviation Authority Fund. 
The Fund shall be used to pay the salaries and met other expenses of CAA. Its accounts shall be audited by the Comptroller and Auditor-General of India.

§ Powers of CAA: The CAA shall have the power to call for information, issue directions, conduct an inquiry and seize evidence relevant to an inquiry regarding any airline, ATC or 
other service provider. The matters entrusted to the CAA shall be outside the jurisdiction of civil courts. An appeal against its orders/directions can only be made to the 
government.

§ Offences and Penalties: Failure to comply with any order or direction under the Act or made by the CAA can attract a fine of up to Rs 1 lakh in the first instance, up to Rs 2 lakhs 

in the second instance and up to Rs 4,000 per day for a continuing contravention. 

The CAA will have separate departments to deal with safety, economic regulation and grievance resolution, as well as a full-fledged environment department. It will 

also have an independent accident investigation bureau. The Authority will also have the autonomy to recruit staff. Currently, the DGCA is understaffed and does not 

have any recruitment powers. The CAA will have administrative and financial powers similar to those of the American FAA. These powers will redefine the regulator's 

role and better equip it to face the challenges of the growing Aviation sector in the country. Employees working with DGCA will be transferred to the CAA.[3]

The estimated cost of establishing the new Authority would be around Rs. 112 crore. The CAA would be self-financing and have a separate fund called the 'Civil 
Aviation Authority of India Fund' that would finance its entire expenses.

The CAA will be financially autonomous and financed from a separate fund—the Civil Aviation Authority of India Fund—but will also have the 

power to fix and collect fees to become self-fundin

CAA- Civil aviation authority

The Union cabinet's decision to replace the Directorate General of Civil Aviation (DGCA) with a new regulatory authority that will have greater financial and 
operational autonomy was overdue.
The proposed Civil Aviation Authority (CAA), to be established in accordance with standards laid down by the UN's International Civil Aviation Organisation 
(ICAO), is a step in the right direction.
It has been evident for some time that the DGCA's limited powers had rendered it incapable of coaxing the structural changes demanded by India's civil aviation 
sector.
Of late, India has also been faced with a threatened safety downgrade by international aviation agencies like the US's Federal Aviation Administration, even as 
the ICAO prepares to audit the DGCA's oversight record.
The fake pilot licences scandal of 2011, which brought senior DGCA officials under the scanner for corruption, severely dented passengers' and global aviation 
authorities' confidence in it.
But

Having said that, merely having a regulator in tune with international standards in place will not cure the civil aviation sector of its several ailments. For 
that, the focus must turn to the civil aviation ministry and its tendency to micro-manage the sector.
Despite posting a loss of Rs 10,000 crore for FY 2011-12, the crisis-hit sector continues to invite competition and investment.
But the ministry — has continued to interfere---->

by providing a sovereign guarantee to Air India's debts or bailing it out with taxpayers' money, as with
the Rs 30,000 crore package last year —
continues to interfere by, say, attaching riders to the number of aircraft private airlines can buy and thereby dictating which "small airports" they 
should serve.
The ministry sat tight on AI's right of first refusal till it was abolished last year and private carriers were given the signal to expand international 
operations, just as the government prevented foreign carriers from holding equity in Indian airlines till last September's reforms.
The ministry needs to step back.
That alone will allow a freer growth of the civil aviation sector, the safety of whose operations the proposed CAA will oversee

12th Five Year Plan
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Source: file:///

Targets

1. They are growth and inclusion. Gros a consumption driven economy. So it will not be impacted much by global slowdown. But this is incorrect because the 
marginal growth India is generating is export led. 

1. The consumption is projected to actually decline as a percentage of GDP and savings to rise. This additional savings has to serve the exports.

Target for Capital Accumulation
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1. wth target is 9%. 11th Plan target was 9% as well and actual growth was 8%.

Growth
Comes from Capital Growth, Labor Growth & Total Factor Productivity Growth. 
Capital 
Importance of Global Factors to Growth

1. It is sometimes argued that India i

1. The target for GFCF is 36% (current 30.5%) to achieve a 9% GDP growth. At this level the GDCF is expected to be 40% with 37% contribution from domestic 
savings and 3% from current account deficit.  

2. GDS at the end of 11th Plan is expected to be 35% whereas actual was 32%. 

Labor
Importance of HR Development in the context of growth

1. India's mean schooling is 5.12 years which is similar to what China had in 1985 before it embarked upon a sustained 10% growth path.
2. Currently ~ 90% of labor force receives training on work only which is just not consistent with the sustained high growth target. The target is to train 60 mm 

individuals in the 12th Plan. A report by National Skill Development Corporation says that the 21 high growth sectors will need 350 mm skilled workers by 2022.

Total Factor Productivity Growth (TFPG)

1. India has been witnessing increasing growth coming from TFPG (some studies put it at 3.7% now).
2. But TFPG tapers to zero as an economy moves closer to the production possibility frontier. But India is estimated to be far from the PPF.

Critical Challenges to Growth

Funding the Growth 

The Funding Gap 

1. Target fiscal deficit is 5.5% in 2014-15 (3% for centre and 2.5% for states). But this was based on assumption that the central deficit would be 4.6% in 2011-
12. Actual deficit was 5.75% i.e. an overshoot of 1.15%. Thus while the original planned reduction in fiscal deficit was 1.7% (1.6% for centre and 0.1% for 
states) over 3 years from 2010-11 levels out of which 0.5% reduction was supposed to be achieved in 2011-12 itself now it has to be 2.85% (2.75% for centre 
and 0.1% for states).

2. The planned expenditure on education and health is targeted to go up by 2% of GDP, expenditure on critical 
infrastructure by 0.5% (thus total increase 2.5% under these heads). 

3. The overall increase in Planned Expenditure Target is 1.5% (GBS for the Twelfth Plan is projected to increase by about 0.85% from 4.9% in 
2011-12 to 5.75% by 2016-17 => (a) expenditure under other planned heads has to go down by 1%. (b) since deficit has to be reduced by 

2.85% and planned expenditure increased by 1.5%, a gap of 4.35% occurs. 

Funding the Gap - Revenue Side

1. For the Planning Commission's estimated 3.7% gap (based on 5.1% fiscal deficit in 2010-11) it was expected that 2% would be met by revenue increases (Net 

tax revenue for the Centre is expected to increase by 1.5%, from 7.40% in 2011-12 (BE) to 8.9% in 2016-17. Non-tax revenues are expected to fall from 1.4% 

in 2011-12 to 0.9% in 2016-17) and 1.7% by reduction in non-plan expenditure (Decline in non-Plan expenditure from 9.1% in 2011-12 to 
7.4% in 2016-17. Subsidies projected to decline from an estimated 2% in 2011-12 to 1.25% in the final year). Now additional 0.8% gap is there.

2. If the global slowdown persists, given that the marginal growth is coming from exports, revenue collections may be lower and additional money will have to be 
spent. 

3. For the 2% increase in revenues, Goods and Services Tax is important. 

Funding the Gap - Expenses Side 

1. Subsidies on food = 0.7%, fertilizers + fuel = 1.3%, electricity = 1%. Food subsidies are going to increase given the commitment for national food security. So 
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this means a substantial reduction is needed in fertilizer, fuel and electricity subsidies. 

Agricultural Policies
Agricultural Reforms 

1. The target for Agricultural growth is 4%. The focus areas for this growth are horticulture, fisheries and 
dairying since the production of food grains is unlikely to jump frog. For the development of these perishable products, logistics reforms are very necessary - 
this is where FDI in multi brand retail comes into picture.

2. The Agriculture Produce Marketing Acts in many states prevent the private sector buyers from directly dealing with farmers. These acts continue because of the 
vested interests who control the mandis where peasants have to sell their produce. 

3. As land holdings become small, marginal farmers prefer to lease out their lands and work as laborers. But the lease laws in states tend to favor the tenant, 
hence they are unable to do so. 

4. There is too much focus on delivering subsidies without bringing about a change in production processes and reducing the farmers' dependency on subsidies. 

Inflationary Pressures 

1. The target is 4% of agricultural growth. Such a rate has never been achieved since last 3 plans. At 3.2% growth there was so much of pressure on the prices. 
At 4% what will happen?

2. There would be a move to reduce agri-subsidies. So the input costs would go up. In such a case, how would it be possible to increase output (by 
4%) unless food prices also go up?

Employment Generation
Labor Reforms 

1. The growth target for 12th Plan is 9%. If agriculture growth is 4%, then a feasible growth target for manufacturing and services is 11% and 10% respectively.
2. MSMEs can be an effective tool to achieve the growth target and generate employment so the policy environment should help them. But not by ad hoc subsidies, 

but by laying down good infrastructure and helpful legal-institutional environment.
3. To achieve the said manufacturing growth, there is a need to rationalize labor laws. (NIMZ can help create pockets of investor friendly regimes)

Limitations

1. The Plan targets manufacturing growth of 11%. National Manufacturing Policy targets manufacturing growth of 14%.

Infrastructure Development

1. Infrastructure investment was 5.6% of GDP in 2006-07 and is likely to be 8.5% in 2011-12. The target for 2016-
17 is 10.5%. This calls for trillion dollar expenditure as against half that amount in 11th Plan.

Funding Infrastructure Development

1. PPP mode has to finance 50% of the total expenditure as against 30% in the 11th Plan. Viability gap funding has been extended to irrigation, agricultural 
markets, fertilizers production, telecommunication towers and fixed network, oil and gas pipelines and storage facilities to encourage PPP.

2. Financial sector needs to be strengthened and for this financial reforms are needed. Hence the need for pension fund reforms, increasing FDI from 26% to 
49%, modernizing bankruptcy proceedings, making shareholder voting rights proportional to their holdings in banks instead of capping it to 10%. Infrastructure 
Debt Funds are being setup, tax-free infrastructure bonds worth $6 bio were offered in 2011-12 and $12 bio in 2012-13. Power projects can now raise funding 
via ECB mode to refinance their INR loans with up to 40% of their proceeds (up from 25% earlier). Withholding tax rate on ECBs lowered from 20% to 5% for 
infrastructure sector. Aviation can raise ECB up to $ 1 bio ($300 mm individual company limit).

3. External investments are being sought in DMIC projects. Japan has promised to invest $4.5 bio picking up 26% stake in DMIC Development Corporation, Qatar is 
interested.

4. Corporate bond market needs to be developed. The main reasons for poor corporate bond markets are archaic bankruptcy laws and long bankruptcy 
proceedings. So reforms are needed in this space.

5. Size of the banks needs to be increased. In budget 2012-13, $3 bio were set aside for recapitalization and creation of a finance holding company to fund bank 
recapitalization was proposed. But given paucity of government funds, "alternative" ways of maintaining state control need to be explored despite state's holding 
falling below 50%. (Isn't this inconsistent with financial reforms?)

Implementation Delays in Infra-projects

1. These delays occur mostly because of land acquisition and environmental clearance issues. Hence the need of Land Acquisition Bill and making environmental 
clearance more rule based instead if discretion based. 

Additional Limitations

1. The move to mess with funds of PSUs will distort the corporate governance practices in India and will naturally impede the development of corporate bond 
markets.

Energy
Clean Energy Policy 

1. As per Planning Commission, energy intensity needs to be reduced and for this (a) energy prices need to be rationalized and (b) regulatory framework needs to 
be created. 

2. Standards for buildings need to be set 
and implemented. (Significance of Energy Conservation Buildings Code) Most of the commercial buildings to be in place by 2030 are still to be built, hence signifi
cant progress can be achieved by regulating the new buildings alone.

3. Cesses should be imposed on conventional fuels to pay for clean technologies. 

Limitations of the Clean Energy Policy

1. Planning Commission doesn't seem to have incorporated the impact of a future global pact on carbon emissions reduction. It is still talking about reducing 
energy density when there may be legally binding cuts.

2. If energy prices are so rationalized, won't it put additional pricing pressures? And how do we plan to counter the pricing pressures coming from adoption of 
cleaner technologies?  

Energy Sector Reforms
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1. India is likely to face a shortfall of 250 mm tonnes of coal in 12th Plan. This is despite having one of the largest coal reserves. The reason is archaic policy.
2. Private players need to be given incentives to mine coal as CIL doesn't even have plans to meet up the domestic demand.

Managing Water Resources
Water Supply Management Reforms

1. Until recently, official studies showed the total available supply of water to be well above the total demand. But the latest one shows both are roughly matched 
and the situation is likely to worsen as GDP grows.

2. So on the supply side, cost effective solutions need to be devised like watershed management projects instead of big dams.   

5.3 Satellite data reveals that there has been a decline in the ground water level of 4 centimetres each 

year between 2002 and 2008 in the alluvial tracks of Northern India where natural rates of recharge are 

high. This is equivalent to an increase in over 70.0 per cent in the rate of water extraction compared to the 

previous decade. The decline in the water table is also evident in the crystalline, volcanic and mountainous 

regions that account for nearly 70.0 per cent of our landmass where natural rate of ground water recharge 

is very low.

Over the last several years, many rural habitations have been provided drinking water supply. 

However, the number of ‘slipped back’ habitations has increased every year because the same aquifer is 

also being tapped for irrigation. This has also led to wetlands and rivers drying up due to reduction in 

base flows, which had earlier sustained them. The lowering of water tables has also caused, in many cases, 

contamination with arsenic, fluoride and other harmful substances. 

Aquifer Mapping 

5.9 Since groundwater is the main source of water in India, special emphasis is needed on obtaining 

an accurate picture of groundwater resources, including a comprehensive mapping of our aquifers at 

a watershed scale, with their storage and transmission characteristics. Our current network of around 

60,000 observation wells is completely inadequate given the explosive rise in groundwater use in recent 

years through nearly 30 million groundwater structures. During the Twelfth Plan, we need to move from 

a ratio of 1: 500 at present towards a ratio of at least 1:100 between observation wells and groundwater 

use structures so that we gain a more accurate idea of actual groundwater use. 

Stakeholder Aquifer Management 

5.10 Based on the aquifer mapping exercise, we need to develop sustainable groundwater management 

plans for each aquifer. This requires action on the ground involving partnerships of stakeholders at the 

village-level with hydro-geologists and social mobilizers who would guide collective sharing and sequential 

use of groundwater based on a careful understanding of the storage and transmission characteristics of 

different aquifers in each of the hydro-geological settings outlined in the MTA of the Eleventh Plan. 
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Promising work on a reasonable scale has started in this direction in Andhra Pradesh. The Andhra 

Pradesh Farmer Managed Groundwater Systems (APFAMGS) project is supported by the Food and 

Agriculture Organization and implemented by NGOs in seven drought-prone districts of Andhra Pradesh.  

The project employs participatory hydrogeological monitoring, by engaging farmers in data collection 

and analysis, and building their understanding of the dynamics and status of groundwater in local aquifers. 

This is complemented with crop water budgeting whereby the quantity of water required for crops is 

assessed at the aquifer level and compared with the amount of groundwater actually available to arrive 

at a suitable cropping pattern that would permit sustainable groundwater use. The total outreach of the 

program is estimated at 1 million farmers. Such initiatives need to be undertaken at many more locations 

in the Twelfth Plan.  

Water Demand Management Reforms

1. Currently the pricing of water only recovers 15% of the running costs. This leads to (a) neglect of the irrigation infrastructure, (b) unreliable water supply to 
farmers and (c) lack of private sector participation in irrigation infrastructure and hence underfunding.

2. Current groundwater management laws only provide a ban on drilling new tube wells in the areas where the water table has fallen too low. But this gives a free 
run to wells already existing and sometimes they get free electricity to do so. So water needs to be priced properly and cess should be imposed on groundwater 
use which can be used to recharge the water table. 

3. If water can be made available to farmers in a timely and assured manner, then they can adopt newer agriculture technologies which will promote efficiency.
4. 5.17 Another step that helps improve both the power situation and revive groundwater is the 

separation of agricultural feeders, which enables villages to get 24 X 7 three-phased power for domestic 

uses, schools, hospitals and village industries while farm pump-sets,  which require much more power, 

obtain eight hours or more of quality power on a pre-announced schedule. .21 Most Indian cities today spend anywhere between 50.0–70.0 per cent of their water supply finances 

on electricity to pump water. As the distance increases, the cost of building and then maintaining the water 

pipeline and its distribution network also increases. If the network is not maintained water losses increase. 

Today, municipalities officially report anywhere between 30.0–50.0 per cent of the water supplied as ‘lost’ 

in leakages. It would be far more efficient to revive traditional and local water bodies which also help 

recharge groundwater. 

5. Use of water by industry and urban areas needs to be made much more efficient. This requires 

reducing dependence on fresh water, especially groundwater (which is increasingly being over-exploited 

across the country) and ensuring safe disposal of waste. A major hike is required in investments in water 

recycling or waste-water treatment, which would simultaneously help reduce dependence on fresh water 

and make a positive impact on water quality. In the long-term such an investment would pay for itself and 

would be more cost-effective than the current practice of extracting groundwater or transporting water 

over long distances. It would also, of course, help reduce the cost otherwise borne by society because 

of polluting industries. 

Urban Reforms

1. Most of the revenues are generated from cities, but they get devolved onto state and central governments.
2. Since urban population in India will become 40% by 2030 from current 30%, there is a need to reform and empower the municipal bodies.  

Economic Inclusion

1. Poverty: 11th FYP target: 2% p.a. Actual 1.2% p.a. but this is higher than previous plans. Also the rate of decline was higher in closing years of the Plan.
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2. Farm wages: During the period 2007-10, the average real farm wage rates increased by 16.0% at the all India level. The growth was the fastest in Andhra 
Pradesh (42%) and Odisha (33%), Bihar (19%) and Uttar Pradesh (20%).

3. Regional distribution: High rates of economic growth have been more broadly shared than ever before across the States. Several of the economically weaker 
States have demonstrated an improvement in their growth rates. 

4. Employment: Between 2004-05 and 2009-10, the overall labour force expanded by 12 million while 18 million job opportunities were created on current 
daily status basis. The unemployment rate which had increased from 6.06 per cent in 1993-94 to 8.28 per cent in 2004-05, came down to  6.60 in 2009-10. But 
NSSO data shows vast majority of new jobs created between 2004-05 and 2009-10 was in casual employment, mainly in construction. 

5. Demographic dividend: The labour force in India is expected to increase by 32% over the next 20 years, while it will decline by 4% in 
industrialized countries and by nearly 5% in China. NSSO 2009-10 shows that the number of young people in education, and 
therefore, out of the workforce, has increased  causing a drop in the labour participation rate. The total number of young working-age 
(15-24) people who continued in educational institutions doubled from about 30 million in 2004-05 to over 60 million in 2009-10. The 

result was lower expansion of 12 mm only in labor force. But this will increase when the educated come back in the labor force. 

6. Education: For the age group 6–14 years, rural children non enrollment has dropped from 6.6% in 2005 to 3.5% in 2010. Envisaging 
universalization of secondary education by 2017 should be a priority in the Twelfth Plan. The current “not-for-profit” prescription in the 
education sector should be re-examined in a pragmatic manner. In higher education minimum standards need to be ensured but free entry will 

weed out the poor quality institutions. 


