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Objective:
I. To enable the students to grasp the current economic problems in India.
2. To highlight the important economic sectors and challenges faced by them in the recent

years.

3. To acquaint students with the major policy regimes of government to resolve problems in
agriculture, industry and service sector of India.
4. To enable students to understand the change in policy focus from central planning to
process of market integration of the Indian Economy with other markets in the world.
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Learning Oufcome: :

After studying this course the student should be able to

Understand the conceptual frame of Indian economy .

Describe the basic feature of Indian economy and composition of national income.
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recent Y cars.

4. The student will be able to analyze the policy regimes of govemment to resolve
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5. Students will be able to understand the change in policy focus from central planning
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world.
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1.1 Learning Objectives

After studying the chapter, students will be able to:
o Structural Changes in Indian Economy;
& Indian Economy and Inclusive growth;

» Explain the economic growth and development : A contrast;
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e Understand the growth performance of the world economy;
o Know sbout the study the process of economic growth;
o Leamn the measurement of growth.

1.2 Introduction

Indian economy is developing economy in which agriculture is the back bone of Indian
economy. About 30% of India’s population is on the below poverty line. Mineral resources
are not fully utilized. Majority of the people of India are poor. Indian economy is affected
by it. Countries which are on the part of progress and which have their potential for
development are called developing economies. So, India s termed as developing economy
by modern schools. India is of mixed economy, both public and private sectors coexist.
Industries in India are broadly divided into two categories: those that are run by the
public sector and those that are licensed to be established and run by the private sector.

In recent vears, there has come inlo existence a new branch of economics
known as the “Economics of Development™. It refers to the problems of the economic
development of underdeveloped or backward countries. In addition 1o the illuminating
reports of the UN.O. on the subject, some top ranking economists like Nurkse, Dobb,
Staley, Buchanan, Rostow and Ellis have made some original contributions to the
Economics of Development. The main reason for the growing popularity of “Economics
of Development”™ as a separate branch of economic theory is the increasing tendency on
the part of the newly independent countries of Asin and Africa to reson to developmental
planning as a means to eliminate their age-old poverty and raise living standards.

1.3 Presentation of Subject Matter

in this unit. we will study the characteristics of the Indian Economy as a developing
economy, features of Indian Economy as a mixed economy as well as structural changes
in Indian Economy. Besides this, we will study Indian Economy and Inclusive growth.
India is among the most potential developing economies in the world. The unemployment
and under employment is another important feature of Indian economy. In underdeveloped
countries labour is an abundant factor. It is not possible to provide gainful employment
to the entire population.

Characteristics of the Indian Economy as a Developing Economy

Iuﬁnn:cmmyhubcmﬂtnhhgpmiuwuﬁypwmmimdiﬂ'mﬂ fields since
the adoption of economic planning. In order to achieve the goal of rapid economic
development, the Government of India under the able leadership of the then Late Prime

Self Learning Material



Minister Jawaharlal Nehru. has successfully adopted the path of economic planning. Till
now, India has completed cleven five year plans. Due to the implementation of these
five year plans, Indian economy has achieved considerable improvement over the past
Therefore, considering the level of development, Indian economy can be termed as a planned
developing economy. India has its following basic features as a developing economy.

1.

National Income : The national income in India has been increasing at a slow
but steady pace. In the year 2020-2021, India had a total NI of 135.13 lakh
crore, well this is a provisional estimate only. However, in the round of the
fourth quarter (in the month of January-March), the country had an economic
growth of 1.6%, while the GDP was calculated at T 38.96 lakh crore in the
fourth quarter in the year 2020-21, this is count is slightly different to ¥ 38,33
lakh crore in the fourth quarer of 2019-20. :
Composition of National Income : The sectorial contribution of national
income is a significant indicator of the degree of development attained in the
economy. The contribution of primary sector which is composed of agriculture,
forest, fishery and mining share 20.19%,

Low per Capita Income : Developing economies are marked by the existence of
low per capital income, The per capita income at constant price was T 94,270 in
2019-20 before itdipped to T 85,110 in 2020-21 on account of the disruption in
economic activities caused by COVID-19 pandemic and subsequent lockdowns,
The per capita income based on Net National Income (NNI) at constant price
grew by 7.5 per cent in financial year 2022 over the previous year.

Capital Formation : Capital formation is playing an imperative role in
accelerating the pace of economic growth of the country. Capital formation is
possible with high rate of savings in the economy. It would be of high interest
to look into the estimates of gross domestic saving in India since the inception
of planning. During the first four decades of planning, the rate of gross domestic
savings has increased considerably.

A;ﬂéu!mni Development : In India, the agriculture sector has attamed a
considerable level of development duning the seven decades of planning. Besides,
agriculture is occupying a pivotal position in respect of overall economic growth
by contributing towards supplies of food, raw materials and exports. The total
agricultural output has increased. agriculture grow by 3.9 % in 2021-22 in
comparison to 3.6% in the previous year.

Modernization and Structural Change in Agriculture : The primitive
technology of cultivation, out dated land tenure system and lack of infrastructure
for raising productivity were formidable barriers to agricultural advancement

Introduction to
Indiare Economy

Notes
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1,

at the start of the planning period. In free India, good luck to planners that
Zamindari and other intermediary land tenure system have been eliminated.
Industrial Development : The industrial sector of the country has achieved
tremendous progress, During the planning period, the industrial production in
the country has also increased significantly. Industrial sector o witness sharp
rebound from a contraction of 7% in 2020-21 to expansion of 11.8% in 2021-22.
In this way, the industrial sector has attained a considerable progress and has
also become successful to diversify in its structure.

. Changes in Industrial Organization : The industrial organization has also

recorded o considernble development. The public sector investment has also
attained considerable production in industry and has sustained the industrial
transformation. Simultaneously, the private sector and joint sector have also
grown considerably in respect of its industrial organization and diversified its
activities for large extent.

Expansion of Infrastructure facilities : The infrastructural facility has also
expanded to a significant extent. These facilities include development like
transportation and communication facilities generation of electricity, irrigation
facilities ete. India is expected to become the world’s third largest construction
market by 2022, India will require investment worth ¥ 50 trillion (USS 777.73
billion) across infrastructure by 2022 for a sustainable development in the
country. The government has given a massive push to the infrastructure sector
by allocating ¥10 lakh crore (USS 130.57 billion) to enhance the infrastructure
sector. The government allocated T 134,015 crore (LSS 17.24 billion) to National
Highways Authority of India (NHAT), T 60,000 crore (USS 7.72 billion) for
the Ministry of Road Transport and Highways, T 76,549 crore (USS 9.85 billion)
10 the Ministry of Housing and Urban AfTairs, and T 84,587 crore crore (USS
10.87 hillion) to the Department of Telecommunications to create and augment
telecom infrastructure in the country. The total revenue expenditure by Railways
is projected to be T 234,640 crore (USS 30,48 hillion) 100 PM-GatiShakti Cargo
Terminals for multimodal logistics facilitics will be developed over next three
years. Focus was on the PM GatiShakti - National Master Plan for multimodal
connectivity 1o economic zones. Everything, from roads to trams, from * viation
to agriculture, as well as many ministries and departments, will be integrated
under the PM GatiShakti National Master Plan,

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



12.

13.

14.

nationalization in 1969. The Government has also set up o variety of financial
and other institutions so as to assist the agriculture and industrial sectors in
respect of provision of raw materials credit supply, marketing, storage. rescarch,
technology and infrastructure facilities though financial arrangements. In Union
Budget 2021, to support initiatives such as ‘Housing for All" and *Smant Cities
Mission”, the government allocated ¥ 13,750 crore (US$ 1.89 billion) to AMRUT
and Smart Cities Mission. In March 2021, the Parliament passed a bill to sot
up the National Bank for Financing Infrastructure and Development (NaBFID)
to fund infrastructure projects in India.

Human Resource Development : As far as human resource is concerned.
India has achieved a moderate rate of success. The major component of human
resource development included expansion of social infrastructure for making
adequate provision for education, health care, water supply, sanitation and
social security, The Human Development Repert for the years 2021 and 2022
will be released by the end of June, 2022, As per the lust Human Development
Report, the HDI Rank of India is at the 1315t position, with u score of 0,645,
Export Increased : The volume of export in India has also recorded a
considerable increase since 1950-51, With the gradual diversification and
growth of the industrial scctor, India started to export various types of non-
traditional products, India's merchandise export in 2021-22 {Apnl-January ) was
LISD 33544 billion, an increase of 46.53% over USD 225.9 billion in 2020-21
{April-January) and an increase of 27.0% over USD 264.13 billion in 2019-20
(April-January).

Employment Generation : With the gradual development of various sectors of
the economy, the country has started 1o generating employment opportunitics
for the people of the country, Economic growth positively affects job creation,
In Budget 2021-22 had provided a sharp increase in proyision for public
investment to hoost ccanomic activity. With the Prime Minister Narendra Modi
guiding the implementation, economic recovery in the country is continuing
to benefit from the multiplier ¢ffect. Budget 2022-23 has further provided a
strong impetus for growth, with capital expenditure being stepped up sharply
by 35.40 per cent, to T 7.50 Lakh crore from ¥ 5.54 Lakh crore in the current
FY2022. This outlay, which is approximately 2.9 per cent of GDP, shall not
only boost economic activity but also concurrently improve the employment
situatipn in the country.

Poverty : The incidence of poverty in India has also been declined in recent
years. According to Planning Commission estimates, poverty shows that the

Introduetion to
Indian Economy
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proportion of total population lying below the poverty line. The poverty rate,
which is internationally calculated as the percentage of population living 4 day
with less than $1.9, will ease to 7 per cent to 10 per cent in FY22. The rate had
gone up to 9 per cent to 12.3 per cent in FY2l.

15. Primary Producing : Onc of the basic characteristics of developing economy
is that it hprh:wrpmdudng.hvwhighprnpurﬂmufww“pupﬂnﬂm
is engaged in agriculture which contributes a very large share in the national
income.

Features of Indian Economy as a Mixed Economy

A mixed economy is an economic system that incorporates aspects of more than one
economic system. This usually means an economy that contains both privately owned
and state-owned enterprises or that combines elements of capitalism and socialism, or
2 mix of market economy and planned economy characteristics. This system overcomes
the disadvantages of both the market as well as planned economic systems.

# Meaning of Mixed Economy : In a mixed economy, private and public sector
go side by side. The govemnment directs economic activity in some socially
hnpmmmmnf&rmmmy.ﬂwmbdnghﬂm the price mechanism to
operate. The public and private sectors co-operate each other 1o achieve the
social objectives. The private sector is considered 1o be an important instrument
of economic growth. Even since independence India’s economic development
has been guided by two aims to build up democratic means rapidly expanding
and technologically progressive economy and social order based on justice and
offering equal opportunity to every citizen of the country.

« Planning With a Mixed Economy : [t is through planning i mixed economy
that the merits of a socialist economy are imported and defects of capitalism are
sought to be removed. Planning providers provides all the freedom of capitalism
such as production. consumption, ownership of factor of production ctc. At the
same time the state regulates the working of the private sector through measures
like taxes, subsiding, and power, credit, ctc. in keeping with the nation’s mierests.
Moreover, planning also seeks to prevent activities such as hoarding and black
markting and even resorts to rationing in case of shortages. The main challenge
for planning in a mixed economy is ensuring the cooperation of both the private
and public scctor to achieve the targets of the plan. Moreover, there is also a
need today to divert the attention of the private sector into playing a more active
social role for overall development of the economy.

o Types of Mixed Economy : Even in the mixed economy model, our leaders had
to choose between two aliernatives-the mixed capitalist system, as envisaged

Self Leaming Material



by Samuelson and Hansen and followed with some modifications by USA, UK Introduction to

and France and the mixed enterprise system, followed in several developing  Indian Economy
countries where governments interfered in the day-to-day working of the
economy through a confrol and regulation mechanism and also participated
actively in their economic activities. In the first model, the means of production
are owned by private entrepreneurs while governments control and regulate the
working of the economy through its economic policies, especially the monetary
and the fiscal policies. In such a mixed enterpnse system, the government
follows a number of activities.

Notes

Features of Indian Economy as a Mixed Economy

1. Planned Development : Aficr independence, India had a splender industrial
base. A long period of economic stagnation against the background of increasing
pressure of population followed by the burdens million of people and dislocated
economic life. The promise of freedom could only be redeemed if the ather
fundamental rights. It has also provided Directive Principles of State Policy
for more liberty. Thus, it was essential to rebuild the rural economy. to lay the
foundations of industrial and scientific progress and to expand education and
other social services. As a result, planning on a national scale, comprising all
aspects of economic and social life has been adopted since 1951,

2. Plan Objectives : Indian has the beginning of planned development with the
start of the first five year plan in April 1951, The central purpose of planning
according to the first plan was identified as that of nitisting “a process of
development which will raise living standards and open out to the people new
apportunities for a richer and more varied life”. In a broad sense, the basic
objectivities of planning in India can be grouped under four heads; growth,
modemization, self-reliance and social justice.

3. Role of Public Sectors ; Public sector has played a key role in the economic
development of the country. It has helped in sccelerating the rate of growth of
national economy and reducing disparities in income and wealth. The changes
in the distribution of outlyy in the public sector, the changes in emphasis for
different heads of development during the successive plans has highlighted the
core aspect of our mixed economy.

4. Private Sector : Along with public sector, proper care has been taken for
private sector. It includes not only organized industry but agriculture, small
industry, trade and great deal of activity in housing and construction and pther
fields. The share of the private sector in agriculture that is Titthe over one-third

of our national income is contributed in the economy. It provides employment
Self Leamning Material 7
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o three fourths of our manpower. Therefore, in a mixed economy network of
institution has been established to regulate its activities. The measures have been
reviewed from time to time and appropriate inputs, raw materials, marketing
and technology facilities were provided especially to small sector of economy.
In view of the fast changing needs of a diversified industrial economy, the
government has recently announced a series of measures to further liberalize
the industrial policy and procedures.

Relation between Public and Private Sector : With the rapid expansion of
the cconomy, wider opportunities of growth arise for both the public and the
private sectors. The second plan had pointed out that the two sectors have to
function in union. As a whole, the plan can go through only on the basis of
simultancous and balanced development of the two sectors. The impact of
public investment on the overall pace of expansion is profounding. In fact,
high level of public investment in infrastructure and key industries is a pre-
conditioning for development in the private sector. The co-existence of large
public sector along with free enterprises under private sector has transformed
the economy into o mixed one. Some strategic basic industrics are being run
under the publif sector while a good number of industries are being managed
in private sector. Thus, many private enterprises depend on the orders which
flow public activity and their growth and profitability depend directly on the
expansion in public activity and their growth and profitability depend directly
on the expansion in public sector investment.

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

Reduction of Economic Inequalities : Economic nequalities are the features
of capitalistic economy. Inequalities in the distnbution of income and wealth
of the extreme degree are economically harmful, socially unjust and politically
undesirable. Extreme inequalities reduces social welfare and generate class-
conflicts inequalities in the distribution of income and wealth. In this direction,
the Government has imposed direct taxes nt progressive rates through income
tax, tax on capital gains, wealth tax, death duties, gift tax etc. Again, in order to



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

Advantages and Disadvantages of Mixed Economy

A. Advantages of Mixed Economy

If Indian economy has registered much faster and commendable economic growth,
especially after the opening up of the economy, it is in no small measure due to the
firm foundation laid by the imperatives of the mixed economy. Thanks to planner, the
mixed economy pattern government had adopted, Today, India has emerged as a leading
mdustnialized country amongst the developing countries of the world. Indigenous capacity
in a number of industries has been built to a point that except for certain industrial raw
materials such as petroleum, sulphur, rock phosphate and non-ferrous metals where our
natural endowment is limited and certain high-tech sophisticated items of machinery., there
are very few arcas in which imports are necessary for sustaining the growth of economy.
1. Producers and consumer have sovereignty to choose what to produce ? and what
to consume? but production and consumption of harmful goods and services
may be stopped by the government,
2. Social cost of business activities may be reduced by carrying out cost-benefit
analysis by the government,
3. As compared to Market economy, & mixed economy may have less income
imequality due 1o the role played by the govemment.
4. Monopolics may be existing but under close supervision of the government it
can be controlled.

B. Disadvantages of Mixed Economy

Some of the disadvantages have been found in the functioning of mixed economy in
India. Undue Emphasis on the Growth of Public Sector, it has already been stressed
carhier that the Govemment of India while implementing its socialistic pattern of the
society under the mixed economy gave undue emphasis on the growth of the public
sector, This could be easily understood from the fact that at the dawn of the India's five
year plans, there were only five centrally owned public sector enterprises including
defence and postal services with a total investment of INR 295 mullion. By 1991, these
investments had shot up to mone than INR 20,00,000 million, The number of public sector

Introduction o
Indian Economy
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Indian Economy wmmwhmsmmhuwmwmm:hmmwm
m&ﬁm&mwufmﬁwpﬁmmmwwmmvmm
and local self governments.

Notes Structural Changes in the Indian Economy

mwnfmmismmlymm&mmhmﬂmw
mmmnfmmmmngMWWMmof
ciunssinlhtmnpnﬂhimufuutpﬂnfﬁwwmamy.ﬁehdimmmhmwﬂnmﬁd
mlmhchmguinitxmﬁﬂgl%uﬂﬂapuindnmhdmtﬁmh
her industrial economy. India had a more balanced structural change and a slower
hwﬁnnhﬂuwmidmmMmmmm.mﬂﬁsoﬁwmm.MW
mdﬂmmﬁm!smmuymrmmgﬂﬁummmmmm.mm
at subsector level, iiisclmmnt.apmfmungﬁculm.wmkmmmploydin
manufacturing, wholesale, retail trade, hotels, most of the restaurant and community,
social and personal services. However, the highest employment growth rates is found
in construction, real estate, insurance and financial intermediation.

. Sn'mﬁrﬂmmillndlnm:hpmﬁunuugmwthinqumﬁuﬁw
terms, there have been significant changes in India’s economic structure since
independence.

I. Changing Sectoral Distribution of Domestic Product : Change in composition
nfdmuﬂicwudmtmchmg:inmlimli:mmbyhmmyufuﬁgmmfm
mdmgcinmlaﬁwrigniﬁmmshmrufdiﬂmmufmemmy,
Gmmﬂmunmmyinﬁﬁdcdinmﬂwmmjnrmnﬁzpdm.mm
and tertiary sectors.

2. smﬂrmmsm“:mmmmmlmwmmmdmim
wuﬁﬁﬁﬁ.wmutdﬂtiopmmlmm.sipiﬁmunfﬁimmduﬁnﬁ
whik&mﬂmymdmﬁwmmﬁﬂuiﬂq:mdm.mdim
mhﬂnwﬂmhw.mamtw
agriculture, forestry, fishing, and mining & quarrying) have been estimated as
21.82 percent.

i SMHMMTmm:mmMmEiW
because it promotes the development of the Primary and the Tertiary sectors.
It also contributes significantly to the GDP of India and employment basket.
It also helps to convert the products from primary sector into consumer usable
pn‘ndutts.ThtuﬂﬁriuMumt,!hnlmmiWMDr.mﬂwlmmﬂuf[nﬂh
Gross Value Added (GVA) at current prices for the services sector is estimated

10 , Self Learning Material



at 96.54 lakh crore INR in 2020-21. The services sector accounts for 53,89%
of total India’s GVA of 179,15 lakh crore Indian rupees. Whereas, the industry
sector contributes 25 92% and Agriculture and allied sector share is 20.19%.

Growth of Basic Capital Goods Industries : When country attained
independence, the share of basic and capital goods industries in the total
industrial production was roughly one-fourth. Under the second plan, a high
priority was accorded to capital goods industries, as their development was
cansidered a pre-requisite to the overall growth of the economy. Consequently,
a large number of hasic industries which produce capital equipment and useful
raw materials have been set up making the country's industrial structure pretty
strong.

Expansion in Social Overhead Capital : Social overhead capital broadly
includes transport facilities, imgation systems, energy production, educational
system and organization and health facilities. Their development creates
favourable conditions for growth and also for better human living The transport
system in India has grown both in terms of capacity and modemization. The
railways route length increased by more than 9000 kms and the operation fleet
practically doubled. The Indian road netwark is now one of the largest in the
world as a result of spectacular development of roads under various plans. India
has also seen growth in life- expectancy and literacy rate but education has not
expanded at a desired rate.

. Progress in the Banking and Financial Sector : Since independence, significant
progressive changes have taken place in the banking and financial structure of
India. The growth of commercial banks and cooperative credit socicties has been
really spectacular and as a result of it the importance of indigenous bankers and
money-lenders has declined. Since natonalization, these banks have radically
changed their credit policy. Now more funds are made available to priority
sectors such as agriculture, small-scale industries, transportation, elc.

. Capital Goods : Indian economy has progressed structurally when we
consider the growth of capital goods industries, expansion of the infrastructure,
performance of the public sector, etc.

Change in Employment Pattern : In India not only the share of people
employed in the primary sector remained high (62%), but the absolute number of
agncultural workers increased more than 39%, Although the nise of employment
was higher in the secondary and tertiary sectors respectively. The number of
persons working in agricultural activities was more than the quantity of workers
in the secondary and tertiary sectors.
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Indian Economy 9. Employment in Informal Sector : The distinction between formal and
informal sectors is taken into account; the contribution of labour reallocation
htmaﬂm@ﬂvhmﬂhmﬂmﬂﬁmtufwﬂmm

Mok agriculture to other sectors increased labour productivity; however, this effect
was partially counterbalanced by the movement of workers from formal to
informal sectors, where not only productivity but also wages are very low and
illiteracy is substantinl.

10. Migration from Rural to Urban : It must be stressed that in both area the
I:bmupmdmﬁﬁtyufinmmmdinmﬁusmmmhhishcrﬂmﬂum
of agriculture. Therefore, the transfer of many employees from agriculture to
industry and services has contributed to the pace of economic growth. The
possibility of young school leaners 1o enter industry or services rather than
remaining unemployed or underemployed in agriculture, thus gaining much
higtm'imummwagu.mwmmmimpmumhlndhmﬂm:pmph
muﬁngﬁnmmralmurhanmsmuldm]yﬁndjobsinhﬂmmmim
activities of the informal sector, carning is much less than people working in
the formal sector of the economy. Above factors over the years are believed to
have created an element of dynamism in the country's economy and one can
now hopefully say that it would sustain development in the future.

Indian Economy and Inclusive Growth

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

Meaning and Concept of Inclusive Growth

Inclusive growth basically means broad based growth, shared growth, and propoor growth,
It decreases the rapid growth rate of poverty in a country and increases the involvement
of people into the growth process of the country, Inclusive growth by its very definition
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implies an equitable allocation of resources with benefits incurred to every section of
the society. But the allocation of resources must be focused on the intended short and
long term benefits of the society such as availability of consumer goods, people access,
employment, stundard of living etc, It sets a direct relationship between macro and
micro determinant of the economy and its growth, The micro dimension includes the
structural transformation of the society and macro dimension includes the country’s
GNP and GDP. To maintain rapid and sustainable growth is some time very difficult
this is because resources vaporizes during the allocation and may give rise 1o negative
externality such as rise in corruption which is major problem in the developing small
nation. But, however, it has created an environment of equality in opportunity in all
dimension of livelihood such as employment creation, market, consumption, production,
and has created a platform for people who are poor to access good standard of living. If
we focus on the inequality between poor and rich household in a country we can reach
to an optimal solution so that we can minimize the differences.

Inclusive growth has been projected as the strategic pillar in the forthcoming 12th
five year plan. The policy designers are of the opinion that the ‘inclusive growth strategy
for the 12th five year plan should be based on the experience of inclusive outcomes of
the 11th five year plan’. The approach to 12th five year plan titled *Faster, Sustainable
and More Inclusive Growth” defines inclusive growth as: Inclusive growth should result
in lower incidence of poverty, universal access to school education including skill and
education, better opportunities for wage employment und livelihood, improvement in
bealth outcomes, improvement in provision of basic amenities like water, electricity,
roads, sanitation and housing.

1. The opportunity : The objectives of an inclusive growth agenda is to reduce
poverty, improve quality of life, and ensure 1o the extent possible, that all
segments of society benefit from the economic growth of the country. A
number of macro and micro level interventions have shown to be conducive
1o promoting inclusive growth. At the macro level, recommendations such as
improving fiscal discipline, trade liberalization, openness to FDI, privatization,
deregulation, tax reforms, labour market flexibility, providing social safety
nets, reonentation of public expenditure, and legal and political reforms can be
useful in guiding policy discussions for promoting rapid and inclusive growth
m developing countries. At the micro level, reducing income and non-income
related inequality, improving public infrastructure, healtheare, education, access
to markets, accountability, women's empowerment, role played by civil society
organizations, and good governance can help accelerate poverty reduction.
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Gﬂmanzﬁodguummi;uthemmufimmingm:deﬁmuf
essential publicly provided services. It provides the mechanism for linking
inclusion, decision-making, and accountability. Problems in infrastructure,
critical for building an inclusive India, can ofien betrayed back to poor
pvmmlhduphm.huknfmmhiw.mdwimhuphmdwh
ﬁmhﬂcpuﬁmm.mgnmmhulmhndlwsmumbﬂuﬁmﬁaﬁvm
over the years in order to achieve the objective of rapid growth coupled with
poverty alleviation and inclusiveness. Many of these initiatives have failed
1o mm:m:mhm“nfmdﬂm,mﬁcmmahiﬁmand
corruption at various levels. Without effective implementation, even substantial
government expenditure results in limited success.

Education : A better education is often an important means to better jobs,
increased income, and & better quality of life. To illustrate, Japanese investments
in education after the Second World War helped it transform from a defeated
nation to an industrial nation that created innovative products, increased
employment, and provided inclusive growth 10 its citizens. Over the past few
ducadﬁ,lhcgloba]mmyhasshiﬂedﬁumhcmmfmﬂn;ﬂnﬁcw
ackmwhdgtdﬁwmmc.ﬂwmimmmmmﬂhﬁmgmmhﬂlmh
2021-22. lndla‘sirnudngmlcgmimwilhthcglnbllmmmﬂymdlhc growth
nfs&mmhuﬂ,ﬂ?ﬂ,uﬂﬁmnﬂﬂurdmhwclndmmmm
demand for knowledge workers.
Eummamum:mmgymsuﬂ‘mducmmhiﬂ:wu:m
losses and theft. Lack of competition in many critical segments of the industry,
mcwwﬁsmhmm.mlumﬂm: the existing monopolies of state
owned distribution continue to underperform. This results in unreliable power
supply. which mwmlmmwmwmmmmmw
while causing large welfare losses. Rural electrifications an important tool to
bt'mgabmltimlusivcgmmhhy making electncity available to farmers and in
rural areas. Electricity supply is thus one of the crucial inputs in the context of
inclusion. Reforms such as strengthening of regulation
mtumuﬂmuohﬁ:Thew:hmlngymdulmminmdhmc
expeﬁcncedmmdmssmmpmdmdehummnphﬂim in the
growth of communications connectivity and the technology industry in India.
In 2022, the industry is predicted to contribute 8% of India's GDP, up from
around 6.5% today. With the government pledging additional reforms, the



sector 15 optimistic heading into the new year, hoping for a favorable outcome
on & 5G spectrum price at the next mega auction. Telecom Sector has various
expectations from the upcoming budget 2022 that is going to be happen next
month, | February 2022

Infrastructure : Investment in infrastructure drives the growth of a country's
economy. In 1980, Indis had a greater investment and infrastructure base than
China. India’s population, availability of natural resources, and low cost base
make it attractive as a :?mufnﬂuring destination and the manufactuning sector
can subsequently drive growth in jobs and incomey, However, for manufacturing
to be competitive and sustainable requires an efficient supply chain and physical
infrastructure for procurement of raw materials, storage of work-in-process and
finished goods, and speedy transportation to customer based on demand.

. Healthcare : The healthcare industry in India promises to be one of the fast
growing oncs. The country has world class hospitals, highly qualified medical
personnel, and is gradually emerging as a preferred destination for medical
tourism for citizens of the developed world. However, the actual delivery of
healthcare services is inadequate for 8 large section of the local population,
India compares poorly 1o other developing countries on parumeters, such as
hospital bed density, physician density, number of doctors graduating every year
from Indian universities, and public expenditure on healthcare. Also, the low
penetration of health insurance implies that a serious illness or hospitalization
causes significant economic hardship to many sections of society, especially
the urban operand the rural population. In the context of healthcare, inclusive
growth implies that healthcare resources are allocated equitably such that the
benefits are shared by all segments of the society. Today, healtheare is not casily
available 1o all sections of the Indian society.

. Financial Inclusion : A society can be considered financially inclusive
when all segments and strata of society have access 1o financial services and
tmely and adequate sources of formal credit. Similar to access to education
and healtheare, the access to finance 1s an important one for all segments of
society, and especially to the poor and marginalized sections. For example, the
Community Reinvestment Act of 1997 in the USA mandates banks (o offer
credit 1o all population segments within its area of operation and prevents
specific targeting of the rich. Today, the bulk of India's population lacks access
1o financial products and services, such as saving.
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Indian Economy 4 4 Meaning of Economic Development

Feonomic development is a process whereby an cconomy’s real national income as
well as per capita income increases over a long period of time. Here, the process
implics the impuct of certain forces which operate over a long period and embody
changes in dynamic clements. It contains changes in resource supplies, in the rate of
capital formation, in demographic composition, in technology, skills and efficiency,
in institutional and organisational set-up. It also implies respective changes in the
structare of demand for goods, in the level and patterh of income distribution, in size
and composition of population, in cansumption habits and living standards, and in the
pattem of social relationships and religious dogmas, ideas and ipstitutions. In short,

Notes

cconomic development is a process consisting of a long chain of inter-related changes
in fundamental factors of supply and in the structure of demand, leading to a rise in the
net national product of a country in the long run.

1.5 Definitions of Economic Development

The term ‘economic development’ is generally used in many other synonymous termis
such as economic growth, economic welfare, secular change, social justice and economic
progress. As such, it is nol casy to give any precise and clear definition of economic
development. But in view of its scientific study and its popularity, a working definition
of the term seems to be quite essential. Economic development, ss it is now generally
understood. includes the development of agriculture, industry, trade, transport, means
of irrigation, power resources, etc. It, thus, indicates a process of development. The
sectoral improvement is the part of the process of development which refers to the
ecanomic development. Broadly speaking, economic development has been defined in
different ways and as such it is difficult to locate any single definition which may be
regarded entirely satisfactory.

1.6 Characteristics of an Developed Economy

A developed economy is the characterised by increase in capital resources, improvement
in efficiency of labour, better organisation of production in all spheres, development of
means of transport and communication, growth of banks and other financial institutions,
urbanisation and a rise in the level of living, improvement in the standards of education
and expectation of life, greater leisure and more recreation facilitics and the widening
of the mental horizon of the people, and so on. In shoet, economic development must
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break the poverty bamier or the vicious circle and bring into being a self-gencrating

¢.onomy so that economic growth becomes self-sustained.

The main characteristics of developed countries are as follows:

4= Lad [ 2] —
¥ ® - -

Significance of Industnal Sector.

High Rate of Capital Formation,

Use of High Production Techniques and Skills.
Low Growth of Population.

These are discussed in below,

e

Significance of Industrial Sector: Most of the developed countries in the
world have given much importance of the development of mdustrial sector,
They have large capacities to utilise all resources of production, to maximise
national income and 1 provide employment for the jobless peaple. As we are
quite aware that these countries receive the major portion of their national income
from the non-agnculture sectors which include industry, trude, transport, and
commumication. For instance, England generally receives nearly 50% of her
national income from industrial sector, 21% from transport and commerce, 4%
from agriculture and 25% from other sectors. The same case is with the US.A.,
Japan and other West European countries. But in India and other developing
countries agriculture contributes. say, 35 to 40 percent, to their national income.
High Rate of Capital Formation: Developed countries are generally very
rich, a5 they maintain a high level of savings and investment, with the result
that they have huge amount of capital stocks. The rate of investment constitutes
20 to 25 percent of the total national income. The rate of capital formation in
these countries is also very high. Besides this, well-developed capital market,
high level of savings, broader business prospects and capable entrepreneurship
have led to a high growth of capital formation in these economies.

Use of High Production Techniques and Skills: High production techniques
and skills have become an essential part of economic development process in
the developed countries. The new techmiques have been used for the exploitation
of the physical human resources. These countries have, therefore, been giving
priority to the scientific research, so as to improve and evolve the new and
techmique of production. Consequently, these countries find themselves able
to produce goods and services of a better equality comparatively at the lesser
cost. It 1s because of the use of high production techniques and latest skills,
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that the countries like Japan, Germuny and Israel could have developed their
economies very rapidly, though they have limited natural resources.

Low Growth of Population: The developed countries, like the U.S.A., the
UK. snd other Western European countries have low growth of population
because they have low leve) of birth rate followed by low level of death rate.
Good health conditions, high degrev of education and high level of consumption
of the people have led to maintain low growth of population followed by low
level of birth and death rates. The life expectancy in these countries 15 also
very high, The high tate of capital formation on the one hand and low growth
of population have resulted in high level of per capita income and prospenty
in these countries. Consequently, the people in these countries enjoy a higher
standard of living and work together unitedly for more rapid economic and
industrial development of the nations. Besides this, the entire society, its
snieture and values are found to be dedicated.to the goal of mpid economic
and industrial development. The position of individuals in the society is decided
by the ability of the persons and not by their birth, caste or creed. Dignity of
labour is maintained. The economic motive and strong desire to lead a better
social life always inspire people o contribute to the process of development. The
main objective of rapid economic development, particularly in the developed
economies is to schicve the level of stagnant economic growth, so that they
may maintain the existing economic status and exercise control over business
cycle.

1.7 Distinction between Developed and Unde:developed
Economies

Self Learning Material

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

1. Underdeveloped economies are distinguished from developed economies on

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

. An underdeveloped economy, compared with an advanced ecomomy, is

underequipped with capital in relation to its population and natural resources.
The rate of growth of employment and investment in such an economy lags



behind the rate of growth of population. The resotirces are not only employed
but also underemployed. In technical jargon, the production possibility frontier
of a poor country is far shead of the actual production curve, whereas the
gap between the potentiality and sctual wtilisation of resources is nurrow in a
developed economy.

- High rate of growth of population is an important characteristic of most of the
underdeveloped economies. Population growth in underdeveloped countries
neutralises economic growth. In advanced economies, the case is different.
As Prol, Hansen points out, one of the empirical tests of secular stagnation in
advanced cconomies is the declining rate of population growth. The stagnation
problem in 4 developed economy is a problem of population, natural resources
and technology failing 10 keep pace with capital sccumulation,

- The central problem of underdeveloped economies is the previlence of mass
poverty which is the cause as well as the consequence of their low level of
development. Shortage and scarcity are the main economic problems in these
economies, whereas the afffuent societies of advanced countries have economic
problems resulting from abundance.

- In an underdeveloped economy, the fundamental problem is that of output,
real income or the standard of living, as these economies are characterised by
low productivity, low income and a poor standard of living. A vast majority
of people in an underdeveloped country are illclothed, undernourished and
without adequate shelter. To use Rostow’s terminology. economies of poor
countries similar to those of a wraditional society, where modern science and
technology are cither not available or not regularly and systematically applied.
O the other hand, most of the developed countries at present enjoy a high rate
of mass-consumption. In their economies, per capita real income has risen 1o a
level at which a large number of people can afford consumption transcending
food, shelter and clothing.

. Capital deficiency is the main cause of poverty of a poor country, while afluent
capital accumulation is the main cause of stagnation of an advanced country,
In an underdeveloped economy, the problem of under-employment is more
important than that of unemployment, wherens a developed economy may
have a eyclical unemployment problem. There is chronic unemplovment in an
underdeveloped economy. An advanced economy may have unemployment
occasionally due to business fluchuations and a low marginal propensity to
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consume. Whereas an under developed cconomy is confronted with the problem
of disguised unemployment in the sense that even with unchanged techniques
in agriculture could be removed without reducing agricultural output. Thus, in
a developed economy, unemployment means waste of resources, while in an
underdeveloped economy, it is of disguised type.
mmmmm_mwm.mmmmmmm in
technology. In fact, the level of technology attained in production is  reliable
indication of the level of economic development. Employment of advanced
technology goes tlong with large capital resources, high attainments in the
fields of scientific research, greater availability of entreprencurial skifl and a
good supply of efficient skilled labour. Thus, development of technology is the
basic objective of the backward economy whereas development of technology
no longer remains the overriding objective of an affluent society.

1.8 Difference between Economic Growth and Economic
Development

3 Self Learning Material

The difference between economic growth and economic development are:
I
2.

Economic Growth is quantitative while economic development is qualitative,
Economic growth is comparatively a narmow concept and development is much
more comprehensive.

Fconomic growth refers to increase in the total output of final goods and services
inacmmtrymralmgpcﬂndufﬁmc.]nmum:wmmicdwchpm:m
refers to progressive change in the socio-economic structure of the country. It
includes gender equality, change in composition of output, shift of labour force
from agriculture o other sectors.

Economic growth is casy to realize as only monetary aspect is involved. But,

itis very difficult © atain the goal of development as it involves many socio-

economic-political aspects.

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

income. But it is very difficult to measure development as it has som . aspects
that can’t be quantified. Economic development however is indicated by Human
Development Index.

Economic growth can take place without Economic development; however,

economic development can't take place without economic growth,



The difference between extensive and intensive growth can be summarized as

below :

|. Extensive growth refers to growth in total output level of an economy. Intensive

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

2. If output takes a jump due to unexpected one time force, it is called extensive
growth. If there is continuous expansion in output dus 1o some positive change

over time, it is called intensive growth.

3 Extmsivcgmﬂhistunpumymdshuﬂﬁved.Hmrvahﬁmmwpnﬁis

permanent and has long lasting effects.

4. Extensive growth is relevant to study aggregative phenomenon such as
economies of scale. Intensive growth is relevant to study the increase in standard

of living of the people of a country.

1.9 Comparison of Economic Growth and Economic Development

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

mortality. literacy rate efc.

Economic  Development Economic Growth
Concept: Normative concept Narrowed concept than economic
development

Scope: Concerned with structural Growth is concemed with
changes in the economy increases in the economy's output

Growth: Development relates to growth | Growth relates 1o a gradual
of huma capital indexes, increase in one of the components
a decrease in inequality of Gross Domestic Product:
figures, and structural changes | consumption, government
that improve the general spending. investment, net exports
population’s quality of life

Implication:  |It implies changes in income, | It refers to an increase in the real
saving and mvestment along  |output of goods and services in the
with progressive changes in country like imcrease the income
SOCI0-economic structure of in savings, in investment elc.
country (institutional and
technological changes)

Measarement: |Qualitative. HDI (Human Quantitative Increase in real GDP,

Shown in PPF,
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1.10 Economic Development and Economic Growth

By a “developed” economy, people roughly mean ones with a high, persistently-growing
percaplia income which is not simply based on resource extraction (i.c., oil) or remittances
or rentierism— an industrial (o, if there is such a thing, post-industrial) economy which
makes most of its participants reasonably and increasingly prosperous. While there are
of course differences among them—the United States is not New Zealand, which is not
Belgium, which is not Finland, which is not Japan—they are all more similar to cach
other than they are to the vast variety of “undeveloped™, “under-developed”, or (most
optimistically) “developing”™ economies across the world. (Some people refer to the
developed countries as “the North™ and the others as “the South™ this drives me up the
wall, if only from looking at where China and Australia are on the map.) Economies in
the first category tend 1o stay there; so. sadly, do countries in the sccond. Development
cconamics is the sub-discipline of economics which anempts to study how cconomics
which have not attained this happy condition can be made to do so, and the factors
which hold others back..

Normally in economic textbooks, growth and development are used synonymously,
and this usage is widely acceptable. However, in particular, the two terms have been
distinguished by different economists as follows:

I, Tosome cconomists. economic development refers to the process of expansion
of backward economies, while economic growth relates to that of advanced

CCONMTIES.

[ ]

Schumpeter. however, uses the term “cconomic development” as a spontancous
and discontinuous change in the stationary state which disturbs the equilibrium
state previously existing. And the term “economic growth” is used 1o denote
a steady and gradual change in the long run which comes ;hmugh a general
increase in the rate of saving and population in @ dynamic economy.

3. Prof. Kindleberger has given the differences between growth and development
as: “Growth may well imply not only more output and also more inputs and maore
efficiency. i.¢., an increase in output per umit of input. Development goes beyond
these to imply changes in the structure of outputs and in the allocation of inputs
by sectors. By analogy with human beings to stress growth involves focusing
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on height and weight, while to emphasize development, draws attention to the
change in functional capacity in physical coordination. For example, growth
without developiment-more and more steel in the Soviet Union or more gnd

mote coffee in Brazil-leads nowhere. It is virtually impossible to contemplate

development without growth because change in function requires a change in
size. Until an economy can produce s margin above its food, through growth,
it will be unable to allocate a portion of its resources to other tvpes of activiny™,

4. To some, economic development is the outcome of conscious and deliberate
efforts involved in planming. Economic growth, on the other hand, signifies the
progress of an economy under the stimulus of certamn favourable circumstances,
e.g.. the progress achieved by the United Kingdom during the Industrial
Revolution.

5. In his simple words, A, Maddison says, “The raising of income levels is
generally called économic growth in nich countries and in poor ones it is called
economic development”. Mirs. Hicks has also cxpressed almost the same views
and said that economic development refers 1o the problems of underdeveloped
countries and economic growth 1o those of sdvanced countries she points out
that the problems of underdeveloped ¢ountries are concerned with development
of unused resources, even though their uses are well-known; while those of
advanced countries are related to growth, most of their resources bemng already
known and developed to a considerable extent.

6. According to Prof. Mehta, however, the term “growth™ has quantitative
significance. Growth suggests an increase in the quantity or volume of
something. An increase in a country’s population, national income: per capiti
income, consumption, saving, imvestment, foreign trade ete. over a penod, all
imply growth. In economics, however, growth strictly means an increase in real
income, gross and per capita. On the other hand, development i= a process of
expansion, fulfilling the desire to have an increase i national income, From the
above will be clear, the distinction and interface of growth and development.

1.11  Measuring of Growth and Production Possibilities

Economic growth is the increase i the amount of the goods and services produced by an
economy over time. [t is conventionally measured as the percent rate of increase
in real gross domestic product, or real GDP. Growth is usually calculated in real
terms, Le. inflation-adjusted terms, in order to obviate the distorting effect of
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or *economic growth theory” typically refers to growth of potential output. i.e.,
production at “full employment”. '

Notes As an area of study, economic growth is generally distinguished from
mwmmmmmmwywmdmmmm
advance their economies. The latter is the study of the economic aspects of the
development process in low-income countries. See also Economic development.

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

Economic Growth: Measurement

Economic growth is the sustained increase in welfare of an economy nation, region, city
fogether with the ongoing changes in that economy’s industrial structure; public
health, literacy, and demography; and distribution of income. In the long run, as
this economic transformation evolves, so do social, political, and cultural norms.
Societies change profoundly and multi-dimensionally, as economic performance

improves. To measure economic growth is to quantify this increase in welfare
| and to endow with numerical precision these large-scale economic and social
changes. Given the breadth of possibilities, it is impossible to undertake this
measurement exercise without guidance of what can be pared away, what is
essential from some view on the causes of growth (see, ¢.g., Economic Growth:
Theory).

This article sets down some key (measurement) facts concerning economic
growth, and documents how they have evolved, if at all, over time. In doing
this, the article attempts also to fllustrate the historical interplay between two
lines of research, measurement of and theories about economic growth, each
influencing the other. )

v 1. National Income: The panorama above of profound social and economic
chunges can be simplified dramatically by concentrating on just a single key
cconomic variable, income per capita. (We will retun in Sect. § below to
issues of broader structural transformations). Income per capita is the per head
measure of the tolal value of all goods and services produced in an economy.
Taking national income measured by either gross national product (GNFP) or
gross domestic product (GDP), or its regional counterpart and dividing it by
population in the sppropriate nation or region gives a convenient first measure
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on the state of economic well-being. Since total income 1s the same as total Introduction to

output, this measure might sometimes be usefully replaced by output per worker, {nlian Soonomy
or lsbor productivity, where the denominator is then the size of the labor force;
of, even output per workerhour, where the measure then takes into account Notes

the time spent working by the labor force. In some detailed analyses. these
alternatives can provide different useful insights into economic performance
different countries. sl different times. have had their labor force m‘rlr.adly
different from their population, or have had workers and make different choices
on the length of thewr workday.

However, for the kind of long-horizon, large-scale developments that are
typically of interest in economic growth, these differences are inessential.
Potentinlly more important is whether this one measure can suitably proxy
for the wide spectrum of different variables of concem in economic growth,
Across countries, per capila income is positively correlated with a broad range
of altemative indicators for economic performance including life expectancy,
(the negative of) mfant mortality, and adult literacy.

1.12  Factors Affecting Economic Growth

The process of economic growth is a highly complex phenomenon and is influenced
by numerous and varied factors such as political, social and cultural factors. As such
economic analysis can provide only a partial explanation of this process. To repeat here
the remark of Prof. Ragnar Nurkse in this connection, “Economic development has
much to do with human endowments, social attitudes, political conditions and historical
accidents, Capital is a necessary but not a sufficient condition of progress™; The supply
of natural resources, the growth of scientific and technological knowledgeall these too
have a strong bearing on the process of economic growth. We shall briefly notice some
of these factors one by one.

Economic Factors

The following are the important factors which determine the economic growth of an
cconomy,

L. Natural Resources: The principal factor affecting the development of an
¢conomy 15 the natural resources. Among the natural resources, we generally
include the land area and the quality of the soil, forest wealth, good river
system, minerals and oil resources, good and bracing climate, etc. For econoniic
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growth, the existence of natural resources in abundance is essential. A country
deficient in natural resources may not be in a position to develop rapidly. In
fact natural resources are a necessary condition for economic growth but not a
sufficient one. Japan and India are the two contradictory examples. As pomted
out by Lewis, “other things being equal man can make better use of rich
gresources than they can of poor”, In less developed countries. natural resources
are unutilised, underutilized or misutilised. This is onc of the reasons of their
backwardness. There is little reason to expect natural respurce development
if people are indifferent to the products or service which such resources can
contribute. This is due to economic backwardness and lack of technological
factors. According to Professor Lewis, “A country which is considered to be
poor in resources may be considered very rich in resources some later time, not
merely because unknown resources are discovered, but equally because new
methods are discovered for the known resources™. Japan-is one such country
which is deficient in natural resources but it is one of the advanced countries
of the world because it has been able to discover new use for limited resources.
Capital Formation: Ambng several economie factors, capital formation is
another important factor for development of an economy. Capital may be
defined as the stock of physical reproducible factors of production. Capital
accumulation and capital formation, both of these terms carry the same meaning
which may be understood simply by the stock of capital. As we know, capital
formation is cumulative and self-feeding and includes three interrelated stages;
a) the existence of real savings and rise in them; b) the existence of credit and
finahcial institutions to mohilise savings and to divert them in desired channels;
and ¢) to use these savings for investment in capital goods.
Low prospessity 1o save in underdeveloped countries is due to low per capita
incame of the people, which may not be raised merely by voluntary savings,
Hence, the rate of per capita savings can be increased by emphasizing forced
savings which will reduce consumption and thereby release savings for capital
formation. Forced savings can be possible through the implementation of
a proper fiscal policy. In this regard, taxation, deficit financing and public
borrowing ire better instruments in the hands of the State to collect savings and
accumulate capital. Nurkse's suggestion to #se unemployed or underemployed
rural youths in construction works has importance for capital formation in
backward economies. In addition to it, the external resources like foreign



loans and grants, and larger exports can also help these economies in capital
formation. '

The capital formation possesses special significance, as it is key 1o economic
growth, particularly in backward economuies. It increases sectoral productivity
in the economy on the one hand and enhances ultimately national output by
raising cffective demand, on the other. According 1o Kuznets® estimates, during
modem economic growth the pross capital formation and net capital formation
was gradually between 11,13 1o 20 percent and 6 1o 12,14 percent in developed
countries, According to Lewis, the mite in underdeveloped countries was 3
percent or less which should be raised to the level of 12 1o 15 percent.
Techmological Progress: The technological changes are most essential in the
process of economic growth. Adam Smith, the father of political economy,
pointed out the great importance of technological progress in economic
development. Ricardo visualised the development of capitalist economies as
a mce between technological progress and growth of population. The great
importance of technological progress in capitalist development was recognised
by Karl Marx too.

There 15 no doubt that technological progress is a very important factor in
determining the rate of economic growth. In fact, even capital accumulation is
not possible without technical progress. A country may be adding to its means
of transportation and communications, its power resources and its factories.
According 1o modemn technique, it is called widening of capital. The use of
improved techniques in production and technological progress bring about a
significant increase in per capita income. Technological progress has something
to do with the rescarch into the use of new and better methods of production or
the improvement of the old methods. Sometimes technical progress results in
the availubility of natural resources. But generally techmological progress results
in increase in productivity, €.g., gréen revolution, In other words, technological
progress increases the ability to make a more effective and fruitful use of
natural and other resources for increasing production, By the use of improved
technology it is possible to have greater output from the use of given resources
of & given output can be obtained by th use of n smaller quantity of resources,
It 1s a matter of common knowledge that technological progress adds greatly
to our ability to make a fuller use of the natural resources, e.g.. generation of
hydro-electricity. With the aid of power - driven farm equipment a marked
increase has been brought about in agricultural yields per acre and per worker.
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Technical progress also increases the ability to make & more effective use of
capital equipment

Technological progress has very close connection with capital formation. In
fact, both go hand in hand. Without capital formation technical progress is
out of the question because heavy investment is required for making use of
better and more efficient methods of production, although after they are well
established. capital cost per unit of output may fall

Thus, technological progress has a very important role to play in the economic
development of a country. No backward country can hope to march ahead on the
mﬂuimkdﬂelmmnﬁ@tmawumdmmlmqm
of production and unless it is assisted in its march by technological progress.
We have a already brought out the impﬁtme of capital accumulation
cconomic growth. But capital accumulation promotes economic growth because
it facilitates technological improvements, which raise labour productivity and
thus add to the national and percapita income.

. Human Resources: A good quality of population is very important in determining

the rate of economic progress. Instead of a large population a small but high
quality of human race in a country is better for development. Thus, for economic
growth, investment in human capital in the form of educational and medical
and such other social schemes is very much desirable. According to Peter
Drucker ; “The most important requirement of rapid industrial growth is people.
People ready to welcome the challenge of economic change and opportunitics
in it. People, above all, who are dedicated 1o the economic development of
their country, and to high standards of honesty, competency, knowledge and
performance. What are needed beyond all else are leadership and example, and
that, only the right kind of people can provide™. Prof. Drucker stressing the
significance of human capital says further : “Capital without people is sterile, but
people can move mountains without capital. Development, therefore, requires
rapid growth of human talents and opportunities to employ them”.
Population Growth: Labour supply comes from population growth, But the
population growth should behormal. A galloping rise in population retards
economic progress. Population growth is desirable only in a under-populated
country. It is, however, unwarranted in an overpopulated country like India.
In fiasct, a high population growth ut the rate of 2.5 percent per annum is very
much detrimental to the economic growth of our country.



6. Social Overheads: Another important determinant of economic growth is Introduction fo
the provision of social overheads like schools, colleges, technical institutions, Indian Economy
medical colleges, hospitals and public health facilities. Such facilities make the
working population healthy, efficient and responsible. Such people can well
take their country economically forward.

7. Organisation: In the process of growth, organisation is very important. It
is organization that emphasises maximum use of the means of production in
production. Orginisation is complementary to capital and labour and helps
production to reach the maximum level. In the modem economic system,
the entreprencur performs the duty of an orgamiser and bears all risks and
uncertainties. Hence, entrepreneurship is an indispensable part in the process of
economic growth. For instance, the Industrial Revolution in England succeeded
because of the entreprencurship.
Mnfﬂuﬁaﬂnw&podmﬁmhﬂww&iﬂmmnmmm
is shortage of capital, weak infrastructure, unskilled labour and deficiency of
natural resources, but because of scute deficiency of entreprencurship.
Myrdal nghtly comments, “the Asian countries lack entreprencurship not
because they are deficient in capital or raw materials but because they are
deficient in persons with right attitude for entreprencurship™. Behind Japan's
rapid economic growth there is only one reason that it has entreprencurship in
abundance. It is, therefore, essential in LDCs to create climate for promoting
entrepreneurship by emphasising education, new researches, and scientific and
technological developments. Apart from it, the state should also give priority
1o necessary imports of machines, raw materials and equipments 1o provide
ficilities for wider markets, and to allow 1ax rebates, specinl grants and loans
to the new entreprencurs for starting business or industries particularly in the

Notes

undeveloped arcas of an economy.

8. Transformation of Traditional Agricultural Society: The transformation of
traditional agricultural society into a modem industrial society, i.e., structural
changes lead to enhancement of employment opportunities, higher labour
productivity and the stock of capital, exploitation of the newly developed
resources and improved technology. Mostly, LDCs have a very large primary
sector and very small secondary and tertiary sectors. In such economies the
structural changes involve the transfer of population from the primary sector (o
the secondary and then o tertiary sectors. Agniculture being the main occupation
of the 70-80 percent population in the LDCs passes through several structural
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Indian Economy changes. The number of dependents on agriculture sector progressively reduce
~ with the expansion of industrial or nonagricultural sector.
Similarly, the proportion of contribution of agriculture in the real national
Notes income also reduces gradually. But net output in agriculture sector progressively
increases in absolute terms, as it is accompanied by & strong productivity
movement, relating to the implementation of several programmes like land
reforms, expansion of banks, improved agricultural techniques and other
farm implements, availability of beftter marketing facilities, means of power
and irrigation, and so on. In LDCs the agriculture and industry become
complementary to each other. The progressively increasing productivity in
agriculture enhances the per capita real income of the people, engaged in
agriculture sector. This, in tum, expands rural demand for consumer goods
and agricultural inputs which stimulates the expansion of industrial sector,
and further, it also develops agriculture sector by providing improved farm
techniques along with machines, fertilisers and other inputs. The scope for
increasing agricultural productivity and incomes, in other words, is heavily
dependent upon the structural transformation of the economy as it affects the
growth of commercial demand for goods produced, the growth of altemative
employment opportunities, and the increased quantity of purchased inputs
available to the agricultural sector”,

Non-Economic Factors

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

“Development is not just a matter of having plenty of money, nor is it purely an
economic phenomenon. It embraces all aspects of social behaviour, the establishment of
law and order; scrupulousness in business dealings, including dealings with the revenue
uuthorities: relationships between the family, literacy, familiarity with mechanical gadgets
and so on”. We discuss here some of the essential noneconomic fisctors which determine
the economic growth of an economy.

‘1. Political Factors: Political stability and strong admimstration are essential
and helpful in modern economic growth. It is because of political stability and
strong administration that the countries like the UK. the US.A., Germany,
France and Japan have reached the level of highest economic growth in the
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world. But in mast of the pdor countries there is political instability and weak
administration which have largely influenced their economic development
programmes. It is, therefore, essenual for their faster economic development
to have a strong, efficient and incorrupt sdministration. In conclusion. we can
say that a clean, just and strong admmastration can put an economy on the way |
1o rapid economic development. Lewis rightly comments that “no country has
made progress without positive stimulus from intelligent governments”.

. Social and Psychological Factors: Modem economic growth process has been
largely influenced by social and psychological factoss. Social factors include social
attitudes, social values and social institutions which change with the expansion
of education and transformation of culture from one society 1o the other. The
Industrial Revolution of England and other Western European countries in the
1 8th century was largely influenced by the spirit of sdventure apd the expansion
of education which bed to new discoveries and iventions and consequently to the
nise of the new entreprencurs, Social attitudes, values and institutions changed.
Joint family system was replaced by the new single family system which further
led 1o the rapid economic development in these countries.

But the socicty in LDCs has been badly enveloped and guided by traditional
customs, outdated ideology, values, and obsolete attitudes which have not
been conducive to their economie development. Thus, there is need to change
or modify these social and psychological factors for the rapid economic
development in these countrics. But it is not an easy task. and moreover, any
rapid change may bring discontentment and resistance in the society, with the
result that it may adversely affect the economic growth in the economies.
Only the selective social and psychological changes can lead to economic
growth in LDCs, According to the UN Report on Economic Development of
Underdeveloped Countries, it is hence impossible to speed up economic growth
in these economics without painful adjustments.

It, thus, advises to adopt an evolutionary change in sodial and cultural factors
rather than revolutionary ones. Myrdal in his book Asian Drama also advocates
the adoption of “modernisation values™ or “modernisation ideals™ for the rapid
cconomic development of underdeveloped countries.

Education: It is now fairly recognised that education is the main vehicle of
development. Greater progress has been achieved in those countries, where
education s wide spread. ). K. Garlbraith in his book “Economic Development™
has nghtly stressed the role of education as an engine of economic growth.
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Indian Ecinomy 4. Urbanisation: Another noneconomic factor promoting development is the
process of urbanisation. In poor agrarian economies, the structural change must
begin with the change in the size of population in rural and urban sectors.

Notes 5. Religious Factors: Religion plays a great role in economic growth. It may give

rise to a peculiar sense of self-satisfaction, For example, the Hindu religion
encourages faith in fate and prevents people from working hard. They are
educated w remain satisfied with their lot and to hate risk and enterprise. Then
our religion gives a higher place to spint than matter.
In short economic growth is the result of concerted efforts of both economic
and non economic factors. However, the mere presence of one or more or all of
these factors may not ensure that the economy will be in & position to generate
forces that bring about a fast economic growth. Some further factors may also
be required that may work as a catalyst for growth, This function can well be
performed by the state.

Obstacles to Economic Development

Broadly speaking, the features of an under developed economy create obstacles in
the way of economic development; and hamper economic progress. These features
emerge out of economic, social, political, religious and institutional factors. It would be
wrong to conclude that only economic factors are responsible for poverty or economic
backwardness of a country. Non-economic factors are equally responsible for the under o
development of an economy, The factors discouraging economic development may be
classified into economic and noneconomic factors which are as under.

Obstacles to Economic Development

A e

Econamic Factors Non-Economic Factors
‘ 1. Vicious Circleof Poverty 1. Undeveloped Human Resouroes
| & Dieficlency of Capital 2 Political Instability
| 3 MarketImperfections 3. Socio-cultural Canstraints
4. Intermational Foroes 4. Religions Factons
5. Difficulty of Adoption Western

| Technology
B, Low Agriculiural Productivity
| 7. Lackof Entrepreneurs

g
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113 Summary

Indian economy is developing economy in which sgriculture is the back bone of Indian
ecanomic. About 30 % of India’s population are on the below poverty line. Mineral
resources are not fully utilized. Majority of the people of India are leading a poverty line.
Indian economy is having its following basic features as a developing economy such
low per capita income, population pressure on agriculture, poverty, less employment
opportunity, INCTEase in expor elc.

Growth is a way of life. None of us wants to stay at the same level of standard of
living. Each one of us puts best of his effort to grow economically and have a better
standard of living. Economic Growth : s a narrower concept than economic development.
Economic development is & normative concept i.c. it applies in the context of people’s
sense of morahity (right and wrong, good and bad), The most accurate method of measuring
development is the Human Development Index which takes into account the literacy
rates & life expectancy which affect productivity and could lead 1o Economic Growth.

Economic Growth does not take into account the size of the informal economy.
Development alleviates people from low standards of living into proper employment
with suitable shelter. If economic growth is 1%, it will 1ake approximately 72 years for
the value of the economy to double. If the growth rate is 10% it will only take 7.2 years
for the economy 1o double.

1.14 Kevwords

® FDI: The net inflows of investment (inflow minus outflow) 1o acquire 8 lasting
management interest m an enierprise operating in an economy other than that
of the investor.

¢ Financial Inclusion: Financial inclusion or inclusive financing s the delivery
of financial services at affordable costs to sections of disadvantaged and low-
income segments of society.

e Normative : Describing or setting standards or rules of behavior.

e Informal : Related and friendly not following strict rules of how to
behave.

L.15  Review Questions

I. Explun characteristics of the Indian Economy s n developing economy.

2. Discuss about features of Indian Economy as a mixed economy.
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Explain the structural changes in Indian Economy.

Discuss the Indian Economy and Inclusive growth.

What are difference between economic development and economic growth?
Explain the growth performance of the word economy.
Describe the process of economic growth.

Wmuwmgmurwth?
Deﬁwpwﬁh’uhﬁﬁhmmufm

1.16
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2.1 Learning Objectives

After studying the chapter, students will be able 1o

o Explain ubout the sources of economic growth;

Describe about the factors of source of economic growth;

Dhscuss the recent trends in capital formanon in India;
e Differentiate between human and physical capital;

® Understand the concept of national income;

Explain those productive activities that are not part of national income;
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Indian Economy o Understand the uncqual population growth in rural and urban areas in
India;

Explain the various factors of population growth in India;

Notes o Understand transport as a propelier of economic growth;

o Understand the issue of unemployment in India.

2.2 Introduction

Economic growth is the contintious improvement in the capacity to satisfy the demand for
goods and services, resulting from increased production scale, and improved productivity
(innovations in products and processes). Factors improving productivity are particularly
important sources of growth for developed economies with mature industries, but
facing increasing global competition and rapid technological progress. Consumption
hunmdummhibutinnwttmgmwthnfmdmmdin recent decades, but the
negative impact of the global financial crisis on consumer expenditure will persist for
some time. Business investment is likely to become an increasingly important driver of
growth. The UK’s net trade position is expected to improve. Specialised and knowledge-
intensive service and manufacturing sectors are likely to contribute strongly to future
growth, building on the UK’s relative specialization in Finance, Business Services,

Communications, and Computer and Information Services.

Capital formation refers to the increase in the stock of real capital in an economy
during an accounting period. In other words, it is the creation of things that help us
produce more. We commonly used the term in the study of macroeconomics. We
‘form’ capital when we use our savings for investment purposes — often investment in
- production. In other words, the formation of capital ocours when we invest in making
things. In this unit, we will discuss the recent trends in capital formation and savings
and investments in India.

National income consists of a collection of different types of goods and services
of different types. This is the money value of all the final goods and services produced
by a country in a given period of time. This is the aggregatc of all those indviduals’
carned incomes who are residents of the country. However, from the macroeconomic
point of view, individuals' camings are included in "he national income only if they
ﬂmcdth;!iuglhzninwpuioii.cﬂiflhcyhnwmgagedinmeprmﬂhemﬁﬁtym
earn that income. To be counted as income, the transfer of money should involve the
exchange of the productive services.
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Earlier, people used to eam their income without involving any transfer of money,
For example, m the case of subsistence farming. income is carned without involving
any money payment. In the primitive backward communities, productive activities are
carried on without involving the use of money, In ancient times, goods were produced
and consumed through the barter system. Their inclusion in the national income presents
many formidable problems. The logic behind not including them in the national income
is that they do not have their counterpart in the form of current economic activities that
involve the production of goods and services in the economy.

Then there is the issue of personal income and disposable personal income. In
arder to include personal income in the national income, there are a slew of procedures
like deduction from corporate pmﬁts'. tax, employers” and employees’ contributions 1o
social insurance, ete.

Since there is a chain-relationship between the different aggregate income National
Income and product concepts, afler analysing the role of the gross national product (GNP),
net national product (NNP), national income (NI) and other related macroeconomic
concepls, it is casy to compute the value of one aggregate economic variable from that of
the other. This unit carries an in-depth analysis about the various concepts and methods
to explain what contribute (o national income.

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

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

and industnialization. There are twelve big cities with more than 10 lakh population.
Interestingly, at a given period, female migration is greater than male migration. Of course,
challenges galore to analyse the impact of population growth. For effective planning
of the country, population projections are essential. Both quantitative and qualitative
analyses are essential to understand the growth trend of the country. Academicians,
demographers and institutions like the United Nations, Central Statistical Organizations,
_ Planning Commission, etc. initisted population projections.

Census was started to exactly know the population and is now done systematically
once in a decade. The year 1951 was a landmark in the history of census operation
in India as this was the first census in the free India, During the 20th century, India’s
population increased nearly S times from 23 crore 10 100 crore, while during the same
penod world's population increased nearly 3 times from 200 crore to 600 crore. Several
factors like early marriage, low literacy among.

Like all developing countries, despite economic planning and progress, the
expecied development and prosperity couldn’t happen in India on account of the growing
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Indian Economy ~ population. India’s National Population Policy envisages a balanced population so that
the country will develop the maximum and each individual of the country lives in a
satisfactory socio-economic enviromment. It has set the mrget of achieving zero growth

Notes rate of population by 2045, Needless 1o say, the broadbased policy requires convincing
and positive measures. It exhibits the government's concern for the rapid growth of
population and its stabilization from the long-term perspective. At the same time, it lays
emphasis on both the qualitative and quantitative aspects of population.

The sustained economic growth of a country verily depends on a firmly constructed
Mmdﬂdlymufw,mWﬂmmmm:mmamuf
distinct modes and services, notably railways, roads, road transport, national highways,
airports, etc. Among all the functions of a well-knit transport system, it contributes to
expand markets for goods and products that various industries need. It helps in increase
in the demand for goods and large-scale production.

indisn Railways has been the pioneer of modem transport and has brought the
greatest revolution in transport system that the country has. Although Railways has
accelerated commercial and industrial development of various countries, in India, it has
emerged as the principal means of transport. Roads and road transport system is one of
the most mmnmmndﬁuquGfME.zﬁmmmbdnglumpkw
various projects under the national highways.

As the most modern and the quickest mode of transport, air transport has now
turned into as an engine of growth, To meet the growing traffic, development of airports
are being done on priority basis. Upgradation of various airports and construction of
new terminals will improve the air navigation services. The unit aims at highlighting the
role uflndinﬁwuupmwmdmﬁnsimsﬂmmedfminﬁmmmm
in various modes of transport.

According to Mollie Orshansky, who developed the poverty measurements used
by the U.S. government, ‘to be poor is 1o be deprived of those goods and services and
pleasures which others around us take for granted.’ There are two types of poverty.
mhmmmﬂﬂhmm.mmmmmmfﬁsmlmkaf
necessities of material well-being. Human poverty refers-to denial of opportunity for
living o tolerable life. The concept and content of poverty differs from country to country.

2.3 Sources of Economic Growth

There are different concepts of economic growth and ways of measuring it, but the core
duﬁniﬁmhhmﬁmﬁhﬂtlmmnpmdmﬁwmty of the economy,
typically measured by real growth in Gross Domestic Product GDP.
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Broader concepts of growth such as sustainable or balanced growth, or growth in
measures of wellbeing are closer 1o welfare objectives but more complicated and harder
1o measure, Lets know the sources of economic growth.

Growth Accounting ts

Policy tends to focus on growth in output per capita, because it is more closely related 1o
social welfare objectives. Growth in output per capita can be broken down into growth
in the employment rate and in output per worker (a measure of productivity),

Drivers of Long Run Growth

There is a limil to how far the employment rate can be improved in the long term
in developed countries, so long term growth is driven primarily by productivity.
(“Productivity isnt everything, but in the long run it is almost everything.” Paul
Krugman). Over the longer term, growth will be determined prinm'i]yl:y the factors
which determine productivity, and secondly those which improve labour participation,
The dnvers of productivity growth are factors which either improve the quality of
outputs, or the efficiency with which inpus (such as capital, labour and materials) are
transformed into outputs. The contribution of some of these factors to output growth can
be captured by appropriate input measures, with everything else (e.g. unmeasured inputs
and technological progress) allocated to a residual called Total Factor Productivity (TFP),
Direct Inputs to Production .
The main production inputs are capital. labour, management services and materials. In
the traditional Solow neoclassical growth model, a one-off increase in inputs 1o increase
the scale of production only has an impact on per capita output growth in the short run,
while technological progress (captured in TFP) makes a persistent contnibution. However,
in later endogenous growth models, investment (particularly in innovation) drives
technological progress, so has an impact on growth in the long as well as short term.
Ancillary Firm Activities
Firms allocate resources to a range of activities (such as innovation, marketing, and
specialisation) which do not form direct inputs into the production process, but ultimately
affect the quality of outputs or the efficiency of input use. Innovation by firms exploiting
scientific advances creates the technological progress which is the main driver of growth
in the long run.

Specialisation in products and processes (often involving greater trade) is an
important route to increased productivity,
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efficiency of markets, market incentives, taxation and regulation) which affect the
productivityJbf firms and the efficiency of the economy as a whole. Investment in
infrastructure affects the costs 1o firms of accessing resources and markets, and market
conditions affect firm incentives to invest, be enterprising and innovate,

2.4 Factors of Source of Economic Growth

Capital Formation: Capital 15 the foremost requirement for enhancing the
productive capacity of the ecanomy. The greater is the capital formation, greater will
be the productivity of all other factors of production, and hence greater will be the total
output of goods and services in the economy. Empirical evidence also suggests that
there is 4 strong positive correlation between the rate of capital formation and the rate
of ecbnomic growth: Most of the developed countries of the world have high rates of
capital formation.

Capital-Output Ratio: Another important factor determining the rate of economic
growth is capital output ratio. It refers to the number of units of capital that are required
in order to produce one unit of output.

There is a tendency that as an economy grows the capital output ratio becomes
more and more favourable. Besides, capital output ratio also vanies sector 10 sector and
industry to indusiry.

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

(a) Increasing in the mte of capital formation;
(b) Generating forces that increase the productivity of capital

Capital output ratio depends upon:

(a) Efficiency in the use of capital;
(b) Quality of managerial and organizational skill;
{c) Marginal efficiency of capital.

Technological Progress: Technology can help 10 increase the productivity of
existing resources. With improvement tin technology, same resources become more
productive. For example, Computer technology has increased the output of all kinds
of offices many times. DMRC is another wonderful example for it. For technological
advancement. we need to have quality of education and well equipped research and
development.
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2.5 Capital Formation Trends in India

India’s gross domestic product grew an average 9% annually for some years before the
global financial crisis of 2008, Between 2004 and 2008, business confidence acquired
a swagger and investments increased at o rapid pace, India was in an ¢nviable position
with problems of plenty - capital was rushing in and high GDP growth was taken for
granted. Planners wanted to push growth rate beyond 10%, citing positive demographics
and investments that India was attracting. Indeed, India did find a sweet spot between
2004 and 2008, with investments driving growth. Post-crisis, the world has chanped
Developed economies have not been able 10 shake off the effects of the economic crisis.
Indis too has experienced a slowdown in capital flows, such as foreign direct investment,
and savings and investment rates have also faltered. The country's growth rate slowed
and touched a low of 6.8% before recovering to 8.5%.

As soon as growth recovered, euphoria was back. So was bluster about decoupling
and how the Indian economy was robust enough to grow despite adverse global conditions.
With inflation soaring and growth faltering. questions arce being asked about the brief
and evanescent growth witnessed in Financial Year 2010 and Financial Year 2011
Cmdsommalsnbeingm;de between nature of economic growth during 2004-2008
and the growth rate of the past two years that was undoubtedly driven by consumption
and spurred mainly by stimuolus programmes. Investment seems to be slowing down
and that seems 1o be affecting overall growth rate.

In fact, investments or capital formation is perhaps one of the keys to realising
India's dream of high economic growth. At the same time, stagnant capital productivity
levels — measured through incremental capital output ratio - have put the focus back
on the need to increase the investment rate to achieve higher economic growth, at least
until capital efficiency catches up. Simultaneously, the spotlights have been trained on
the stagnant suvings matc as well. We feel that given the depth and severity of the global

economic cnsis. it will be a while before the volume of capital flows into India gncs.

back to the 2004-08 levels. If investment 15 to power economic growth, it will then need
concerted efforts to step up the savings rate.

Human and Physicul
Physical Capital ‘
Physical capital refers to the assets which themselves have been manufactured and are

used for production of other goods and services. In a broader term, physical capital refers
10 all non-human assets created by humans and used in the production and manufacturing
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process. Examples of physical capital include machinery and equipment used directly
in the production process. Buildings are also classified as physical capital, us long as
they are used in business operations. Manufacturing plants that contain all production
equipment and facilities, warehouses that contain finished or work in progress products,
and even buildings used for administration, accounting. sales, ete. are also referred to
as physical capital. Vehicles are also considered physical capital, whether they are used
for internal purposes, or are used to transport goods to their final retail destination; as
long as the vehicle is used in business operations it becomes physical capital.

Human Capital

Human capital refers to the skills, training, experience, education, knowledge, know-
how, and competencies contributed by humans to a business. In other words, human
capital can be referred to as the value that is added onto a company by an employee,
which can be measured by the employee’s skills and competencies. Human capital is
an important factor of production, and employing individuals with the right education,
experience, skills and training can improve efficiency, productivity, and profitability.
Companies can invest in their human capital by offering training and education
facilities to its warkers. Trining and developing employees can help them develop a
broader set of skills and abilities and reduce cost of hiring additional employees with
necessary skills. One thing that must be kept in mind is that humans are not equal to
one another and that human capital can be developed in many ways to obtain the highest
economic value to the firm, .

Capital Formation: Savings and Investment

Capital formation is also known as investment in national accounting. Terms like capital
formation, or additions to physical stock, or investment are synonymous in economic
parlance. Capital formation forms the backbone of an economy. India has steadily
improved its capital stock since independence. We try to explan the theory and trends
of investments in India. .

e Gross Capital Formation Steadily Improved: Gross India Gross Fixed
Capital Formation was reported at 268,341 USD bn in Mar 2022. This records
an increase from the previous number of 219.921 USD bn for Dec 2021.This
improved in the following decades with the Five-Year Plans constantly focusing
on improving physical stock.

e Measures of Capital Formation: Gross capital formiation, gross fixed capital
formation and gross domestic capital formation are few other definitions to
study capital formation. In India, the Central Statistical Organisation provides
data on capital formation by institutions and sectors.
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e Savings: Savings provide necessary means for investment in the economy. Economic

Savings rite has improved post-liberalisation to 36% of GDP, which points o - vesounces of India
risc in economic activity and national income in India.India Gross Savings Rate
wus measured at 28.2% in Mar 2021, compared with 28.2% in the previous Notes

year. India Gross Savings Rate is updated yearly, with data available from Mar
1951 1o Mar 2021, and an average rate of 28.2%.

s Contribution to Gross Capital Formation: Currently, private sector leads in
investments in the economy at 37% of total investments. Public investments
are around 26% and household investments account for 32%. Public share in
investments has fallen over time, which indicates the government’s inability to
stimulate investments in the country, The way forward is to boost investments
through private-public partnerships that can help India solve its infrastructure
problems.

e Private Investments: With liberalisation of the economy and a favournble
business environment, private sector now leads in investments in the economy.
Private investments are largely funded by household savings. Owver the years,
private savings have also improved, which have further aided private sector
capital formation. The private sector, being the biggest contributor to gross
capital formation, now has a crucial role to play in leading India’s economic
growth,

e Public Investmenis: Public investments have declined as government lacks
enough resources to boost investment in a big way. Also, the government’s
propensity for dissavings, because of poor expenditure management, has lefi
it with fewer resources to fund investments in the country. As government
lacks enough muscle to raise investments further, the private sector and
foreign fund mflows have become critical for mcreasing investment levels in
the country,

o Houschold Tnvestments: Houschold investments account for 32% of total
investments. Household includes individuals, non-corporate business bodies,
private and charitable institations such as cducational and religious organisations.
Therefore, investments by these bodies in terms of physical capacity creations
such as on land, buildings, factories, etc, are termed as household capital
formation. Houschold investments are funded by nising household savings.
Houschold savings accounts for nearly 70% of total savings and are the chief
source of investments for both private and public investments.
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e  Measurement: Investment activity in an economy refers to addition to physical

capital stock. 1t is measured by gross capital formation. In India, the Central
Statistical Organisation provides data on different components of gross capital
formation, broadly defined as gross fixed capital formation (GFCF) plus change
in stocks. Gross fixed capital formation provides a picture of gross value of
goods added to fixed domestic capital stock during a year. GFCF includes plant,
machinery, equipment and improvements to land. Change in stocks provides
value of inventory and work in progress.

Transition since Independence: Capital formation in the 1950s was low, but
it improved in the following decades. Gross capital formation (% of GDP) in
India was reported at 31.2 % in 2021. Although all economic growth cannot be
attributed to investments, importance of capital formation remains paramount
in economic development.

Key to Long-Term Growth: Importance has been laid on capital formation
in economic development as it can lead to sustainable long-term growth. The
data reached an all-time high of 268.341 USD bn in Mar 2022 and a record
low of 20,971 USD bn in Jun 1996, it still remains below rates achieved in
high-growth economies, such as China. Investment levels in China have risen
to a high of 50% of GDP, which also underlines the high economic growth it
has been able to sustain for the past 25 vears.

Constraints to Investments: Another aspect of capital formation that needs
mention is constraints to finance it. Investments are typically funded from
domestic savings (although foreign capital flows also contribute towards growth
in investmenis). So, inadequate growth in savings rate can be a constraint for
investments. Savings rate in China has increased to around 50% of GDP, which
makes it possible for the Chinese economy to sustain high levels of investmen,
China also attracts huge foreign direct investment every year.

Only Investment Not Enough: It is an oversimplification to say high
investments can result in long-teem high economic growth. There are many
economies that initially showed a rapid rise in economic growth through
improvement in capital formation, but ultimetely slowed down. Examples of
Soviet Union in the 1960s and the East Asinn experience in the 1980s and
1990s provide evidence that high rutes of ‘nvestments aren't the only way
forward. Investments have to be followed with improvement in productivity.



Excess of capital without productivity results in slower growth and also lower
retums on investments. Simply put, mobilisation of labour and capital are not
sufficient for sustainable high long-term growth. Incremental capital output
ratio (ICOR), a critical ratio that measures the amount of incremental capital
needed to produce one incremental level of output, is o key measure of capital
productivity. ICOR levels in India have remained unchanged at 4.5 in recent
years. A Jower ICOR is critical to achieve a high rate of growth with a given
level of capital formation.

o Perspectives for India: Many studies on investment behaviour in India have
pointed out that economic growth, rising incomes and economic liberalisation
have led to a rise in private investments in India. Public sector investments
have lost share in recent years, which is manifest in infrastructure deficit and
other bottlenecks to economic development. Private sector investments hold the
key for economic growth and should be encouraged with conducive business
and policy environment.

2.6 Concept, Methods and Recent Trends

The concept of national income is very important in macroeconomic accounting and
theory. While for an individual, his income during any given period of time largely
consists of the earnings which he receives from his participation in the productive activities
carried on in the economy, national income s the aggregate of all those individuals®
carned incomes who are residents of the country, The nationals of a country earn their
incomes by offering either thewr labour services or the use of their land, capital and
enterprise in the productive processes.

The definition of national income links income with production or economic
activity in the economy. Thus, from the national point of view what is important is the
income earned by the nationals of a country by undertaking the productive services. In
other words, corresponding to the factor incomes there is the counterpart production
of goods and services which represents the manifold economic activities undertaken
on the pant of input owners or factors of production. Thus, while for an individual his
entire money receipts during any given period of time are his money income, from the
macroeconomic point of view, such money receipts will be mcluded in the national
income only if these have been earned by the individual during that time period, i.e.,
if the individual has engaged himsell’ in the productive activity to eam that mcome.
For example, a man may have received income in the form of gifts or transfer receipts
from other individuals, business firms and government. Although such money receipts
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are rightly regarded as his income by an individual, these will not form a part of the
national income because there has been no corresponding economic activity reflected
in the production of goods and services against such money receipis in the economy.
Here, what one man has gained by way of transfer receipts, another man has lost by
way of transfer payments.

Unless the transfer of money also involves the exchange of the productive services,
it will not be counted as income from the macroeconomic point of view. In fact, income
may be camed without involving any transfer of money. For example, in the case of
subsistence farming, income is eamed without involving any money payment. Similarly,
where farm labour is paid in kind for its services rendered on the farm, income is carned
without involving any money transfer. In the primitive backward communities, productive
activities are carmied on without involving the use of money. In ancient times, goods were
produced and consumed through the clumsy barter sysiem. Houscholds possess different
kinds of property the services of which accrue to their owners, Such services should,
therefore, be included in the national income although their inclusion in the national
income presents many formidable problems. In deciding whether or not individual or
personal income should be included in the national income or product, the appropriate
question to be answered is: Is the income received by an individual the payment for
some work done by him? If the answer is "yes', it should be included in the national
income, otherwise not. In other words, in order 1o be included in the national income,
a money receipt or payment should involve a quid pro quo in the form  rendering the
productive services on the part of the person receiving the money payment.

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

Apart from excluding the transfer receipts and capital gains from national income,
any reasonable definition of national income must provide for the depreciation or capital
consumption allowance considered necessary to maintain the economy’s total capital
stock intact. If a pant of an individual’s capital assets 1s consumed during the process
of income earning, his total earnings are not his net eamings because a portion of his
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total carnings must be set aside to provide for the replacement of the depreciated capital
assets failing which the individual’s caming capacity in the future will diminish. In this
respect, what is true of an individual is also true for the economy as a whole. Thus, the
definition of national income should allow for capital consumption allowance. Since
national income is simply the aggregate of factor earnings, it excludes capital consumption
allowance, government, business and individual transfer payments which are receipts
in the hands of factor owners and indirect taxes (net of government subsidies, if any)
from the money value of the final goods and services calculated at the market price.
The rationale behind excluding these different items from the national income is
that any component of the market price which does not represent the carnings of the
. factors of production generated in the production processes should not be included in
the national hmnr,ltimﬂurefm.nhvmmubmimm&tpamindiml
taxes and capital depreciation which must be included in the total cost of production for
calculating the market prices of goods and services ure not factor cost of production (factor
income) and do not, therefore, represent a part of the national income, Consequently,
these ilems must be deducted from the market value of the final goods and services
produced in the economy during any given time period in order to arrive at the national
income of that period.

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

_ deducting the income-tax.

National income can also be calculated according to the sector of origin of income
in the economy. Wages, salaries and supplements thereto are paid by business firms, by
governments, by non-profit private institutions. by houscholds, by foreign residents, firms
and organizations. Each one of these sectors may be further subdivided. For example,
the government sector could be divided into Central govemment, state governments
and local self-government bodies, such as the municipal and district boards, town area
commuttees. cantonment boards, etc.

Income and Disposable Personal Income

Since both these concepts are related to national income, it is convenient to explain these
here. Personal income may be defined as the current income of persons or houscholds
derived from all sources, Personal income is not, however, a correct measure of the
current economic activities which are represented by the production of goods and
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Indian Economy services in the economy since it includes several items which are not related to the
mmﬂpmduﬂmﬂmﬂnﬂmmdunluﬁummmﬂmuwhwhmmlﬂcdm
the current production of goods and services in the economy. In other words, it includes

Notes both the earnings from the productive services (economic activities) and the receipis

mhmuhhhmpﬂmﬁvumﬁnhawhmmﬂu@d.?mﬂimmia&mﬂm
obtained from national income by substracting from the national income that part of it
which is earned but is not received by the persons and by adding to it those personal
receipts which are derived from sources which are not included in the national income.
Thus, in order to derive personal income from the national income, we should deduct
from it the undistributed corporate profits, tax, employers” and employces’ contributions
10 social insurance and add fo it the government and business transfer payments, net
htumpﬁhrdmgnmnmmepi&bymmnmdmmﬁmdim{hmﬂ :
by the corporate business sector to the shareholders. Disposable personal income is
derived from personal income by deducting from personal income direct personal taxes,
such as personal income tax. The residue left is the disposable personal income because
it represents the total amount of income which is available for disposal by the person
concerned. The difference between the disposable personal income and personal saving
is personal outlays which may be incurred in the form of consumption expenditure and
interest paid by the consumers.

Concept of National Product

In dealing with the concept of national product, we should distinguish between its gross
and net variants, Moreover, it must also be explained that there is a distinction between
national product and domestic product. National product, like national income, is a flow
concept. I can be defined as the total output of final goods and services produced by the
nationals or residents of a country acting in their roles as factors of production during
any given period of time, say in one year, Since the total number and the amount of
goods and services that an economy produces during the year is enormous, seemingly
like ‘Pandora’s box.' it is customary to define the national product in terms of the total
money value of the final goods and services produced by the residents of a country.
National product may, therefore, be defined as the total moncy value of all the final
goods and services produced by the residents of a country during any given period of
time, usually one year. To avoid the problem of double counting, national product may
cither be evaluated by multiplying the final goods and services by their market prices
or by adding the values imparted to the intermediate goods and services by cach stage
or process of production.

48 Self Leaming Material




The important thing to remember in connection with the concept of national product
is that it includes all those goods and services which are the result of the economic
activities (productive services) of the residents or nationals of a country. It, therefore,
includes even those goods and services which are produced by the residents of a country
outside the geographical boundaries of that country, i.c., it includes the value of the
productive services rendered by the nationals of a country outside the country in foreign
countries, At the same time, it excludes the share of the foreigners’ services in the total
product raised within the economy. For example, the profit and interest income camed by
the Birla brothers from their paper mill established in Nigeria will be included in India’s
national product while that portion of the total product mised in Indin which represents
(in the form of tangible goods and services) the productive activities of the Germuans,
Americans and other foreign nationals will be excluded from India's national product.
It is, therefore, obvious that the concept of national product is broader than the concept
of domestic product which focusses attention only on the total output produced during
any given time period (without bothering about who produced or raised it) within the
geographical or termitorial limits of the economy.

In order to derive the national product from the domestic product, we must deduct
from the domestic product the value of that part of the domestic product which represents
the productive activities of the foreigners and add to it the value of the product raised
by the nationals of the country cutside the geographical limits of the economy, i.e.,
abroad. However, both the national product and domestic product are flow concepts. The
relationship between the gross and net national product and the gross and net domestic
product can be shown as below:

Gross National Product = Gross Domestic Product + Exports — Imports

GNP =GDP + (X —M); and
Net National Product = Net Domestic Product + Exports - Imports
NNP = NDP + (X - M)

Only in the case of a closed economy-—having no economic transactions with the
outside world so that both the exports and the imports of the economy are zero—will
the national product be equal to the domestic product.

National product is gross or net, Gross national product (GNP) is the total output of
the final goods and services produced during any given period of time by the residents of
a country. The total output of final goods and services consists of the consumption and
capital goods. However, the entire total output of new capital goods does not represent
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Indian Economy net increase in the capital stock (production potential) of the economy. A pan of the
mmmmurmmmumdmmmmﬂ:mﬂ
existing capital stock consumed during the process of production of the final goods and

Notes mmtmuequmﬂy.uulyumufthemnlmufuwmlgonﬁmmﬂ

a net increase in the economy’s capital stack, i.e., net investment or capital formation.

Net national product (NNP) is, therefore, the total output of consumer goods plus the net

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

of the replacement of the depreciated capital goods during any given period of tme.

In other words, the net national pmﬂu:l[NHP}iquimd:cmmufﬁmmmmd

pmmtgnodnphuminvuunmlhﬂumnnwduhlgmyp‘vmpu—iodufm.

The difference between the gross national product and the net national product
follows from the exclusion and inclusion of capital depreciation or replacement
investment. Net national product is the residual gross national product after capital
consumption allowance (CCA) is allowed. In other words, while the gross national
product is the total maney value of the total final goods and services produced by the
residents of a country during any given time period, which is usually taken as one year,
before allowing for the replacement of the ecanomy's capital equipment womn out in the
prmnfpmd:uiumﬁ:nﬂmﬁmmlpmdmlh&wﬂhlmyvﬂmufdhhmﬁml
goods and services after providing for the maintenance of economy's total capital stock.

Nanmnndpmdudmﬂr}mhdcﬁvadhydmﬁng[mmm gross national
product (GNP) capital consumption allowance (CCA). Statistically, the estimation of the
gmﬁnnﬁuﬂﬂpmdunliummnuthmthcmimmunuﬂh:mimﬁundm
because depreciation of capital, i.c., the physical wear and tear and obsolescence of
capital equipment is extremely difficult to estimate with perfect accuracy. Although
the national product statisticians have made dafferent estimates regarding the rate of
depreciation of the economy's capital stock, nevertheless the degree of accuracy of
these estimates is difficult to assess.

Importance of Gross National Product (GNP)

Gross national product (GNP) estimates enable the economists to analyse the overall
performance of an economy. The usefulness of the GNP as a tool for analysiny the
aggregate performance of an economy both over the short period and the long period can
be illustrated by the means of two examples. First, with the help of the GNP estimates
ilhpmiiblttunmmﬂmpnrfmmnfm economy over time by comparing the
GNP of one time period with that of the other. Thus, the growth of the GNP over time
tells us that the economic performance of the nation has been steadily improving over
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ume. For example, if it is found that the total money value (at constant prices) of all
the final goods and services produced in India during 2021 1s 25 per cent higher than it
was in 2020, it can be easily deduced that the real gross national product in 2021 has
recorded an increase of 25 per cent compared with the gross national product in 2020,
On the other hand, if the prices in 2021 were 25 per cent higher compared with those
in 2020, the GNP in real terms will show no change because the increase of 25 per cemt
in the money value of the GNP in 2021 was entirely due to the price rise.

Estimates of the gross national product can also be used for analysing changes in
the total purchases which are needed to ensure the maximum level of aggregate output
in the economy. For example, consider the Indiun economy in which the final goods
and services valued at 2,000 crore have been sold during 2021. A survey is made of
country’s total labour force and capital resources which shows that only 80 per cent of
the country’s total available labour force and capital resources were employed to produce
these goods and services. An additional output of the final goods and services worth 500
crore could have been produced had the labour and capital been fully employed in the
economy. This estimation fumnishes the basis for determining one of the requirements
for obtaining the maximum output of goods and services in the economy. Either the
total money purchases should be 500 crore higher (prices remaining unchanged) in
order 1o induce the entreprencurs to produce the additional potential output of goods
and services for which the necessary inputs are available in the economy or the general
price level should fall by 20 per cent to enable the full employment output to be sold out
with National [ncome the existing total money supply in the ¢conomy, It is, therefore,
obvious that the GNP estimates furnish us with an overall picture of the level and the
rate of change of the aggregate economic activity in the economy. These estimates tell
us about the goods and services which are being produced with the economy’s total
resources and the uses to which the total output of goods and services is being put.

National product or income estimates also serve as significant indicators of the
economic prosperity of a nation. Ceteris paribus, a higher national income means the
availability of more goods and services in larger quantities which with a given population
would mean higher per capita income. National income estimates by sector-of-origin
furnish us with the important ¢lues about the structure of the economy and the relative
importance of different sectors in the economy based upon the contribution of each
sector to the national product. Their comparison over different time periods shows the
structural changes that have taken place in the economy through time.
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It is on the basis of the origin of national product in the different sectors of an
economy that some economies are called agricultural economies while some others
are labelled as the industrial economies or the exports-oriented economics. Estimates
of the national income and product also fumnish us meaningful information about the
functional distribution of the national income and product which is very important for
the taking of correct policy decisions bearing upon the community’s economic welfare.
Gross National Product (GNP), Net National Product (NNP), National Income
(NI) and other Related Macroeconomic Concepts
Having discussed the meaning and importance of the gross national product (GNP), net
national product (NNP), national income (NI) and other related macroeconomic concepts,
it is easy to derive or compute the value of one aggregate economic variable from that
of the other since there is a chain-relationship between the different aggregate income
mdpm&mmmmmaﬁmshipbﬂwemﬂtdiﬂmEMmic
concepts can be explained in the following table.

Table : Relationship Between Different Related Macroeconomic Concepts

(Rupees crore)
Gross National Product (GNP) Measured at the | 500
Market Price
Minus | Capital Consumption Allowance (CCA) 50
Equals | Net National Product (NNP) Measured at the | 450
Market Price
Minus | Indirect Business Taxes 50
Business Transfer Paymenis 10
Current Surpluses of Government Enterprises | 15
Plus | Government Subsidies 25
Equals | National Income (NI) 400
Minus | Undistributed Profits 30
Profits Tax 5
Employers’ Contributions for Social Insurance | 5
Employees’ Contributions for Social Insurance | 5
Plus | Govemment Transfer Payments to Persons 15
Business Transfer Payments 8
Net Interest paid by Govemment 5
. | Interest Paid by Consumers 2
Equals | Personal Income (PT) 385




Minus | Personal Saving (Sp) 50
Equals | Personal Outlays (PO) 300
MNP = GNP-CCA
Mational Indinext Hustnes Currens Government
Income (NI) = GNP —{OCA + Busines + Tonsfer + .'nqhnnt' =~ Subsidies
The Paymenix
Enl:pn'nu
Persoaal Natons] Uneistritrted Profits Employens’
Income = lneome - | Prodfies ¢ Ta + Conibusions for +
Pn (NI} L Socil Security Inursncr
Enmplovees’ Govesnment Bhsiness Net [nrerest Intesest
Contrbuy = Trosker = Trnsfer = Puid by ~  Faid by
tons for Payments Payments Government Consumery
Socl Secunty
Insumnce
Diisposabile Persomal Pensoal
Persona| = lncome (P} - Tames (T,)
Income (DIPT)
Drspoubile
Personal = Personal - Pemsonal

The most important relationship between the national product and income concepts
is the relationship between the three macroeconomic variables of the gross national
product (GNP), net national product (NNP) and national income (NI).

Next in importance to the concepts of the GNP; NNP and national income (N1) is
the concept of personal income which is the current income of persons or households
derived from all sources. Unlike the three measures of national product (GNP, NNP
and NI), personal income is not a correct measure of the national product because it
includes certan items which do not represent economic activities and excludes certain
other items which represent economic activities on the part of persons. In other words,
various “transfer payments’ are included in the personal income while the deductions
made from the national income on account of profits tax, undistributed corporate profits,
social security contributions, etc., which represent persons’ economic activities, are
excluded from personal income.

Personal income is, therefore, derived by deducting from the national income that
part of it which is not paid to persons and by adding 1o that part of the national income
which persons receive from thase sources which do not form part of the national income,

A significant fact brought out from these relationships is that the estimates of net
national product calculated at the unit factor cost of production and those of the national
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cost of production and national income are identical macroeconomic concepts. From
!llﬁs,hnhufdh“unmlhwﬂmﬂmmmﬁnﬂlpmdunmhlh:mtmﬂ

Notes inmmphﬁupﬂdﬂnck‘l&pmchﬁuniuaﬁimphmmyﬂﬂﬂh:mﬂﬂpim
equals the factor cost of production per unit of output.

Expressed differently, in such a simple economy—in which the government
neiﬂtrlcﬁmhdhmtu:ﬂmrgimmbammhﬁiuﬂiﬂmmdlhDdBﬁmtnm
= publicmtu'pti:ﬂﬁmMlhmthmwnblmofmenumntmlmufgmmml
cmmMmﬁﬂpk:ufﬁnﬂpod&andwﬁmwiﬂmbediﬁmtﬁﬂmm
mﬁ[mtmm“fpmdnnofsmhgwdsmdmkmCmmﬁy.ﬂtnﬂuﬁml
p‘udlmmﬂﬁpliwdbyihcmm‘kﬂprincmdﬂwiubtequn!luﬁ\enlmmulufﬂlcfumr
incomes earned in the processes of production. Furthermore, in such a simple economy
memta]cxpmdimmintmmdunﬂwpumhucuﬂhcmmimﬂpmduﬂwﬂidmhc
equal to the national income. For this simplified economy, the fundamental income-
product identity can be expressed as follows:

National = Net National = Expenditure Incurred on

Income Product Net National Product

From the above identity relationship is derived the following identity relationship.

National  + Capital = Gross National = Expenditure Incurred on

Income  Consumption Product Gross National Product

Allowance

National Income and Product in a Simple Market Economy

To understand the relationship between national income and product in the real world
economy, it might be fruitful to consider this relationship in a simple free market
enterprise hypothetical economy with no government. Since government is absent, there
is no problem of government outlays, taxes and of social insurance contributions. There
are al$o no subsidies given by the government to private business firms in this economy.
The total production in the economy takes place in the business sector consisting of the
proprictorship firms so that the net income of a firm is not different from the personal
income of its owner. In other words, there isno corporate business sector in this economy.
%ﬂmmmthnthiuﬁnplemmnyiuchudmmyhmngmmmm
transactions with the outside world. Furthermore, the inventories of finished goods and
raw material are cither absent or remain unchanged, ie., the entire total production of
goods and services which takes place in the business sector per time period is purchased
by the consumers (households) and entrepreneurs in the economy.
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Since the entire production takes place in the business sector, the entire national
income originates in this sector. National income is composed of wages, salaries and
supplements thereto, interest, rent and royalties paid to capital and land owners and
profits of the entreprencurs. All these incomes are payment flows taking place from the
busmess sector 10 the Ffactor owners. In our assumed simple economy, like the national
income, the gross natonal product also onginmtes entirely in the business sector. 1t is
composed of the total money value of the final goods and services consisting of the
total production of consumer and capital goods. Since we have assumed no change in
business inventories, the total production (output) of the consumer and capital goods
in the economy during any given time period equals their sales during that period. The
identity between the total production and total sales also enables us to view the national
product as being equal to the total expenditure incurred on the purchase of national
product. In terms of the total expenditure, the gross national product is composed of
the total expenditure incurred by the consumers on the purchase of consumer goods
and services and the total expenditure incurred by the entrepreneurs on the purchase of
new capital goods.

The purchases of goods and services made by the consumers from the business
firms are made from incomes eamed by them as factor owners while working for the
business firms. The flow of the total money spending from the household sector 1o the
business sector constitutes a return flow comparable to the flow of the factor incomes
from the business sector to the household sector. When these two money flows are
identical in magnitude, i.e.. when the total consumer spending equals the total consumer
income, saving will be zero. If the aggregate spending exceeds the aggregate income,
consumers will dis-save while if the aggregate spending flow is less than the aggregate
income, consumers will save. The personal saving represents the lcakage out of the
aggregate income-¢xpenditure flow stream.

The flow of aggregate outlay on the new capital goods is on a differemt footing.
Funds for spending on capital goods come either from the accumulated past savings
of the entrepreneurs or from saVings, past or current, of others which are borrowed by
the entreprencurs or from the funds made available by hanks out of the created new
money. Whatever may be the source of supply of such investible funds, it is significant
to realize that this spending flow is added to the aggregate flow of consumer spending
to constitute the aggregate spending flow in the economy shown on the left-hand side
of the diagram.

The flow from the business sector 10 individuals (houscholds) is the national
income while the return flow from the individuals (households) to bus'ness sector
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Indian Economy is the consumer spending flow. The flow of total consumer spending will be smaller
compared with the flow of national income to the extent of personal saving. To get at
the aggregate flow of spending in the économy, we should add to the flow of aggregate

Notes consumer spending the total flow of investment spending made by the business sector.

The composite consumption and investment (gross) spending flow represents the gross

national product (GNP).

In our hypothetical simple market economy, the flow of national income taking
place from the business sector to individuals and the flow of gross national product
(gross spending on consumption and investment including the replacement investment)
will differ from one another by the size of capital consumption allowance.

Algebraically, these relationships can be summarized as follows.

GNP =C + Gl w(2.1)
NI = GNP-D -+A2.2)
Nl mC+358 wel2.3)
By substituting equation (2.3) into equation (2.2) and afler rearranging, we get
GNP =C+S+D .A24)
By comparing equations (2.4) and (2.1), we get
: GNP =C+S8+D=C+Gl {2.5)
Q =S+ D (S + D= gross saving) (2.6)
By substituting equation (2.1) into equation (2.2), we get
Nl «C+Gl-D 2.7
or Y sC+1 " {2.8)
where 1=Gl-D

By comparing equations (2.3) and (2.8), we get
Nl eC+85=C+I]

or C+S=C+1
therefore, Sml
In the above equations;

GNP denotes gross national product;
C denotes aggregate consumer spending;
Nl denotes national income;

Gl denoles emss investment;
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| denotes net investment;
S denotes aggregate personal saving; and
D denotes depreciation or capital consumption allowance,

To bring the above hypothetical simple market economy nearer to the real world
economy, government purchases, imports, exports and change in inventories will have
to be added to the nggregate expenditure and income flows in the diagram. As result of
these added flows, although the diagram will become complicated, it will not, however,
change the fundamental shape of the diagram. Further, as a result of the inclusion of the
corporate form of business enterprises in the business sector, the income arising in the
business sector will be channelled out into individual and corporate incomes. It will,
however, not affect the analysis in any fundamental manner.

Although a real world economy is much more complex than the simple market
economy pictured here, it 1s nevertheless useful in pure economic theory to assume an
economy with no government and no corporate business sector. Such an economy has
simple accounts and the net national product, national income and disposable income are
all identical. But when the theoretical generalizations have to be empirically examined,
the inclusion of the government and the corporate form of business enterprises in the
framework of the economy becomes essential. Consequently, the social accounts become
complicated.

Recent Trends

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

Estimates at Current Prices

1. Gross Domestic Product

¢ Gross Domestic Product (GDP) at Constant (2011-12) Prices in the vear 2021-22
15 estimated to attain a level of ¥ 147.36 lakh crore, as against the First Revised
Estimate of ¥ 135.58 lakh crore for the year 2020-21, released on 31.01.2022.
The growth in GDP during 2021-22 is estimated at 8.7 percent as compared to
a contraction of 6.6 percent in 2020-21.

¢ The sectors which registered growth rate of over 9.0 percent and above at
current prices are ‘agriculture’, ‘manufacturing’, ‘trade, hotels, transport,
communication and services related to broadcasting’, “financial, real estate
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Indian Economy and professional services’, and ‘public administration, defence and other

services'.
The following table shows the latest trend in GDP growth in the country.
Notes At Current Prices( In Terore) (At Constant Prices (In T Crore)
Vear GDP(in | GDP growth Year Gor GoP
crores) rates (%) growth
rates (%)
2021-2022 L23R.030 20,13 2021-2022 512287 373
20202021 | 13,512,740 -7.2% 2020-2021 19,745,670 297
2019-2020 | 14,569,268 a4 2019-2020 20,351,013 7.7%
20182019 | 14000316 6.53 2018-2019 18,886,957 10.51
2017-201% | 13,184,582 680 2017-2018 17,000,042 11.03

1. National Income

. Inﬁmiﬂm!ﬂﬂ,ﬁegrmnﬂinnﬂinmmeatmmtpmminlndiam
estimated to amount over 230 trillion Indian rupees, a significant increase from
the previous year. It was the first time during the last decade, that the gross
national income decreased in fiscal year 2021.

3. Per Capita Net National Income

. Th:petupinimhmdmmwminmlmmm}ummm
g:rewhy?.Sperﬂnlmﬁzzmthmpmviuusymmﬂ.hicmmipmﬂ.
ﬂ:ep:rmpiuhmntms:hyls.ipﬁmnlm!ljhihdxlrtnglnzﬂthﬂ
fiscal.

2.7 Population Growth: An Overview

Like many other third world countries. the utban population of the country is increasing
very slowly. In 2021, urban population for India was 35.4 %. Over the last 50 years,
mhupopdﬁmnfhﬂiagl-cwmmniﬂlyﬁuniﬂ.BMES.4% rising &t an increasing
annual rate that reached 2 maximum of 1.64% in 1974 and then decreased to 1.34% in
2021. Rural population (% of total population) in India was reported at 64.61 % in 2021.

Table : Rural Urban Population (2021)

Area Percentage of Population
Rural 64.61%
Urban 354%

In developed countries, at the most, two-thirds of the population lives in the cities.
In the last decade India has undergone rupid urbanisation; its urban population grew to
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217.2 million by 2000. The concept of an urban area was not defined properly in India
ull 1960. In 1960, India sdopted a strict definition for the concept. Migration from rural
areas to urban areas is increasing every year. In earlier days the maximum migration
was towards Tripura, followed by Delhi. Lower migration was observed in the states
of Rajasthan, Madhya Pradesh, Bihar and Uttar Pradesh. The high rate of migration
in Assam is due o industrialisation. In India, female migration is greater than male
migration because after marriage women migrate to their husband’s place.

Today the trend of migration has changed a lot. Chennai has the highest percentage
of migratory population. Urban population is increasing day-by-day in India. Earlier
urbanisation was due to the World Wars whereas now the urblmmmrn is mainly due
to industrialisation.

After independence, life expectancy for both genders has increased a great deal.
In 1951. the life expectancy for males was approximately 32 years while for females it
was approximately 31 years: This increased to 60.6 years for males and 61,7 years for
females by 1996. :

Table : Percentage Distribution of Projected Population
by Age and Sex, 1996-2016, India

Age 1996 001 201 2016

M F P M F | ¢ M F P M F P
126 | 130 | 10.6 | 106 | 108 | 107 | 101 [ 102 | 101 | 97 | 97 | 9.7
B2I1B33[ 13|13 | 16| 11L5]| 94 | 94 | 94 | 93 | 93 | 93
10-14( 019 | 1R5 | 320 | 120|120 [ 121 | B9 | 90 | /B9 | B? | 87 | 87
15-19| 99 | 95 [ 110 [ 10105 | 108 | 97 | 99 | 98 | B3 | 83 | 8]
20241 86 | 90 | 91 | 901 [ BT | B9 | 04| 103 |03 | 90 | 21 [ 9.1
25-29| TR | BS5 |79 | 79 | B2 | RD | 94 | B9 | 92 |97 | 95 | 96
N4 70 | 72|21 72|77 |74 | 78| 73| 76| 87 ] 82 | &5
3539 62 | 60 | 64 | 64 | 66| 65| 67 | 69 | 6B | 72 | 6B | 70
40-44| 53 | SO | 56 | 56| 55| S5 | 60| 65 2 | 62 | 64 | 6.3
4549 44 | 42 | 47 | 47 | 45 | 46 | 53 | 54 | 54 | 55 | 59 | 57
50-54] 36 | 34 | 39 | 39 | 3T | 3R | 46 | 46 | 45 | 48 | 50 | 49
5559 29 | 28 | 3 | A |30 X1 | AT 36| 36 | 4D | 40 | 40
6064 24 | 24 | 24 | 24 | 24 | 24 | 29| 28| 29 | 32 | 3} | 3
6560 LT | 18 | 19 | 19 (19| 19| 20 | 271 |21 | 23 | 24 | 24
T0-74) 13 |12 ] 13 |13 |13 113 |14 [ 15| 14 |16 | 16 | 16
79| 05 |05 |08 |08 |08 |08 |09 | 1O | 10|08 | 1O | 10

B+ | DB | 08 |06 | D6 | 06 |06 | O | OB | OB | DX | 09 | 09

g|T

All | 100.0] 100.0 | 100.0| 100.0 | 100.0 IM.&[IDL‘I'.I'.I 10600 1000 | 1000 | 100,0 | 100,0

Key: M: Male; F: Female; P: Population
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Indian Economy Tuble delineates the distribution of population according to age and sex Human
Resources based on projections made in 1996. The table shows that the percentage of
population below the age of § would decline from 10.6% in 1996 to 9.7% in 2016.
Conversely, the population of ages 20-24, 25-29 and 30-34 would increase from 9.1,
79.7.2 in 1996 10 9.1, 9,6 and 8.5 in 2016 respectively. As the ages 20-24, 25-29 and
30-34 are considered the most productive in an individual’s life, it has been predicted
that India would face a demographic dividend in the early part of the 21st century.

Indian census has divided six types of cities according to population, The number

_nfdﬁuinﬂuhi;hﬂmdeishmﬁngwhummlmpﬂcdﬁnm:inwly
decreasing in India. There arc twelve big cities with more than 10 lakh population.
According to the 1991 census, only 25.72% of the population lived in the cities, whereas
according to the 2001 census, 27.8% of the population lives in the cities,

Notes

Population and Demographic Projections
mﬂmmmcﬁﬁcimmmdﬁmmﬁwﬂmiuwmmimﬂ
by society, For effective planning of the country, population projections are essential.
Trends in population growth, composition, ete. give an idea of the country’s fusture.
Both quantitative and qualitative analyses are essential to understand the growth trend
of the country. Generally, it is found that projections given by the demographers are
mare accurate than others. A population estimator (projector) tries o estimate the size
nndgmmhnmﬂmnﬁmnpupuhﬁmnum:hﬁisufpmudwmdmm
rates like death, birth and migration. Population projection is in relation to time.
Population Projection in India
mjmﬁmmmwmmm,dﬁmgmphmmmmmmcum
Nations, Central Statistical Organizations, Planning Commission, etc. In 1949, Kingsley
Davis made three projections for India. Though his predictions were far removed
from reality, his projections had given theoretical knowledge for academicians and
demographers. [n 1951, Census Commissioner and Registrar General of India Mr. RA.
Gopalasamy predicted the Indian population. Both Kingsley Davis and Gopalasamy
mdpnm&hlpuwmm.hlm.ﬁumnmﬂmjumMjmﬂpmhﬁmuhm
Reverse Survival Method. In 1959, the Government of India projected its population
till 1981. Besides these, there are several agencies and experts who gave population
estimates for the country. In 1996, before the formulation of the 9th plan, the Plaoring
Commission kad constituted a technical committec for population projections for the
country for the period 1996 to 2016.
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Demographic Scenario: Past, Present and Future Challenges
The demographic scenario of population growth with reference to the past, present and
the future can be understood taking into consideration the following factors:

I. Size and growth
Rural and urban population
Sex and age composition
Expectation of life at birth
Density
Growth rate
Literacy

Population of India can be discussed in two broad periods namely:

(i) The pre-modem period (before 1881)
(ii) The modern period (after 1881 nill date)

The year 1881 is considered as the cut-off period as it is the first time census
operations were done in India.

In ancient times there was no systematic way (o enumerate the population. During the
urban metropolitan and the great pastoral agricultural civilizations, the living conditions
were very good and as a result of this there was declining mortality and morbidity.
History shows that during 490 B.C. and 297 B.C., India was one of the most populous
states of the world. Alexander’s army invaded India in 4th century B.C. and left behind
large numbers in the region. Pran Nath, who later studied Indian population, confirmed
that India’s population was between 100 and 140 million during 300 B.C. There was a
stagnant population till around A.D. 1600. This is evident from history. Moreland says
that India’s population during Akbar's period was 100 million. Later demographers and
popuiation experts like Davis, Das Gupta, Dutta also agreed that the Indian subcontinent
had a population of 100 w 140 million population during A.D. 1600. During the years
1650 to 1800, the population of India was not stable and according to estimates, there
were lots of fluctuations in the population. Mahalanobis and Bhattacharya estimated the
Indian population as 207 million for the year 1800,

In the modern period, the growth of population was rapid at certain points and
declining or stagnant at some other points, The first census was conducted in India
in 1881; it had many shortcomings. Many areas were left out in this census. In 1901
while census operations were made, all the left-out territories in the carlier census were
covered. Till 1931 census was done as a “one night affair’. Since 1941, the system of

Sl R
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Indian Economy census has changed to the present style. The history of population growth in India since
1891 can be divided into three parts:
1. 1901-1921

Notes 2. 1921-1951

1, 1951-1991

The year 1921 was referred as the year of the ‘great divide' as it distinguished
Human Resources the population growth from a lesser speed to greater speed. It s a
well-known fact that during the period of 1901-1921 there were lot of famines and
contagious discases which were the main reasons for the decline of the population during
this period. During this period, India’s population increased from 236 million to 251
million. This was the period when the mortality period was higher than the fertility mte.

From 1921 1o 1951, the population growth fluctuated and the rate of population
growth was 1.3% per annum. The size of the population increased from 251 million in
1921 to 361 million in 1951, In 1991, the size of the population reached £43 million. The
year 1951 was another landmark in the history of census operation in India as this was the
&+ census in the free India. The mortality rate decreased considerably during this period.

Causes of Growing Population in India

In India, the age of marriage is still very low and the preference for a son still exists in the
minds of Indians even today, Literacy rates are low, particularly in the case of females.
Male-female ratio is becoming increasingly unfavourable to women and mortality rates
are 1o be reduced further. The birth rate in India is 5o high that it is higher than what
the economy can sustain at the existing level of development. It is the ever-growing
numbers which have made our population a matter of serious concern. Planning for
such a large population is a very hard task
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Fig. : India Population Increase
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In March 2001. the number of Indian population was 102.7 crore. According to
the 2011 Indian census, the population of India was around 121 crores.

Demographic Factors
. Gap between Birth Rate aad the Death Rate: Today, the rate at which

1

development is taking place is very fasl. The changing social circumstances
and the advancement of science and technology has given a long life to human
beings. In other words, the mortality rate has considerably decreased and the
life span has increased. Though it is a healthy sign of development, but the
other component of the population, namely, the binth rate, is still very high in
the country,

Early Age of Marriage: Reproductive behaviour starts from marriage. Marriage
is the permission for the sexual activity in Indian society. Though there are
premarital sexual activities, they are prohibited, as the culture does not permit
them. A young age at the time of marniage is one of the causes of high fertility
in India which, in tum, is the cause of the growing population, N.C. Das, in his
study, observes that women marrying between the age of 20 and 24 have the
same fertility rate as those who marry before 20. A woman who marries after
25 has low fertility behaviour. Table 9.5 shows the average age of marringe
for males and females in India from 1891 o 1991, The table shows thit the

* average age of marmiage for females in India was only 12.54 vears in 1891

3

This was because the practice of child marriage was rampant in the country.
After Independence, many social programs were undertaken to stamp out the
practice of child marriages. It had 8 modicum of success. The average age of
marriage for females increased to 17 by 1971. However, today, the average age
of marriage in India for women is still 19 years. As a result, the reproductive
behaviour of Indian women is still very high. The legal age of marriage in India
is |18 years for females and 21 for males. It is estimated that in our country
26% of the females marry at the age of 15 and 54% marry before they reach
I8 years. Adolescent marriages are high in Bihar, Rajasthan, Manipur and Goa.
Fertility Rate: It is understood that in India most childbirths occur during the
age of 15-19 years. Fertile union starts with the age of effective marmage and
it continues up to death. Other causes of stoppage of fertility are separation,
crossing of the maximum ferule age, which is considered as 50 years, ete.
The ferulity of the female is an important factor affecting reproduction and
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mmmﬂymsmcmmammmhr.vmmm
fertility rate should be reduced significantly.
mwmum:mwmmmm number falls in
the reproductive age group. Almost 589 of our population is in the reproductive
age group. It is estimated that between the years 1991 and 2016 a population
of 417.2 million will be added in spite of the fact that the small family norm
hubeendnp&dhymmym?hhnmmufmnfmmﬁm
is due 10 the fact that total fertility rate was very high in the earlier years and
mcmmthﬂntmmcﬁwmpuhﬁmm&mlm&mhvm
high. India has to go very strictly with the small family norm in the coming
years to reduce the size of the population.
Himhﬁlﬁyhmm:mﬂmmmmmcm.mm
India has around 169 million eligible couples and the country can meet the
contraceptive needs of only 22% of this population. Contraceptive knowledge
is also very low in India. In the rural areas and even in some pockets of urban
arcas contraceptive knowledge is almost nil. With 20-30% of males and 10%
ufuu!hudﬂmuﬂlyncﬁwhefmmrﬁlge,mminmdfwmmwwﬁw
kmw.m:hﬁmminmdhhvmmmmmmhn
Most Indians still want large families. The traditional joint family is an Indian
feature and people respect the joint family even today. Another demographic
mnummmmmmmpmmmm
that the nduptimnfﬁmilyplnmingmﬂhnd:mm:idﬂudmhclwmn's
job.

Economic Factors: Human behaviour is very dependent on the economic
aspects of the region in which a person lives. Even fertility, mortality and other
d:moguphi:alfmﬂmmdcpmdm!memmnic factors. Occupation and
income are the two most important economic factors which influence fertility
behaviour.

Predominance of Agriculture: It is a well-known fact that more than 70% of
the Indian population lives in rural areas and is engnged in agriculture directly
or indirectly. From the beginning of the last century the pattern of agriculture
has been the same. Occupational distribution is almost o permanent feature in
India. In rural India, every child is considered an asset as he/she is a free farm
Mlthhﬁxmﬁﬂhmﬁunmdﬁudﬁﬁrmmmﬂmdﬂﬂ



an economic burden. So agncultural families prefer bigger families with more
children. On the contrary, in industrial societies, as parents have to support the
children, they prefer small families and thus the number of children is usually
less,

. Occupation and Fertility: It is observed that white-collar workers have fewer
children than blue-collar workers. Likewise, in those families where the wives are
also white-collar workers, fertility behaviour is positive in nature, As mentioned
above in the rural areas where people are mostly engaged in skilled jobs, the
size of the family is large as compared to their counterparts in the urban areas,
Slow Urbanisation Process: The urban population in India is very low
when compared to European countries. In European countries almost 70%
of the population lives in urban areas whereas in India even afier 57 years
of Independence, only 25.7% of the population lives in urban arcas. In 1951,
only 17.62% lived in urban areas. Thus, the pace of urbanisation is very low
in India. Those who are living in the rural areas have an access to technology
and knowledge. Though there are many demerits in living in the urban areas
they are aware of the imponance of the small families and the importance
of children in modern society. Upbringing of children in cities is difficult. In
the villages children grow on their own whereas, in the cities, every stage is
difficult as competition is very high. The cost of living is high in the cities and
this remnforces the parents to think before they go for the *next’ child. In the
countries where urbanisation is more. the fertility rate is low whereas in the
non-industrialized areas, the fertility rate is high.

- Income and Fertility: Many studies reveal that the number of children born
per couple decreases with the increase in the per capita monthly income or
expenditure of the household. This phenomenon is seen both in the urban and
in the rural arcas, A better income to the family provides a better lifestyle and
therefore parents do not want to take any risk by producing more children,
thereby destroying the atmosphere of the family.

Another factor which is responsible for a higher rate of fertility in India is
widespread poverty. Almost 40% of the Indian population lives below the
poverty line. Many rural families which neither have any occupation nor any
other letsure indulge in sexual activities which leads to an increase in the
number of children. Moreover, in rural families and many other poor families
each child is an economic asset. In one report the World Barik has stated that
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Indian Economy ‘lhﬂ:mpodmrﬁwhy.fmpmpummemmﬁcmtmhhﬂd:m
nlumﬂtmmi:bmcﬁtsﬂchihirmmhighmmﬁngmchﬂd:m

makes economic sense.”
Notes Educational Factors

Illiteracy is widespread in Indin. According to the 1991 census, 47 89% of the population
is illiterate in India. The level of illiteracy is very high in India, as compared to other
countries. The rate of female literacy is very low here. The percentage of female literacy
is 39 42% and 63.86% for men. Female literacy rate is more concentrated in urban arcas.
Female illiteracy is more in the northern states, namely Uttar Pradesh, Bihar, Rajasthan
and Madhya Pradesh. In India, almost all the scientists and planners agree that only
mmﬂmcMchmﬁMnrthanMbmmmuf
family and the components of the fmnilylikemmhnc.;hinhild,siuuﬁhcfumﬂy. etc.
Education brings about a total change in the personality of an individual. If both
mmmmwmwmmmmmhmw'mm
and which helps the couple to plan the family. A few years of formal schooling bring
a perceptible change in the reproductive behaviour. Thus, there is a causal relationship
between education and fertility behaviour. Education is capuble of changing the minds
of people in two ways. Firstly, it changes the attitude of the people. Secondly, it gives
mmmﬂhyﬂm.ﬁmmﬁm:ﬁmwmmcmu
and the children. A higher level of education is correlated to higher age of marriage,
mﬂlﬂmﬂyﬂmwﬂmmmhﬂﬂmdﬂ.ﬁnﬂhﬂhﬂmm
the mother's education is more strongly comrelated with the couple's fertility intentions
than the education of her spouse. If the mother’s education has reached secondary
and higher levels, the impact is greater. Children’s education also affects the fertility
behaviour, When the parents have high aspirations towards children’s education, the
size of the ﬁtnilyimdﬂmhcsmnﬂuthminﬁmﬂiéiwhacﬂumﬂsdunm plan
their children’s education properly.
Psychological and Religious Factors
Most of the psychological factors have a religious base. One of the most ir portant
psychological factors which operates in Indinn families is that children are necessary 1o
retain the family name, 1t is a pleasure for many families 1o share their resources with
the children. Another factor is the dependency factor. Tn a country where there is not

much scope for the old, parents feel that they have to depend upon the children during
mcirnldnge.hhnypﬂtmshlﬂmhhnicemhnw more than one child so that at least
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ane of them will look afier them during their old age. Psychologically, many parcnts feel
sc.are when there are children with whom they can share their happiness and sorrows.

Hinduism states that only o son can perform the last rites and a daughter must be
given away in marriage. Thus, both sons and the daughters are necessary for a man to
get Moksha. The other religious beliefs are that children are Godgiven gifts, Marriage
is considered a religious affair by almost all religions. A marriage without children is
attributed to the curse of the God towards the couple. Thus, couples try everything to
have children, especially sons.

Social Factors

India’s growing population is mainly due to the social factors existing in the country.
Universality of marriage, low age of marriage, religion and superstitious beliefs, joint
family system, etc., are some of the important social factors which influence the fertility
rate.

1. Lower Age at the Time of Marriage: India is one of the countries where
marmages usually take place at a lower age. Studies show that the fertility rate
decreases only when brides are above 25. The National Policy of Population
announced that the age of marriage of girls as 18 and boys as 21, S N. Agarwala
said, ‘It has been calculated that an increase in the mean age of the marriage
of females by six and half vears during the period 1891- 1901 to 19811991 in
India has resulted in a 4,3% decline in the birth rate over the period”.
Marriages in India had some peculiar rules and accordingly widow remarriage
was prohibited. An act was passed permitting widows to remarry in the year
1891. According to Dr. Chandrashekar, *There are about 24 million widows of
all ages, including virgin widows who normally do not marry. Even widowers
do not marry as a rule. But India is in fact changing and, of late there are some
men who are willing o marry eligible and unencumbered widows.'

2. Universality of Marriage: Marmage is both a religious and social phenomenon
in India. There is a belief that the marriage of a daughter at a suitable age
according to religious sanctions makes the marriage universally acceptable,
According to statistics, presently in India by the age of 50, only § out of 1,000
Indian women remain unmarried. The average age of marriage is also very low
in India as compared to other developed countries, Dr. Chandrashekar says that
*... everyone in India, sooner or later usually sooner, gets married. Marriage is
not merely a necessary social institution but a quasireligious duty ... spinsters
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and bachelors are a rare phenomenon in India and nearly every adult male and
female in the country participates in reproduction.” '

In our country, bearing of children is considered the most important duty of
a married woman. Her status in her husband’s house depends upon the level
of her childbearing capacity. Even the gender of the child is important for
ﬂmwmmgﬂth:rtghlmmmchmbmﬂ'smmempim if the
wumnhnﬂnhlcmbemnmhﬂmhlnwhhuhmhmd'shuu.m
machlguflhﬂchildrmiuhumtdmmﬂmﬂhydnmupk but by the extended
family in which she lives. Thtu.cwplﬁmmtfrmmmmhcirwpmdmﬁw
behaviour.

. lgnorance and Superstition: It is believed that children are a God-given gift

Superstitions are so strong in India that marriage is the main institution where
the belief system influences the maximum. Sons are considered religious, social
and economic resources, Manu's law has influenced every person in India
irnespective of region and religion. Although various religious groups have
their own rules and regulations regarding marriage and size of the farmly all
the religions favour universality of marringe and necessity of bearing children.
Joint Family System: The jomt family system is one of the convenient systems
for bringing up the children. In the traditional joint family system, children are
umsiducduﬂummmmpmymdlhcpﬂmumumonhdrmm
Children g:mvmﬂteimunmalhhudu!mhwuqml responsibility in taking
mﬂﬂwchﬂﬁmhsdiﬁculﬁﬁnm:xpcﬁmmdhy parents in bringing
up the children, planning of the family is seldom done. There is a kind of social
insurance in a joint family for the children and the adults. Hence, the population
in & joint family is not a problem at all. In traditional India, marriage was the
only function for women, thus the parents and the girl looked forward to these
functions. As soon as the girl atained puberty, parents gave her in marriage.
Another reason was that in earlier days when the mortality rate was high, people
did not want to stop the family size. This also added 1o population growth. Prof.
Jayasurya points out, ‘In a society which practised agriculture of the traditional
type, a large number of children was an advantage. Even if o few of them did
not survive beyond 10 or 12, they fulfilled at these and younger ages as well,
certain functions of economic nature, such as tending cattle or sheep, or carrying
out simple tasks in the field’

Status of Women: Today. the majority of women are aware of the small
family norm. Working women prefer fewer children and follow this norms. In



traditional society the status of women depended on the number of children.
In fact the number of the male children counted to determine the status of the
mother. Even today n India, a childless mother is looked down upon by society.
Other social causes are infant mortality and absence of sex education.

2.8 Population Policy 2010

Fopulation Policy in India

In India, the most imporant and the only component affecting the population is fertility.
Regarding the other two components, namely, mortality and migration, migration does
not have a significant effect on the population of India. As for international migration,
the volume of such migration is not very large. and migration within the country is a
constitutional privilege and the question of any special policy in this regard does not
arise, Therefore, when the population policy of India is analysed, only fertility and
maortality may be taken into consideration. India’s population policy is a ferulity-oriented
one. The anti-natalist policy of the country is one of the first in the world. If one looks
into the history of the population growth and the population policy of the country, one
can see that a serious concern about a population policy came into existence only after
independence.

The British rulers of the country were nol interested, either in the quantity or the
quality of the Indian population. So, they were not interested in formulating a population
policy for India. They took no interest in family welfare and family planning programmes,
But a section of the Indian elite took interest in the population of the country between the
two World Wars, though the visible elite were interested only in the freedom movement.
The high rate of mortality and density in some pockets was pointed out by a few scientists,
The census in 1931 indicated an increase in the population and many people wamed
the country sbout the consequences of this increase in the coming vears. They also
advocated the need for a population policy for spreading the practice of birth control.

Between 1916 and 1947, many evenis related to population occurred. In 1925,
the first Family Planning Clinic was opened in Bombay by R.D. Karve. The same year
Rabindranath Tagore wrote, ‘1 am of the opinion that the birth control movement is a
great movement, not only because it will save women from enforced and undesirable
maternity, but also because it will help the cause of peace by lessening the number of
surplus population of the country, scrambling for food and space outside its own rightful
limits. In a hunger-stricken country like India, it is a cruel crime to thoughtlessly baing
more children mto existence than can be properly taken care of, causing endless sufferings’
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Indian Economy uﬂ:mmdimpoﬁnudmdingmudiﬁmupmﬂwmhﬁmﬂy.'ﬁm.mmm
Govemnment took the first step innpmimthnﬂmﬁnwmﬂi:ﬂl{fmtmlﬂmi: in
the world. In 1931, the senate of the Madras University accepted the proposal to impart

Notes instructions regarding the methods of conception control. In 1935, the Indian National
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Congress set up a national committee under the chairmanship of Jawaharlal Nehru and
gave the following recommendations:
1. %wﬂ&&mvhﬂhﬁunfhlmmﬁmhlhﬁnmm

national economic planning, in so far as its unrestricted increase of proportion
to means of subsistence, affects adversely the standard of living. and tends to
ﬁfmmmﬂuﬁimﬂhummwﬁmmmmw
mwmmammmmummme
measures for the improvement of the quality of the population and limiting
excessive population pressure are necessary, the basic solution of the present
dil;-ityhmwmmwhﬁmmdﬂmdﬂduﬂiﬁqliﬂhibemmmﬁcm
of the country on a comprehensive and planned basis.

. In the interest of social economy, family happiness and national planning, family

planning and limitation of children are essential: and the state should adopt a
policy to encourage these. It is desirable to lay stress on self-control as well as
tnq:ﬂdkmhdgen{:hﬂpmdnﬁ:mcﬂmthﬂfhhh control. Birth control
clinics should be established and other necessary measures taken in this behalf
luprwunﬂuwnndmﬁmdhumfulm

_ We consider raising the eligibility of the marriage age and the discouragement

nfwtymyisd:ﬁnbhmhw#ﬂleﬁnﬂuﬁmnfﬂmshtuﬂh
family.

. Programmes should include the sterilization of persons suffering from

mmiuihhdhmuuf:whwmmnhum:ywmm.

. The maintenance of vital statistics and the carrying out of periodic demographic

mqwmmwdwuﬁwthumnmm:mdmmmchmm
should be devised for the purpose.’

This was a historical recommendation for the country. In 1940, P.N. Sapru
successfully moved a resolution in the Council of States for the establishment of birth
mﬂdm.mmwmﬁm“mﬁmmmmm

undmmluphinmmﬁumduluﬂuumpﬁngbﬁﬁcmLmhﬁmmd
1 and cconomic development. Gandhiji was the most important person at that time and
h:waphmmenﬁﬁdnlmufhmhmmul.ﬂudmmdmmﬂmdu&m



control births. He emphatically declared that *There can be no two opinions about the Economic
necessity of birth control. But the only method handed down from ages past is self-  Resouwrces of India
control or brahmacharya. It is an infallible sovereign remedy doing good to those who

practise it. The union is meant not for pleasure but for bringing forth progeny.” After Notes
independence, population growth got a new direction.

National Population Policy, 2000

On 11 May 2000, India’s population reached 100 crore and it is estimated that if current
trends of population increase continue she will become the most populous country in
the world by 2045 when it would go bevond China. During the 20th century, India’s
population increased nearly 5 times from 23 crore to 100 crore, while during the same |
period world's population increased nearly 3 times from 200 crore to 600 crore.

It seems difficult to maintain a balance to conserve the resource endowment
and environment in the country with 1,55 crore current annual increase in population,
hence there is an urgent need to stabilize population. The basic goal of this policy is to
cover various issues of maternal health, child survival and contraception and to make
reproductive health care available and affordable for all,

There are three types of objectives of National Population Policy (NPP) 2000:

1. The immediate objective: The immediate objective of the policy was to address
the unmet needs for contraception, health care infrastructure and health personnel
and 1o provide integrated service delivery for basic reproductive and child health
care.

2. The mid-term objective: The mid-term objective is to bring the Total Fertility
Rate (TFR) to replacement level by 2010 through forceful implementation in
inter-sectorial operational strategies.

3. The long-term objective: The long-term objective is to achieve a constant
population by 2045 at a level consistent with the desires of sustainable economic
growth, social development, and environment protection.

The following arc the targets of National Population Policy:

e By 2045 achieve zero growth rate of population.

s To bring down infant mortality rate of below 30 per 1000 live births,

e To bring down maternal mortality ratio of below 100 per 1,00,000 live

births.
To bring down birth mate to 21 per 1000 by 2010.
To bring down total fertility rate (TFR) to 2.1 by 2010,
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Indian Economy  National Socio-Democratic Goals 2010

To accomplish these objectives and targets, national socio-demographic goals have
heen framed which, in each case, are to be achieved by the year 2010. National Socio-
Notes Demographic Goals for 2010

712 Self Learning Material

Address the unmet needs for basic reproductive and child health services,
supplies and infrastructure.

!Make school education up to age 14 free and compulsory, and reduce drop
outs at primary and secondary school levels to below 20 per cent for both
boys and girls,

Reduce infant mortality rate to below 30 per 1000 live births,

Reduce maternal mortality ratio to below 100 per 100,000 live births.
Achieve universal immunization of children against all vaccine preventable
discases.

Promote delayed marriage for girls. not earlier than age 18 and preferably after
20 years of age.

Achieve 80 per cent institutional deliveries and 100 per cent deliveries by
trained persons.

Achieve universal access to information/counseling, and services for fertility
regulation and contraception with a wide basket of choices,

Achieve 100 per cent registration of births, deaths, marriage and pregnancy.
Contain the spread of Acquired Immunodeficiency Syndrome (AIDS), and

promote greater integration between the management of reproductive tract
infections (RT1) and sexually transmitted infections (STI) and the National
AIDS Control Organization.

Prevent and control communicable discases.

Integrate Indian Systems of Medicine (ISM) in the provision of reproductive
and child health services, and in reaching out to houscholds.

Promote vigorously the small family norm to achieve replacement levels of
TFR.

Bring about convergence in implementation of related social sector programsso
that family welfare becomes a people centred programme.

Population by 2045, at & level consistent with the requirements of sustainable
economic growth, social development, and environmental protection.



2.9 Transport Coordination

The transport system helps to broaden the market for goods and by doing so, it makes
possible large-scale production through division of lsbour. 1t is also essential for the
movement of raw matenials, fuel, and machinery to the places of production. Expansion
of transport is of fundamental importance for a developing country like India.

Various Modes of Transport

I. Growth of Indian Railways: Indian Railways is the country's biggest
nationalized enterprise. It is one of the largest raillway systems of the world
with 63,000 route kms. approximately 8,000 diesel and electric locomotives,
42,000 passenger coaches, 2, 22, 000 wagons and employing nearly 1.6 million
staff. The Ministry of Railways Vision 2020 document envisages the railway
sector’s share in the GDP 10 increase from the existing level of 1 per cent to
about 3 per cent and its revenues to grow by 10 per cent annually over the next
ten years. Some of the major goals set for 2020 in the document include ()
liying of 25,000 km of new lines; (b) quadrupling of the 6,000 km network with
segregation of passenger and freight lines: (c) electrification of 14,000 km; (d)
completion of gauge conversion; (¢) upgradation of speed to 160-200 kmph for
passenger trains: and (f) construction of 2,000 km of highspeed rail lines.

Mokor franspon &5 wll a3 road comsérucion have contributed signficanty 1o the growth of the gross
national product & over the word, but India remained ssgnificantly backward in this regard.

=,

Reoad transport s quicker, more convenient and more fexible, & is pariculary good for short distance travel
lﬂlhmﬂdﬂ“hhﬂﬂ”hhnwﬂhwb
not haee ihe Mexibiity of the roadways. Passanpers and goods will have 1o bis taken o Bha railwy stafion.

S

Feoads are a recessary complernent to rallways. India is a courary of wilages and i Is only roads whach can
connect vilagas; Railways can connact lowns. The raifeay stations will have io be propery senved by a
network of feeder roads. Only Bvough these roacs the raifways can recenve thes passengers and goods

Road transpon 15 of particulir advantags 10 the farmers. Good rads help the farmers to move their produce,

parscudarty the perishabie products. like vegedables, quickly io e mandis and lowns. Only by developey) the

road syssem, fw farmer can be assured of & sieady manket for hes products:. This assumes great importancs
i ther cortent of S Gresn revoluon,

8L

Riads are highty significant for the defence of the couniry In @ vest country ke India, | & necessary thal he

Eoaps should be moved quickly from on place o anothes in fimes of amergency, The raliways @ usedyl hes.

But more important than the rilwiy 15 the road fanspor. Mow-a-days Ma army has o move #s roops, (bs tank
and amoured zars. s fieid guns. and so.0n. For the movement of thess, roads am escantial

Fig. : Contribution of Road Transport System in India
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X

Roads and Road Transport System in India : As compared to the railways,
" {he road transport system has definite advantages:

National Highway Development Projects: The National Highways Authority
ﬂwlmﬂﬂﬁylﬂmﬂlﬂiﬂlﬂlﬁﬂﬂmw
Cuwuﬁonud{NHmCL]nprhwﬂyrupmﬂeﬁrlhemimnf
uﬁmﬂhighwnﬁndwlﬁmthemh}tihegwmis
mmmﬁ;mmwm:mmeiﬂ:
kuhndaammﬁnsli,ﬂﬂkmufﬁghmphmz-ﬂutmdwd
of S0 km per day.

Civil Aviation in India: Air traffic in India continues 1o register significantly
higher mates of growth averaging 18.5 per cent in the last seven years. The
WMMJJWMWMMMMM
ﬁ“ﬂhlﬂl"ﬂpmﬂhﬂmﬂiﬁmﬂm.Tnﬁ:ﬁﬂﬂ!i&lhﬂtiﬂi
mndmwuimmeufdnhmbuinmhmgnmbymﬁnspmcm
paperless, adapting automation, and digitalization which can make cargo
pmnmhgniﬂ.Duﬁnglhelutmminﬂmmdﬂnfﬂﬂmm.
mmtmhnmnﬂuapmm“mjmhlnﬁm:ﬁaﬁmhmfw
gmmmmwmmm-mumufqunlu
pmﬂmtlﬂla-n.mrhgthlmmuymmﬁmmmmim
percent increase in CArgo revenue. The Union Budget has allocated T 10,667
crore for the civil aviation ministry for 2022-23.

Airport Infrastructure: The International Airports division of AAL operates
mmmmmm.ltmmmmmurm
mﬁaﬁﬂﬁmmmmwvmﬂmmof
mmpndmnﬂﬂlhdiﬁngs.ﬂm.mehmmﬂinﬁ:mm
ﬂthclirpuumdsiﬂwcqﬁulinvﬁtﬂmﬂkhﬂmgﬂmmm
afford of its own. Therefore, private domestic and foreign investors including
Nkhmnhmmnwdhpuﬁdpltehibcmofwm
h-dlhewurld':ﬂuird-lsgmcivﬂavhﬁmmnkﬁinmt?.lndhiuxmedm
umhemmmﬂlhnUnimdSmhyzmmmdinsmlﬁ:hmuﬁnu]
Air Transport Association (IATA). During the previous three years, India’s civil
nilﬁmhdumhuhwwwumnnhnwumfsfﬂﬁtqpmﬁngm.
India has surpassed the United Kingdom to become the world's third-largest
dmuﬂcwh&unmﬂkﬂ.ﬁ:hﬂuﬁﬂmﬁ:i]uﬂmbemmkmhylmﬂﬁ



the world's third-largest air passenger market by 2024, There were 153 airports
m the country as of June 2020. Only 114 of the 153 airpons were utilized for
domestic flights. These airports were either owned by the Airport Authority of
Endia or the states in which they were located, or they were privately owned or
part of a joint venture. In FY21, India's passenger traffic was 11537 million.
Due to COVID-19 related flight restrictions in FY 21, domestic and international
passenger traffic dropped at a CAGR of -9,02% and -28.64%, respectively, from
FY 16 1o FY21. In India, there are 487 airports/airstrips, of which AAI manages
137, including 29 imemational girports (3 civil enclaves), 10 customs airports
(4 civil enclaves), and 103 domestic airports (23 Civil Enclaves). Airports are
important to a community because they provide access to the worldwide market
for local businesses. They aid in the retention and attraction of businesses to
a town, resulting in the creation of jobs and economic success. Airports are
well aware of their importance as economic drivers and facilitators in their
respective regions. They facilitate trade and employ a large number of people in
supporting services, both directly and indirectly. Airport development planners
should prioritize transportation investment.

Importance of Transport to Economic Growth

Transport plays an important role in today’s modern world. It helps in removing the
distance barrier. An efficient transport system is essential for sustainable economic
development of the country and plays a significant role in promoting national and global
integration.

An efficient transport helps in increasing productivity and enhances competitiveness
of the economy. Efficient transport is indispensable to the economic development of
nation.

Transport routes are the basic economic artenes of the country. Transport system
is regarded as the controller of the national economy and provides a very important link
between production and consumption. The amount of traffic moving in a country 15 a
measure of its progress.

In a country like India, the importance of transport is more because of its vastness
as well as varied nature of geographical conditions. In India, it is also a source of national
road, coastal shipping, air transport, etc. Transport has recorded a substantial growth
over the years both in terms of length and output of the system.
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Indian Economy  Difference between Relative Poverty and Absolute Poverty
The major differences between relative and absolute poverty are given in Table

Table : Differences Between Relative and Absolute Poverty

Notes
Absolute Poverty Relative Poverty
1. It refers to the total number of people | 1. It refers to poverty of people relative
living below poverty line. to other people or regions.

2. The concept has relevance for less- 2. When we say India s relatively poor.
developed countries than the developed | a comparison is drawn with regard to the

ones. pef capita income.

3. In India, absolute poverty is calculated | 3. Relative poverty is calculated with the
with the help of poventy line. help of Lorenz curve and Ginni Coefficient.
4. In India 21.8 per cent of the total 4. Indin is relatively one of the poorest
population is absolute poor. countries of the world as its per capita

income is less than one dollar per day.

2.10 Poverty and Unemployment

One of the most acute challenges that the Indian economy has been facing is the mounting
rate of unemployment. It promotes poverty and inequalities, lowers social standards and
is a huge loss of manpower resources to the nation. Unemployment is a chronic malady
in India that deprives able bodied people to work on the current wages. It lowers the
standard of living of the people since unemploved people do not have enough purchasing
power. They face social degradation and suffer from inferiority complex. Therefore, some
economists call unemployment problem as a socio-cconomic challenge to the society.
Unemployment is becoming a serious problem in India, though accurate estimate is
difficult to obtain, About 7 million people are added to the labour force every year and
the number is also increasing at faster mte. But on the contrary, the economy growth is
not creating enough jobs, !

The unemployment rate fell to 4.2% in 2020-21, compared with 4.8% in 2019-20,
The rural arcas recorded an unemployment rate of 3.3% and urban areas recorded an
unemployment rate of 6,7%. Employment growth in the organized sector, public and
privaté combined declined during the period 2020-2021. This can be attributed to the
increase in employment rate in the public organized sector. Unemployment rate in urban
India in the Janusry-March quarter of 2021-22 fell for the third consecntive quarter to
8.2% from 8.7% % in October-December quarter, 9.8% in the Jufy-September quarter
and 12.6% in the April-June quarter afler the ehbing of the second wav | o the pandenc.
It stood at 9.3% in the corresponding quarter of 2020-21. The quarterly periodic labour
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force survey released by the minisiry of statistics and programme implementation
showed male urban unemplovment rate during the period at 7.7% while the female
urban unemployment rate wes higher at 10.1%. maintaining the trend seen over the last
several quarters. unemployment rate (UR) is defined as the percentage of unemployed
persons in the labour force.

The urban unemployment mie rose to 922 per cent in April from 8.28 per cent
in March.The rural unemployment rate dropped 1o 7.18 per cent from 7.29 per cent.
Unemployment rte was the highest in Haryana at 34.5% followed by Rajasthan at
28.8%, Bihar 21.1% and Jammu and Kashmir 15.6%. Employment in India fell from
4089 million in 2019-2010 387.2 million in 2020-21 and then recovered to 401.8 million
in 2021-22 The recovery in 2021-22 was inadequate. Employment was still 1.7%, or 7
million short of the employment level of the pre-pandemic vear of 2019-20.

Unemplovment and Underemployment: Definitions
Unemployment is defined as o situation wherein able bodied persons fail to find a job
even though they are willing to work at the prevailing wage rate. Unemployment is a
two-fold phenomenon:

o Anindividual is not currently employed

e He'she 15 ready to work at the previling wage rates

& An individual must make an effort to find work

According to the Bureau of Labour Statistics, USA, the unemployed include
people who do not have a job, have actively looked for work in the past four weeks,
and are currently available for work. Also, people who were temporanly laid off and
are waiting to be called back to that job are included in the unemployment statistics.
In another sense, workers are considered 1 be the producer of services and when they
are unable 10 sell their services, they are said to be unemployed. Underemployment,
however, refers to a situation when a worker does not work for full hours (normally §
hours a day). It is again the underexploitation of manpower resources of the country,
The Indian agriculture sector is facing such unemployment.

Measures for Unemployment in India
The following measures are suggested in this regard:

1. Increase in the rate of economic growth: It is believed that higher economic
growth rate will lead 10 larger production and thereby larger increase in
employment, Therefore, the government should plan to introduce labour
imensive technique of production which should give more emphasis on those
levels of production which have high potential of employment opportunities.

Economic
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High rate of capital formation: The rate of capital formation must be increased
in India. Capital formation should encouraged only in those areas which generate
greater employment opportunities. Presently, this rate is 30 per cent of the GDP,
but it needs to be raised to the level of 30 per cent to 35 per cent.

. Education reforms: The Indian education system should be made more

employment oriented. From the very beginning, emphasis should be lmd on
vocational education.

More expansion of employment exchange: Employment exchanges are
the institutions that bring together jobs and jobs seekers. More employment
exchanges will make the labour more mobile. However, there is a need to
improve the functioning of employment exchanges in the country.

. Policy towards seasonal unemployment: Indian agriculture is of a seasonal

nature, due to which the Indian farmers remain unemployed for some time. The
employment policy in India should act in the following direction to remove
these problems:

Promotion of multiple cropping

Promotion of activities allied to agriculture

Investment programmes for rural arcas

Setting up of seasonal indusines

Policy towards seasonal unemployment: Nearly, 62 per cent people are self-
employed in India, and most of them are engaged in agriculture sector. The
government should provide different facilities and encouragement to the people
who are engaged in their own occupations.

. Employment opportunities for women: Presently, |2 per cent of women are

employed in organized sector, which is a quite low percentage. The Government
of India should take the following steps to promote women employment:
Residential accommodation for working women on a large scale

Education and training facilities for working mothers

Availability of créches for the children of working mother

. Promotion of co-operative industry: Phe industries in cooperative sector should

be encouraged. It requires lesser investment for the promotion of employment.

. Encouragement to small-scale units: Small-scale units can provide more

Poverty in India employment opportunities for men and women. There is anced
of lesser skill and traiming in such units. The government should encourage
such units by offering them special incentives.



1, Spuil.l employment programmes: The government should introduce special Economic
programmes for poor people, Schedule Caste and Schedule Tribes, landless ~ Resowrces of India
labourers and unemployed women. These programmes should be centrally

red and v monitored.
S, Notes

211  Poverty and Unemployment Eradication Programmes In
India

The problem of poverty-—a multidimensional challenge for India—needs to be addressed
seriously. Poverty alleviation and improvement in the standard of Tiving of the masses has
been one of the most important objectives of planning in India. However, the emphasis
that is laid on the objective of poverty alleviation and strategy to achieve this objective
has changed over the years. The measures which have been adopted by the government
for the removal of poverty are as follows:

I. Economic growth: Economic growth can be helpful in removing poverty
because of the trickle-down effect. It was thought that the benefits of economic
growth would trickle down to the underprivileged in the form of more
employment and more income because of the expansion of agricultural and
non-agricultural activitics. There are several potential drivers of growth that
suggest it may be possible to nceelerate GDP growth in the Twelfth Plan beyond
the 8.2 per cent level achieved in the Eleventh Plan. These drivers include the
impact of economic growth, development of a dynamic private sector, good
management skills, etc. '

1. Population control: High growth rate of population among the lower strata
of the society is an important factor that is responsible for the perpetuating
problem of poverty. Jansankhya Sthirata Kosh (JSK) has been registered as
an autonomous society of the Ministry of Health and Family Welfare, The
Goyernment has provided a 100 crore corpus fund to signify its commitment
to the activities of the Kosh. JSK has to use the interest on the corpus and also
raise contributions from organizations and individials that support population
stabilization,

3. Agricultural development: Along with a substantial increase in plan allocation
and credit for agriculture proper, an ambitious Bharat Nirman for rural
infrastructure. the National Rural Employment Guarantee Act (MGNREGA)
to dovetm] employment security with land and water conservation, and the
Backward Regions Grants Funds (BRGF) have enabled Panchayati Raj
institutions in poorer regions to make their own plans. In addition 1w enhancing
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the scope of these initiatives, and making modifications as suggested by the
various working groups, the Eleventh Plan introduced the Rashtriya Krishi
Vikas Yojana (RKVY). This put in effect the NDC resolution 1o ‘introduce a
new scheme for Additional Central Assistance to incentivize states 1o draw up
plans for the agricultural seetor more comprehensively, taking agro-climatic
conditions, natural resouree issues and technology into account, and integrating
livestock, poultry and fisheries more fully.” The Twelfth Plan will consider all
these issues, as well as the weaknesses of existing schemes as brought out in
the Mid-Term Appraisal of the Eleventh Plan. Its thrust will be to move forward
with the RKVY and, in particular, focus more on the issues of sustainable
development.

4. Land reforms: The Government had worked on a combined Land Acquisition

and Rehabilitation & Resettlement Bill, 2011. The reason for combining the
two into a single legislation is that land acquisition and resettlement and
rehabilitation (R&R) need to be seen necessarily as two sides of the same coin.
The Bill seeks to balance the need for facilitating land acquisition for various
public purposes, including infrastructure development, industrialization and
urbanization, while at the same time meaningfully addressing the concerns of
farmers and those whose livelihoods are dependent on the land being acquired.

s mmmaﬂwmmmmmmm

have been given a special place in the industrialization programme. Since these
industries have played an important role in the generation of employment and in
mﬁmnm:mﬂmhhdinﬁhﬁmnfmm;ﬂwwmmwwided
necessary incentives, support technical assistance and infrastructure facilites
to promote these industries.

6. hhﬁcﬂhtﬂhlﬂulmzl‘hegmummmhuﬂmhmdwducmof

Public Distribution System (PDS). The objective of this scheme is to provide
cheap and subsidized food grains to the poor. The PDS functions through a
wide network of fair price shops, Since June 1997, a new scheme known as
the Targeted Public Distribution System (TPDS) has been adopted in order
to provide subsidized food grains for the families falling below the officially
estimated poverty line at the rate of 10 kg per month per family,

The govemment is considering the National Food Security Bill, 2013. According

to this Bill, every person belonging to ‘priority households® are entitled to receive
ﬁwﬁlwufhﬂwﬂmp&p&mmmﬂhnmﬁmﬁm&umﬂnm



government under the TDPS. The TPDS system today supports over 40 crore Indians
Lelow the poverty line with monthly supply of subsidized food grains. The system also
provides gaimful employment for 4.78 lakh Fair Price Shops Owners, their employees
and hired labour who work at the FCI and state warehousing godowns.

Since the Fifth Five-Year Plan ( 1974-79), poverty alleviation has been adopted as an
explicit objective of our economic plunning. Since then, & number of poverty alleviation
programmes have been launched with the specific objective of reducing poverty. During
the 1970s, a number of special programmes for the rural poor were undertaken. Some
of the important programmes were as follows:

¢ Small Farmers Development Agency (SFDA)

¢ Marginal Farmers and Agricultural Labourers Development Agency
(MFALDA)

¢ Drought-Prone Area Programme (DPAP)

o Crash Scheme for Rural Employment (CSRE)

The wage employment programmes started as pilot projects in the form of Rural
Manpower Programme (RMP) [1960-61], Crash Scheme for Rural Employment
(CRSE) [1971-72], Drought Prone Area Programme started as Rural work Programme
(RWP) [1972], Small Farmers Development Agency (SFDA), Marginal Farmers &
Agricultural Labour Scheme (MF&AL) for the poorest of the poor. These experiments
were translated into a full-fledged wage-employment programme in 1977 in the form
of Food for Work Programme (FWP). In the 1980s, this programme was further
streamlined into the National Rural Employment Programme (NREP) and Rural Landless
Employment Guarantee Programme (RLEGP), Jawahar Rozgar Yojana (JRY 1993-94)
and Employment Assurance Scheme (EAS). This programme (RLEGP) begun in 1983,

In the 1980¢ and 1990, the government undertook various programmes which
were more comprehensive and made a direct attack on rural and urban poverty. The
important programmes were as follows:

e National Rural Employment Progmmme (NREP)

e Rural Landless and Employment Generation Programme (RLEGP)

o Jawahar Rozgar Yopna (JRY)

o Integrated Rural Development Programme (IRDP)

e Scheme of Training Rural Youth for Self-Employment (TRYSEM)
o Self-Emplovment Programme for Urban Poor (SEPUP)

e Nehru Rozgar Yojna (NRY)
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These special poverty alleviation programmes have been revamped, redesigned

and restructured to make these programmes more effective. The important poverty
ﬂhvi:ﬁnnmumhqmaﬁmhnuﬂmduﬁmmumnpmmdmfnnm:

Notes
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1. National Social Assistance Programme (NSAP): The National Social

Assistance Programme (NSAP) which came into effect from 15 August 1995,
represents a significant step towards the fulfiliment of the Directive Principles
in Article 41 of the Constitution. The programme introduced a National Policy
for Social Assistance for the poor and aimed at ensuring minimum national
standards for social assistance in addition to the benefits that the states are
currently providing or might provide in future. NSAP, at present, comprises
the following:

National Old Age Pension Scheme (NOAPS): Under this scheme, helpless
aged person of more than sixty-five years of age gets financial assistance of
75 per person.

National Family Benefit Scheme (NFBS): Under this scheme, the family living
below poverty line receives a lump-sum central grant in case of death of the
primary bread carner in the family.

National Maternity Benefit Scheme (NMBS): Under this scheme, a pregnant
woman of more than nineteen years of age from a fnn:ily living below poverty
line gets assistance for maternity care.

Indira Awaas Yojana (TAY): It is an important scheme whose main purpose is
the construction of houses for the poor people, Initially, it aimed at providing
houses free of cost to the poor families belonging 1o scheduled castes and
scheduled tribes and free bonded Inbourers. Later, the scheme was extended
to cover other underprivileged categories as well.

Shiksha Sahayog Yojana (S8Y): This scheme was launched on 31 December
2001. It aims at providing monthly education allowance of 100 for children
whose parents meet the criteria of living below the poverty from the ninth to
wwelfih standard,

. Pradhan Mantri Gramodays Yojana (PMGY): PMGY was introduced in

2000-01 with the objective of focussing on village level development in five
critical areas such as health, primary education, drinking water, housing and
rural roads, PMGY includes the following three major projects:

Pradhan Mantri Gram Sadak Yojuna (PMGSY): PMGSY was launched on
25 December with the objective of providing road connectivity through good
all-weather roads to all ruml habitations.



10.

Pradhan Mantri Gramodaya Yojana (Gramin Awaas): This scheme was
implemented in April 2000 based on Indirn Awaas Yojana having at its heart
the aim of sustainable habitat development in rural areas to accommodate the
incrensing housing needs of the poor people living in villages.

Pradhan Mantri Gramodaya Yojana (Rural Drinking Water Project): Rural
Drinking Water Project was launched with the objective of developing projects
for providing water harvesting, water conservation and drinking water fo
drought prone arcas.

Samagra Awans Yojana (SAY): This scheme was undertaken in 19992000
on pilot project basis to meet the housing needs in one block in each twenty-
five districts of twenty-four states and in one Union Territory with a view 1o
ensuring integrated provision of shelter, sanitation and drinking water.
Natural Food for Work Programme (NFWP): This programme was initially
lsunched in February 2001 for five months, and was further extended. The
programme aims at augmenting food security through wage employment in the
drought affected arcas in eight states, namely, Gujarat, Chhattisgarh, Himachal
Pradesh, Madhya Pradesh, Maharashtra, Orissa, Rujasthan and Uttarakhand.
Under this scheme, wages are paid partly in kinds like food grains and partially
in cash. It is the responsibility of the state governments to implement this
scheme.

Krishi Shramik Samajik Suraksha Yojana (KSSSY): KSSSY came into
effect in July 2001 with an aim to provide social security benefit to agricultural
labourers, who were between the age of 18 and 60 years,

Annapurna; The Annapurna Scheme became effective from April 2000 as an
catirely Centrally Sponsored Scheme. The main purpose of this scheme was to
provide food security to meet the needs of senior citizens. The scheme became
effective in most Indian states and five Union Territories. This scheme offered
assistance (o more than 6,08,000 families.

Jawaharlal Nehru National Urban Renewal Mission (JNNURM):
This scheme was launched in 2005-06 for a sevenyear period. [t has two
components—Basic Service to the Urban Poor Programmes (BSUPP) and
Integrated Housing and Slum Development programme (THSDP).

Valmiki Ambedkar Awaas Yojana (VAAY): This scheme was launched in
the year 2001. It facilitates the construction and upgradation of dwelling units
for stum dwellers. It also provides community toilets under Nirmal Bharat
Abhiyvan.
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13.

14,

Antodaya Anna Yojana (AAY): With the sole aim of offering food secunty to
the senior citizens under the National Old Age Pension Scheme, food grains are
given 10 the beneficiaries at subsidized rates of 2 per kg. This scheme became
effective from 1 April 2000 as an entirely Centrally Sponsored Scheme. It
has covered more than 6,00,000 people. As announced in the Umon Budget
2005-06, the AAY was further expanded to cover 50 lakh below poverty line
househaolds, which extends its covernge 1o 2.5 crore households.

Garibi Hatso: ‘Garibi hatao’, which means *eradicate poverty” was the slogan
of the Sixth Five Year Plan of the Indirs Gandhi Government. Agricultural
growth became the focus of the government and a number of poverty alleviation
schemes were undertaken.

Foed for work programme: A short run programme was initially launched with
effect from February 2001 for five months, but it was further extended. The main
objective of this programme was to augment food secunity by making available
wage employment in the drought affected rural areas in cight states, namely,
Gujarat, Chhattisgarh, Himachal Pradesh, Madhya Pradesh, Maharashtra,
Onssa, Rajasthan and Untaranchal. The Central Government is responsible
for making available a sufficient amount of food grains for free to each of the
states that was affected by the drought. Wages by the State government can be
paid partially in kind (up to 5 kg of food grains per Monday) and partially in
cash. Assuring the notificd minimum wages, the workers are paid the minimum
balance of wages in cash. This programme stood extended up to 31 March 2002
in respect of notified *National Calamity Affected Districts”. This scheme was
later merged in NREGS since 2 February 2006. Garibi Hatao: *Ganbi hatao’,
which means “eradicate poverty” was the slogan of the Sixth Five Year Plan of
the Indira Gandhi Government. Agriculural growth became the focus of the
government and a number of poverty alleviation schemes were undertaken.
Food for work programme: A short run programme was initially launched with
effect from February 2001 for five months, but it was further extended. The main
objective of this programme was to augment food secunty by making available
wage employment in the drought affected rural arcas in eight states, namely,
Gujarat, Chhattisgarh, Himachal Pradesh, Madhya Pradesh, Maharashtra, Orissa,
Rajasthan and Uttaranchal. The Central Govemment is responsible for making
avatlable a sufficient amount of food grains for free to each of the states that was
affected by the drought. Wages by the State government can be paid partially in



kind (up to 5 kg of food grains per Monday) and partially in cash. Assuring the Economic

notified minimum wages, the workers are paid the minimum balance of wages
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in cash. This programme stood extended up to 31 March, 2002 in respect of

notified ‘National Calamity Affected Districts’. This scheme was later merged
in NREGS since 2 February, 2006.

12 Summary

wcreases in productivity are the main factor responsible for economic growth, especially
imed:nmﬂl?ﬂumm.mchhmcufgmmhhasmmcﬁnmuﬁngmm
vanllbwumeoﬂh:w&hinnulpulimiudingnewkiudsnrgmdundsmrim

Occupational Structure refers to the distribution of work force over different sectors
[ an economy.

lnvesumh:phsim[m&hmmn@tn]inmthemﬁmﬁw capacity of the
OnOMmY, Threby,hhe!psminmzlhclmnlpmdmﬁmnfﬁnal goods and services in
¢ economy over a long period of time. This is called economic growth. Technological
ogress helps to utilize the existing resources of the economy more efficiently. Capital
the foremost requirement for enhancing the productive capacity of the economy. The
cater is the capital formation, greater will be the productivity of all other factors of
oduction.

India’s gross domestic product grew an average 9% annually for some years before
e global financial crisis of 2008, Between 2004 and 2008, business confidence acquired
swagger and investments increased at a rapid pace. India did find a sweet spot between
04 and 2008, with mvestments driving growth, Post-crisis, the world has changed.
zveloped economies haven't been able to shake off the effects of the economic crisis.

Physical capital refers to the assets which themselves have been manufactured
d are used for production of other goods and services. In a broader term, physical
pital refers to all non-human assets created by humans and used in the production
d manufacturing process.

Human capital refers to the skills, training. experience, education, knowledge,
ow-how, and competencies contributed by humans 10 a business. In other words, human
pital can be referred o as the value that is added onto a company by an employee,
tich can be measured by the employee's skills and competencies.

Capital formation is addition to productive capacity of the economy. It is also
own as investment in national accounting. Terms like capital formation, or additions
physical stock, or investment are synonymous in economic parlance.

Notes
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Indian Economy The concept of national income is very important in macroeconomic accounting
amldneﬁ.'-\']:iltfunnh:dividml.hisinuunedm‘insmygivmycﬂndul'timhrgtly
mﬁmﬁmmwmmmﬁmmwmhﬂ:mmwwﬁm
mﬁndmmm:mmy.naﬁmllimmwhihewﬂdlmmdiﬁduﬂu'
earned incomes who are residents of the country. ‘

Ihem&mnkhdlhld:mhdingthuedlﬁ'mimﬁummeuﬁanﬂMmcis
lhn#mymmpuncMuﬂh:mnhtpﬂuwhi:hduﬁnmmpmuuthnminpufthc
mofpmmwwmmmmmdmﬂm&MMin

Dispmuhlepumnalinmisdcﬁved&nmwm income by deducting from
pmlimmmwxmdmmmhmpumulhmm.ﬂu'miﬁthh
ﬁcﬁsmhkpumﬂimmbmmitwmemm;mmﬂmﬂﬁch
havﬂlﬂefmd@mihymwmmmdmﬁfmhmhw
pewmalinmmemdpamn!savingispuwnﬂumhpwhichmyhchnmﬂintha
form of consumption expenditure and interest paid by the consumers.

ThcimpomlmingmmmbﬂmmmﬂumwilhmMmfnmmu&m
isﬂutﬂmcludenﬂthmegmdsmduwioﬁ“michmmnmuhﬂfﬂmmic
activities (productive services) of the residents or nationals of a country. At the same
timc,iimllllﬁlh:shmnfdwfomignﬂ!'miu!mlhﬂmulpmdlmmwdﬁmﬁ
the economy.

%ﬁﬂhﬂ!yﬂﬁ[ﬁﬁ?}iﬁﬂumﬂmnﬂkﬁm;ﬂm&wﬂm
pmdl.mdduﬁnganygivmpaiodufﬁnwhy:h:miﬂmuuhmnuy.mmourput
ufﬁmlgmdsuﬂmiaﬁmﬁm“fmewmuwﬁmmdcmiulw.

Thdiﬁmbﬁwamﬂmpmsmﬁnmlmmmwmﬁomlpm&m
follows from the exclusion and inclusion of capital depreciation or replacement
investment. Net national product ism:mmmmﬁmmmm
consumption allowance (CCA) is allowed.

National pmdmzorincumcﬂﬁnmﬂalmmusipiﬁmtindimﬂlhc
cmmpruqcﬁtrnfluﬁmcmﬂupmmlhishumﬁumlmmmsmc
miuuutyurmgmhmmminqumﬁmwmm;p‘mwnm
would mean higher per capita income.

Likemzuymhulhitdmld'mmu'imlbcmbmmpuhﬁm of the country is
increasing very slowly. Dcmiuthtmwm;mimﬁmﬁﬁmmnlmw’ammmc
pnnpu!lllimli'-ringmlhcuthnatmlumlyﬁlum.mpﬁmﬁmmlmm
mbmuﬂsiimcmingmwyw.heﬁindnsﬂwm:imum:rﬂy:ﬁmwsmwm‘ds
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Tripura, followed by Delhi. Lower migration was observed in the states of Rajasthan,
Madhya Pradesh, Bihar and Uttar Pradesh. The high mite of migration in Assam is due
to industriahisation.

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

by society. For effective planning of the country, population projections are essential.
Trends in population growth, composition, etc. give an idea of the country's future,
Both quantitative and qualitative analyses are essential to understand the growth trend
of the country,

The birth rate in India is so high that it is higher than what the economy can sustain
at the existing level of development. This shows that since 1951 our population has more
than tripled. It is the ever-growing numbers which have made our population a matter
of serious concern. Planning for such a large population is a very hard task.

Education brings about a total change in the personality of an individual. If both
the couples are educated the perception towards marriage and family is positive in nature
and which helps the couple to plan the family. A few years of formal schooling bring
a4 perceptible change in the reproductive behaviour. Thus, there is a causal relationship
between education and fertility behaviour.

The growth of the Indian populstion has been a concern not only for our country,
but for the whole world. Demographers all over the world have studied the patterns of
growth of the Indian population and the conseqaences of this growth on the country.

Generally infunts, children and old people are unproductive consumers. But in India,
there are many other unproductive consumers like the unemploved, underemploved and
seasonally employed persons. A growing population also affects the per capita income
thus lowering the standard and quality of life.

On 11 May 2000, India’s population reached 100 crore and it is estimated that
if current trends of population increase continue she will become the most populous
country in the world by 2045 when it would go beyond China. During the 20th century,
India’s population increased nearly S times from 23 crore to 100 crore, while during the
same period world’s population increased nearly 3 times from 200 crore to 600 crore.

The transport system helps to broaden the market for goods and by doing so, it
makes possible large-scale production through division of labour. It is also essential for
the movement of raw materials, fuel, and machinery to the places of production.

In order to meet the reguirements of increasing traffic, work relating to expansion
of the terminnl building and apron was undertaken at Bangalore international airport.

Resources of India
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Government also gave in-principle’ approval for setting up of a Greenfield airport at
Karaikal in Puducherry and Shirdi in Maharashtra. The present Indian transport sysiem
mmmmmmmnmmwmmmmmfm
has recorded nﬂlhmnﬁil-grnﬁﬂmﬂwymbmhiuumuflmslhmdmof
the system.

One of the most acute challenges that the Indian economy has been facing is the
mounting rate of unemployment. It promoles poverty and inequalities, lowers social
standards and is a huge loss of manpower resources to the nation. Unemployment is a
chrankmhdyinhdiuthﬂdupivﬂahlcbndiﬂdpwplﬂnwmkmthcmrmﬂwqu.

Unemployment is becoming a serious problem m Indin, though accurate estimate
is difficult 1o obtain. About 7 million people arc added to the labour force every year
mm:mmbuismnmmgﬂﬁmm.mamﬂummm:mmym
is not creating enough jobs.

2.13 Keywords

. Mpﬁnﬂ:tmnmdwimamm'ljnbmmfmm

e Structure : A thing that is made of several parts

. Tuhuhﬂul:ﬂciuuiﬁnhmwludpumdinplwﬁulwmin industry

e Incremental capital output ratio (ICOR): It is a critical ratio that measures
the amount of incremental capital needed to produce one incremental level of
wmutlliankefmofcapimlpmducﬁvity.

e Capital stock: Total amount of a firm's capital. All the shares that a company
has and is officially allowed 10 sell.

o Census: A census is an official survey of the population of a country that is
carried out in order 1o find out how many people live there and to obtamn details
of such things as people’s ages and jobs.

e Cyclical unemployment: It is u factor of overall unemployment that relates
to the regular ups and downs, or cyclical trends in growth and production, that
occur within the business cycle.

2.14 Review Questions

g8 Self Leaming Material

1. What are the sources of Economic Growth?

What are the factors of source of economic growth?
Give the formula to calculate rate of growth or GDP.
Differentiate between human and physical capital.

du ta b2



e = B

10.
. Discuss the relationship between the gross and net national product and the

12.

13.
14,

15.
16

17.
18.
19,

&

24
. Analyse the difference between absolute poverty and relative poverty.
26,

27

Write a short note on private investments.

Briefly state the transition in capital investments since independence.
Explain the meaning and concept of Gross National Product (GNP).

Discuss the various concepts of national income.

Analyse the role of gross national product in the performance of an economy.

grods and net domestic product.

Analyse the relationship between three macroeconomic variables of the gross
national product (GNP, net national product (NNP) and national income (NI).
Discuss the role of migration in India’s growing urban population.

Analyse the life expectancy and the distribution of population according to age
and sex.

Discuss the role of vanous agencics involved in population estimates in India.
Enumerate the demographic scenario of population growth in India with
reference to the past, present and the future.

Discuss in detail the causes of growing population in India.

Analyse some of the social factors responsible for high fertility rate in India.
Analyse and critically evaluate the role of national population policy in India.
Discuss the need of accelerating infrastructural development in India’s transport
system.

. Analyse the major goals enunciated in the Ministry of Railways" Vision 2020,

Discuss the achievernent of National Highway Development Projects.
Describe in detail the growth of transport in India.
Discuss the prevalence of poverty in India.

“The problem of unemployment and underemployment represents a challenge
to the developing countries like India”™. Analyse this statement with relevant
data.

Discuss some of the remedial measures to contain unemployment.

Analyse some of the poverty-alleviation programmes launched by successive
governments in India

Analyse and critically evaluate the efficacy of programmes initisted for the
rural poor.
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3.1 Learning Objectives

After studying the chapter, students will be able 1o

e Explain the relationship between planning and markets for growth and
decentralized planning;

e List the reasons for India abandoning its centralized planning approach and
liberalising ils economy,

o Explain the composition of Planning Commission;

# Contribution from the twelve Five-year plans;

o Understand the need for reforming Indian economy;
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Indian Economy e Explain the Government of India's position on the issue of privatization and
globalization: .
e Explain various forms of privatization.
Notes

3.2 Introduction

In the previous unit, you studied about agricultural marketing and the various aspects
of India’s food policy. In this unit, you will leam about the various features of planning
in India. Planning in our country is undertaken by the Planning Commission of India
in order 1o improve the standard of living of the people belonging to the country. From
a highly centralized planning system, the Indian economy is gradually moving towards
indicative planning where Planning Commission concerns itself with the building of a
long-term strategic vision of the future and decide on priorities of nation. This change
" sturted in 1991 when India decided to liberalise its cconomy. The unit will explore the
reasons behind this change.

Today, the Planning Commission works out sectoral targets and provides
promotional stimulus to the economy to grow in the desired direction. It plays an
integrative role in the development of a holistic approach 1o the policy formulation in
critical arcas of human and economic development. In the social sector, schemes which
require coordination and synthesis like rural health, drinking water, rural energy needs,
literacy and environment protection have yet to be subjecied to coordinated policy
formulation. The current Five-Year Plan goes into these issues. Thus, we will end the
unit with an exploration of the objectives and targets of the current plan,

After India gained independence in 1947 it basically had to rebuild its economy from
scratch. The leaders of those times had to pick the type of economy India would be and
also outline the economic planning as well. This is where the five year plan was bom.

From 1947 16 2017, the planning on Indian economy was carried through the Five-
Year Plans, developed, executed, and monitored by the Planning Commission between
1951-2014 and by the NITI Aayog from 2013-2017. With the pnme minister as the
exofficio chairman, the commission has & nominated deputy chairman, who holds the
rank of a cabinet minister. Prior to the Fourth Plan. the allocation of state resources was
based on schematic patterns rather than s transparent and objective mechanism, which
led to the adoption of the Gadgil formuln in 1979, Revised versions of the firmula have
been used since Mw&rmim the allocation of central assistance for staze plans.
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Every five year plan is developed with a specific goal in mind. But there is never
one solitary objective of the plan. The plan is supposed to work towards the perspective
plan and must cover a few important objectives. However, it is not possible or practical to
give equal importance to all aspects of a plan. There are basically five generalized goals
of a five year plan, wherein a particular plan one or two are given the most importance.
In fact, some of the goals are actually conflicting with each other.

Our first Prime Minister Jawaharlal Nehru preferred the socialist model. But in
democracy like India, a pure socialist cconomy cannot flourish, Capitalism was also not
suited since the government had to build up an economy and look afier the common man
and his needs. So as a solution our economy combined aspects of both socialism and
capitalism. The new government led by Narendra Modi, elected in 2014, has announced
the dissolution of the Planning Commission, and its replacement by a think tank called
the NITI Aayog {an acronym for National Institution for Transforming India). The Ist
Five-year plan was for the period 1951-52 to 1955-56 and there has been 12 Five Year
Plans. The Last 5" year plan came 1o an énd by 31st march 2017,

Amidst the grave balance of payment crises of 1990-9]_ the government of India
headed by the then Prime Minister PV. Narsimha Rao decided to give up the old
economic policies. It decided to initiate far reaching reforms that would transform India
from closed economy into a fairly open economy. Further policies were initiated so that
there would be a gradual apening up of the economy linked to the world econormy. The
ticed for privatization i.c. the active participation of private sector in Indian cconomy
has been felt since the mid-1980s. The main reason was that the functioning of various
public sector undertakings (PSUs) were not satisfactory.

The aims of economic reforms have been to activate the forces for competition,
efficiency and bring about dimensional changes in the relative role of the public and
private scctor. Now private sector is assigned larger role in accelerating industrial
gmmhmdismwugcdmpmicimiummuiulihpuwu. telecommunication,
petrochemicals and transport. To rise resources and ensure wider participation of
private sector, disinvestment was done in PSUs in favour of mutual funds, financial
mstitutions, workers and general public. All these exercises at the government level
were related 1o the changing economic scenario, where privatization would certainly
create an environment conducive for the induction of the latest technology and would
unleash both entreprencurship and innovation, which is expected to have n multiplier
effect on other industries.

Needless to say, since beginning of economic reforms, liberalization and
privatization. Indian cconomy made significant achievements in economic growth
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sustained improvement in balance of payments, foreign exchange reserves and overall
development of the economy. However, reforms have not achieved the desired results.
The reforms of PSUs h:wnnlpﬂnuaﬁusnmhmumeanapmu!. Disinvestment
hubumﬁmmmlmdlhefmﬂlmrﬁmdmbdngusodtumdmhudgaﬁ:ﬁcm
rather than strengthen the PSUs, In addition. labour problems, political and bureaucratic
interferencéhave not been effectively used.

Moreover, many economists argue that the solution to industrial sickness in
the public sector is privatization. But privatization is not the real solution as closing
down PSUs will involve heavy financial as well as other costs it would be better if the
management of ailing psus comes out with credible revival packages. Meanwhile, NITI
(National Institution for Transforming India) Aayog had replaced the erstwhile planning
commission in 2015, This is touted as the policy think tank of government of India and
aims at achieving sustainable development goals and to enhance cooperative federalism
by nurturing involvement of states in the economic policy-making process. This umt

and accelerated the growth of Indian economy.

33 Objectives of Planning in India

A planned economy is an economic system in which the economy is directed by the state.
1t is an economic system in which the central government controls industry by making
major decisions regarding the production and distnbution of goods and services. The two
major types of planning are central or centralized planning and indicative planning. After
the end of the British Raj, Independent India decided to follow a centralized planning
approach to its development. In this regard the Planning Commission was set up.

india’s first Prime Minister, Jawaharlal Nehru set up the Planning Commission
with a Government of India resolution in March 1950, The Planning Commission
wﬂmupinpummmeofthtdmhmdobjefﬁvcsnfﬂrgwﬁmnmt,whichwm
promote a swift rise in the standard of living of the people by the efficient utilization
of the resources of the country, increasing production and offering opportunities to all
for employment in the service of the community. Nehru was the first chairman of the
Planning Commission, a post that has been held by all subsequent prime minisiers.
The charge of the Planning Commission was o assess all the resources of the country,
increasing deficient resources, formulating plans for the most effective and balanced
utilization of resources and determining prioritics.

Table provides you a summary of various five-year plans formulated and executed
by the Planning Commission of India since its inception. In this section, we will focus on
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the “Nehru-Mahalanobis” model in the five-year plans which represented the Nehruvian
view of state-led development. The state-led development model was largely followed
by India till 1991 when the balance of payment crisis and subsequent pressure from
monetary agencies like the World Bank and the International Monetary Fund (IMF)
made India liberalise its economy and abandon the centralized planning approach.

The *“Nehru-Mahalanobis” model was formulated by Prof. P. C. Mahalanobis under
the gwidance of Nehru. The “Nehru-Mahalanobis Model” became the basis of the second
five-year plan and continued to be guiding principle of all subsequent plans with small
alterations until 1977 when the Janata Party came into power and conceived of the
Gandhian model. The emphasis of the model was on the rapid development of heavy
industry with the objective of creating an indigenous industrial base so as to make India
even more self-reliant into heavy industries and-goods sector. The justification of the
heavy industries strategies was stated in the framework of the second five-year plan
because “in long run, the rate of industrialization and the growth of the national economy
would depend upon the increasing production of coal, electricity, iron and steel, heavy
machinery, heavy chemicals and heavy mdustries generally - which would increase
the capacity for capital formation. One important aim is to make India independent as
quickly as possible of foreign imports of producer goods so that the scocumulation of
capital would not be hampered by difficulties in securing supplies of essential producer
goods from other countries. The heavy industry must, therefore, be expanded with all
possible speed.” The Nehru-Mahalanobis Model's justifications for greater emphasis
on heavy industry were given as follows:

(i) The British colonial government intentionally denied the development of heavy
industry in India and kept the country, primarily an agrarian economy, as an
appendage of the British colomial system.

(i1) The Indian industrial structure was mainly dependent on the consumer goods
industries, Therefore, it was necessary to broaden this base by developing heavy
industries and infrastructure. The argument was macde that a diversified industrial
structure could absorb a huge population of labour and raise labour productivity.
Such a situation would reduce the nation’s dependence on agriculture as a
provider of employment.

{iii) Since the productivity of labour was higher in manufacturing than in agriculture,
a push towards industrialisation promised to bring about a swift increase in
national and per capita income.

(iv) The rapid development of the industrial sector was not only critical for the
development of agniculture, but also for the growth of all other sectors of the
Indian economy.

Economic Planning
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Indian Economy A]thuughﬂrmmmdm}'ingmfmﬂqureigu:idmimdinthedwclupmm
of capital goods and the hﬁmmﬂm,h‘ﬂﬁnhmﬂmbhm&d‘ stressed
ﬂ:nuhemjurhudmufdﬂelnpnmtwwhlhuwmb: bome by domestic savings. Since

Notes mﬂmhmﬁymhMMdmhmmmmm
nfummnmummﬁrmcbuknfhnpwbhymewmcxpum.Th:MI
was also conscious of the fact that enormous investments in heavy industry, although
very important, mﬂmwmhmﬂgniﬁmmly.ﬁmuh investments
wmnﬂ%hﬂu.l&mﬁmhuﬂnmgmﬂmwmmgﬁmm
mmnf:mmimmwmmmmmnmmm.m

MﬂmmeMﬁdmmmmwﬁd

not give due importance to the mkﬂfag:tﬂmfmmmﬂwlndimwmy.

Hﬁummﬁdmcﬁﬁﬂlaﬂdmwuﬁﬂn Indian economy stating, “We shall

ﬁMMMMmmmhmdmmmﬂmw

m..,ﬁvmmmumlmwmscﬁqm in agriculture we cannot
have the wherewithal to advance in industries. If we have to import food, then we arc
dwndmfnnpropmhmmwﬁmwimmmmm."

Indian Planning Since Independence

A summary of various Five-Year Plans in India has been provided in Table below:
Tﬁlt:Smﬂﬂv&YmHmﬁmw

Plan Aspects

First Plan |  Based on the Harrod-Domar Model

(1951-56) | & Community Development Program launched in 1952

e Focuson agriculture, price stability, power and transport

. Hmwmdulpinmﬂyheumnfgnodmnuhmeﬁmlm

years of the plan
Second Plan | @ Also called the Nehru-Mahalanobis Plan

(1956-61) | @ Focus on mpid industrinlization

o Advocated huge imports through foreign loans

. Shiﬂadﬂxuupimis&amagrimﬂmmmm

o Target Growth: 4.5 per cenl

o Actual Growth: 4.27 per cent

. mmmmmwwwmm;mme

..............................................................................
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(1961-66)

‘@ Atthe inception of the third plan, it was felt that the Indian economy
had entered a take-off stage. Therefore, the aim of the plan was to
make India s 'self-reliant’ and 'self-generating' economy

® Based on the experience of first two plans, agriculture was given top
prionity to support the exports and industry

o Target Growth: 5.6 per cent

® Actual Growth: 2.84 per cent

¢ The plan failed completely in reaching targets due to the Chinese
aguression of 1962, the India-Pakistan War if 1965 and a severe
drought in | 965-66.

(1966-69)

The prevailing crisis in sgriculture and a scrious food shortage
necessitated the emphasis on agriculture during the Annual Plans.
During these plans a completely new agricultural strategy was
implemented. It involved the wide-spread distribution of high-yielding
vanieties of seeds, extensive use of fertilizers, exploitation of irrigation
poteritinl and soil conservation.

During the Annual Plans, the economy absorbed the shocks that were
generated during the third plan The annual plans paved the path for
the planned growth ahead

Fourth Plan
(1969-74)

¢ The main emphasis of the plan was on growth rate of agriculture to
enable other sectors 1o move forward

o Tarpet Growth: 5.7 per cent

& Actual Growth: 3.30 per cent

¢ The first two years of the plan saw record production. The last three
years did not measure up due o poor monsoons

e The influx of Bangladeshi refugees before and after the 1971 Indo-
Pak war was an important issue

Fifth Plan
(1974-79)

¢ D.D. Dhar prepared and launched the fifth five year plan

® The two main objectives of the plan was *Garibi Hatao® (removal of
poverty) and the ‘attainment of self reliance’

® The promotion of a high rate of growth, better distribution of income
and significant growth in the domestic rate of savings were seen as
key instruments of the plan

® The fifth plan was abruptly terminated in 1978 instead of 1979 afier

the Janata Party came to power at the centre

----------------------- e e T LT T e p——
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'Tmncl 44pefwll
o Actual Growth: 3.8 per cent

Notes

Rolling
Plan (1978—
§0)

. Mmm:lﬂhﬁwymplmmﬂmmw

put forward a plan for 1978-1983. However, the government lasted
fmuntytwuym.l‘ht(:mmmmwnedtnpuw:rin 1980 and
launched a different plan

Sixth Plan
(1980-85)

The Congress government's sixth five-year-plan focused on increasing
national income, modernising technology, ensuring the continuous
mmmmmnmummtpnduﬂmmmlw
family planning, etc

Target Growth: 5.2 per cent

Actual Growth: 5.66 per cent

Seventh
Plan
(1985-90)

The focus of the seventh plan was the rapid growth in foodgrains
production, increased employment opportunities and productivity
within the framework of the basic tenants of planning

The plan wus very successful with the econorry recording 6 per cent
growth rate against the targeted S per cent '

Target Growth: 5.0 per cent

Actual Growth: 6.01 per cent

Eighth Plan
(1992-97)

mcighthplmnﬂpmmnmdhymymbemmurpdﬁjul
uncertainty at the Centre

The Balance of Payment crisis and inflation during 1990-91 were
the key issues during the launch of the plan

The plan undertook drastic *structural adjustment policies’ enforced
byﬂm,WmldBmkmmnhnlﬂmhudemmmi:mmﬁnnmdm
undertake an annual average growth of 5.6 per cent
Sumunhtma‘mwmonﬂcmmduringthuighthpimpmnd
wer:mpidmnnmicgmﬂh,highgmwthuﬂragﬁmlhﬂmdﬂﬁed
mﬂmmﬂuhclmngm,mmmmd imports,
inmvmentsinmdtandth:cummduﬁ:ﬂ
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Ninth Plan
(1997-
2002)

« The ninth five year plan was developed in the context of four important

dimensions. The dimensions were quality of life, generation of
productive employment, regional balance and selfreliance

e Target Growth: 6.5 per cent

---------------------------------------------------------------------------




Tenth Plan | @ The objective of the tenth five year plan was 10 achieve § per cent |  Feonomic Planning

{2002~ GDP growth rate, reduce poverty by five percentage points by
2007) 2007, provide universal primary healthcare by 2007, and 1o provide
sustained drinking water to all villages by 2012, Notes

® The plan also aimed at providing high quality gainful employment to
the labour force over the plan period and aimed at increasing literucy
rate to 72 per cent within the plan period and to 80 per cent by 2012

o Target growth:8.1 per cent

& Growth achieved:7.7 per cent

Eleventh o Accelerate GDP growth from 8% 10 10 per cent, increase agriculiural

Plan (2007 | GDP growth rate to 4 per cent per year, create 70 million new work

2012) opportunities and reduce educated unemployment to below 5 per cent

& Raise real wage rate of unskilled workers by 20 per cent

* Reduce dropout rates of children from elementary school from $2.2
per cent in 200304 to 20 per cent by 2011-12 and increase literacy
rate for persons of age 7 years or above (o 85 per cent

o Lower gender gap in Ineracy to 10 percentage point and increase
the percentage of each cohort going to higher education from the
present 10 per cent 1o 15 per cemt

¢ Reduce infant mortality rate 1o 28 and maternal mortality rtio to |
per 1000 live births

o Reduce Totl Fertility Rate to 2.1

e Attain WHO standards of air quality in all major cities by 2011-12

¢ Provide clean drinking water for all by 2009

o Increase forest and tree cover by § percentage points

® Reduce malnutrition among children between 0-3 years to half its
present level and reduce anaemia among women and girls by 50
per cent

& Raise the sex mtio for age group 0-6 to 933 by 2011-12 and 10 950
by 2016-17 :

e Ensure that at least 33 per cent of the direct and indirect beneficiaries
of all government schemes are women and girl children

o Ensure all-weather road connection to all habitation with population
1000 and above (500 in hilly and tribal areas) by 2009, and ensure

|, Soverage of all mpuificant badition by 2013
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Indian Economy || { Treat all tban wasic water by 201112 0 clean river waters

e Connect every village by telephone by November 2007 and provide
broadband connectivity to all villages by 2012

Notes . Incmmyeﬂicimqrbympmmpoimbyzﬂlﬁ—l?

The 12th Five Year Plan (2012-2017)

Rather than project a single average growth rate over the five-year period, the Twelfth
Five Year Plan (2012-17) envisaged three scenarios termed as ‘strong inclusive growth’,
‘insufficient action” and *policy logjam’. The aim of the 12th Five Year Plan was faster
more inclusive and sustainable growth. The Plan pegged the average annual growth rate
of the Giross Domestic Product (GDP) under the three scenarios at 8 per cent, 6 to 6.5
per cent and 5 to 5.5 per cent, respectively. .

The Twelfth Plan document stated that the objective of § per cent annual average
growth of GDP can be achieved provided policies that take care of weaknesses in the
system are put in place. To emphasize the role of policies, altermnative scenarios were
presented in the Plan. Scenario one is called "Strong Inclusive Growth® and presents
what is possible if well-designed strategy is implemented, intervening at key leverage
points through the numerous policy actions. The Twelfth Plan targeted growth rates
of 4.0 per cent for agriculture, 7.6 per cent for industry and 9.0 per cent for services,
thereby aiming at 8,0 per cent growth in overall GDP.

There were three important revisions to the calculation of GDP in this period: (i)
111:has:yﬂrhasbeenchmgeﬁﬁmnMm!ﬂlldl:{ii]mmihbﬁ:dm:m
are used for the corporate, finance corporations and AUONOMOUS institutions and (iti)
GDP is now calculated at market prices (broadly equivalent to consumer prices) instead
of factor costs (broadly equivalent to producer prices). Because the GDP had been
estimated under the old methodology only up 1o the year 2013-14, we have the growth
rates associated with both the old and new methodology for years 2012-13 and 2013-14
only. When measured at factor cost, the real GDP growth under the old methodology
uirs out to be 4.5 per cent in 2012-13 and 4.7 per cent in 2013-14. Because the Twelfth
rmmmwmmowmnmyumwmw:Mum
in 2012-13 and 2013-14, India has performed worse than the ‘policy logiam’ scenario.

Whit:mcwmhinmdmhlmﬁnnwdﬂwﬁmttymth:yws.Mm
of growth of GVA in Agriculture, forestry & fishing and Services showed mixed trends.
Increasing large share for services in total output at a relatively early stage of development
is not typical and a matter of concem as, in India, the structural shift from agriculture

100 Self Learning Material



to services is actually bypassing the industrial sector. The Twelfth Five Year Plan is the
last Five Year Plan. The Planning Commission was replaced by the NITI Anyog.

Niti Aayog

The Government of India, in keeping with its reform agenda, constituted the NIT1 Aayog
to replace the Planning Commission instituted in 1950, This was done in order to better
serve the needs and aspirations of the people of India. An important evolutionary change
from the past, NITI Aayog scts as the quintessential platform of the Government of
India to bring States 1o act together in national interest, and thereby fosters Cooperative
Federalism. The National Institution for Transforming India, also called NITI Aayog,
was formed via a resolution of the Union Cabinet on January |, 2015,

At the core of NITI Aayog’s creation are two hubs — Team India Hub and the
Knowledge and Innovation Hub. The Team Indin Hub leads the engagement of states
with the Central government, while the Knowledge and Innovation Hub builds NIT!'s
think-tank capabilities. These hubs reflect the two key tasks of the Aayog.

Instead of the Five Year Plans, NITI Aayog has been tasked with preparing the
following documents:

(1) A vision document keeping in view the social goals set and/or proposed for a
penriod of | Syears;

(i) A 7-year strategy document spanning 2017-18 to 2023-24 to convert the
longer-term vision into implementable policy and action as a part of a ‘National
Development Agenda’; and

(i) A 3-year Action document for 2017-18 to 2019-20 aligned to the predictability
of financial resources during the 14th Finance Commission Award period, This
is ulso to help translate into actions the goals of the government to be achieved
by 2019.

The decision to discontinue Five Year Plans has also meant that the distinction
between plan and non-plan expenditures conventionally made will no longer be made
in the future Budgets beginning 2017-18. This is a suggestion that has long been made
by economists. The principal distinction will now be between revenue and capital
expenditures.

34 Centralized Planning and Indicative Planning

Centralized Planning and the Role of Government

Under centralized planning, central authority or the government is authorized to take
all the economic decisions. The government is endowed with the power to formulate

Economic Planning

Notgs
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Indian Economy ecanomic plans, determine objectives, and set targets and priorities. It is the duty of every
member to simply carry out the instructions without questioning about its feasibility.
However, as the individuals are not allowed to carry out the plans in accordance to their
needs and preferences, there are more chances of failure, The govemment is the one
who takes responsibility of the success or failure of the plan. 1t is the government who
takes all the decisions of consumption, production, wages and prices. Other significant
decisions which the government has to take are:

Notes

o What amount of investment is to be made?
o What should be the price?

e What should be the output?

e How are the products to be distributed?

. Hnwmmhmmmmflomsismb:gmnmd?
e What should be the rate of interest?

Centralized planning is mostly exccuted in socialist or communist couniries.

Indicative Planning

Planning initiated by encouragement is often referred to as ‘indicative planning’ or
'market incentives’. In such type of planning, incentives and inducements influence
the market. Therefore, in this system, there 18 persuasion rather than compulsion or
intentional enforcement of orders. Here, the consumers have the liberty to consume
whatsoever they like and producers have the freedom to produce whatever they wish.
However, such liberty of consumption and production are subject to certain controls
and regulations. Various fiscal and monetary devices play a vital role in stimulating
the consumers, producers and other factors of production. For example, if the planning
authority wants to increase the production of corn oil in Pakistan, it will provide
subsidies. tax holidays and loans to the arganizations who are concerned with corn oil
production. A suitable package of fiscal and monetary policies can be introduced in the
market to encourage savings and investment and discourage consumption. Therefore,
the desirable results can be atained with the help of incentives and without imposing
orders and instructions. Moreover, such planning involves less sacrifice and less loss
of liberty — economic as well as NON-CCONOIIIC.

Components of or Approaches to Indicative Planning

Indicative planning involves three components of approaches:
1. Forecasting approach: Under this approach, information is given to individuals
by making certain torecasts. Such forecasting helps towards a better decision
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making. The forecasting indicates about the feasible future, with specifications
on a desimble future in terms of growth rate of the economy.

2. Policy approach: This approach enables the contradictory policics of

government departments 10 co-ordinate within a logicul model franiew
keeping in view the set objectives. When once the policies are co-ond
they will provide guidelings 1o the people, consumers and producers

3. Corporate approach: This approach is practised in France. Horo e
coordimation function of indicative planning envisages a two levels 'n e
first place, it requires co-ordination of the behaviour of cconomic groups like
business enterprises and trade unions, etc., which hold power in the market. In
the secand place, this approach coordinates the relation between private and
public activities.

Liberalizing the Indian Economy

The restructuring of the Indian economy in the 1990 was an outcome of the unprecedented
economic crisis that occurred in the nation i 1991 This economic crisis was the balance
of payment crisis. The crisis of 1991 was a complex external payments crisis with high
fiscal and current account deficits, external borrowing 1o finance the deficits, rising debt
service obligations, rising inflation and inadequate exchange rate adjustment. According
fo Bakul Dholakia, the major elements of the cconomic crisis were the deepening foreign
exchange cnsis, growing fiscal imbalances, increasing rate of inflation, the slackening
of overall economic growth and the deceleration in industrial growth. The immediate
causes of the crisis were the Gulf cnisis and the global recession. However. the root
cause of the crisis was the structure of the Indian economy itself.

Let us discuss some key factors that led 1o the severe economic crisis in 1991

e There was a sharp decline inforeign exchange reserves from the level of T8,151
crores in March 1987 to T1 877 crores in carly January 1991. While the standby
IMF loan of 3,275 crores in the third week of January 1991 temporarily boosted
our forcign exchange reserves. the declining trend in the foreign exchange
reserves continued unabated during the subsequent period. Thus, the country’s
foreign exchange reserves dropped to the lowest level ever of T1.877 crores,
which was barely enough to finance the country’s imports for 13 days.

e Although the country always had a sizeable trade deficit during the 1980s, the
level of trade deficit increased sharply during 1990-91 to cross the 210,000 crore
mark for the first time in Indian economic history. Thus, the average level of
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Notes
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rade deficit which used to be around 650 crores per month during 1988-89,
it increased 1o around 900 crores per month in 1989-90.

There was & significant deterioration in India’s credit rating. Standard and
Poor (S&P) reduced India's credit rating to the speculative grade. Similarly,
the Japanese Bond Research Institute (JBRI) and Moody's Investors” Service
Jowered India's credit rating to the lowest level in the investment grade. This
led to & decline in the availability of short-term credit even on relatively more
suingmtwnmmdmndiﬁm.lhmbth&mmﬁﬂuﬂingﬂwmbhmn[ h
financing the country’s monthly import requirements.
Awmmnrwmmwummmmmmm
Indian economy cspecially after 1986. The lutter half of the eightics had been
marked not only by high and growing budget deficits, but also by attempts on
thpﬂufﬂmpmumtlucml::mrphﬂh-hﬂpiﬂlmmmﬂnm
its revenue deficit. This unhealthy tendency of borrowing money to finance
current consumption expenditure of the government reached an alarming
pmpartiminlmﬂlmlmﬂmmﬁudmhmwxofmd:ﬂnﬂmuﬁmn
to be l?,sumwhilelhtnmi!bwlgﬂdcﬁdtmmpumdmbe 10,772
mindimhgannsurplusuf&.alammmpiulmmhlmw.
the fiscal deficit, which represents the actual difference between aggregate
government expenditure and current revenue reached the highest ever level of
43.331 crores in 1990-91, Thus, in the year 1990-91, nearly two-fifths of the
mmdcﬁchhdbmnfmamdbympilﬂ:MSNplumim:siz:uf
overall fiscal deficit has tumned out to be as high as 8.6 per cent of GDP.
Thcmhﬁmujnrpruhlnnsﬁcdbylhelndhnmycspminﬂy:hninglhc
ymnfrh::cnmi:cﬁﬂswmdmﬁningmrﬂtMufGDPaswellu
industrial production and a rising rate of inflation. The Indian economy grew
at an average rate of 5.5 wrmﬂmmmmgﬂumdlmmlm
u:pimmcnmmmnfl.jwmpummBmewiwsm
decades. However, the growth rate of GDP declined to 5.3 per cent in 1990-91
and to 14 per cent in 1991-92.

Similarly, the growth rate of industrinl production also declined from 8.8 per
cent in 1988-89 to around 7.5 per cent in 1990-91. Morcover, while the average
rate of inflation during the period 1980 to 1989 was around 6.4 per cent per
annum, this increased sharply to 11,3 per cent during 1990-91,



o The cost of petroleum imports in 1990-1991 increased by half to US $5.7 billion
due to the crisis in the gulf in August 1990, The Gulf crisis in August 1990 also
exposed the Middle East's strategic relevance for India. Along with the nising
cost of petrol, the government also had to bear the additional weight of airlifting
and rehabilitating 112,000 Indian workers from the Middle East. Remittances
from the Middle East also declined because of the crisis in the gulf.

e The recession that was hitting the entire world during the time also contributed
1o deepening the economic crisis in Indin. World growth had come down to just
2.25 per cent in 1991 from 4.5 per cent in 1988, The growth of exports to the
United States, which was India’s largest market, turned negative in 1991, The
conditions in the Soviet Union which was another major export destination for
the country had also worsened, As a result, in 1990-1991, India’s exports only
grew by 4 per cent.

o Finally, during the period of 1990-1991, India was tlso going through a peniod
of political instability, which added fuel to the economic crisis, The fragile
National Front coalition led by V.P. Singh collapsed when the BIP withdrew its
support. A new minority government led by Chandra Shekhar failed to pass the
scheduled budget in February 1991 when it lost the Congress Party's external
support. In May 1991, while campaigning r the general elections, former Prime
Minister Rajiv Gandhi was assassinated.

3.5 Planning Commission in India

The Planning commussion of India was set up in march 1950 by a resolution of the GOI,
under the chairmanship of Jawaharlal Nehru.

Since the necessity of forming a coordinating ngency between the planning
commuission and states was required, NMational Development Council (NDC) was set up
by GOI on 6th august, 1952,

The planning commission was only an advisory body entrusted with preparation of
the plan and not responsible for execution of development programmes.

The execution of planning programmes has been entrusted with central and state
govemments,

Thus, every planning decisions in India onginates from the planming commission
and finally being approved by the NDC.
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Indian Economy ~ Administration:
The planning commission is composed of Bmembers

Notes

1. The Prime Minister (Chairman) :

2. 4 full time members (including deputy chairman)

3. Minister of Planning

4. Minister of Finance

5. Minister of Defence

Plan Period

Ist FYP 1951-52 to 1955-56
2nd FYP 1956-57 to 1960-61
3RD FYP 1961-62 to 1965-66
Annual Plan 1966-67 1o 1968-69
4th FYP 1969-70 10 1973-74
sth FYP 1974-75 1o 1977-78
6th FYP 1978-83 and 1980-85
7th FYP 1985-86 1o 1989-90
Annual Plan 1990-92
&th FYP 1992-93 to 1996-97
9th FYP 1997-98 10 2001-02
10th FYP 2002-03 to 2006-07
I1th FYP 2007-08 10 2011-12
12th FYP 2012-13 10 2016-17

3.6 Objectives/Targets and Achievements of All FYP

106 Self Learming Material

Achievements

1. Increase in National Income: The First Five Year sustained the hope of the
planners by making headway in achieving its targets and ambitious objectives
to a larger extent. The national income rose from T 9110 crores to T 10800
crores from 1950- 31 1o 1956-57 at the price level of 1953-54.

First Five-YearPlan: (1951-52 to 1955-56)
Prior to first five-vear plan, Indian economy was in a bad shape. Population increase
was more as compared to economic growth. The situation of trade and industries was far
from satisfaction, The rate of capital formation was at low level. The per capita income
in the country was also very low.




The per capita income increased by 11 per cent and per capita consumption by
8 per cent over the same period. The net domestic saving was T 756 crore in
1955.56 against T 455 crore in 1950-51.

Agricultural Development: In the ficld of agriculture, total food-grains were
69.3 million tonnes against the target of 62.6 million tonnes. The index number
of agricultural production for all crops increased from 26 to 117 during the
period of 1950-51 to 195556 (1949-50 = 100). During this period, the import
of foodstuffs led to a drastic reduction.

In 1954, only 0.8 million tons of food-grains valued at T 47.02 crore was
imported as compared to 4.7 million tonnes at 4 wotal value of ¥ 216 crore in
1951. The production of some major crops like rice, wheat and cotton was
recorded to be 28.7 million tonnes, 8.9 million tonnes and 4.2 miltion bales
against its targets of 27.7 million tonnes, 3.4 million tonnes and 4.8 million
bales respectively.

. Industrial Production: Industrial production has recorded the increase to the
extent of 38 per cent. Total gross investment in fixed capital in the private sector
was about T 340 crore.

The progress of production and expansion of capacity was satisfactory in the case
of Sindri Fertilizer Factory, Chittaranjan | ncomotive Factory. Indian Telephone
Industries, Integral Coach Factory, Cable Factory and Pencillin Factory. A new
plant of iron and steel was set with a capacity of 35000 tons of pig iron.

. Irrigation and Railway Development: [migation facilities were extended to
16 million acres of land. Out of it, 10 million acres through small works and
6 million through major works. The work on a number of multipurpose river
projects like Bhakra Nangal, Damodar Valley and Hirakund was accelerated and
many more new projects were started on Kosi Koyna, Rihand and Chambal.
In rail transport, the traffic carried between 1951-52 to 1955-56 in terms of
tones originating increased by about 8 per cent. All the commencement of
the plan. Indian Railways has 8209 locomotives, 19225 coaches and 222441
wagons on the line which increased to 9262 locomotives 23779 coaches and
266049 wagons by ending 1955-56.

Education: The percentage of facilities of schooling for children in the age
group of 6-11 was 42.0 per cent which rose to S1.0 per cent from 1950-51 to
1955.56. There were 209671 primary and 7288 high/higher secondary schools
in 1950-51 which increased to 274038 and 106000 in 1955-56 respectively.
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Indian Economy The number of training institutions for basic education was recorded 449 in
1955-56 agminst its number 114 in 1950-51. There were 8600 medical institutions

with 113000 beds in 1950~ 31, There were 8600 medical institutions with 113000

Notes beds in 1950-51 which.increased to 10000 with 125000 beds during 1955-56.

6. Balance of Payment: The balance of payment position was quite satisfactory.
In the original plan estimates, an average annual deficit of T 180 to 220 crore
was visualised but the actual expenditure was of amounting T 96 crore. So
far as sterling balance was concerned the withdrawal was of only T 138 crore
against T 290 crore. '

7. Miscellancous Achievements: A significant achievement during the plan period
was of launching Community Development and National Extension Services
programme on Znd October, 1952, This programme covered 78 million persons
in 143000 villages situated in 1075 development blocks ending 1955- 56,
The number of co-operative societies rose from 180000 1o 240000 and the
number of members from 13.72 to 17.62 million, $3000 new agricultural credit
socicties were registered with total number of members 1.60 lakhs, 44 extension
traiming centres were established.

Second Five Year Plan: 1956-57 to 1960-61

The second period of second five year plan was April 1, 1956 to May 31, I:EI&L'I'IE
main purpose of the plan was to establish ‘socialistic pattern of society.

Objectives:
The main objectives of the Second Five Year Plan are as under:
(i) Sizeable increase in the national income to raise the level of living.

(ii) Rapid industrialisation with special emphasis on the development of basic and
heavy industries;

(1) Large expansion of employment opportunities;

(iv) Reduction of inequalities in income and wealth and & more even distribution
of economic power.

Achievements:

: 1. Foreign Exchange: The plan witnessed a severe drain on the foreign exchange
resources of the country. The reserves were drawn by about T 540 crore during
the period of 1955-56 to 1959-60 which was due to the large trade deficits. In
1959-60, India’s external payment position continued to refiect this very trend
with the foreign exchange reserves declining by ¥ 16 crore.
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1. Agricultural Development: In the case of agriculture, the index number rose  Economic Planning
to 135 in 1960-61 from 1168 in 195-56. The production was recorded 760
million tonnes in 1960-61 against 658 million tonnes in 1955-56. The overall
increase was 16 per cent, Notes
The total area under food grain crops was 113.4 million acres in 1960- 61 while
it was 105.3 million acres during 1955-56. The rate of growth in agriculture
sector was 44.6 per cent in 1956-57 and 6.5 per cent in 1960-61.

3. Power Programmes: The power programmes suffered a setback because of
foreign exchange hardships. Even then, total number of villagestowns electrified
in the country was 21396 ending March 1960. About 16000 kilometres of
transmission lines with operating voltage about 33 KV were erected during
the plan period.

4. Industrial Development: The tempo of industrial advancement gathered
momentum during the second plan period. The country for the first item
started producing large quantities of machinery, machine tools, heavy electrical
equipment s and scientific instruments. Furthermore. opening was made in the
field of tractors, newsprint, motor-cycles, scooters, sulpha, DDT, Dyestuffs.
Similarly, rapid progress was acknowledged in the case of durable consumer-
goods such as sewing machines, bicycles, fans. radios and other electric goods.
The discovery of petroleum reserves in the Sibsagar area of Assam and in the
Bombay. Ankleshwar area of Gujarat was another vent in this plan. The index
of industrial production (1950-51 =100) rose by forty per cent. The production
of steel ingots was 3.5 million tones and of finished sieel 2.2 million tonnes.
In coal, the production was registered to be 54.6 million tonnes.

5. General Development: The programunes for railway and ports were carried out

substantially. In 1960-61, the milway carried a freight of 154 million tonnes.
There were 1813 locomotives, 6091 conching vehicles and 85526 wagons
during 1959-60, During 1959-60, 105 miles of missing links and bypasses and
10 major bridges were constructed. Number of pussenger vehicles increased
from 44744 1o about 46000 ending 1959-60.
In the field of education, additional schooling facilities at elementary stage were
provided to about 2 lukh children ending March, 1961. The centrally sponsored
scheme for the expansion of girl education and training of women teachers was
implemented by almost all states,
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The total numbers of primary health units were recorded 2500 ending March,
1960. The strength of doctors increased from 7000 to 68,000 during the same
Notes Third Five Year Plan:(1961-62 to 1965-66)

110 Self Learning Material

The Third Five Year Plan was & continuation of the previous plan designed to provide
India a self-generating and self-reliance economy by 1975-76.

However, it aimed at:

To secure an increase in national income of over 5 per cent per annum, the
pattern of investment being designed so as 10 sustuin this rate of growth during
the subsequent plans;

To achieve self-sufficiency in food-grains and increase agricultural production
to meet the requirement of industry and exponts; -

To expand the basic industrics such as steel, chemical industries, power and
also establish machine building capacity so that the requirements of further
industrialisation can be met within a period of ten years or so mainly from the
country’s OWn resources;

To utilise to the fullest possible extent the manpower resources of the country
and to ensure a substantial expansion in employment opportunities;

To establish progressively greater equality of opportunity and 10 bring about
reduction in disparities in income and wealth and a more even distribution of
eCONOIMIC POWET.

Achievements:
1. National Income: The rate of growth of national income was less than half of

the rate 5 per cent per annum. In 1964-65, it was registered to the tune of 2.5,
1.7 and 4.9 per cent respectively. In 1965-66, it declined 10 4.2 per cent.
Agricultural and Power Development: In agriculture sector, there was
stagnation during the first three years while in 1964- 65, there was bumper
wmmmmmwlﬁsﬁmmhlhmdmmm
floods and droughts. As a whole, agricultural production went down by 7.4 per
cent.

The output of food-grains was about 76 million tonnes against its target of
100 million tonnes. The aggregate index of production was 159.4 m 1964-65
considering 1949-50 = 100.



The average growth rate of generating capacity was 12.5 per cent during
1965-66 while installed generating capacity was 10,17 million KW in the same
vear against installed generating capacity of 5.65 million KW at the beginning
of 1960-61.

Industrial Development: The increase in industrial output considering 1960
as base year stood at 8.2 per cent in 1961-62, 9.6 per cent in 1962-63, 9.2 per
cent in 1963-64 and 8.3 per cent in 1964.65.

Thercafter, there was sharp deterioration in the rute of growth of output. It fell
to 4.3 per cent in 1965-66,

The production in the case of iron ore, diesel engines, cloth textile, machinery
and soda ash were registered to the extent of 24.46 million tonnes, 93.1 thousand,
200 million rupees and 33.1 tones, respectively ending 1965-66, While it was
11 million tonnes, 44.7 thousand, |04 million rupees and 152 tonnes at the start
of the plan penod.

Village and Small-Scale Industries: The progress of village and small scale
industries was also encouraging during the first two years and later on showed
downward trend due to shortage of raw materials followed by hostilities of
1962 and 1965. The production of handloom and power-loom increased from
2013 milhon metres in 1960 to 3056 million in 1965-66.

The total share in production of cloth was 30.4 per cent in 1960 while it rose
to 40.0 per cent in 1965-66. The production of all vaneties of Khadi including
woollen and silk increased from 53.76 million sq. metres in 1960-61 10 R4.85
million sq. metres in 1965-66. The industry provided employment to nearly 2
million persons.

Transport Development: The total length of railway route rose from 56247
kms. 1o 59399 kms, passengers originating from 1594 million to 2082 million
over the plan period. Commercial vehicles increased from 225 thousand 1o 333
thousand over the same penod.

In coastal and overseas shipping, in 1965-66, its number was recorded 1540
and 323 thousand GRT while it was 857 and 313 thousand GRT respectively
in 1960-61. On the other hand, the capacity of Indian Airlines was 155 million
tonnes kme, in 1965-66 against its number of 113 million tonnes kms in 1961-
62

Education: In the sphere of elementary education age group of 6-14, there
was 48.7 per cent in 1961-62 which increased to 59.6 per cent in 1965-66. The

Ecaonomic Planning
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total enrolment of 0.03 million in secondary education rose to 5,19 million
over the same period. This was 16.7 per cent in 1965-66 against 1.1 per cent
in 1960-61. The enrolment in science courses percentage of total enrolment
increased from 25,7 million to 41.5 million during the period from 1961-62 to
1965-66,

Fourth Five Year Plan:(1969-70 to 1973-74)

The Fourth Five Year Plan should ordinarily have commenced in 1966 on the expiry of
the Third Five Year Plan. The necessary preparatory work had already been undertaken
but its finalisation was delayed due to severe threats like hostilities of 1962 and 1965
and the steep fall in agricultural production over two successive years 1965-66 and
1966-67, and devaluation of Indian Rupee in June 1966.

The Planning Commission which was reconstituted in September 1967, felt that
the five year period of the Fourth Plan should commence from 1969 and the year of
1968-69 should have an annual plan as of 1966-67 and 1967- 68. Therefore, the document
of the Fourth Plan for 1969-74, reaffirmed the objective enunciated in the previous plans
and included the policies and programmes which would promote the atninment of self-
reliance with adequate growth rate and accelerate the progress towards a socialist society.

Objectives:
Fourth Five Year Plan have following objectives:

1. Feasible rates of growth as indicated in the direction of becoming free from
dependence on foreign aid by providing priority to increase agricultural and
industrial sector;

2. Measures to maintain stability in the prices and to set up consistent economic
policies which would lend towards the goal of mixed economy;

3. Priority would be given to enlarge the income of the rural population and
augment the supply of food. Efforts would be made to maximise the production,

4. For ensuning continued growth in various industries like machinery, chemticals,
mines, power and transport which are useful for self-reliance, connected schemes
would be expedited for keeping up the momentum already built and making
the basic needs of the country in the next five year plan period;

§. Forthe development of human resources, additional facilities would be provided
particularly in rural arcas,

Achievements:
1. National Income and Balance of Payment: The plan envisaged an average



annual compound growth rate of 5,7 per cent. Against this projecied growth,  Economic Planning
the economy experienced a rale of growth of 5.2 per cent in 1969-70, 4.2 per

cent in 1970-71, 1.7 per cent in 1971-72, and 0.6 per cent in 1972-73, The

rate of domestic suving rose from 8.4 per cent 1o 13.6 per cent during the plan

period and the rate of investment from 9.5 per cent to 14,4 per cent over the

same period.

During the first three years of the Fourth Plan, the balance of payment was fairly

stable but in the later period, all was not well in the economy. The drought of
1972-73 compelled the country to go in for large imports of food-grains when

the world prices of food-grains had gone up to unprecedented levels,

The import prices of other major requirements such as petroleum, petroleum

products, fertiliser, iron, steel, non-ferrous metals and newsprint also increased

manifold.

2. Agriculture Production: The production of food-grains was estimated to rise

from 98 million tonnes to 129 million tonnes but it was registered only 104.7
million tonnes in 1973-74; thereby the increase was of 7.2 per cent against its
targeted increase of 31.6 per cent. The highest level of production was 108
million tonnes in 1970-71, The output of pulses had deteriorated in spite of
favourable price trend. '
As against the target of 15.0 million tonnes, the production was hardly 10.0
million tonnes in 1973-74. The total area of food crops under irrigation was
352 million hectares whereas non-food crops under irrigation was recorded
4.8 million hectares in 1973- 74.
The chemical fertilizers in terms of nitrogenous and phosphatic was recorded
10.58 lakh and 4.1 lakh tones respectively ending 1973-74. The ultimate
irrigation potential of 107 million hectares, a potential of 44.9 million hectares
was recorded in 1973.74.

3. Industrial Development: The rate of growth in the industrial sector was only
1.9 per cent anoual. The industrial production growth rate declined from 6.8
per cent in 1969-70 to 3.7 per cent in 1970-71 but it increased to 4.5 per cent
in 1971-72 and at around $ per cent during 1972-73-74. The production of steel
ingot was 7.4 million tonnes against 10.8 million wonnes; finished steel was
of 5.4 million tonnes agamnst 8.1 million tonnes; cotton textile machinery of T
300 million agamst ¥ 450 million: petroleum of 7.7 million tonnes against 8.5
million tonnes

4. General Development: In social welfare activities, substantial progress was

Notes
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lmtnyﬂ:nmdot‘l?T]J#apinﬂitsnumhﬁuHElﬂuﬂmzmsputﬂvely
in 1068- 69. Similarly, the number of doctors and nurses also increased from

0 13 R8000 | e period.
Notes 102520 and 61000 to 138000 and in the same period

Fifth Five Year Plan (1974-75 to 1977-78)

During the course of presentation of the draft the Fifth Five Year Plan, unfortunately
it coincided with a major upheaval on the international economic scene which largely
affected the developed and developing countries, Political leaders and economists all
over the world were aware of this collapse.

The sharp increase in the prices of food, fertilizers and oil seriously upset the
assumption on which draft had been framed. Mrs, Indira Gandhi, while addressing the
news conferente warned against the economic challenges and hoped that “the people
will face these problems with unity and in a spirit of co-operation.”

Defending the Government's attitude towards these hardships, she said, “Many
things are not foreseen. It is always possible to have hindsight. The poor people have
faced the challenges with a stout heart. But for the public distribution system these
| people would not have got even their rations.”

In the meanwhile on the implementation of the Plan, Dr. Minhas resigned. Thus,
putting aside his argument, Mrs. Gandhi and Planning Minister Mr. Dhar called for small
plan and sacrificing the industrial core, jeopardies self-reliance and unrealistic projections.
Objectives:

I. 5.5 per cent overall mte of growth of *gross domestic product;

2. Expansion of productive employment;

3. A national programme for minimum needs;

4. Extended programme of social welfare;

5. Stress on agriculture, key and basic industries producing goods for mass

consumption.
Achievements:

1. National Income: Though the Fifth Five Year Plan was suspended one year
earlier than its tenure, even then, its progress could be considercd fairly
satisfiactory and be compared with the complete period of five years. The growth
rate of national income ending fifth plan period was 5.4 per cent at the price

index of 1970-71, The average growth rate of per capita income was 2.92 per
cent due to high growth of population.

14 Self Leaming Material



Economic Planning

2. Agricultural and Social Sector: The agricultural production showed tremendous

favourable trends. The annual rate of growth of agricultural production grew
at the rate of 4.58 per cent against its target rate of 3.3 per cent. The total Notes
food-grains production was of the order of 125.6 million tonnes in 1978-79
while oilseed was registered of 8.9 million tonnes, The gross irrigated area was
recorded 48.41 million hectares during the same period.
The total coverage under soil and water conservation was 21 .7 million hectares
in 1977-78 About 78000 Gober Gas Plants were installed by the end of plan
period. Agricultural Cooperative Credit Societies advanced ¥ 1626 crore which
contained ¥ 1340 crore for short term, T 95 crore for medium and long term and
¥ 291 crore for land development respectively. The storage capacity available
for food-grains was about 14 million 1onnes ending 1977.78.

3. Industrial Development: During the plan period of 1974-79, village and
small industries registered a growth rate of 6.8 per cent per annum. The gross
value added at factor cost rose from T 2800 crore in 1973-74 10 T 4100 crore
in 1979-80 (at price of 1970-71) regisiering a growth rate of 6.6 per cent per
annum. The employment has mereased in Village and Khadi industries from
.84 lakh and 9.27 lakh in 1973-74 o0 11.24 lukh in 1979-80.

The growth rate of industrial production was around 6.2 per cent. The production
of coal, crude oil and iron ore was recorded to the tune of 104 million tonnes,
11,77 million tonnes and 39 million tonnes respectively in 1078-79.

4. General Development: The traffic by railway in terms of tone kilometres gone

up from about 1224 billion net ton kilometres in 1973-74 10 162.7 billion net
tones kilometres in 1977- 78. 5549 kms. of new national highways were added
during the plan period and total surfaced road length was 623402 kms ending
March 1979,
During the period of 1974-80, 20259 post offices were opened, ruising its
number to 1.3 lakh. Besides, 11970 telegraphic offices and 8825 long distance
public call offices were opened. The total enrolment in elementary education
has been recorded 905 lakh during the plan period. About 1.84 lakh villages
had been benefited from water supply schemes.

Sixth Five Year Plan: (1978-83 and 1980-85)
In the Sixth Five Year Plan (1978-83) (envisaged during the Janata Government at
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Centre); the National Development council discussed the document Draft Plan 1978-83
under the chairmanship of the Prime Minister of March 18/19, 1978 and approved the
mwmm:humﬂﬂmhmmmmwmmmﬁu
and the continues progress towards self- reliance.

This clearly showed a clear cut shift in the strategy of planning. For the first time,
Planning Commission acknowledged the denial of Social justice to the poorest sections
of population.

Draft Five Year Plan 1078-83 stated, ‘what matters is not the precise rate of increase
in the national product that is achieved in five or ten years but whether we can ensure
within specified time frame a measurable increase in the welfare of the millions of the poor.”

Therefore, Mahala Nobis strategy of heavy industry development was condemned.
With its revised prioritics, the Janata Government Strategy favoured Gandhian solution
which stressed for the development of cottage and small industries based on labour-
intensive techniques, Another significant change was noticed in the field of industrial
development i.c. liberalising the cconomy by making extension in the arca of private
sector and liberal imponts.

Objectives:

|. Promotion of efficiency in the use of resources and improved productively;

2. 'Strengthening the impulses of modemnisation for the achievement of economic

and technological self-reliance;

3. A progressive reduction in the incidence of poverty and unemployment;

4. A speedy development of indigenous sources of energies;

S. Improving the quality of life of the people in general with special reference to
the economically and socially handicapped population;

6. Strengthening the distribution bias of public policies and services in favour of
weaker sections of society,

7. A progressive reduction in regional inequalitics;

8. Promoting policies for controlling the growth of population through voluntary
acceptance of the small family norm;

Achievements:

1. Balance of Payment: The export and import ending 1984-85 was recorded to
the order of T 9962 crore and T 15600 crore respectively. The irade balance was

(—) 21.0 against its projection of (—) 17.8, The disappointing performance of



export was related 1o an unusual combination ol adverse internal and external
developments.

Horticultural and Plantation Crops: The production of vegetables and potatoes
was recorded during 1984-85 ag 40.00 million tonnes and 16.00 million tonnes
respectively. The production of coconut was also satisfactory, Fruits also shoved
the production of 23,50 million tonnes in 1984-85 aganst its target of 24.40
million tonnes,

In the same manner, the production of tea was of little less than the target. It
was 645 million kgs in 1984-85 sgainst target of 705 million kgs but coffee’s
production was more than target 20000 thousand tonnes of production was
estimated in 1984-85 when it was only 118.6 thousand tonnes i 1980-81.
Crop Frndu!tlln and Selected Inputs: In the sixth plan, it was proposed to
have replacement rate of 10 per cent for the pollinated crops like wheat and
paddy, 100 per cent for hybrids and 5 per cent for pulses and oil sceds. In states
like Madhya Pradesh, they are very much low, which it attributed t-n countless
reasons, ns high sale prices of the seeds and lack of popularising certified seeds.

On the other hand, higher replacement rate in some of the states like Assam,
Manipur and Tripura (vary from 30 to 60 per cent) are due 1o the fact that it is
not possible for the cultivators of these states to have their own seeds because
of the agro-climatic conditions,

Agricultural Credit and Storage Capacity: The co-operative with their
country wide network of 94089 primary agricultural credit societies constitute
the most significant agency in terms of volume of loan advanced and territonial
coverage. Commercial banks have over 36000 semi urban and rural branches
and regional rural banks number 182 with 8727 branches as on March 31, 1985.
Through these agencies, disbursement of credit has risen from T 2550 crore in
1979-80 10 T 5810 crore in 1984-85.

Another important development in the field of agricultural credit was the
establishment of the National Bank for Agriculture and Rural Development
(NABARD) n July, 1982. Its business has gone up from the level of T 703
crore in 1982-83 to T 1056 crore in 1984- 85.

Animal Hushandry and Dairying: The number of veterinary hospitals and
dispensaries rose from 12017 in 1979-80 to 14849 in 1984-85, Besides 19286
Veterinary First Aid Centres were established against the plan target of 18483
to provide animal health facilities near the doorsteps of farmers.

Economie Planning
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Similarly, the number of liguid milk plants were recorded 166 in 1984-85
against its number of only 142 in 1979-80. For marketing of cggs, 111 egg
and poultry production cum marketing centres were established during the plan
period. Three sponsored Dairy development Projects in the districts of Domang,
Dibrugarh, Sibsagar.

Seventh Five Year Plan (1985-90)

The draft of Seventh Five Year Plan approved hy National Development Council on Nov,
9, 1985, It was noted that since independence the inception of planning, Indian cconomy
his made steady progress towards the basic objectives of building an independent, self-
reliance economy. The plan sough to emphasize polices, which would accelerate the
growth in foodgrain production, increase in employment and raise productivity.

Achievements:
1. Agriculture: The first three years were of the poor monsoon years. 1504

million tons of food-grains was recorded in 1985- 86 which was lower than
the previous peak production of 1524 million tonnes in 1983-84. The second
year 1986-87 recorded decline to 1434 million tones and followed decline to
138.4 million tonnes in 1987-88.

This set back 1o agricultural production in these years to be seen against the
background of the long-term growth rate of agricultural output around 2.6 per
cent for the period from 1949-50 to 1984-85; the growth rate between 1978-79
and 1984-85 rose to 3.5 per cent.

Among non-food grain crops, the production of oil seeds remained below the
target in the first three years of Seventh Plan. In the case of cotton, the output
exceeded the target during the first three years, During the current year ( 1 988-
89) production is likely o touch a record level of 90.95 lakh bales.

The production of jute and Mests in the first two years exceeded the target
while the third year registered a fall. The production of sugarcane reached a
record to 196.72 million in 1987-88.

So fiur as, food crops are concemed, the production of rice was lowered from
59,30 million tonnes in 1985-86 to 53.66 million tonnes in 1986-87 and further
to 48,76 million tonnes in 1987-88. In 1988-89; production has been estimated
to 67.95 million tonnes.

. Agricultural Inputs: During 1985-86 and 1986-87, total potential irrigation

was achieved of 4.41 million hectare against its target of 4,65 million hectares.



However, investment on minor irrigation development was made of the order
of ¥ 647 crore in 1985-86 and T730 crore in 1986-87.

At the terminal year of the plan, 70 million hectares of land was to be covered
under HY'V but achievement fell short of the target by 5.7 per cent in |1985-86.
7.4 per cent in 1986-87 and about 17.9 per cent in 1987-88.

The consumption of fertilizer is expected to touch a level of 12.3 million tonnes
by the end of 1989-90. However, in 1988-89. the figure of consumption is
around 11.3 million tonnes.

. Industrial Performance: The Seventh Plan has laid down considerable

emphasis on accelerating the pace of growth by liberalization of industrial
licensing policy and other regulations, provision of incentives for certain key
arcas like electronics ete. The pace of growth is almost maintained in 1987-88
despite the drought conditions, resilience to supply shocks from agriculture
and thinning interdependence between agnculture and industry.

In 1987-88 industrial production had grown at 7.5 per cent while the
manufacturing sector recorded a growth of §.2 per cent. However, the sectoral
break up of index of industrial production indicated growth rate of 3.6 per
cent, 8.2 per cent and 7.7 per cent respectively for mining, manufacturing and
electricity in 1987-88. During April to December 1988, manufacturing sector
as a whole grew at 9.9 per cent.

Balance of Payment: The trade deficit, which averaged 3.4 per cent of GDP
during sixth plan period, increased to 3.7 per cent of GDP in 1985-86 but
declined in 1986-87 10 3.2 per cent duc to both better export performance and
acceleration in growth rates of imports.

Net earnings on invisible account fell down from an average of 2.1 per cent
of GDP during sixth plan to 1 4 per cent of GDP in 1985-86 and further 1o 1.2
per cent of GDP in 1986- §7.

As a result, current account deficit is estimated 1o have averaged over two per
cent of GDP, as against the targeted average of 1.6 per cent for the plan period.
In 1987-88, export of ¥ 15741 crore showed a substantial increase of 26.4 per
cent as against a small increase of 14.3 per cent recorded in 1986- 87, Similarly,
iMports oo rose at a higher rate of 10.9 per cent in 1987- 88 compared 10 an
increase of only 2.8 per cent in 1986-87.

In the first three years of seventh plan, imports increased by an annual compound
growth rate 0f 9.3 per cent as compared to an annual compound increase of 16.1
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from T 7748 crore in 1986- 87 1o T 6658 crore in 1987-88.
However, in SDR terms, total foreign exchange reserves stood at SDR 4486
million ending March 1988, showing a fall of SDR 627 million during 1987-88
as compared to a decline of SDR 615 million in 1986-87.

Price Trend: Monsoon failures generate strong inflationary pressures because
orﬂwmmqnmmpplysqmmmulmmﬂmuﬁmmm:nﬂume
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had gone up to 10.6 per cent during 1987- 88. up to January 1989, wholesale
price index had come down to 5.4 per cent.

The consumer price index has also registered a lower increase of 8.6 per cent
ﬁmngﬁwﬂ-&umha.l?ﬂu:phﬂ?.ﬁpucﬂiutmﬂlmhhum
of prices during October- November 1988 was erratic.

Employment and Poverty Alleviation Programme: Al the beginning of
lh:Sﬂmuhle,ilmsmimﬂadﬂmﬂznﬂﬂim'puminmn]mdﬁu.S
million in urban arcas lay below the poverty line. In terms of percentage, the
poverty ratio was 39.9 per cent in rural areas and 27.7 per cent in urban arcas
hﬁ!?ﬂ-ﬂiﬁhphnaimdnihﬁﬂmgdwnﬂumnynwﬁﬂmmwmgu
of 36.9 per cent to 25.8 per cent. Eighth Five Year Plan (1992-97):

The eighth five year plan was for the period of April 1992 to March 1997.

Objectives:
. Generating adequate employment to achieve near full employment level by the

turn of the century.

. Containing population growth through active people’s cooperation and an

effective scheme of incentives and disincentives.

. Universalization of elementary education and complete eradication of illiteracy

among the people in the age group of 15 to 35 years.

. Provision of sale drinking water h;ld primary health facilities including

immunisation for all villages and entire population and complete elimination
of scavenging.

' Growth and diversification of agriculture to achieve self- sufficient in food and

generate surpluses for exports. .

. Strengthening the infrastructure (energy, transport, and communication,

irrigation) in order to support the growth processes on a sustainable basis.

_ The withdrawal of the state from these industrial activities where its presence

is not essential and encouraging private sector initiative to fill the vacuum.



8. Encouraging all-round productivity and efficiency in the public sector enterprises ~ Economic Planning
compelling them to rely on internally generated resources rather than on
budgetary support.

Achievements of the Plan: Notes

1. Growth Rate: The Eighth Plan had set a target of 5.6 per cent but it revealed

from Economic Survey of 1998-99 that the growth rate, which was only 0.5
per cent in 1991-92 gradually increased to 5.2 per cent in 1992-93 and then
increased to 6.2 per cent provisional in 1993-94, In 1994- 95, the CSO estimates
show that the growth rate of GDP would be around 6.8 per cent.
Again, in 1995-96, the CSO estimate shows that the growth rate of GDP would
be around 6.8 per cent. Again, in 1995-96, the CSO estimate shows that the
growth rate of GDP at factor cost would be around 7.3 per cent. Moreover, in
1996-97, the same growth rate of GDP was around 7.8 per cent. Thus the Eighth
Plan is likely to end with an average growth rate of 6.8 per cent per annum.

1. Gross Domestic Savings and Investment: Gross domestic savings as per
cent of GDP at current prices, during the first four years of the Eighth Plan has
increased from 22.1 per cent m 1992-93, to 24.9 per cent in 1994-95 and then
to new peak of 26.1 per cent in 1996-97.

The average gross domestic savings (GDS) as per cent of GDP during the Eighth

Plan is estimated at 24.3 per cent and the- & surpassed the target of 21.6 per cent.

The rise in domestic savings in 1996-97 to a peak level of 26.1 per cent of GDP

was primarily due to rise in private savings to 24.2 per cent of GDP.

The gross domestic investment as per cent of GDP at current prices has also

increased from 23.9 per cent in 1992-93 to 25.7 per cent in 1996-97. The

average gross domestic investment as per cent of GDP during the Eighth Plan

reached the level of 25.7 per cent.

The average of saving-investment gap during the first four years of the Eighth

Plan (1992- 96) stood at (—) 1.4 per cenl

The gross domestic capital formation which was 24.0 per cent of GDP n 1992-93

gradually rose to 25.2 per cent in 1996-97. The average gross domestic capital

formation as per cent of GDP during the Eighth Plan (1992-97) stood at 24.5

per cent of GDP.

3. Sectoral Growth:

(1) Agriculture: In the agriculturz)] sector, has achieved 6.1 per cent growth
rate in 1992-93 and 94 per cent growth rate in 1996- 97. Total production
of food-grains has increased to 179.5 million tonnes in 1992-93 showing
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a growth rate of 6.6 per cent and then it increased to 199.4 million tonnes
in 1996-97 showing a growth rate of 10,5 per cent.

Thus the agricultural sector performed better with an estimated growth
rate of 10.5 per cent in 1996-97 as against a negative growth rate of 2.7
pﬂmﬂiﬂi?ﬁ-ﬂﬁ.ﬂm‘hﬂhﬁghthﬂmﬂmmulawm
rate attained by the agricultural sector is estimated at.3.9 per cent.
mhmnrmmmwmﬂhmw.m
Eighth Plan set the target of attaining annual average growth rate of & per
cent but this sector could attain the growth rate of 1.1 per cent and 1.7
per cent only in 1992-93 and 1993-94 respectively. Again in 1994- 95,
1995.96 and 1996- 97, this has attained the growth rate of 9.2 per cent,
7.4 per cent and 1.2 per cent respectively.

During the Eighth Plan (1992-97), the avernge growth rate attained by
the mining and quarrying scctor was estimated at 3.4 per cent,
Industry: As against the targeted growth rate of 7.3 per cent in the
manufacturing sector during the Eighth Plan, this sector could attain only
4.2 per cent and 8.4 per cent growth rate in the 1992-93 and 1993-94
respectively.

Again the growth rate of manufacturing sector gradually increased to
10.6 per cent in 1994- 95, 15.0 per cent in 1995-96 and then declined
to 7.7 per cent (P) in 1996-97. The average growth rate attained by the
manufacturing sector during the Eighth Plan (1992-97) is estimated at 9.2
per cenl.

During the Eighth Plan, the industrial sector of the country has responded
well to the economic reforms process, Accordingly, the growth rates of
industrial sector which was only 4.2 per cent m 1992-93 gradually rose to
6.6 per cent in 1993-94, 9.3 per cent in 1994- 95, 12.2 per cent in 1995-
96 and 6.0 per cent in 1996-97.

The average growth rate attained by the industrial sector during the Eighth
Plan (1992-97) was estimated at 8.0 per cent.

Electricity, Gas and Water Supply: In respect of electricity, gas and water
supply sector, the average performance of the sector during the Eighth
Plan (1992-97) was 7.3 per cent as against targeted mate of 7.8 per cent.
But taking the energy sector alone, the growth rate of generations of



clectricity was only 5 per cent in 1992-93 and then rose to 7.4 per cent in
1994-95 and 8.2 per cent in 1995-96 as against the targeted growth rate
of 9 per cent during the Eighth Plan period. This shortfall in respect of
generation of electricity has been acting as a hurdle in the path of growth
of industrial sector.

(v) Transport and Communication: The growth of the Transport sector

during the first two years of the Eighth Plan was 5.4 per cent in 1992-93
and then declined to 4.4 per cent in 1993-94 as against the targeted annual
average growth rate of 6.1 per cent.
The thrust arcas identified for the Eighth Plan period include replacement
and renewal of over aged assets, augmentation of terminal and rolling
stock capacities, gauge conversion and clectrification. Indian Railways
completed gauge conversion of 1,351 kms. in 1992-93, 1,619 kms, in
199394, 1000 kms. in 1995. 96 and 1300 kms. in 1996-97.

Again the communication sector has achieved a satisfactory progress, 1e.

10.3 per cent growth rate during 1992-93 and only 4.4 per cent growth rate in

1993-94 as against the targeted annual growth rate of 6.1 per cent during the

Eighth Plans. '

In 1995-96, new telephone connections grew by 29.3 per cent. The department

of Telecommunication has released more than 7 million connections during the

first four years of the Eighth Plan since 1991-92, Thus the Eighth Plan target of
providing 7.5 million new telephone connections was exceeded by 2.5 million
connections,

Services Sector: In respect of services sector, the rate of growth attained which

was 5.4 per cent in 1992-93. gradually increased to 7.7 per cent in 1994-95 and

then to 8.0 per cent in 1996-97 (P).

During the Eighth Plan (1992-97), the average growth rate attained by the

services sector is estimated at 7.9 per cent as compared to that of 7.4 per cent

dnrin&ﬂw Seventh Plan.

(i) Sectoral Share in GDP: During the Eighth Plan the sectoral share in
GDP between agriculture, industry and services sector has undergone of
considerable change from 30.19 per cent in agriculture, 29.08 per cent in
industry and 40,73 per cent in services in 1992-93 1o 26.10 per cent in
agriculture, 31.0 per cent in industry and 42.70 per cent in services sector
in 1996-97. The Eighth Plan’s projection of sectoral share for 1996-97
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was 24.60 per cent in agricultuse, 33.20 per cent in industry and 42.20
per cent in services.

(i) Employment Generations: The Eighth Plan set ambitious targets of

(iid)

(iv)

attaining growth rate of 2.6 per cent in employment generation along with
the annual average growth rate of 5.6 per cent in GDP. Accordingly, it was
estimated that on an average about 8 to 9 million additional employment
opportunities would be generated every year during the Eighth Plan.

As per one estimate of the Planning Commission, it is found that about
6.4 million additional employment opportunities would have been created
in 1992-93 and 5.6 million during 1993-94 where the rate of growth of
employment generation was 2.6 per cent in 1992-93 and 1.8 per cent in
1993-94,

Again the total annual employment growth in the economy s estimated to
have increased to about 7.2 million in 1994-95. Thus although the Eighth
Plan envisaged 8 to 9 million new jobs per year but during the first three
years of the plan 19.6 million new jobs were created.

Rural Development: During the Eighth Plan the achievements of the rural
development programmes were not so impressive. About the achievement
of IRDP during the Eighth Plan period, total amount  fund utilised was
to the extent of T 4,866.7 crore and the total amount of investment made
(both subsidy and interest) was to the tune of ¥ 11,523 crore.

Total number of families benefitted during the Plan was 108.08 lakh. Daring
the Eighth Plan, in case of DWCRA another sub-scheme of IRDP, a total
of 1, 41,397 groups were formed with a membership of 22,66,817. Again
in respect of JRY, total number of man-days of employment generated
during the Eighth Plan was 4,037 4 million as against the target of 4,040.8
million.

Price Behaviours: During the Eighth Plan the behaviour of prices was not
satisfactory. In 1992-93, the wholesale price index of thg country rose by
7 per cent. In 1993-94, although the Government wanted to control the
growth of price level by 5 per cent but ultimately wholesale price index in
this year finally rose by 11 per cent and thus crossed the double digit level.

In 1994-95, the inflation rate moved to double digit figure of 11.52 per cent
during the week ended February 1! elthoveh it reached the level of 10.04 per
cent during the week endmg March 1995,



Thereafter, the country expenienced a continuous, though gradual, decline in
inflation rate based on the movement of wholesale price from 10.4 per cent from
the first week end of April 1995 to 8.11 per cent by the end of July 1995, and
then 10 4.40 per cent during the week ending February 1996 and then slightly
rose 10 4.63 per cent for the week ending March 2, 1996,

Then after reversing the trend, the annual rate of inflation continued its downward
climb setting at 4.20 per cent during the week ending April 6, 1996,

Ninth Five Year Plan (1997-2002):

The Ninth Plan has been launched in the 50th year of the independence of our country.
This is an opportune moment 1o ke stock of the success of” our planning process.
According to the Approach Paper, Ninth Plan will cover the period from 1st April 1997
to 31st March 2002.

The principle task of the Ninth Plan will be to usher in a new era of people-oriented
planning, in which not only the Governments at the Centre and the States, but the people
at large, particularly the poor, can fully participate.

A participatory planning process is an essential pre-condition for ensuring equity as
well as accelerating the rate of growth of the economy. Total investment is proposed to
be T21,90.000 crore of it. public sector investment will be T 8,75,000 crore and private
sector investment will be ¥ 13,15,000 crore. The objective of the plan is to achieve a
growth rate of 7 percent per annum.

Objectives of Ninth Five Years Plan
The major objectives of Ninth Five Years Plan stated are as under;
(i) Priority to agriculture and rural development with a view to generating adequate
productivity employment and eradication of poverty;
(1) Accelerating the growth rate of the economy with stable prices:
(i1i) Ensuring food and nutritional security for all, particularly the vulnerable sections
of society;
{iv) Providing the basic minmmum services of safe drinking water, primary health
care facilities, universal primary education, shelter, and connectivity to all in
a time bound manner;
{v) Containing the growth rate of population;
(vi) Ensuring environmental sustainability of the development process through
social mobilisation and participation of people at all levels;
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anmﬂmﬂbdﬂm@dmmhuﬁ:&duhﬂ
Castes, Scheduled Tribes and other Backward Classes and Minorities as agents

' of socio-economic change and development ;

Promoting and developing people’s participatory institutions like Panchayati
Raj Institutions, co-operatives and self-help groups.
Strengthening efforts to build self-reliance.

Achievements of the Ninth Plan:

The Ninth Plan has already completed its four year duration, thus it is quite necessary
1o review the achievements of the plan. Let us now examine the achievements of the
Ninth Plan.

Growth Rate: Regarding annual growth rate of GDP, although the approach
paper of the Ninth Plan initially set the target of attaining 7.0 per cent annual
growth rate of GDP but considering the slowdown of the economy, the draft
Ninth Plan has reduced the overall growth targets in GDP from 7.0 per cent to
6.5 per cent.

But according to the Economic Survey 2001-2002, the growth rate of GDP
which s only 4.8 per cent in 1997-98 gradually increased to 6.5 per cent in
1998-99 and then decelerated marginally to 6.2 per cent in 1999-2000 and then
10 4.0 per cent in 2000-01 and then to 5.4 per cent in 2001-02.

Therefore. the annual average growth rate during the Ninth Five Year Plan
(1997-2002) is now estimated at 5.4 per cent which is lower than the plan target
of 6.5 per cent.

Gross Domestic savings and Investment: The Ninth Plan drafi had set the
target of gross domestic savings rate at 26.1 per cent of GDP but the same
rate at current prices, during the first three years of the Plan has reached the
level of 23.1 per cent in 1997-98, 21.7 pet cent in 1998-99 and 23.2 per cent
in 1999- 2000 and 23.4 per cent in 2000-01.

The gross domestic investment as per cent of GDP at current prices has reached
the level of 25.0 per cent in 1997-98, 22.7 per cent in 1998- 99 and 24.3 per

.cent in 19992000 and 24.0 per cent in 2000-01 as agamnst the annual average

target of 28.2 per cent.

Sectoral Growth: Although the draft Ninth Plan had set a target 1o attain
mullmgmmhm:ufl?pcrmmmﬁgﬁm!MMauindmwhm
during the first three years of the Ninth Plan it has attained 2.7 per cent growth



rate. The same sector attained the growth rate of (—) 2.7 per cent in 1997-98,
7.6 per cent in 1998-99, (—) 0.9 per cent in 1999-2000, (—) 6.6 per cent in
200001 and finally 6.8 per cent in 2001-02.

The index of agncultural production (1981- 82 = 100) increased from 1653
in 199798 1o 177.9 in 1998-99, 176.2 in 1999- 2000, 164.6 in 2000-01 and
finally to 175.9 in 2001-02.

Total production of food-grains has also increased substantially from 192.3 million
tonnes in 1997-98, 203.6 million tonnes in 1998-99, 209.8 million tonnes in
1999-2000 and then declined to 195.9 million tonnes in 2000-01 and then again
increased to 209.2 million tonnes in 2001-02, Thus the agniculture and allied
sector has shown a mixed performance during the period of the Ninth Plan,

- Mining: In respect of mining and quarrying the Ninth Plan has set a target
of attaining growth rate of 7.2 per cent but during the first three years of the
plan, this sector could attain an average growth rate of 2.9 per cent. The yearly
growth rate of this sector was 6.9 per cent in 1997-98 and then the same growth
rate declined to 0.9 per cent in 1998-99, 1.0 per cent in 1999 2000 and 3.7 per
cent in 2000-2001 and 1.1 per cent in 2001-02.

Industry: The growth rate of 8.2 per cent was fixed in the manufacturing
sector during the Ninth Plan, This sector could attain on an average 4.9 per
cent growth rate during the first three years of the plan. Again, in respect of
Electricity, Gas and water supply, as against the targeted growth rate of 9.3
per cent, this sector could attain the growth rate of 7.7 per cent during the first
three vears of the plan,

But taking the industry sector as a whole, this growth rate anained in this
sector was 6.7 per cent in 1997-98 and 4.1 per cent in 1998-99 but then the
same growth rate incredsed to 6.7 per cent in 1999- 2000 and 5.0 per cent in
2000-2001 and 2.3 per cent in 2001-02.

. Transport and Communication: The Ninth Plan has fixed the target of 3.9
per cent for rail transport, 4.4 per cent in other transport and 9.5 per cent in
communication sector, but during the first three years of the plan these sectors
could attain an average growth rate of 3.1 per cent, 5.6 per cent and 14.1 per
cent respectively.

Trade: As against the targeted growth rate of 6.7 per cent in the trade sector
during the Ninth Plan this sector could attain on an average 6.7 per cent growth
rate of during the first three years of the plan.
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Indian Economy 5. Service Sector: The growth rate of 9.9 per cent in the financial services sector
was targeted in the Ninth Plan. The sector could attain on an average 11.4 per
umpmﬂumcdmmsthsﬁmﬂuuymulﬂuﬁlm.hpiminrﬂpﬂ:tul'

Notes other services, as against the targeted growth rte of 6.6 per cent, the actual
realisation of the target during the first three years of the plan was 8.8 per cent.
But taking the services sector as a whole, the growth rate attained in this sector
was 9.8 per cent in 1997-98, 8.2 per cent in 1998-99, 9.6 per cent in 1999-2000
and 6.5 per cent in 2000-2001.

6. Price behaviours: During the first four years of the Ninth Plan, the price

. behaviour of the country reflects a moderate behaviour in its price level.

Accordingly, the average ate of inflation (WPI) which was 4.4 per cent in

1997-98, gradually rose to 5.9 per cent in 1998-99 and then declined 10 3.3

per cent in 1999-2000 and again rose to 7.1 per cent in 2000-2001 and finally

to 4.4 per cent in 2001-02.

Tenth Five Year Plan of India (2002-03 to 2006-07)

Approach Paper of the Tenth Plan:

The Approach PapuufﬂuTmthlemunmimﬂylpptwdbﬂkNﬂimﬂ
Development Council in its meeting held on Ist September, 2001. The Planning
Commission, in its approach paper, set an ambitious target of 8.0 per cent growth rate
in gross domestic product during the Tenth Plan,

mmpmhwpﬂmamnnmcmﬂfmmmpingmmmmmm
fwmmimﬁngnpmdimmqmmtmummhimmmthummbyitfnn!n:
Tenth Plan, especially with regard to reduction of poverty ratio to 20 per cent by 2007,
reduction of gender gaps in life expectancy and literacy by. S0 per cent, universalisation
of primary education by the end of the Plan, reduction of decadal growth of population to
16.2 per centin the period between 2001 and 2011 and finally, reduction of unemployment
through growth related infrastructural and social development programmes.
Objectives of Tenth Plan: '
Tradinonally, the level of per capita income has been regarded as a summary indicator
of the economic wellbeing of the country and growth targets have therefore focused on
growth in per capita income or per capita GDP.

In the past, our growth rates of GDP have been such as 1o double our per capita
income over a period of 20 years or so, Recognising the importance of making a quantum
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jump compared with past performance, the Prime Minister has directed the Planning
Commission to examine the feasibility of doubling per capita income in the next ten years.

With population expected to grow at about 1.6 per cent per annum, this target
required the rate of growth of GDP to be around 8.7 per cent over the Tenth and Eleventh
Plan periods. ;

This approach paper proposed that the Tenth Plan should aim at an indicative target
of 8.0 per cent GDP growth for the period 2002-07. This was lower than the growth
rate of 8.7 per cent needed to double per capita income over the next ten years, but it
was viewed as an intermediate target for the first half of the penod.

It was centainly a very ambitious target, especially in view of the fact that GDP
growth had decelerated to around 6 per cent at present. Even if the deceleration was
viewed as a short term phenomenon, the medium term performance of the economy
over the past several years was only about 6.5 per cent. Proposed 8 per cent growth
target therefore involved an increase of at least 1.5 percentage points over the recent
medium term performance.

Ceonomic growth cannot be the only objective for national planning and indeed
over the years, development objectives are being defined not just in terms of increases
in GDP or per capita income but broader in terms of enhancement of human wellbeing.

This includes not only an adequate level of consumption of food and other types
of consumer goods but also access 10 basic social services especially education, health,
availability of drinking water and basic sanitation.

Italso includes the expansion of economic and social opportunities for all individuals
and groups reduction in disparities and greater participation in decision making. Tenth
Plan must therefore set suitable targets in these areas to ensure significant progress
towards improvement in the quality of life of all our people.

Important Targets of the Tenth Plan

To reflect the importance of these dimensions in development planning the Tenth Plan
must establish specific and monitor-able targets for a few key indicators of human
development.

It is proposed that in addition to the 8 per cent growth target, the targets given below
should also be considered as being central tp the anainment of the objectives of the plan.

Monitorable Targets for the Tenth Plan and Bevond

. Reduction of poverty ratio by 5 percentage points by 2007 and by |5 percentage
points by 2012,
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10,

Providing gainful high-quality employment to the addition to the labour force
over the Tenth Plan period:

All children in school by 2003; all children to complete 5 years of schooling
by 2007; -

Reduction of gender gaps in literacy and wage rates by at least 50 per cent by
2007,

Reduction in the decadal rate of population growth between 2001 and 2011 to
16.2 per cent;

Increase in Literacy rates to 75 per cent within the Plan period;

Reduction of Infant Mortality Rate (IMR) to 45 per 1000 live births by 2007
and to 28 by 2012;

Reduction of Maternal Mortality Ratio (MMR) to 22 pet 1000 live births by
2007 and to 11 by 2012;

Increase in forest and tree cover to 25 per cent by 2007 and 33 per cent by
2012,

All villages to have sustained access 1o potable drinking water within the Plan
period; and

Cleaning of major polluted rivers by 2007 and other notified stretches by 2012.
Above mentioned social targets will require a substantial allocation of resources
1o the social sector and major improvements in governance to make effective
use of these resources. It must also be recognized that achievements of these
targets is not independent of the achievement of high growth,

Indeed, high growth rates will generate the flow of public resources needed to
sustain iupuvmu‘mmcia!indiulm]h?hnhumdiﬁmﬂrfomxd
munhgmtimlmgmhﬂmmt:xpﬂhmmwmﬂuﬁpmfm:
of different states varies considerably.

Eleventh Five-Year Plan (2007-2012)

The National Development Council (NDC) has approved the Eleventh Plan on 19th
December 2007 to raise the average economic growth rate to 9 percent from 7.6 percent
recorded during the Tenth Plan.

The total outlay of the Eleventh Plan has been placed at ¥3644718 crore which is
more than double of the total outlay of the previous Tenth Plan.

In this proposed outlay, the contribution of Central Government and State
govenments will be ¥2156571 crore and ¥ 1488147 crore respectively. In order to



make growth more inclusive, the Eleventh Plan proposes to increase the agriculture
secior growth rate 1o 4 percent from 2.13 percent in the Tenth Plan.

The growth targets for industry and services sectors have been pegged a1 9 to 11
percent.

The industrial growth rate in the Tenth Plan was 8,74 percent, which the services
sector grew by 9.28 percent. The basic theme of this plan period is “Inclusive Growth™,

Salient Features of Eleventh Plan:

I. The investment rate has been proposed to be raised to 36.7 percent from 30.8
percent in the previous plan.

2. The draft document has envisaged a savings rate of 34.8 percent, which is
substantially higher than 30.8 percent recorded in the Tenth Plan.

3. The major thrust of the plan will be on social sector, including agriculture and
rural development.

4. Important targets include reducing poveriy by 10 percentage points, generating
7 crore new employment opportunities and ensuring electricity connection to
all villages.

5. More investment on infrastructure sector including irrigation, drinking water
and sewange from S percent of Gross Domestic Product (GDP) in 2005-06 10 9

percent by 2011-12.
Main Targets of the Eleventh Plan:
1. Income and Poverty:
(1) Accelerate GDP growth from 8% to 10% and then maintain at 10% in
the 12th plan in order to doublé per capita income by 2016-17.
(i) Create 70 Million new work opportunitics,
(i) Reduce educated unemployment to below §%.
(iv) Reduce poverty by 10 percentage points.
2. Education:
(i) Reduce dropout rates of children from elementary school from 52.2% in
2003-04 1o 20% by 2011-12,
(1) Increase literacy rate for persons of age 7 years or more 1o §5%.
(i) Lower gender gap in literacy to 10 percentage points.
3. Health:
(1) Reduce infant mortality rate to 28 and maternal mortality ratio to | percent
1000 live births. ‘
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Indian Economy (ii) Reduce Total Fertility rate to 2.1.
(iii} Reduce malnutrition among children of age group 0-3 to half its present
level.
Notes 4. Infrastructure:
(i) Ensure clectricity connection to all villages by 2009 and round-the-clock
W_
(if) Increase forest and tree cover by 5 percent points.
(iii) Adtain World Health Organization standard of air quality in all major cities
by 2011-12.
(iv) A telephone in every village by November 2007.
(v) Broadband connectivity 1o all villages by 2011-12,

Growth Target

According 1o the Eleventh Plan documents the task of achieving an average growth
rate of around 9 percent in the 11th plan is macro economically feasible. In fact, the
scenarios show that even 10 percent gmwthmciudliewblewiﬂumngﬁsu] effort
that is difficult but not impossible.

However. to achieve a more inclusive growth, substantial resources would have
10 bé directed to setting right t ¢ neglect of rural infrastructure and provide education
and health services to all. While these outlays will eventually lead to faster growth.

Twelfth Five Year Plan (Fyp-12) 2012-17

The FYP-12 will cover the period from 2012-17. The Plan is expected to be different
than all the earlier plans, This is basically because of the differences in the economic
environment in which the plan has to be operationalised.

Among these differences, the three more important are as follows: The first is the
demographic shift with a rising proportion of young workers in the North, the opposite
phenomenon of a rise in the old age dependency ratio in the South and a massive shift
of population from rural to urban areas.

The second is the shift of the centre of gravity of the global economy to Asia, most
particularly the rise of China. The third is the growing pressure to dematerialise growth,
partly because of envirohmental concems (€.g., global warming) and partly because of
resources scarcities (e.g., of cheap oil).

In view of these it is important to spell out new priorities in the development plan,
some of these can be identified as follows:
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(i)

(iv)

(v)
(vi)
(vil)

(viii)

Connecting slow growth regions and remote areas (e.g., the tribal belt, the
Northeast, the Gangetic plan and Kashmir) 1o the fast-growing mainstream
economy.

Providing top-quality vocational training to widen opportunities for vounger
workers.

Reconstructing the plethora of anti-poverty and affirmative action programmes
s a structured social security system.

Moving Indian agriculture from a low-productivity-staple producing svstem to
a rising productivity, commercially oriented sector.

Reinventing the process and management of urbanisation.

Building much stronger economic links with China and Hast Asia.

Managing emerging stresses in the water economy.

Coping with the risks of climate change.

These cight arcas do not constitute the sum of all development. But they are the
areas where our present policies are grossly inadequate and need radical overhaul.

3.7 Failures of Economic Plans

The following points highlight the fourteen major failures of economic plans in India.
They are: 1. Stagnant Economy 2. Poverty 3, Unequal Distribution of Income and Assets
4. Increasing Unemployment 5. Abnormal Growth of Population 6. Inflationary Pressure
7. Adverse Balance of Payment and Others.

Stagnant Economy: When India became Independent, it had deep marks of
stagnation. Dunng the phase of fifty years of economic planning, its growth rate
is zero or near. According to one estimate, growth of national income was about
1.15 per cent during 1860 10 1950 per year and growth of per capita was at less
than 0.5 per cent. Similar trend has been noticed after the adaptation of plans.
This fact is also reflected from the national income by industrial origin.
Poverty : These five year plans have miserably failed 1o make a dent on
poverty as 40 per cent of population is in tight grip of poverty. The poverty is
greatly responsible for poor diets, low health and poor standard of living. A
large proportion of the population has to go even without the most essential
needs of daily life.

Unequal Distribution of Income and Assets: Another failure of the planning
is that the distribution of income and other assets in rural and urban aress
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continued 1o be skewed. The bulk of increased income has been pocketed only
l:q.rm:richicwwhilnwnkcru:ﬁmnfﬂwmciﬁyiiwlundmmuthmd
lead very miserable life.

Increasing Unemployment : Increasing unemployment in our country is the
buming problem of the day. At the beginning of the first five year plan the
number of unemployed was hardly 13 lakh but at the end of eighth plan it
reached 350 lakh. The percentage of unemployment which was around 2.8%
stands at 10.99%, in2020,

The pitiful position is found in rural arcas where disguised unemployment
and white collar unemployment (educated unemployment) in urban areas are
m:@wumﬁ:tmmmmmwﬁmmm
midimhhhwihm:m:nmpidimuinpupu!nﬁmuuufnpiml
intensive techniques instead of labour-intensive techniques, defective education
system, incfficient government administration, corrupt political environment
and instable governments-both central and states.
Abnormal Growth of Population: In all plans, main objective was 1 check
over-population but it has miserably failed to bridge the galloping population.
Ihcrnpugrmmn[popuhﬂmhunmmﬁ:ﬁmﬁﬂnmﬁtwm.mh
problem gives birth to twin problems of poverty and unemployment.
Inflationary Pressure: Inflation had been started with the onset of the heavy
doses of investment programmes during different five year plan periods. Now,
itmmdmmcgﬂityufmumbhmuilhumuduﬁmimhmm
the socio- politico-cconomic relations. The people with fixed income group
find it extremely difficult to maintain the standard of living.

Adverse Balance of Payment: Truly, the production of agricultural and
industrial sector has increased manifold but still we are dependent on imports.
lnwm,mhwmmdmupmpmmﬁmmdimpmmhﬂﬁmimm
correct the adverse balance of payment but no headway has been seen in this
direction. It has continuously been unfavourable.

The situation has further been deteriorated since, the penultimate year of Sixth
Five Year Plan. The situstion in Seventh Plan has not been improved but it
is still dismal. In 2001, total extemal debt was of T 471724 crores against
T 163001 crore in 1991,

Unproductive Expenditure: India is deficient in capital due to Tising
expenditure on unproductive channels. Moreover, huge investments are made



on the construction of five star hotels and other wasteful consumption, Trs
benefits go in the hand of few afftuent people who generally concentrate wealth.
Consequently, rich becomes rich and poors Ing behind.

Huge Amount of Deficit Financing: To mobilise the resources for different
plans, government has absolutely failed 10 manage from internal resources.
The government at this time, left with no alternative of deficit financial. From
1950-51 to 1984-85 total amount of deficit financing in the country was T 24440
crores. During Eighth Plan, it was proposed to be T 207000 (8.6% Eighth of
total outlay) crores.

Biased Growth Profile: At large, Indian plans have given many evils like growth
of monopolistic practices. large inequalitics, poverty but still it has delivered
biased growth profile in favour of more wellto- do section of the society. It has
widened the gap between man and man, region to region, The result is that a
large many are below poverty line.

Vicious Circle of Poverty: Another major objective of planning in India is
the erndication of poverty, However, we have badly failed on this front also as
more than 30% of India's population is still-living below poverty line. We are
encircled by vicious circle of poverty, A large proportion of India’s population
does not get even bare necessities of life satisfied.

Inadequate Social Development: Despile the 55 years of economic planning
in India, we have miserably fiiled on the social development front. Economic
planning in India has not been able to make any social change, particularly in
the living standards of the common people and curbing poverty, The national
income and pet capits income both are extremely low as compared to developed
countries. We are ill-fed and ill-nourished.

Defective Process of Planning: The defective process of planning which came
into force since the beginning of the planning in India, is also responsible for
the failure of our economic planning. We have followed a fragmented approach
rather than integrative approach towards planning. with the result that the
development activities have not been commensurate with the investments
made in the Plans.

Slow Economic Growth: Another major reason of failure of economic
planning in India is the slow growth rate of Indian economy. The achievement
of different sectors during the plan period has been much below the scheduled
targets.
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Indian Economy 3,8 Understanding India’s Economic

Reforms
Not Various reforms and structural changes have taken place in India since 1991.

Structural Adjustment Programmes: Globalization, Liberalization and
Privatization

Economic reforms in India were started by late Prime Minister Rajiv Gandhi. He said,
“The public sector has entered into too many areas where it should not be. We shall open
the economy to the private sector in several arcas hitherto restricted to it.” Consequently,
a number of measures were taken to remove control and open arcas to private sector
players. However, Rajiv Gandhi did not take a very strong and categorical position on
the issue of privatization and globalization, though some liberalization of the economy
did take place. It was when Mr. Narasimha Rao took over as Prime Minister in 1991
that a new industrial policy was announced, which marked a sharp departure from the
carlier industrial policy of 1956. There were three aims of the new economic policy—
liberalization, globalization and privatization.

Liberalization: An Overview

The main aim of liberalization was to dismantle the excessive regulatory framework
which acted as a shackle on freedom of enterprise. Over the years, the country had
developed a system of licence-permit-control raj. The aim of the new economic policy
was to save the entrepreneur the unnecessary harassment of seeking permission from
the bureaucracy to start an undertaking. Sum!arh' the big business houses were unable
to start new enterprises because the MRTP Act had prescribed a ceiling on the asset
ownership to the extent of T 100 crore. In case a business house had assets more than.
2100 crore, its application was rejected. It was believed that on account of the rise in
prices this limit had become outdated and needed reviewing, The second objection by
the private sector lobby was that it prevented big business houses from investing in
heavy industry and infrastructure, which required lump sum investment. The NDA in
its election manifesto had suggested that the asset limit of MRTP companies should be
raised to T 1000 crore. The government thought it wise to abolish the limit altogether
5o that big businesses could cstablish big projects in the core sectors—heavy industry,
petrochemicals, electronics, ete. The Government was of the view that in the context
of liberalization, the MRTP limit had become imrelevant and needed to be scrapped.
The major purpose of liberalization was to free the large private corporate sector
from bureaucratic controls. It therefore, started dismantling the regime of industrial
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licensing and control. In pursuance of this policy, the industrial policy of 1991 abolished
industrial licensing for all projects except for a small set of 18 industries.

The list of industries in which industrial licensing is compulsory is as follows:

L
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Coal and lignite

Petroleum and its distillation products
Distillation and brewing of alcoholic drinks
Sugar

Animal fats and oils

Cigars and cigarettes

Asbestos and ashestos-based products
Plywood and other wood-based products
Raw hides and skins

Tanned fur-skins

- Paper and newsprint

Electronics, aerospace and defence equipment
Industrial explosives

Hazardous chemicals

Drugs and pharmaceuticals

Privatization and its Forms and Objectives

Privatization is the process of involving the private sector in the ownership or operation
of a state-owned or public sector undertaking. It can take three forms: (i) Ownership
measures, (ii) Organizational measures and (ii1) Operational measures.

1.

Ownership Measures: The degree of privatization is judged by the extent of

ownership transferred from the public enterprise to the private sector. Ownership

may be transferred to an individual, co-operative or corporate sector. This can
have three forms:

(8) Total denationalisation implies 100 per cent transfer of ownership of a
public enterprise to the private seclor.

(b) Joint venture implies partial transfer of a public enterprise to the private
sector. It may have several variants—25 per cent transfer to private sector
in a joint venture implies that majority ownership and control remains with
the public sector. Fifty one per cent transfer of ownership to the private
sector shifts the balance in favour of the private sector, though the public
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sector retains a substantial stake in the undertaking. seventy-four per cent
transfer of ownership to the private sector implies a dominant share being
transferred. In such a situation, the private sector is in a better position to
change the character of the enterprise.
Liquiduﬁmhnpltunkufumm:mmwhummdunfm&u
same purpose or for some other purpose. This depends solely on the
preference of the buyer.

Workers' Cooperative is a special form of denationalisation. In this form,
ownership of the enterprise is transferred to workers who may form a co-
operative to run the enterprise. In such a situation, appropriate provision
of bank loans is made to enable workers to buy the share of the enterprise,
The burden of running the enterprise rests on the workers in a workers’
mmmhqummuﬁmmmm
getting wages for their services,

2 WM:MmtmuvMufmmmlinﬁtm
control, such as:

(a)

(b)

(c)

A holding company structure may be designed in which the government
limits its control to top-level major decisions and leaves a sufficient degree
of autonomy for the operating companies in their day-to-day operations.
A big company like the Steel Authority of India may acquire a holding
mnmym&uebymfmﬁglwﬂernrm&mmiwmw
units. In this way, a decentralised pattern of management emerges.
Leasing: In this arrangement, the governmenl agrees to transfer the use
of assets of a public enterprise to a private bidder for a specified period,
say five years. While entering into a lease, the bidder is required to give
an assurance of the quantum of profits that would be made available to
the state. This is a kind of tenure ownership. The govemment reserves
the right to review the lease 1o the same person or to grant the lease to
another bidder, depending upon the circumstances of the case.

Restructuring: It is of two types—Financial Restructuring and Basic

Restructuring.

(i) Financial Restructuring implies the writing-off of accumulated losses
and rationalisation of capital composition in respect of debt—equity
ratio. The main purpose ot this restsucturing is to improve the financial
health of the enterprise.



(ii) Basic Restructuring is said to occur when the public enterprise decides
to shed some of its activities to be taken up by ancillaries or small-
scale units, . .

{iii) Operational Measures: The efficiency of public sector enterprises
depends upon the organisational structure. Unless this structure grants
a sufficient degree of autonomy to the operators of the enterprise
or develops a system of incentives, il cannot raise its efficiency
and productivity. These measures include (a) grant of autonomy o
public enterprises in decisionmaking, (b) provision of incentives for
workers and executives consistent with increase in efficiency and
productivity, (¢) freedom to acquire certain inputs from the markets
with a view to reducing costs, (d) development of proper criteria for
investment planning and (¢) permission to public enterprises to raise
resources from the capital market to execute plans of diversification.
The basic purpose of operational measures is to infuse the spirit of
private enterprise in public enterprises so that government control
15 effectively reduced and private initiative is promoted.

Privatization in a narrow sense indicates transfer of ownership of a public sector
undertaking to private sector, either wholly or partially, But in another sense, it implies
the opening up of the private sector arcas which were hitherto reserved for the public
sector. Such deliberate encouragement of mvestment to the private sector in the economy,
while emphasising to a lesser degree the expansion of the public sector, will increase
the overall share of the private sector in the economy. The basic purpose is to limit the
areas of the public sector and to extend the areas of private sector operation,

AIMS of Liberalization, Globalization and Privatization

Liberalization, globalization and privatization are all means to achieve certain ends of
the society just as nationalisation and regulatory frameworks were intended to achieve
certain goals, These are;

L

I

To achieve a high rate of growth of national and per capita income.

To achieve full employment,

To achieve self-reliance.

To reduce inequality of income and wealth.

To reduce the number of people living below the poverty line.

To develop a pattem of society based on equality and absence of exploitation.
The operation of the public sector and the regulatory framework led to certain
problems, namely:
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(1)

(ii)

(iii)
(iv)

v)

(vi)

The excessive development of bureaucratic controls acted as shackles-on
growth.

ﬂvamfﬁnsinpnl;lic sector enterprises led to an increase in the cost of
operation. .

Low rate of retum n;_invcsmmnt in public sector.

Poor work ethic in public sector enterprises due to excessive job security
and absence of incentives for better work.
Emurpublicmmmofcmgmdsfmwﬁdﬂtmmu
meant. Thus unnecessary expansion resulted in the absence of focus and
dilution in the quality of management.

Some mmkmmﬁmmiﬂmﬁnglmm:ﬁuywm
as such had become a burden on the public exchequer, instead of being
an assct to the nation.

The measures undertaken are all designed to rectify these problems so that the

wnrtiugnfth:mnmnyhcmmﬁmumcﬂicimtmdihmeoigmﬁhimmvﬁ.

Review of Economic Reforms )

| There is general agreement among all political parties that reforms are & historical
necessity and it is not possible to reverse the reform process. Even the Left parties,
after the collapse of the former Soviet Union, have accepted the view that reforms
the form of liberalization, privatization and globalization will have to be undertaken.
The reforms process has helped to accelerate growth. However, the benefits of growth
have not percolated to the poor and weaker sections of the society.

Table : Rate of Growth of GDP (at 1980-81 prices)

Year Growth Rate
1991-92 0.9 per cent
1992-93 5.0 per cent
1993-94 4.5 per cent
1994-95 6.7 per cent
1995-96 6.3 per cent
1996-97 6.8 per cent

1. Higher growth rate uchieved: Simce the reform proecss was initiated the growth

rate of the economy has start=d picking up. The growth raie of GDP slumped to
0.9 per cent in 199192, bul picked up thereafier. The average growth rate of
over 6 per cent during the fivze years (1992-93 to 1996-97) is an achievemnent

L



4.

of the reform process. This would result in an average 4 per cent growth rate
of per capita GDP.

Control of Inflation: During 1993-94 and 1994-95, the wholesale price index
rose by 10.8 per cent and 10.4 per cent respectively. Thercafter, due to sirong
measures taken during 1995-96, the rate of inflation slowed down 10 5 per cent.
The impact of inflation on the common man is measured by the COmSurner price
index. The consumer price index has shown an average rise of over.10 per cent
during 1991-1997. This implies the failure of the reform process to control
inflation despite the achievement of high growth rate.

Reform of the Public Sector: The major aim of economic reforms is to
mmprove the public sector so that the rate of return improves. To remedy the
situation, it was necessary that overstaffing of the public sector undertakings
be reduced. The govemnment has already taken steps in this direction by its
voluntary retirement scheme. It set up the National Renewal Fund to provide
compensation for voluntary retirement and also arranged for retraining and
redeployment of workers. As a result of the VRS, the employee strength of
PSUs has been reduced by 8 per cent. Another step taken by the government
was disinvestment in PSUs, The goverment has been offering equity of 31
selected public sector enterprises, varying from § per cent to 20 per cent to
Mutual Funds and Financial Institutions, This is only a token privatization
and the government was able to raise T 9793 crore during the four-year period
(1991-92 to 1994-95).

Critics describe disinvestment as deficit privatization because the proceeds
of disinvestment are being used 1o reduce the budget deficit. The Common
Minimum Programme of the NDF Government stipulated that the proceeds of
disinvestment would be used in two vital areas— health and education. On the
whole, the reforms of PSUs have not gathered as much momentum as expected.
Disinvestment has been piecemeal and the funds so raised are being used to
reduce budget deficits rather than strengthen the PSUs. In addition, labour
problems, political and bureaucratic interference have not been effectively used.
Since it is not possible to privatise a large component of the public sector, it
wonld be advisable to reform it

Large dose of Foreign Capital to help Indian Economy: The reforms process,
especially its emphasis on globalization, was intended to accelerate the growth
process by attracting a larger dose of foreign capital. However, the efforts of
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Indian Economy the state met with only partial success. The data reveal that during 1991-92
10 1995-96, total investment flows of the order of T 1,174 billion were made,
out of which portfalio investment was of the order of ¥8.05 billion and direct
foreign investment accounted for barely $ 3.69 billion. Critics point out that
mainly 39 per cent of foreign investment is in the nonpriority sector. The entry
of multinationals in consumer goods only displaces Indian labour and capital
emplnwi-'mtltpmlwﬁmorﬂmmnwdiﬁu. :

5. Reform Process and the Forcign Trade Scenario: The reform process has
Mmmwﬁu[mmmtmmmﬁhnﬂmhdtuihmﬂ'gmwth
of'unpuﬂ.ulmdl,lllcuideg:pm“nhwnmdmd.

| Globalization and its Objective

Globalization intends to integrate the Indian economy with the world cconomy.
Globalization is considered to be an important element in the reforms package. It has
four parameters:
(i) Reduction of trade barriers so as to permit free flow of goods and services
(ii) Creation of an environment in which free flow of capital can take place;
(i) Creation of an environment permitting free flow of technologies among nation-
states; and
(iv) Creation of an environment in which free movement of labour can take place
in different countries of the world.

The advocates of globalization fimit the definition of globalization to only three
components viz.; unhindered trade flows, capital flows and technology flows. They
insist that the developing countries accept their definition of globalization and conduct
the debate on globalization within the boundaries set by them. But many cconomists
in developing countries belicve that this definition is incomplete. If the ultimate aim of
the globalization movement is to integrate the world into one global village, then the
Mwmmmofummiﬂdmwemntnrhbommhleﬂ out.

To pursue the objective of globalization, the following measures have been taken.

(i) Mafwmmmhubmumidmhhmﬁmininm
during the past five years, The maximum rale was reduced from 150 per cent
in 1991-92 to 110 per cent in 1992, 1o BS per cent in 1993-94 and 50 per cent
in 1995-96. Custom duties on imports of capital goods were reduced to 80 per
cent in July 1991, to 55 per cent in 1992 and 10 25 per cent in 1995, Tariffs on
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imports of raw materials and manufactured intermediates have been reduced.  Economic Planning
Besides this, the govemnment has attempted to rapidly dismantle quantitative
restrictions on imports and exports. It has also undertaken adjustment of
exchange rate o as to remove over-valuation of currency. This has helped in
SlEpping up exports.

In February 1997, the Commerce Ministry removed restrictions on 162 items
for imports. Of them, 69 items were moved from Special Import Licence (SIL)
to free imports. Among these items are escalators and moving walkways, cable
cars, fire alarms, cameras of all kinds, industrial vacusm cleaners and various
kinds of glassware. Besides this, 93 items were moved from the industrial to

SIL list, which include photographic firms rubber stoppers, aluminium beverage

cans, car, air-conditioning machines, cosmetic perfumes, picture tubes and a
wide range of office machines.

(i) Enmcouragement of foreign investment: The government has taken a number
of measures to encourage foreign investment. The main measures taken in this
regard are:

(a) Approval would be given for direct investment up to 51 per cent foreign

equity in high priority industries as per the Industrial Policy of 1991. Such
clearances will be given if foreign equity covers the foreign exchange ’
requirements for imported capital goods.
In December 1996, the cabinet gave its assent to a new list of industrics
whereby joint ventures with up to 74 per cent foreign equity would be
cleared automatically. The basic purpose of this move is to facilitate direct
foreign investment in India.

Notes

(b) To provide to international markets, majority foreign equity holding. Up
to 51 per cent equity would be allowed for trading companies primarily
engaged in export activities.

(iil) Encouragement to foreign technology agreement: The Industrial Policy of

1991 undertook the following measures:

(a) Automatic permission will be given for foreign technology agreements
in high priority industries up to a lump sum payment of 1 crore, 5 per
cent royalty for domestic sales and 8 per cent for exports subject to total
payments of 8 per cent sales over a 10-year period from the date of the
agreement or 7 years from the commencement of production.

(b) In respect of other industries. automatic permission would be given if no
free foreign exchange is required for any payment.
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foreign testing of indigenously developed technologies.
Rationale behind Economic Reforms

Notes The rationale for privatization in various countries can generally be classified under
three heads: pragmatism, a commercial point of view, and ideological compulsions.
Pragmatism was bom of hard facts: the mammoth public sector units had failed to
deliver on counts of efficiency and output both, thereby belying the faith in them to
mﬁhhmefmmdtﬂmofsumdummhmmh%ﬂuﬁ:wufm&dmc
mpmﬂmgmdmﬂﬂ.thcygmmltyshuwdnmrhddulimﬁmmhiwm.mwgh
s handful did well after the 1980s. Fewer still managed to yield fairly decent retumns on
investment. dividends that were disproportionate to the enormous amounts of time and
muneyinmtedinthem.mmh,iheywmandlingrheirweighlinﬂtmmy.
and needed 10 be overhauled drastically.

Smund,mzugmiminndculmuinPSUamiﬁwedmmmdmmnd
it was felt that privatization would revitalize them by letting them be run on commercial
lmﬁtypiﬁndhyﬂ:pivmm:wuchmmﬁmm;cﬁviq.mmcﬁmngm
wingsnfpowaﬁﬂ,muchpuliﬁcimdmdeuﬂmmumlynnpeddmem
of the PSU juggemauls.

Tth and as a corollary to the above, on account of historical reasons, the
gumnmtmmmmm:dmgcuingitswurkdmnhcmyway, i.e., by official
diktat; its autocratic, ‘power distance’, impersonal style of functioning made it difficult
fmﬁ‘mrmﬂ'mﬁngﬁlﬂywﬁhimkqmmmdmdmmvmlhmm
effect commercial viability, This was unfortunate, given the fact that there were many
highly capable managers within the ranks of the PSUs.

In keeping with the socialistic pattern of functioming, private enterprise had long
laboured under the stigma of profiteering at public expense. If the private sector can
at all be accused of making money at public expense, it also cannot be denied that it
Wmm:lyrcspmdhlghﬂh:unlymyiimuu.gimﬂtmupmmmmmk
structure installed by the very govemment that now clamoured for efficiency and
producﬁvityh?ﬁUmlnfmbyrqmdﬁngtbeuppmﬁmiﬁmthuhadbmhmdm
mitunnp]mer.ﬂwpubﬁtm—nmiupﬁmmmin—mtbeminmlpm
for the low productivity, poor retumn on investment and callous disregard for national
pﬁmiﬁasmhupuvmyaadiuﬁmﬂnbmlﬁmmnﬂmmmmﬁam
supw:ppmpuuﬁmtsmummn,bmﬂymhingm:m&uufﬂwpmh&m]thm
m&bmqlnmcmﬁmmnmywhﬂ:ilhd:udeMawﬂmarﬁmm
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erises. and which badly tamnished its image. On the other hand. the private sector had
Tourished mightily despite—or perhaps because of —a system that gave it (on & quid
pro quo basis, let it be admitted) protection from competition through licensing and
other privileges. It was left 10 the government of PV Narasimha Rao and his Finance
Minister Dr. Manmohan Singh to take the bull by the homs and introduce what is today
known as the liberalized regime. By beginning the long-overdue task of revamping the
economy in line with global trends, unshackling it from bureaucratic control, lowering
trade taniffs and allowing foreign conglomerates into the country, they served notice on
a complacent public sector to perform or perish.

It was the start of a process whereby several unviable or redundant PSUs went
under the hammer or were referred to the BFIR, while the more efficient ones were
encouraged 1o adopt the MOU route that gave them freedom to function on commercial
lines, in retumn for full accountability. Several PSUs that had been ailing under right
government controls, over-staffing and trade union militancy such as NTPC, National
Fertilisers and Hindustan Organic Chemical Lid., immediately took humane but firm
measures to effect smart turnarounds that lefi the critics dumbfounded. Going further,
dilution of the policy of sector-wise reservations generally gave hoth sectors the freedom
to establish enterprises where earlier, entry was mutually exclusive. In the final analysis,
the long-term health of the economy would depend heavily on how the better PSUs like
Indian Ol Corporation (the lone Indian corporate in the Fortune 500 list) and GAIL
happen to fare. In weeding out the inefficient PEs and reengineering the good ones, the
govemment can at last concentrate on its real function—govemance, support, inspiration
and guidance—leaving commercial activity to those better equipped and empowered
to undertake it

3.9 NITI Aayog

NITI Aayog was established in 2015 by the NDA government. It is also known as the
National Institution for Translorming India (NITI) and is touted as the policy think tank
of Govemment of India. The main aim of establishing the Niti Aayog was to achieve
sustamable development goals and to enhance cooperative federalism by nurturing
involvement of State Governments of India in the economic policymaking process
using a bottom-up approach. There have been various initiatives started by the Aayog,
some of these initiatives are a |5-year road map, 7-year vision. strategy and action
plan, AMRUT and Digital India. The establishment of the Niti Aayog had replaced
the erstwhile Planning Commission which followed the top-down model. The Prime
Minister is the ex-officio chairman of the Niti Aayog.
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Indian Economy 3,10  Summary

A planned economy is an economic system in which the economy is directed by the
state. It is an economic system in which the central govemment controls industry by
Notes mu&ingmjmdmtmmgmdingﬂitpmﬁﬂﬁmmﬂmﬂmnfgmdsm;mim.

India’s first Prime Minister, Jawabartal Nehru set up the Planning Commission with
4 Government of India resolution in March 1950. The Planning Commission was set up
in pursuance of the declared objectives of the government, which was to promote a swift
rise in the standard of living of the people by the efficient utilization of the resources
of the country, increasing production and offering opportunities to all for employment
in the service of the community.

The “Nehru-Mahalanobis Model” became the basis of the second five-year plan
and continued to be guiding principle of all subsequent plans with small alterations
until 1977 when the Janata Party came into power and conceived of the Gandhian
model. The model was also conscious of the fact that enormous investments in heavy
industry, although very important, would not increase employment significantly, since
such investments were caprtal-intensive.

The restructuring of the Indian economy in the 1990s was an outcome of the
unprecedented economic crisis that occurred in the nation in 1991, This economic crsis
was the balance of payment crisis. The immediate causes of the crisis were the Gulf crisis
and the global recession. However, the root cause of the crisis was the structure of the
indian economy itself, During the peniod of 1990-1991, India was also going through
a period of political instability, which added fuel to the economic crisis.

The second five year plan brought positive as well as negative outcome. The positive
achievements were in the field of Agriculture; increased momentum in Indusirial sector
and discovery of petroleum fields in certain parts of the country. The negative cutcome
was fisced on Foreign exchange which experienced a severe drain and finally setback
in planned electrification program in villages and towns.

Privatization in a narrow sense indicates transfer of ownership of a public sector
undertaking to private sector, cither wholly or partially. But in another sense, it implies
the opening up urthcpﬁvuesucmrmmwhiuhwmlﬁmmnrunrwd for the public
séctor. Liberalization, globalization and privatization are all means to achieve certain
ends of the society just as nationalisation and regulatory frameworks were intended
to achieve certin goals. There is general agreement among all political parties that
reforms are # historical necessity and it is not possible to reverse the reform process.
Even the Left partics, afier the collapse of the former Soviet Union, have accepted the
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view that reforms in the form of liberalization, privatization and globalization will have
to “e undertaken.

The major aim of economic reforms is 1o improve the public sector so that the
rate of return improves. To remedy the situation, it was necessary that overstaffing of
the public sector undertakings be reduced. The government has already taken steps in
this direction by ils voluntary retirement scheme. The advocates of globalization limit
the definition of globulization to only three components viz,; unhindered trade flows,
capital flows and technology flows. They insist that the developing countries aceept
their definition of globalization and conduct the debate on globalization within the
boundaries set by them.

NITI Aayog was established in 2015 by the NDA government. It is also known
as the National Instutution for Transforming India and 15 touted as the policy think tank
of Government of India. The main aim of establishing the Niti Aayog was 1o achieve
sustainable development goals and to enhance cooperative lederalism.

3.11 Keywords

o [ndicative Planning: Planning by inducement is often referred to as indicative
planning..

e Standard and Poor (S&P): A credit rating agency

e The Vaidvanathan Committee: Constituted under Prof R. Vaidyanathan to
strengthen rural cooperative credit institutions.

¢ Mandis: Mandis are market set up by the state government for the sale of
agricultural produce directly from the farmers.

o LPG: Liberalisation Privatisation Globalisation.

o WTO: World Trade Orgamsation.

o NABARD: National Bank for Agriculture & Rural Development.

e MRTP Act: Monopolistic and Restrictive Trade Practices (MRTP) Act, 1969,
was enacted. 18 ensure that the operation of the economic system does not resull

in the concentration” of economic power in hands of few,

e Liquidation: It implies sale of assets to a person who may use them for the
same purpose or for some other purpose. This depends solely on the preference
of the buyer,
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3.12

Review Questions

o o N W e e

11
12.

13.
14,
15.

. Discuss the objectives of Planning in India.

Discuss the merits of indicative planning with reference to the setting of goal
for the Five-Year Plan.

Discuss some key factors that led to the severe economic crisis in 1991.
Explain any 3 FYP-objectives, achievements and outcome.

What is Planning commission™

What is meant by Rolling plan?

What happened during the years 1990-19927

Name any 2 failed FYPs.

Discuss central government's role in opening Indin’s economy.

Analyse in detail on the major purpose of liberalizing Indian economy.
Discuss the role of restructuring in privatization.

“The benefits of growth afier reforms have not reached to the poor and weaker
sections of the society.” Explain this statement analytically.

Write a m@u:hmsiﬁ report on Indian government's effort to reform the PSUs.
Analyse the main parameters of globalization.

“From nationalization to privatization, India’s economic reforms are on night

path.” Explain this statement.

313
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4.1 Learning Objectives

After studying the chapter, students will be able 10:
o Explain about Agricultural Finance & its significance:
o Learn Agricultural Price policy & its objectives;
e Know Agricultural price policy in India;
o Small scale & Large scale Industries,
e Public sector & its objectives;

e Growth & Performance of Public sector;
e Various initiatives taken by the Government to improve Econony;
e Emerging Trends in Indian Economy.

4.2 Introduction

Agricultural finance generally means studying, examining and analysing the financial
aspects pertaining to farm business. which is the core sector of India. The financial
aspects include money matters relating o production of agricultural products and their
disposal. Definition of Agriculural finance: Murray | 1953) defined agricultural. finance
as “an economic study of borrowing funds by farmers, the organization and operation
of furm lending agencies and of society’s interest in credit for agniculture.” Tandon and
Dhondyal (1962) defined agricultural, finance “as a branch of agricultural economics,
which deals with and financial resources related to individual farm umits.”
Industrialization is the process by which an economy of a country is transformed
from a primarily agricultural based one to one based on the manufacturing of goods
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replacing manual labour by mechanized mass production equipment . The Economic
development of any country is based on the degree of Industrialization the country has
achieved _

Industrialization is usually associated with increases in total income of a nation
and living standards in a society thereby boosting GDP, Industriulization 1s the basis for
rapid Economic growth duc to higher productivity levels than offered by Agriculture
sector. Industrialization on the other hand also possess hidden problems like premature
exhaustion of naturally occurring raw materinls; Environmental pollution, unemployment
& inequalities in eaming polential. A careful balaneing hus 1o be done so that the negative
impacts due to industrialization is kept bare minimum.

In India large scale Industrial growth to boost Indian Economy through self-
reliant&selfsustained mode was pursued. The Industrial Policy 1o promote the above
strategy relied on Import Substitution; Inward oriented Growth & 4 system of controls
and subsidies.

After Indian Independence Industrial Policy framework focussed on development
of public sector undertakings. After achieving reasonable growth, they could not sustain
the growth rate but got slumped due 1o typical problems that can be expected in any
government owned or public sector undentakings.

On the contrary private sector undertakings which came later were able 1o give better
growth and profitability by focusing on wilization of better Technologies. deployment
of skilled manpower . entering in 1o joint ventures with leading foreign companies
etc., The per capita income of any country s strongly influenced by the magnitude
of Industrialization in that country. Gulf countries whose main business s oil exports
re an exception where per capita income is not dependent on manufacturing process,
The distinguishing fuctor between developed and developing countries is related 10 the
proportion of workforce deployed in industrial activity and the proportion ol nationyl
output emanating from industrial sector.

The Economy of India is characterized as a middle income developing market
economy. It is the world's fifth-largest economy by nominal GDP and the third-largest
by purchasing power parity (PPP). According to the International Monetary Fund (IMF),
on a per capita income basis, India ranked 142nd by GDP (nominal) and 124th by
GDP (PPP) in 2020, From mdependence in 1947 until 1991, successive governments
promoted protectionist economic policies with extensive state intervention and economic
regulation, which is characterized by License Raj regime. The end of the Cold War and
an acute balance of payments crisis in 1991 led to the adoption of 4 broad economic
liberalization in India,
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Indian Economy 4.3  Significance of Agricultural Finance

Noles

4.

Agricultural finance sssumes vital and significant importance in the Agro -
socio — economic development of the country both st macro and micro level.
It is playing a catalytic role in strengthening the farm business and augmenting
the productivity of scarce resources. When newly developed potential seeds are
combined with purchased inputs like fertilizers & plant protection chemcals
in appropriate / requisite proportions will result in higher productivity.

Use of new technological inputs purchased through farm finance helps 1o
increase the agnicultural productivity,

Accretion to in farm asscts and farm supporting infrastructure provided by large
scale financial investment activities resulis in increased farm income levels
leading to increased standard of living of rural masses.

Farm finance can also reduce the regional economic imbalances and is equally
good ot reducing the inter—farm asset and wealth variations.

Farm finance is like a lever with both forward and backward linkages to the
economic development at micro and macro level.

As Indian agriculture is still traditional and subsistence in nature, agricultural
finance is needed to create the supporting infrastructure for adoption of new
technology. :

Massive investment is needed to carry out major and minor irrigation projects,
rural electrification, installation of fertilizer and pesticide plants, execution of
agnicultural promotional programmes and poverty alleviation programmes in
the country. :

4.4 Nature and Scope of Agricultural Finance
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Agricultural finance generally means studying. examining and analysing the financial
aspects pertaining to farm business, which is the core sector of India. The financial
aspmsimhdemun:ymnmmhﬁngmprmcﬁmnhgﬁculmal products and their
disposal. Definition of Agricultural finance: Murray (1953) defined agricultural. finance
as “an economic study of borrowing funds by farmers, the organization and operation
of farm lending agencies and of society's interest in credit for agriculture.”

Tandon and Dhondval (1962) defined agricultural. finance “as a branch of

agricultural economics, which deals with and financial resources related to individual
farm units.” Nature and Scope: Agricultural finance studied at both micre and macro



level. Macrofinance deals with different sources of raising funds for agriculture as a
whole in the economy. 1t is also concerned with the lending procedure, rules, regulations,
momitoring and controlling of different agricultural credit institutions. Hence macro-
finance is related to financing of agriculture at aggregate level.

Micro-finance refers to financial management of the individual farm business
units, And it is concerned with the studv as 1o how the individual farmer considers
various sources of credit, quantum of credit to be borrowed from each source and how
he allocates the same among the alternative uses with in the farm. It is also concermed
with the future use of funds. '

Therefore, macro-finance deals with the aspects reluting to total credit needs of the
agricultural sector, the terms and conditions under which the credit is available and the
method of use of total credit for the development of agriculture, while micro-finance
refers to the financial management of individual farm business.

Significance of Agricultural Finance

l. Agricultural finance assumes vital and significant importance in the agro -

s0cio —~ economic development of the country both at macro and micro level.

It is playing a catalytic role in strengthening the farm business and augmenting

the productivity of scarce resources. When newly developed potential seeds are

combined with purchased inputs like fertilizers & plant protection chemicals

m appropriate / requisite proportions will result in higher productivity.

3. Use of new technological inputs purchased through farm finance helps to
increase the agricultural productivity.

4. Accretion to in farm assets and farm supporting infrastructure provided by large
scale financial investment activities results in increased farm income levels
leading to increased standard of living of rural masses.

5. Farm finance can also reduce the regional economic imbalances and is equally
good wt reducing the inter—farm asset and wealth variations,

6. Farm finance is like a lever with both forward and backward linkages to the
economic development at micro and macro level.

|8 ]

7. As Indian agriculture is still traditional and subsistence in natitre, agricultural
finance is needed to create the supporting infrastructure for adoption of new
technology.

8. Massive investment is needed to carry out major and miner irrigation projects,
rural electrification, installation of fertilizer and pesticide plants, execution of
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Indian Economy uﬁdmﬂpmﬁmﬂpmynmmmdkﬁuimwin
the country. Credit needs in Agriculture — meaning, definition.

4.5 Agricultural Price Policy in India

Agriculural mmpmnmmmmmmmmtmmmy
It is an important instrument for providing incentives 1o furmers for motivating them to
go in for production oriented investment and technology.

In a developing country like India where majority of the population devotes 273
ufiﬂupcndim:nfmdlhm:mdwhcrnmﬂurityu[lhepopuluiminmmcdm
agricultural sector, prices affect both income and consumption of the cultivators. The
Govt. of India announces cach year procurement/support prices for majoragricultural
commodities and organizes purchase operations through public agencies,

Undoubtedly, violent fluctuations in agricultural prices have harmful results. For
instance, a steep decline in the price of particular crop in fow years can inflict heavy
losses on mcgmwmuflhucmp.mswillnﬂan!ymdumtheincmhﬂ:hndumpm
rhcspﬁitmcul&vmthemmpinﬂnmiq year. If this happens 1o be a staple
food item of the people, supply will remain below the demand. -

This will force the Govt. to fill the gap by restoring imports (in case of no buffer
stock). If, on the other hand. prices of a particular crop increase rapidly in the particular
period, them the consumer will definitely suffer. In case, the prices continuously increase
for the particular crop, this can have disastrous effect on the sector of the economy.
Agricultural price policy in India was introduced since independence has varied widely
for different years and also for different crops. This policy put much emphasis on the
prices of food grains like wheat, rice and coarse cereals such as jowar, bajra. maize ¢tc.

Need of Agricultural Price Policy

Movement of price is a common featurc. But rapid and violent movement of fluctuntions
in the prices of agricultural commodities have serious consequences on the cconomy
of the country. As the sudden steep fall in the price of a particular crop, result in huge
loss to the farmers producing that crop as their income declines.

This will force the farmers not to cultivate the crop next year leading 1o a serious
shortage in the supply of that food item and that may force the government to impont
that food crop from foreign countries.

Alternatively, a sudden hike in the price of a particular crop may cause huge
suffering to the consumers which may forcs the consumers 1o discard it or to curtail
their other expenditure substantially for meeting the consumption expenditure on that
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crop. In both ways, the large scale fluctuation in the price of agricultural produce will
create a disastrous cffect on the economy of the country,

Price policy of the government for agricultural produce seeks 10 ensure remunerative
prices to growers for their produce in order to encournge higher investment and production
and also for safeguarding the interests of consumers by making available food supplies
at reasonable prices.

The price policy of the country also secks to evolve a balanced and integrated
price structure in keeping with the overall needs of the economy, In order to achieve this
end, the government announces minimum support prices (MSPs) for major agricultural
commaodities i each season and also organises purchase operations through the Food
Corporations of India (FCI), and cooperative and other agencies designated by state
govermments for the purpose.

In order to safeguard the interest of both producers and consumers a comprehensive
agricultural price policy must be suitably formulated, This should be supported by
maintaining buffer stocks of agricultural commodities along with the extensive network
of public distribution system.

These will provide a minimum support price to the producers and arrange the
supply of these agricultural produce to the consumers at fair prices. Thus while fixing the
minimum support prices and procurement prices care must be tuken to fix those prices
at such level which will induce the farmers 1o produce more. Thus, the agricultural price
policy can be designed as an “instrument of growth™.

4.6 Objectives of Agricultural Price Policy

In India, the price policy was first introduced in 1947 with the formation of Food grains
Policy Commuittee which recommended a policy of progressive decontrol, reduction of
imports or food grains and substantial increase in the production of food grains. Again in
1950), Food grans Procurement Committee was appointed which introduced the system
of rationing and control in the supply of food grains in the country.

The main objective of the initial Price policy in India was to protect the interests
of consumers. In this policy no attention was paid to provide incentive price to farmers.
It was only in 1964, a clear-cut policy was introduced for providing incentive price
to farmers. The main Objective of Agricultural price policy of the country have the
following features:

(1) To protect or msure the producer through guaranteed minimum support price,
which as a stabilisation measure reduces the vaniability in product prices and
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Indian Economy lhemfnmpﬂueﬁskumufmnm.mimpnnnfﬂtﬁskmdmﬁmh:mcwdm
induce mmMWimMuMhﬂmm
technology.

Notes (2) To induce the desired outputs of different crops according to growth targets,

(3) To induce an increase in aggregate agricultural output through large imput use
and adoption of high yielding seed, fertilizer and water responsive technology.

4 To induce fiarmers to part with a large proportion of food grains production as
a marketed surplus.

(5) To protect the consumer against the excessive rise in prices, especially 1o protect
ihe low income consumers in periods when supplies lag behind demand and
market prices rise continuously”.

The Third Plan document rightly observed that, “The producer of food grains
must get a reasonable return. The farmer, in other words, should be assured
that the prices of food grains and the commodities that he produces will not
be allowed 1o fall below reasonable minimum.” Accordingly, the food grains
Price Committee was appointed in 1964,

This commitiee recommended various measures such as:

(a) Introduction of rationing in major cities,

(b) Establishing lower prices through lower prices or Fair price shops,

(¢) Acquisition of control over adequate stocks,

(d) Withdrawing restrictions of inter-state movement of food grains,

(¢) Imposing regulation and licensing of wholesale trade of food grains and finally
strengthening of the administrative machinery in the States.

Again as per the recommendation of this committee, the Agricultural Price

Commission was sét up in 1965,

4.7 Further Developments

In 1966, the government appointed another food grains Policy Committee which
recommended the following matter in connection with the prices of agricultural
commodities:

I In order to create a favourable condition for increasing production, the
government should announce the minimum support prices well in advance of
the sowing season.

2 ﬁmmtmmtpﬁcﬂhmﬂdhthighuﬂunmppoﬂpﬁccmihm it can offer proper
incentive to the producer and reasonable price (o consumer.
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3, To create a favourable climmte for Jong-term investment, minimum support
prices should be fairly stable.

4. Making adequate marketing arrangement for making purchases at minimum
SUppOrt prices.

*Morcover, in 1965, the Food Corporation of India (FCI) was set up for making
necessary procurement, stornge and distribution of food grains, In 1989-90, total capital
employed in FCl was to the extent of ¥ 5,138 crore with its total storage capacity at 18
million tonnes.

*The policy of minimum support prices was accepied by the Fourth Plan but its
effectiveness depends on the efficacy of the purchasing machinery like FCI and State
Trading Corporation (STC). The Fifth Plan also formulated the agricultural price policy
in order o meet two important considerations. i.e., firstly for providing incentive for
sustained and higher agnicultural production und secondly for inducing the farmers to
plan the production of various crops as per estimated demand through discriminating
manipulation of intercrop prices relationship.

In order to build up buffer stocks, various public sector organisations would
announce purchase prices at different times which would be higher than minimum support
prices. Again, the Sixth Plan realised the importance of price policy for agricultural
development on the following grounds “Firstly, modem agriculture increasingly involves
the use of costly mputs as part of improved technology and hence an assured minimum
prices becomes a necessary underpinning for sustained agricultural production. Secondly,
price policy is an important ol for facilitating crop planning, an aspect which so far
has not received adequate attention in the country. Finally, price policy can be geared
towards community are not eroded by continuing unfavourable terms of trade between
the agricultural sector and non-agricultural sector.”

To fulfil this last consideration necessary arrangement was made for amesing
the terms of reference of the Agricultural Prices Commission and the commission was
advised 1o take care of movement in terms of trade.

The Seventh Plan realised the importance of rationally determined suppont prices
for wheat and rice in reducing price fluctuations, raising profitability and stmulating
growth of output. The Plan argued to introduce such systems for coarse grains, pulses
and oilseeds and also agreed to determine the appropriate relative prices of different
types of erops in order to make provision for efficient use of resources in the country.

Atpresent, the government decides on the MSPs for various agricultural commodities
taking into account the recommendations of the Commission for Agricultural Costs and
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Indian Economy Prices (CACP), the views of state governments and central ministries as well as such
other relevant factors which are considered important for fixation of support prices for
agricultural commodities.

48 Features of Agricultural Price Policy

(1)

(i)

Following are some of the important features of agricultural price policy followed by the
Government of India since independence

Setting up Institutions: The Government of India has set up some institutions
furm:htplunﬂuaﬁmufagm:ulmﬂprh:pdhyhnhcmny. Accordingly,
the Agricultural Price Commuission was st up in 1965 which announced the
minimum mppmtpﬁmmdpmurmmnpﬁcﬁfmunagﬁmlmnlpmdum,
In 1985, the name of this institution was changed into Agricultural Cost and
Prices Comsission. Moreover, the food grains Policy Committee was appoinied
by the Government in 1966 which also recommended various measures of price
support.

FCI: The Food Corporation of India was set up in 1965 for making necessary
procurement, storage and distribution of food grains. In 1989-90, total capital
employed in FCI was to the extent of ¥ 5138 crore with ts total storage capacity
at 18 million tonnes, The corporation organiscs the price of food grains at
government determined prices and sale these food stocks through the network
distribution system.

Minimum Support Price: The govemment fixes the minimum support prices
of agricultural products like wheat, rice, maize, cotton, sugarcane, pulses etc.,
regularly for safeguarding the interest of farmers. The FCI also make their
purchases of food grains at the procurement prices so 4 to maintain a ratio.

Marketing|  MSP of MSP of Conrse grains
Season Wheat | Paddy | Jowar | Jowar | Bajra Maize | Ragi | Barley
MSP+Bonus Hybrid | Maldandi

01314 | 1350 1310|1500 1520 1250 | 1310 | 1500 | 980

2014-15 | 1400 1360 (1530|1550 1250 | 1310 | 1550 | 1100
W015-16 | 1450 1410 1530|1590 1275 | 1325 | 16%0 | 1150
2016-17 1525 1470|1625 |1650 1330 | 1365 | 1728 | 1228
2017-18 | 1625 1550 |1700 172§ 1425 | 1425 | 1900 | 1325
2018-19  [1735 1750 (2430|2450 1950 | 1700 | 2897 | 1410
201920 | 1840 1815 |- = - = - | 1440
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(iii) Protecting the Consumers: [n order to safeguard the interest of the consumers,
the agricultural price policy has made provision for buffer stock of food grains
for its distribution among the consumers through public distribution system.

(iv) Fixation of Maximum Prices: In order 1o have o control over the prices of
essential commaodities the government usually determines the maximum price
of agricultural products so as tb protect the general people from exorbitant rise

in prices.
Measures Introduced for Enforcing Agricultural Price Policy

Thus the agricultural price policy which was introduced just after independence made a
compromise with the situation and followed a vanable policy of progressive decontrol
in 1947 and then a partial control in 1955. Then in 1959, the government introduced
the state trading in food grains particularly in rice and when

After that in 1964, the government introduced food zones for imposing restriction
on the movement of tood grains from one zone o another in order to enforce stability
in agricultural prices.

In 1965, the Agniculural Price Commission was set up which announced the
minimum support prices and procurement prices in the successive years in order 1o
guarantee minimum prices to the producers and for building up buffer stocks 1o maintain
the public distribution system.

The minimum support price for wheat which was fixed at ¥ 37,30 per quintal in
1964-65 gradually raised to T 50 per quintal in 1965-66 and then to T 350 per qumtal
in 1993-94. The procurement price for paddy per quintal was also gradually raised from
77 in 1977- 78 to T 230 in 1991-92,

The procurement price for coarse grains was also raised from ¥ 48.29 per quintal in
1965-66 to T 205 in 1991-92. While fixing these procurement prices, the large farmers’
lobby has plaved an important role in its decision making. Again in order to meet the
minimum needs of the weaker sections of the society, the rationing system through
public distribution system was introduced in India and accordingly the total number of
fair price shops has also increased from 2.39 lakh in 1979 10 3,54 lakh in 1980. This
public distribution system has been handling about 19 million tonnes of food grains.

NAFED is also an important agency which appoints stale agencies for undertaking
Price Support Scheme (PSS) operations. The losses, if any, incurred by central agencies on
undertaking PSS operations are reimbursed up to 15 per cent by the Central Govemment.
Apart from this, government also provides working capital to the central agencies for
undertaking PSS operations.

Indian Agriculnire &
Economy

Notes

Self Learming Material 159



Indian Economy Mareover, the government also implements Market Intervention Scheme (MIS)
for horticultural and agricultural commodities, especially perishable in nature and not
covered under the PSS which helps the farmer to get remunerative prices for their

Notes W.ThrHISi:mﬁnﬂmmﬂwhﬁsufmiﬂcmmﬂlmurUnjcm'

Territory (UT) government which is just ready to bear S0 per cent (25 per cent in respect

of north-castern states), if any, incurred on its implementation.

However, the loss in such case is restricted up 1o 25 per cent of total procurement
value, However, the profit earned, if any in implementing the MIS s retained by the
procuring agencies.

Moreover, in order to ensure 3 minimum remunerative price 1o the farmers some
other steps were also followed by the government which included state trading, building
up of buffer stocks, nationalisation of wholesale trade in wheat and rice, procurement
from wholesalers, import of foodgrains efc.

4.9 FEvaluation of Agricultural Price Policy

The agricultural price policy in India has succeeded in establishing certainty and
confidence in respect of the prices of agricultural commaodities through the fixation
of minimum support prices by Agricultural Prices Commission (later on renamed as
Commission for Agricultural Costs and Prices).

But due 1o the variations in the degree of enforcement of procurement in different
years, some degree of uncertainty and instability in prices were experiend®d by the
Indian farmers. Again raising the minimum support prices and procurement prices
offered incentive 1o the producers 10 increase their production but these benefits were
mostly restricted to large farmers. Moreover, the public distribution system in India is
also subjected to various limitations such as its restricted operation in wheat and rice
only, insufficient coverage of rural arcas, inadequate coverage of the people lymng below
the poverty line and it’s tao much expensiveness due to lack of targeting.

As argued by several economists, continuous increase in the procurement prices
has resulted a spurt to inflationary pressures in the economy. This increase in the price of
food grains has also resulted in huge hardships to the rural poor consisting of marginal
farmers and landless labourers who constitute the bulk of rural population.

Moreover, the fixing of uniform purchase price for the country on the basis of
cost of production of huge cost states by the Commission for Agriculural Cosis and
Prices has benefitted the developed states having low average cost of production such
as Punjab, Haryana etc. Thus, the policy had a bias in favour of the rich states at the
cost of consumers in general.
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4.10  Effects of Agricultural Price Policy Indian Agriculture &

Economy
Important effects of Agricultural Price Policy are as follows:
(i) Incentive to Increase Production: Agncultural price policy has been providing

necessary incentive to the farmers for raising their agricultural output through Notes
modermsation of the sector. The minimum support price should be determined
effectively by the government which will safeguard the interest of the farmers.
Accordingly, minimum support price of food grains fixed by the government
increased from ¥ 388.26 per quintal in 2003-04 to 2 429.27 in 2007-08 and
then to T 829.94 (at average) in 2012-13

(ii) Increasein the Level of Income of Farmers: The agricultural price policy has
provided necessary benefit to the farmers by providing necessary encourngement
and incentives (o raise their output and also by supporting its prices. All these
have resulted in an increase in the level of income of farmers as well as their
living standards,

(iii) Change in Cropping Pattern: The agricultural price policy has resulted in a
considerable change in cropping pattern of Indian agriculture. The production
of wheat and rice has increased considerably through the adoption of modern
techniques by getting necessary support from the Governments. But the
production of puises and oilseeds could not achieve any considerable change
i the absence of such price support.

(iv) Benefit to Consumers: The policy has also resulted in considerable benefit to
the consumers by supplying the essential agricultural commaodities at reasonable
price regularly.

(v) Benefit to Industries: The agricultural price policy has also benefitted the
agro industries of the country, like sugar, cotton textile, vegetable oil etc. By
stabilising the prices of agricultural commodities, the policy has made provision
for adequate quantity of raw materials for the agro industries of the country at
reasonable prices.

(vi) Price Stability: The agricultural price policy has stabilised the prices of

 agricultural products o a large extent, It has become successful (o contain the
undue fluctuation of prices of agricultural products. This has created a favourable
impact on both the consumers and producers of the country,

4.11 Suggestions for Rationalisation of Agriculture Price Policy

Following are some of important suggestions which can be advanced for the rationalisation
of agricultural price policy of the country:
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(i)

(i)

(iv)

)

(vi)

(vii)

mtﬂhemmm&umFdemﬁmuf
Mmmwmuﬂhmupmmﬁngnﬂmﬂpﬁmd
other agricultural products and also for procuring other agricultural products.
hmm,m:gnvmhudmdymw&nmcmmm
Jute Corporation, which needs to be further strengthened. Moreover, the
wwﬂwnmwfwmwngwmmhﬂum
price support to perishable commodities like potato and other vegetables, fruit,
etc., considering itsgruwhlgpulmﬁllnwkclhuthﬁwimmmlummmﬁm
Mummwme!ﬁcimyufemm:mtmmmm
be improved.
mammmmmmmpﬁnpﬁym&m
{0 cover more commodities over and above the 15 commodities covered
nmmeﬁﬁlithpnmu,mimmduhHimmnmt
vqemﬂumd&ndumyﬂmhtmrmd.

Rationalisation of Price Fixation: The prices of agricultural commodities
lhwldbeﬁmdinlhemmtimdmmnﬂmﬂmilcm!dmurmtmm
wﬂau[pmduqﬁm’ﬂhihﬁ:hgth:pﬁm,thehxmn;mdqﬁmlmnl
input should be taken into consideration.
hﬂaﬂlﬂnltmm:ﬂuugﬁaﬂmmlpﬁmmuhcmdﬂmnm
that it can also protect the interest of the gencral consumers,
Mmm:wpdupdi:ymﬂbeﬁmdeumm
mthﬂitunindautb:fmiogufumndmiﬂﬁmnﬂhcirqﬁm]mﬂ
practices.
I-pnmnwmdhlm:hmdﬂwmmthemnf
the agricultural price policy, the improvement of the agricultural marketing
systcmisvmimpnnmmmmu:huﬂdbcmﬁuﬁ'mﬂuclmhunf
middlemen and all intermediaries.

Improvement of PDS: The public distribution system should be improved
<o as 10 ensure a success in the operation of agricultural price policy. The
wmnrmmmsmwmtmmum“&mm
and transparent.

4.12

New Agricultural Policy
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Facilities for All-Round Development: In order to accelerate the pace of
development, the new agriculral policy has set an objective to augment
facilities for processing, marketing, storage, irrigation, along with development



of horticulture, fisheries, biomass, livestock, sericulture etc. for all round
development of agricultural sector.

Infrastructural Development: The new policy favoured to make the provision
for infrastructural development related to agriculture and thereby to infuse new
dynamism through increased volume of public investment.

Revising and Strengthening Co-Operatives: The policy also aims at reviving
and strengthening Co-operatives and Jocal communities for the development
of agneulture.

Involvement of NGOs: The policy also aims at involving the nongovernment
orgamisations on a large scale for the development of agricultural sector,
Encouragement: The policy aims at providing necessary support, encouragerment
and thrust on farming activities so that rural people accept it as a noble and
viable occupation.

Features of New Agricultural Policy:
The umportant measures or features of new agricultural policy are summarized as under:

(M

(i)

(i)

Raising Capital Formation: The new policy has undertaken a strategy 1o raise
the rate of capital formation in agricultural sector as the same is maintaining a
decreasing trend from 18.7 per cent of total gross capital formation in 1978- 79
to only 9.5 per cent in 1993-94.

As the invisible resources are being diverted from agriculture to industry
and sectors, the new policy, thus introduces measures (o recanalize available
resources for productive investment in the sector, The policy will focus to create
a better investment climate for the farmers by introducing a favourable price
and trade regime.

Enhancing Public Investment: In order to raise the volume of public
investment, new agricultural policy will take steps to create public investment
for building supportive infrastructure for agriculture. Conservation of water
and use of alternative and renewable sources of energy for irrigation and
other agricultural works have also been encouraged. Such enhancement of
infrastructural investment will reduce the regional imbalances and generates
more value added exportable surpluses.

Raising the Flow of Credit: The policy will make an attempt to enhance the
flow of credit to the agricultural sector. In this connection, the Co-operative
credit societies were engaged for such purpose.
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Indian Economy (iv) Improving Agricultural Marketing: An attempt will be made to improve
the marketing arrangement of agricultural produce through agro- processing,
marketing and storage.

Notes (v) Emﬂ.glhmnuiﬂu?dﬂ::mmwpulicyhumwmdtheﬁwummcm
to undertake responsibility for ensuring remunerative prices of agricultural
produce to the farming community by adopting tecessary price support policy.

(vi) Raising Agro-Export: The new policy has made an attempt for hamessing the
comparative natural advantage in agricultural export of the country. The policy
has laid special thrust on the exports of fruits, vegetables, flowers, poultry and
livestock products so as to raise the share of agricultural exports.

(vi) Land Reforms: he new policy will make efforts 1o take land reform measures

for the interest of small and marginal farmers and raise agncultural output.

(viii) Development of Land: The policy has made an attempt 1o develop land

permanently for cultivation to meet the growing needs of population. In order
" 1o develop rainfed areas of the country watershed management scheme has been
given much importance 50 as 10 bring integrated development of the land.

(ix) Treating Agriculture at Par with Industry: The steps for creating a positive
trade and investment climate for agriculture and also to treat agriculture at par
with industry for the purpose will be taken.

(x) Crop Insurance Scheme: Considering the problems of crop failure and high
risk of instability in production, the policy stressed for redesigning the crop and
livestock insurance schemes in a comprehensive manner so that the farmers
can recover their losses arising out of natural disasters.

4.13 Recent Developments in Agricultural Policy

The contribution of agriculture to the country’s Gross Value Added (GVA) at basic
prices (2011-12 prices) is only 14% while nearly 47% of its population is engaged in
the agriculture sector.

Contrast this with non-agriculture which contributes 86% to GVA with 53%
workforce. Implicit in this is Agri-labour productivity is just 19% compared tv that of
non- agriculture which gets reflected in low levels of farm income compared to non-farm
incomes. Though the country has moved from import-dependence to self-sufficiency and
to o food exporting country, there has been no concomitant and equally commensurate
impact on farmer’s incomes. There is, therefore, a need to reorient Agri-policy to
transform farmers’ lives,
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The Union Government and the state governments together should adopt a seven-
pronged strategy to enable farmers to *board the aeroplanc’. Amid the coronavirus
lockdown across the country that brought economic activity to a near halt, the Modi
government i§ expecting that agriculture sector could be a silver Iming for the Indian
economy as it is estimated to grow at a rate of 3 per cent for the year 2020-21, according
to NITI Aayog. ‘

The three bills that were passed are the Farmers’ Produce Trade and Commerce
(Promotion and Facilitation) Bill. Farmers (Empowerment and Protection) Agreement on
Price Assurance and Farm Services Bill and ssential Commodities (Amendment) Bill.

The government said that the bills would transform the agriculture sector. It
would also raise the farmers® income, the Centre said. Further. the government had
also promised to double farmers' income by 2022 and the Centre said that the Bills

_will make the farmer independent of government-controlled markets and fetch them a
better price for their produce.

Th:Billspmpm:mnmcnmminwhichumfummmdtradmmml
their purchase outside the Mandis. Further, it also encourages intra-state trade and this
proposes to reduce the cost of transportation,

Further, the Bill formulates a framework on the agreements that enable farmers 1o
engage with agri-business companies, retailers, exporters for service and sale of products
while giving the farmer access to modemn technology.

It also provides benefits for the small and marginal farmers with less than five
hectares of land. The Bill also will remove items such as cereals and pulses from the
list of essential commodities and attract FDI.

* Tocreate an ecosystem where farmers and traders enjoy the freedom to sell and

purchase farm produce outside registered ‘mandis’ under state APMCs.

® To promote barrier-free inter-state and intra-state trade of farmers®

produce

® To reduce marketing/transportation costs and help farmers in getting better
prices

¢ To provide a facilitative framework for electronic trading.

® Farmers can enter into a confract with agribusiness firms, Processors,
wholesalers, exporters or large retailers for the sale of future ﬁ;mﬁng produce
at a pre-agreed price.

® Marginal and small farmers, with land less than five hectares, to gain via
aggregation and contract (Marginal and small farmers account for 86% of 1otal
farmers in India)
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Indian Economy . Thmralhurisknfmmiﬂwnpredidaﬁlityfmmmmﬂsmmm
o To enable farmers to access modem tech and get better inputs
. Tumdimlhemstu[nwkcﬁnguﬂhwnfumr':imm:.
Notes . memm&mmmhyﬂmmummmu
price realisation.

nmﬂmwmﬂwmmmﬁmummmhp&w.
PmuMukﬁCmMHMminﬂhﬁrﬁmltmm:nim—
Sulcmdemdpmﬂdﬁ:ﬁmw:iluﬂummicuﬁh:guhgﬁmlnnlpmdmc.h
mmﬁumwﬁmmmmmammmmfm'm
outside the APMC markets.

mniilmlmmnmmmmvidmg:ﬁmmmmw
for the sale and purchase of farm produce.

Pur&mlheﬂﬂlfmmuJMaﬁmmkanthcmmMmhkfmm
engage with agri-business companies, retailers, exporters for service and sale of products
whikgiﬁugth:ﬂrmﬂmmmdmuhmhﬂ.

hulsnpmiduumﬁufnrmmumd'mm farmers with less than five
mﬂofmmwlﬂmﬂumimmhﬁwmwhﬂﬁmhﬁn
ufmﬁﬂmmdiﬁﬁmdnmmtmcmmhadpmmimdmdmhhﬁmum'
mwmﬂllmmﬁlhﬁilmfmwﬂfw-mmm
nmkmmmmhmahmurpmfmth:irpmdwn

4.14 NABARD

mdummmwmmmwmmy
The Agricultural Refinance and Development Corporation (ARDC) which was created
io take care of f direct financing and delivery of rural credit against the massive credit
demand for rural development could not achieve the desired results. As a result many
committees and commissions were constituted like,

¢ Banking commission in 1972

o National Commission on Agriculture (NCA) in 1976

e Committee to Review Arrangements for Institutional Credit in Agricultural and

Rural Development (CRAFICARD) in 1979,

nucmam.mwmmmworm.a.smuwmm
nfpimningmmniﬁinnmmddﬂmmthgwuflnﬂimﬂhvﬂ institution called
NABARD for providing all types of production and investment credit for agriculture
and rural development.
166 Self Leamning Material




As a result of CRAFICARD'S recommendations NABARD came into existence
on July 12th, 1982, The then existing national level institutions such as Agricultural
Refinance and Development Corporation (ARDC), Agricultural Credit Department
(ACT) and Rural Planning and Credit Cell (RPCC) of RBI were merged with NABARD
with a share capital 0f T500 crore equally contributed by Government of India and RBI.
NABARD operates through its head office at Mumbai and 17 regional offices one each
in major states, 10 suboffices in smaller states / U.Ts and 213 district offices.

Board of Management

Central Government in consultation with RBI appoints all the directors in the “Board
of Management “along with the chairman and the managing director (MD). The M.D.
is the chief executive officer (C.E.O) of NABARD and he is primarily responsible
for the various operations of the bank. Apart from M.D and Chairman, the Board of

Management consists of 13 other directors and these directors will act as “Advisory
council™ of NABARD.

Of the 13 directors of Advisory council

o .2 are experts in rural economics and rural development.
o } are representatives of co-operatives

e 3 are representatives of commercial banks

# 3 arc the officials of Government of India

« 2 officials belong to State Governments

Sources of funds:
Authorized share capital of NABARD is Rs. 500 crore equally contributed by Government
of India and RBI and Issued and paid up capital of Rs. 100 crore.

Other sources are:

* Bomowings from Government of India (GOI) and any institution approved
by GOI

* Borrowings from RBI
» Deposits fromstate governments and local authorities
e Gifts and grants received.

Objectives of NABARD:
e As an apex refinancing institution, NABARD survey and estimates all types of
credit needed for the fann sector and rural development
o Taking responsibility of promoting and integrating rural development activities
through refinance.
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With the approval of Government of India, NABARD also provides direct
credit to any institution or organization or an individual.

Maintaining close links with RBI for guidance and assistance in financial
matters.

Acting as an effective catalytic agent for rural development i.c., in formulating
appropriate rural development plans and policies.

Functions of NABARD

The functions of NABARD are broadly categorized as:

(a) Credit activities (b) Development activities, and () Regulatory activities

(a)

Credit activities:

NABARD prepares for each district a potential linked credit plan annually and
this forms the basis for district credit plan,

It participates in finalization of annual action plan at block, district and state
level.

It monitors the implementation of credit plans.

It frames the terms and conditions to he followed by credit institutions in
financing rural farm and non- farm sectors.

It provides refinance facilities.

Refinance is of two types: Short-term refinance is extended for agricultural
production operations and marketing of crops by farmers and farmers’
cooperatives and production and marketing activities of village and cottage
industriés. The cligible institutions for short term refinance are state cooperative
banks (SCBs), regional rural banks, commercial banks and other banks approved
by RBI. The time penod is 12 months.

Medium term and long-term refinance are extended for investments in
agriculture und allied activities such as minor irrigation, farm mechanization,
dairy, horticulture and for investment activities of rural artisans, small scale
industries (SS1) etc. The period is up to 8 maximum of 15 years. The eligible
institutions are land development banks (LDBs). The extent of refinance under
various schemes is

Pilot rainfed farming projects (100%)

Wasteland development scheme of individuals (100%)

Non-farm sector schemes (outside the purview of IRDP) 100%

Agro-processing units (75%)



¢ Bio-gas scheme (75%) Indian Agriculture &
o All other schemes including IRDP (70%) e
* Farm mechanization (50%)
* Rural Electrification Corporation {50%) Notes
® Apart from refinance, NABARD also provides direct finance to state
governments, state sponsored corporations.
NABARD will monitor its assisted projects in order to ensure their proper
mmplementation. It also undertakes consultancy work for projects even though
they are not refinanced by NABARD.
(b) Development activities: For the productive use of credit the following
developmental activities are under taken by NABARD.
® Institutional development: Providing financial assistance for establishment and
development of institational financial agencies.
® Research and Development Fund: Providing funds for research and development
efforts of institutional financial agencies,
* Agnicultural and Rural Enterprises Incubation Fund (AREIF): For providing
assistance while inception of new enterprises.
¢ Rural Promotion Corpus Fund (RPCF): It is meant to provide financial assistance
for training - cum production centers, rural entreprencurship development
programmes, and technical monitoring and evaluation ceniers.
® Credit and Financial Services Fund (CFSF): It aims at providing assistance
for innovations in rural banking and credit system, supports institutions for
rescarch activitics, surveys, meels ctc.
® Linking SHGs to credit institutions: During the vear 1992, NABARD started
the pilot project of linking SHGs to credit institutions. Under this, it provides
100 per cent refinance to banks for loans extended to SHGs.
(¢) Regulatory activities
As an apex development bank. NABARD shares with RBI, some of the regulatory and
supervisory functions in respect of cooperative banks and regional rural banks (RRBs),
They are:
e Under Banking regulation act 1949, NABARD undertakes the inspection of .
RRBs and cooperative banks (other than PACs)
& Any RRB or cooperative bank seeking permission of RBI, for opening branches
needs recommendation of NABARD.
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‘NABARD for extending assistance 10 units outside the cooperative sector and

non-credit cooperatives for certain purposes beyond the cut-off limit

4.15 Activities and services Unduukmbyﬂ&ﬂﬂ!.ﬂﬁnl’ufm
Various Functions

170 Self Leamning Material

NABARD undertakes following Activities to discharge Credit Functions. NABARD
formulates the guidelines for the fignctioning of the financial institutions in rural India.
It issues credit facilities to these financial institutions; Supervises the flow of rural credit
at the pmmdl:vcl;ltdﬂins-mﬂuuﬁtphmrmmnﬂcﬁnhmn order to identify
credit potential.

Activities to discharge Developmental Functions

It assists the rural credit institutions like RRBs and cooperative banks o
formulate development actions schemes for themselves.
Tnhﬂﬂ'the:ﬂi’mufdmkqimﬂﬂmﬂﬂmksﬂhﬂ&kﬂuﬁ:uﬂmnin
signing Memorandums of Understanding with the Governments and cooperative
banks.

NABARD also keeps a check to ensure that development action plans of banks
are being implemented properly.

It also extends its support financially 1o aid the training institutes of commercial
banks, RRBs and cooperative banks.

For the improvisation of the management information system, development
urhummmmdmmmputcrimmupmﬁnmnfmpmﬁw banks,
NABARD extends its financial support.

Activities to discharge Supervisory Functions

As per the provisions of Banking Regulation Act. 1949, NABARD, inspects
RRBs and Cooperative Banks.

It volunteers to carry out inspections of the non- credit cooperative societies
and the State Cooperative Agriculture and Rural Development Banks
(SCARDBSs).

Trgives its recommendations and suggestions fo the Reserve Bank with regards
to licensing of Cooperative Banks and seiting ip of new branches of RBBs and
State Cooperative Banks.

Apart from off-site surveillance, it underukes portfulio inspections of RBBs
and Cooperative Banks.

-



Summing Up

In a nutshell, NABARD for fulfilling its role as a facilitator of rural prosperity and is
entrusted with the refinancing of credit institutions in rural areas, stimulsting institutional
development and evaluation and inspection of customer banks.

NABARD introduced a novel direct lending facility under ‘Umbrella Programme for
Natural Resource Management' in 2007-2008. This Programme offers loans at reasonable
rates of interest to provide financial aid for natural resource management projects.
Already loan amount of about Rs 1000 crore has been granted to 35 projects, Some of
the projects that have been sanctioned are; (i) Collection of honey in Maharashtra by the
tribal community (i) Tussah value chain by a women producer company (‘MASUTA")
(iii) ecotourism in Kamataka etc.

With regards to rural developments, the contribution of NABARD has been
exceptional. NABARD, having been set up as the apex Development Bank mandating
the facilitation of credit flow by the Government of India for improving and promoting
agriculture and other village industries, sanctioned agricultural credit flow of T 1,57 480
crore in 2005-2006. 1t is expected that the GDP will grow at 8.4%. The Indian economy
in its entirety is ready for stronger and faster growth in the coming years. NABARD's
role in the overall development of India in general and rural and agricultural in particular
is very vital,

4.16 Industrialisation

Industrialization is a process by which the main national income is shifting from
agriculture sector to industnial sector.

& [ndustrialization can bring economic developments to any country
provided.

e Proven Technologies either developed mternally or outsourced from foreign
countries are deployed to ensure best manufacturing efficiencies.

¢ Quality Management systems to ensure quality & on time delivery aspects of
manufactured goods.

e Meeting customer needs & keeping them satisfied.

¢ Robust fund management systems so that cash flow requirements & needed
finance to run the industry is taken care.

o Complying with all Statutory requirements so that sustainability of the industry
is ensured.
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Indian Economy 4,17 Guiding Factors for Rapid Industrialisation

Rapid Industrialization is required to make Indin self-sufficient and self-reliable for
fulfilling all her needs and requirements. As India is predominantly an Agncultural
Notes country, about two thirds of the population is dependent on Agriculture. Since Agriculture
cannot support the growing population, industries need 10 be established to solve the
problem of unemployment.
Industries give support to Agriculture. For example: Agricultural implements are
manufactured by various Industries, Rapid Industrialization is required to keep pace
with the technological advancements which have been made in the world.

Now let us review the various Guiding Factors for Rapid Industrialization
Labour Productivity: Productivity is high from industrial labour front due to
(s) Sophisticated Supporting Equipment that enable faster production rate & at the
same time eliminating monotonous activity.
(b) Improved working conditions & better pay structure that boosts the morale of
working men.
(¢) Better training facilities & standard operating procedures that eliminate product
quality failures.
(d) Assured market outlets that ensures continuous production without any
imterruption.
(¢) Increased focus on health & safe working conditions of working manpower.

Employment Generation: With intreased productivity & better product tumout
more material will be available in the market. More ancillary industnes will crop up to
support big industries which in tum need additional manpower which are to be drawn
out from villages & urban areas. With more employment & more money in circulation
Economy of the country will increase.

Resource Mobilization: Mobilization of Resources needed for an Industry 1s casier
than in agricultural sector. There is no organized set up for funding agricultural needs
Finance can be organized only. through Banks. In case of industries vanious financial
institutions are available for meeting the fund requirements.

Thus by providing adequate funding resources Industrialization can be speeded
up thereby paving way for rapid economic development.

4.18 Hindering Factors of Rapid Industrialisation

There are various Factors that hinder the process of Industriglization tn o develoning
Economy as given below:
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Economic Factors:

(a)

(b)

(c)
(d)
‘ (€)
(f

(g
(h)

)]

()
(k)

Scarcity of capital 15 the most predominant problem in developing countries
due to poor national cconomy &GDP, This adversely affects industrialization.
Infrastructure facilities like Road connectivity, communication facility
&Logistics which arc essential for Industrial development will be generally
inadequate.

Availability of quality raw materials & their continued availability at an
affordable cost isahindrance.

Absence of small industries that can Utilise by - products from core industries
is another obstacle.

Pollution abatement facilities which are generally expensive cannot be afforded
by all industries.

Lack of financial Support from Banks & Financial institutions to meet working
capital requirements.

Adjusting to various type of Market variations.

Non - Availability of indigenous Technology to address production quantity&
quality related issues,

Inadequate Training facility to develop the skill levels of working labour for
the type of end product requirements.

Intense competition on the market front resulting in poor profit margins,
Inordinate delays from various consumers in making payments for the goods
received from Manufacturers,

Administrative Factors

Administrative inefficiencies & mismanagement which are predominant in
Public sector undertakings lead o recurring losses.

Frequent changes in foreign exchange rates; customs& Excise as well as tax
policies, Variations in GST rates discourage industrialists as well as prospective
investors to make investments in new industries,

Improper & unrealistic labour legislation which gives undue protection to
labour force but fails to ensure productivity from them. The industry owners
are in trouble o get the required output from labour force.

International Factors

(a)

Competition from foreign countries who have low energy & labour costs and
availability of raw materials in plenty.
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Indian Economy (b) Imposition of custom bartiers by developed countries,
(c) mﬁmurmmmnmmmﬁmam
imports.

Notes Socio-Demographic Factors
wmmum&mmmwmmm
m_wmmmwurvmmumuummmmn
i dustrial .

The[mﬁsingpqndahnhnmljnrhindmmﬂmﬂ:mmﬁmt.

Industrial Development in India
Thpmemﬂrmmﬁdpnwinlndiahﬂ:chﬂ:ixdeﬂdﬁmhem“

mnmmm:mﬁmwmmwmmm
ﬂhkmdlﬁm‘ﬂuummhhhtﬁnnwmmlhtﬂmmum&mﬂ
100 under second and third plan. This is due to the following reasons
(n) lmmmmmmwmﬁmmmhpolﬁﬁfoﬂwmbymt
of Industrial growth in Industrial policy and planning.
(b) Huge investments made especially in public sector undertakings both in
infrastructure development & capacity augmentation.
(€) Spuﬂmdumdafprlmﬂufmﬁmmﬂdbnnﬂhwer—mme
groups.
(d) Capital needed for industrialisation met from internal resources as well as
Siwdwmyhue-lﬂmszlmuillgmwﬂuhmlpod:ﬁﬂlhirﬂpun}udingm
mgmtim.lpminghuicmdupiulgﬂodsimsuiulhnfmmmmm
ﬂmw.m&mmmﬂﬁﬂsmmmpﬁmﬁm“wu
as plunging more people below poverty line.
Four major reasons for the slow growth:
(a) Shm“mwﬂhmmhltymm:mmw.
(b) smmmmmmmmim&Mmm
buying power in buying needed goods. :
{c) mepmnnmﬁmuﬂummmulﬁng‘mmgmﬁmingmm.
(d) Failure in having good industrial policy framework.in place.
Mﬂpﬂiﬁlnlm:lrﬂuﬂﬁulsmwﬂlmmmwmﬂﬁngupﬁmme
mﬂmmﬁmlm.w«mﬁmﬂmmmmmn@mm
progress is due to

L

-
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(a) Liberal fiscal regime triggered in 1950 gained momentum by 1985 resulting
in rapid investment i Industrial sector.

(b) Apart from public investment, private sector played a key role in boosting up
industrinl investmients.

(¢) Import of capital goods which uhet v in 1980s which paved the way for flow
of huge investments,

{d) Better performance from infrastructure development sectors.

Recession during 1991-94: Starting from 1991 -92 and sailing through 1992-93
there was recession which got extended till 1993-94,

Revival followed by Recession in 1994-2002: The Recession during 1991-94
was for a short duration only in vi:wufmﬁnm measures laken by government on the
Macro Economic front.

The revival can be attributed to the following factors:

(a) Increased Govt. Expenditure & Public investment: The govt. expenditure on
infrastructure development provided a stmulus to the industrial growth.

(b) Cuts in Excise & custom duty as well as tax holidays provided by various state
governments. :

(¢) Better performance from Agniculture sector followed by improved Exports.

(d) Increased loan facilities from Banks & financial institutions.

(¢) Extension of MODVAT to capital goods.

Subsequent Slowdowns: Duc to Supply and Demand constraints the Industrial
growth rate slumped starting from 1996 & continued till 2002; but for a temporary
short-lived recovery in 1999-2004,

Demand Constraints: This arose in the form of low investment demand & low
consumer demand.

Supply Constraints:

(1) The Asian crisis of 1997-98, the economic sanctions of 1998-99, the rebound
ol international oil prices during 1999-2001& the American fight back against
terrorism had a cascading detrimental elfect on industrial Growth.

(b} Slow progress in infrastructure development & cenain regulatory frame work,

{c) Prncing policy in Agncultural inputs and outputs which were not received well
further dampened the performance of Agnculture sector.

Revival followed by Strong Growth: Starting from 2002-03 followed by 2003-04
the revival process got initiated. The manufacturing sector grew by 9.1% &12.5% during
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Indian Economy ~ 2006-07 & 2007-08. This growth in spite of various prevailed restrictive labour laws,
red tapism & infrastructure shortcomings.
Slowdown during 2008-13: Followed by recession in US & most of Europe, Indian
Notes Economy also got affected during this period.
The major contributing Factors:
(a) Drastic reduction in consumption in US & rest of Europe had a huge detrimental
effect on exports.
(b Immmdingbyinw-cm:phyminmaimmdmlmdmmﬂcpm-
oriented production unviable.
(¢) International investments came to & standstill as global capital flows got dned
up.
Short Revival during 2013-15: The Industrial growth in terms of Industrial
production shows a positive growth of 5% against 3.4% the previous year.

4.19 Small Scale Industries

Small Scale industries, s the name suggests are the industries wherein the production
process is undertaken at a stiiall or say micro level. It is often set up by private individuals,
mulﬂywithﬂwhlpmdmpunufthﬁrfmﬂymhuimmﬁnghnﬂwﬁmwm
understand the work. It uses simple machinery, tools and equipment.
m“snnllmtmhuwhinhmhnwfnrﬂtmfmuafmnm
using light machinery, and less manpower, however, it depends on the production scale.

These industrics play a crucial tole in rural industrialization as well as in providing
subsidiary employment to rural people.

Its aim is to create employment for local residents while using less capital. It
helps in eradicating backwardness from rurdl areas, which results in decreasing regional
hnbdln:!&uilmiﬁlhhml:wludhwudumdudufﬁviug.

Moreover, ilmnhﬂimnu\tﬂluumﬂuhﬂdmmdmuppdmmufthr
country. In addition to this, it encourages indlgenization.

Examples of Small Seale Industry

Bakery, Cashew processing, Bread produttion, Biscuit making, Incense sticks making,
Coconut oil manufacturing, Candle making, Cotton buds making, Custard powder
production, Envelope making, Eraser making, Fruit bar making, Ice cream making, Jam
jelly making, Leather bag making, Microbrewery, Paper cup making, Palm oil processing,
Pickles making, Slipper manufacturing, Soap manufacturing, Woodworking, etc.
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Problems of Small Scale Industries

Problem of Finance: The most important problem faced by these industries is that of
finance. The financial position of $Sis is a part of the wider problem of capital scarcity
in the economy as a whole. The credit worthiness of small borrowers is generally weak
ind hence they face reluctant creditors who may be induced 1o lend only at higher rates
of interest.

The problem is serious particularly in the countryside, where till recently, no serious
effort had been made to provide institutional finance 1o meet the needs of small business.
Of late there has been some improvement for providing financial assistance to SS1s. A
rough estimate indicates that in the small scale sector about 15% manage their affairs
with their own funds; about 35% of the units would be functioning on funds borrowed
from private sources, such as, friends, relatives, The remaining 50 p.c. units depend on
funds from institutional credit agencies,

Institutional funds have a number of limitations. Not only the funds are inadequate
in relation to demand, the entrepreneurs are required to furnish detailed information
about so many things which most entrepreneurs could not do. Moreover the multiplicity
of investigating agencies in ascertaining the eligibility of the applicant causes not only
unnecessary delay but also harassment to the entreprencur.

Problem of Raw Material

The second major difficulty relates to the availability of raw materials 1o the SSIs.
The raw matenal which is available is neither adequate in quantity nor of high quality.
Scarcity of raw materinls means a waste of productive capacity for the economy and a
loss for the unit.

The problem has taken the shape of:

(i) An absolute scarcity,
(ii) Poor quality of materials and
(i) High cost.

A scarcity of metal, chemicals and extractive raw materials is a general problem
faced by the economy. Owing to scarcity, competition has increased and those small
units competing with the large-scale producers suffer severely.

Small units can not engage special officers with the various Govt. agencies and

they could riot get adequate supplics and often have to make purchase in the open market
at very high prices. This increases their cost of production and thus puts them in an
adverse position vis-a-vis large units.
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Indign Economy Problem of Power

been one of (he serious problems of the economy. The impact of power shortage has
Notes become fatal on small producers, large industries somehow manage 10 €5C3pe.
Thmmmmunfthiswohhm:me.pnwusupplyisnmaiwayumluhlcw
the small industry and wherever it is available it is rationed out, limited to a few hours
in a day. Secondly, large industrics can make alternative arrangements, like installing
uwnpowuplmlswhinhﬂuarmllmm;mnmh:nmufhuw costs involved. A small
unit has to manage as best as it can within the available means.

Problem of Marketing

The small business faces the problem of marketing his products. For want of adequate
cooperative and other facilities for selling, small businesses are forced to sell their
products in the local market. The mability to attract customers from distant markets
compels them to restrict their scale of operation and forgo economies of scale.

Since the small businessman sells his produce in- the local market, he often gets
unremunerative prices for his goods and even when he is free 1o sell in the district
market, he does not get the right price due to his weak bargaining power. He has not
mghﬁnamctﬂtidenvﬂlhepcﬁmlbﬁwth{)dHﬁﬁMmdﬂh.

Ancillary industries have their own problems like:

(i) Delayed paymmbypammiis*{inlmdcqmuflmlogim!mm
the supply of critical raw materials by parent units:(1ii) Frequent changes in fiscal levies
an (iv) Absence of a well-defined pricing system and regulatory agency,

Problem of Unused Capacity

A problem that has become serious in recent times is that of the underutilization of the
capacity of this sector. The magnitude of unused capacity ranges from 45% to 70%.
There are huge numbers of sick units in this sector, Estimates about sick units in this
sector may vary, but there is a gencral agreement that the problem has assumed serious
proportions.

Technological Problem

The methods and techniques of production of small producers are old and of inferior
nature. Modern methods and mmwm'* -
| inidstAY production have not as ;bmmw:n integral part of the structure of India’s
small scale industries.
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Most of the small craftsmen are not in a position to buy modern equipment nor
do they know much about new methods and technology. As a result their productivity
remains low and the quality of goods is poor.

Other Problems

Small industries have to pay local and other tsxes which result in raising the sale price
adversely affecting the marketability of their goods. There is no uniform tax policy
throughout the country in this regard. Small industries have 1o face competition from
well organised large scale industries. The small producers cannot stand up against them
in the market.

Another significant problem facing the small units is that when they grow from
small scale size and just cross the value limit of plant and machinery of T 60 lakhs, the
spate of concessions and protection available 1o them is withdrawn.

They have to face open competition in every sphere of activity. Neither the banks
nor the financial institutions look upon them with the same benevolent attitude which
thev had hitherto enjoved.

The importance of small industries has been recognised by the Govt. since long.
For many years, these industries were looked upon as suppliers of wage goods. As such
these were accorded a crucial role in the heavy industry biased strategy of development
adopted since the Second Plan,

Their placing in the national economy was further upgraded when it was realised
that these industries could help lessening the problem of poverty and acute shortages
of basic necessities. Thus, since the Fifth Plan three specific tasks have been laid down
for these industries: removal of poverty; production of some of the hasic and essential
articles for the masses, and expansion of products fit for exports.

All along these industries have been assigned a key role for the removal of
unemployment.

Measures to Avoid the Problems of Small Scale Industries

Negative Measures: The most important negative measure to promote SS1s is the policy
of reservation of certain products for the small sector. The policy was initiated in 1968
when 47 products were reserved for the small scale sector and the large scale industries
were not allowed to enter the field.

“ Thenumber of such reserved items went up to 837 in August 1991, But it had been
felt that the policy of reservations has not led to improvement of quality and technology.
Therefore, in the new policy for small sector announced on August, 6, 1991, the Govt.
has bid a gpod bye 1o the policy of reservation.
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Indian Economy Now big industry can start new units, hold 24% of share in them and manufacture
mrnfﬂl:mmtdim+hmmﬂmpﬁvemmuﬂmmmmhuduid:d
to restrict the purchase of a number of items exclusively from the khadi and village
industries and small scale units. '

Positive Measures: Positive measures cover a wide range and are discussed under
the following heads:

Technical Assistance: The elaborate institutional structure consisting of the State
Directorate of Industries, the Small Industries Service Institutes and the Small Scale
Industries Development Corporation provide technical assistance to the SSIs, The SISI
also arrange for training programmes for entreprencurs, managers and workers.,

In 1978, the scheme of District Industries Centres (DICs) was introduced. The
objective of this scheme was to provide a “focal point™ for the development of small
industries. The

lesmgivmmmﬁmydpmﬂmmm:mmdmm
ummumnudpnn-lmmmmwm:mﬂlmmmm.

The DICs provide a package of assistance and credit facilities, raw materials,
training, marketing etc., including the necessary help to unemployed educated young
entreprencurs in general.

Physical Assistance

(a) Industrial Estates: An industrial estate programme has been in operation
since 1955, An industrial estate is a planned clustering of industrial enterprises
affering standard factory buildings erected in advance of demiand. Tt offers all
infrastructure facilities like sheds, water, power, communication, transportation
etc.

Industrinl estates were established in India to encourage the growth of small scale
industries, to shift small business units from congested areas to estate premises
in order 1o incrense their productivity, to achieve decentralised development
in towns and villages and to encourage growth of ancillary industries in the
townships surrounding major industrial concerns.

Small industry development has been the main objective of the programme
and policy of industrial estates in India. More than 500 industrial estates are
working in India. )

(b) Supply of Raw Materials: The scarce raw materials are distributed through an
allocation system. In order to ensure the availability of the scarce raw matenals
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to small industries, the State Small Scale Industries Corporation havie been
entrusted with the responsibility of distribution these muterials through the
distribution centres located in different parts of each State,

Marketing Assistance: Marketing of their products is perhaps the most crucial
problem facing the small scale enterprises,

The assistance provided by the Govt. in this area in these forms:

(8) Exclusive purchase of specific products of SS1s for the Govt
(b) Price preference to small scale enterprises in public sector purchases and
(c) Assisting the sale of small enterprises products though State-owned cooperatives,

Fiscal Incentives: Both the Central and State Govts, have provided a number of
fiscal incentives for the growth of the SSIs like;

(i) Tax holiday for new industrial undertakings,
(i) Capital subsidy to industries in backward areas,
(iii) Excise duty exemption,
(iv) A price preference of 15% over large industries,

Apart from these assistance schemes of a general nature, the Govt. has also
implemented a few special projects (including area development schemes) with a view
to ussisting dispersal of small scale enterprises into the backward rural areas, like the
Rural Industries Projects which were started in specified rural areas with a view to
undertaking development of village and small industry and Rural Artisan Programme
in selected areas.

Financial Assistance: Every production activity needs finance, In case of small
producers, there 15 a special need for making arrangements for the supply of credit as
these producers by themselves can do little. Small industries find it difficult to raise loans
due to the small size of their operations. Considering this problem, the official policy
treats small enterprises as a priority sector for extending credit by financial institutions.

To the modemn small scale enterprises, long term and medium term loans are
provided by the State Finance Corporations: Commercial Banks also provide a part of
the medium term loans and meet the working capital needs of the small scale industries,
The village industries sector has been getting most of the financial resources from the
Govi. whose budgetary support is channelized through the specialised institutions.

The RBI also provides finance for handlooms and other traditional industries
through cooperative banking system. In recent years, artisans get a part of the loans of
the nationalized banks under the Differential Rates of Interest Scheme. A number of
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mmimmmuum;ms.mmm of India introduced a Credit
Guarantee Scheme with the object of enlarging the supply of institutional credit to the

Notes smuall scale sector.

The Industrial chlupmlnmksuf[nﬂilmvidmﬂmdsmﬂw{:mmminl
Banks and the State Finance Corporations through its scheme of refinancing, The State
Gﬁmwidcmdupiulmdmliuimwmlmhmmmin
md:rluen:bl:ﬁmntnmmﬂwuﬁumﬂwmnuniﬂhnhmdthu State Finance
Corporation.

A significant development has been the setting up of Small Industries Development
Fund by IDBI in 1992. It has also taken a number of other measures like bringing the
State Small Industries Development Corporations within the purview of assistance of
IDBI, increasing the extent of refinance against loans from banks to small sector.

A National Equity Fund has been set up to promote small industries. Further, a
Small Industries Development Bank of India an apex all india financial institution with
an equity of T 250 crores has been set up.

This Bank will administer both the National Equity Fund and the Small Industries
Development Fund. SIDBI will function as the principal financial institution for the
promotion, financing and development of industry in the small scale sector and to
coordinate the functions of institutions engaged in promoting the small units. SIDBI
has started functioning from 1990, through its 25 offices located in different States of
the country.

With a view 1o ensuring larger flow of financial and nonfinancial assistance 1o
small scale sector, SIDBI's immediate attention is on:

(i) Initiating steps for technological upgradation and modernisation of existing

units,

(ii) Expanding channels for marketing products of SSls in domestic and overseas
markets and

iii) Promotion of employment oriented industries to create more employment
opportunities,

4.20 Large Scale Industries

Large scale industry refers to undertakings which have a vast infrastructure, and
employee base along with heavy power-driven machinery and huge capital investment.
To manage and operate thez= industries effectively, complex management is required.
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It embraces both manufacturing concerns and others that make use of both indigenous
and imported technology to manufacture the products, so as 1o cater the domestic as
well as international markets.

In these industries division of labour and specialization principles are followed,
with the aim of improving productivity. Further, modern capital assets are used for
manufacturing goods to reduce cost. These industries get the benefit of economies of
scale due to the high volume of output,

Large scale industries are the backbone of the economy, as they facilitate in the
production of those consumer goods and capital goods wh ch are imported from abroad,
which encourages self-reliance. Further, they provide employment 1o a large number
of people belonging to different areas. In addition to this, exports are promoted which
increases the country’s revenue.

Large Scale Industry -Examples

Tea Industry, Textile Industry. Iron and Steel Industry, Jute Industry. Cement Industry,
Paper Industry, Petrochemical Manufacturing, Oil refineries, Food Processing,
Automobile, Silk Industry, Fertilizer Manufacturing, Sugar Industry, Paper Industry,
Chemicals and Pharmaceuticals, Distillerics and Breweries, Gul making, Metal
Processing, Aviation (b} Supply.

Conclusion:

Both Small Scale Industries and Large Scale Industries occupy a significant place in
the development of the country, not just because they provide employment to a large
number of people but also because they contribute to the country’s GDP. Moreover, they
help in raising the standard of living of the people.

4.21 Introduction To Public Sector

It is known to us that public sector means and includes all those activities and/or functions
including the services which are performed, controlled or regulated or owned by the
State Government, i.¢., the public sector comprises of State enterprises.

In the past. its area was limited. But. at present, the Government under the control
of planning and welfare State, took a number of schemes with the result that the field
of public sector had to be widened

In other words, India has much extended the sphere of public sector and consequently
extend the sector according to the needs of the industrial policy of the country. As a
result, State participation in the field of economic activities is ever increasing.
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Reasons for Increasing State Participation
The reasons for increasing State participation are noted below:

(a)

(b)

(<)

(d)

(e}

Low Savings and Investment: The savings and investment pattern of the
country is very low. Private sector is totally proved to be failure e, neither they
mohbilised the resourees nor applied properly the foreign investment opportunitics
for the development of the country. On the other hand, the position is better
mthecmnfpbﬂqummequunmdmaddiﬁmlminpmd
invests the same for the development of the country as a whole.
Establishment of Large Scale or Heavy Industries: Since the resources of
the private sector undertaking is limited, heavy or large scale industries cannot
be operated for lack of funds/resources e.g., Iron and Steel industry that needs
a larger amount of funds which is not possible to supply by the private sector.
The same is quite possible under the public sector as because the state can
accommodate the necessary fund

Concentration of Economic Power: Concentration of economic power restores
in the hands of a few under private sector. If the public sector industries develop
the same can check the growing disparities and maintains a balance.

Profit Motive Criterion: It is necdless to say that private sector undertakings
do not find any interest on the lessprofitable undertukings since its object is 10
carn maximum profit even if it may be considered as necessary for the social
benefit and for the development of the country as a whole or which attains
self-sustnined economic growth. That is why, under the circumstances, public
sector undertakings should come forward in order to develop the neglected
sectors since it has a service motive.

Uneven Distribution of Resources: In order to muke a balanced development
of trade and commerce, the Government should not leave the entire field of
trade and commerce under private sector which practically invites uneven
distribution of resources within the country which also affect the promotion of
export trade with foreign countries, We know that the primary objective of the
public sector undertaking is 1o do the greatest good to the greatest number and
1o supply social services for the benefit of the largest section of the people. At
the same time, it becomes necessary (o strengthen the position of the state as
& whole.

The same is accepted by the new industrial policy of the Government of India
which states that, “the nation has now set itself 1o establish a social order where
justice and equality of opportunity shall be secured to all the people™ ete.



Objectives of Public Sector

The general objectives of public sector are:

(a)

(b)

()
(d)

(¢)

(N

(2)

(h)

(i)
(i

(k)

(1

(m)

(n)
(o)

To provide required investment and promotion of industrial activity by way of
indirect public investment cither by supplying financinl assistance to private
sector or to supply infrastructural and basic activities;

To supply socio-economic developmental opportunities which should not be
transferred to private sector undertakings,

To nationalize those companies which are t‘hmign dominated,

To supply activities relating to import-substituting and export-promoting which
are essential for the development of the country;

To develop savings by mobilizing resources with the help of proper public
sector prices more quick than others;

To introduce certain activities to take the benefit of foreign aid and co-operation
in the public sector;

To make a balanced regional development by establishing regional promotional
undertakings in less developed regions, e.g., D V. C (Damodar Valley
Corporation);

To protect the interest of small farmers by transferring all private licences to
the corporations of agnicultural reforms;

To control the concentration of economic power and wealth as well;
Tomake a social control on long term capital by supplying the necessary financial
assistance through public financial institutions which are quite justified;

To supply necessary finance for various development programmes which are
essential for the development of the country;

To make opportunities for employment and to form a rational society which is
absolutely desired;

To re-distribute incomes cither by raising wage levels and checking higher
salary level or by supply outputs at a concessional rate 1o the poor ete.

To generate surplus resources for future growth and development; and

To use human resources and material resources in a better way.

Growth of Public Sector in India

The public sector undertaking is growing at a rapid rate after independence. At present
in our couniry, there are 750 State public sector enterprises and 225 central public sector
enterprises approximately employving nearly about 1,00,000 managers, During 7th Five
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Indian Economy year plan, on an average 50,000 crore of rupees were invested at the beginning in public

sector

m-pr‘ﬂuwhkhhmu;htnmmhblecmmihnﬁmmmeﬁcldufmmi:

devclopmmﬂﬂmdlﬁllummﬁmhemﬂuﬂhmpubﬁcmcmnpﬁm covered all
Noles SOOI Sece.

However, as per Standing Conference of Public enterprise, public sector enterprises
are divided into the following nine categories, Viz.:

- (i) Public sector enterprises must supply essential infrastructure for economic

(i)

(vii)

(ix)
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dw:lumnﬂllwhinhmkmnasprhmn’puhﬁcmmwich include the
following: Airlines, Shipping, Railways, Power Generation, Telecommunication
eic.;

Public sector enterprises also to have cantrol of the “commanding heights of
the economy” e.g. Defence, Banks, Coalmines, Oil, Steel etc.

(i) They are to play an entrepreneurial role which is, in other words, called capital

intensive industries: e.g.. lron ore, Petro-Chemicals, Fertilizer, Mining, Ship-
Building. Heavy Engineening efc.

(iv) Public sector enterprises under Government monopoly which includes:

Telecommunication equipment. Defence production. Railways, Rolling Stock
etc.

(v) Public sector enterprises which are exclusively meant for High Technology

industries, e.g.: Atomic energy.

(vi) Consumer oriented public sector undertakings, viz.:

Drug. Paper, Hotels etc.
Public Sector enterprise which is set up in order to take over the sick private
units, e.g.:

Textile, Engineering efc.

(viii) Public sector enterprises which are set up as Trade Corporation, €.g.: FCI, CClL,

STC ete.

Public sector enterprises which serves as a consultancy and engineening service
etc. e.g. MECON.

It becomes crystal clear from the above nine categories of public sector enterprises

that public sector enterprises vary from industry to industry relating to its investment
pattern, the nature of operation, the number of workers, its market both in national and
international, locational factors, availability of raw materials. power, transportation,
finanicial facilities, national and internationy] collaboration, the naruee of product, 1e.
whether wealth it is monopolistic or competitive one.



Financial Management of Public Sector

It is interesting to note that the principles, techniques and application of financial
management which are discussed in this volume earlier are equally applicable to all
sectors whether private or public, Omly certain specific features will be highlighted in the
present study which arises primarily from State/Government and control and ownership,
Public sector enterprises do not possess a basic framework where efficient financial
management may be introduced in most of the cases. The Report of the Comptroller and
Auditor General of India (Union Government, Commercial ) stated that a large number
of public sector undertakings have no procedure for compilation and maintenance of
accounts and as such, internal audit system is very poor.

Even some firms neither maintain any systematic cost record nor follow inventory
control methods for the purpose of proper evaluation Credit collection system is faulty
in many cases and large capital is blocked in recgivables and inventories. As o result,
waorking capital is not properly utilized.

Conclusion to Public Sector: From the foregoing discussion it becomes clear
thit the methods/technigues of financial management as well as control require careful
attention for its development in public sector undertakings. The insufficient and improper
uses invite the overall deficiency on the part of the management.

If the various financial developed techniques, viz, budgetary control, costing,
internal audit ete. are not introduced, it will be impossible for such public sector
undertakings to stay in this compel

Performance of Public Enterprises

The performance of public enterprises like the private sector enterpnises are generally
Jjudged on the profitability eriterion. Public enterprises are generally criticised on the
ground that their performance has been very poor in terms of rate of return or profit
made on capital investment

In the year 1991-92 when the process of privatization or disinvestment was started,
profitability of Central Public Enterprises was relatively low. Profitability measured in
terms of per cent of gross profits o capital employed was 11.6 in 1991-92 and 11.4 in
1992-93.

Profitability measured in terms of net profit after tax to capital employed was 2.3
per cent in both 1991-92 and 1992-93.

However, an important point worth noting is that beginning from 1994-95,
profitability of Central Public Undertakings has greatly improved. Thus, ratio of gross

Indian Agriculture &
Economy

Notes

Self Learning Material 187



Indian Economy  profit to capital employed, which was 11.6 per cent in 1991-92, rose to around 14 per
cent in 1994-95 and to 16 per cent in 1995-96.

In more recent years, rate of gross profits to capital employed rose to 16.2 per cent

Notes in 2001-02, 17.7 per cent in 2002-03, 21 per cent in 2003-04 and 21.5 per cent in 2004-

(15. Comresponding ratio of net profit after-tax to capital employed rose to 6.7%, 7.8%,

11.7% and 13.0% in 2001-02, 2002-03, 2003-04 and 2004-05 respectively, However, a

very significant fact about the profits of public enterprises is that a major part of them
is contributed by the petroleam sector enterprises.

For example, in 2004-05 the net profit after tax of all central public sector enterprises
amounted 1o 2 65,429 crores of which about 41 per cent was contributed by petroleum
sector enterprises alone. It will be seen from Table that rate of gross profit to capital
employed was 21.1% in 2007-08, 18% in 2008-09 and 17.6% in 2009-10.

It may be further noted that in order to improve the efficiency and profitability of
public undertakings, they have been given autonomy by the Government in their working
and decision-making through signing of Memoranda of Understanding (MOUs). In
2000-2001, 107 PSUs signed Memoranda of Understandings. [t is expected that with
the autonomous functioning the efficiency and profitability of these enterprises will
further improve.

Other Efficiency Criteria of Evaluating Public Sector Enterprises
Public sector enterprises should not be judged on the basis of profitability alone. There
are other criteria by which they can be judged. They are:

(1) Technical efficiency,

(2) Allocative efficiency, and

(3) Dynamic efficiency.

Technical efficiency implies ratio of output produced by an enterprise to inputs
used, which is also called total factor productivity. Allocative efficiency refers to the
correction of market failures by the production of certain essential products by public
mtcrpisawlﬁchprivﬂemtupimmﬂlndpmﬂuumth:huﬁuf&mwmﬂngnf

Inﬂﬁumpmdmﬁmhypuhﬁcmwbuhchmbnmﬂhﬂﬁmﬂms,
mcﬂmmmmﬁmﬂmﬁmmﬂmmufmm.
On these criteria, public enterprises do not fare badly as compared to private enterprises.
In addition to these, public enterprises have made significant contribution to increase in
investment or gross domestic capital formation (GDCF) and for achieving broad-based
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industrial growth. When there was a decline in public investment from mid-sixties to  Indian Agriculture &

midseventies and during the late nincties, there was a slowdown in industrial growih. Heonom)
The major highlights of the performance of CPSEs during 2009-10 that net profit
after tax of central public sccior enterprises stood at T 84,119 crore s compared to Notes

T 69,267 crore in 2008-09. Besides, CBSEs earned foreign exchange amounting to

¥ 77,745 crore during 2009-10.

Thus, the overall performance of Central Public Sector enterprises is not bad keeping
into account that many public sector enterprises lay greater emphasis on achieving non-
financial social objectives.

Suggestions for Improving the Performance of Public Sector Enterprises

The following measures can be suggested for improving the performance of public

sector undertakings in India:

(1) Managing of these undertakings should be entrusted to the trained and skilful
personnel.

(2) The price policy of the public sector undertakings should aim at improving
the profitabality of the public undertakings. These profits can later on be used
for the establishment of new enterprises, expansion and modemisation of the
existing units.

(3) All-out efforts should be made to make fuller utilisation of the capacity in
different enterprises. Possibilities of export promotion should also be explored.

(4) Public sector units should be allowed to mise larger deposits from the public.
In fact, they have been allowed 1o raise public deposits up to 35 per cent of
their share capital,

(5) Establishment of public enterprises be based purely on economic and social
welfare consideration rather than political pressures.

(6) Disinvestment of a part of Government holdings in the share capital of selected
public sector enterprises in order to provide market discipline and to improve
the performance of the public enterprises.

(7) Sick public sector units should be merged together to make them economically
viable units. There should also be restructuring of loss-making enterprises. | =

(8) Before the installation of these enterprises, pre-investment surveys should be
conducted thoroughly. Delays in the installation of units should be avoided.

(9) The Sick Industrial Companies Act (SICA) has been amended to bring PSUs
under its purview.
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Indian Economy  4.22  Role of Small, Medium and Cottage Industries

A notable sector of the Indian economy, the small scale industry (SS1) emerged during
thelmmpmmﬂ.iimufurnuﬂylﬂpcrcmﬂthegnmvﬂmufmm
Notes in the manufacturing sector and over 40 per cent of the total exports from the country.
It also provides employment opportunities to around 12 million people. The primary
nhjnﬁwnftheSSlpnlicynflheﬁmmmnrhﬂiaistnimpunmm:ﬁmlityand
m-mmhmﬂmhhitmmmmmﬁﬂwluwmh
putkniulyhtmnrgrmﬂfmnm.anplnymm“pum.mwmmm
mhmmlly&IMthﬂeﬁmmwmmmmmmd&mmix
the sector with a view to remove all fetters on its growth potential, reposing greater
faith in small and young entrepreneurs. The Government of India has enacted the Micro,
Small and Medium Enterprises Development (MSMED) Act, 2006 in terms of which
the definition of micro, small and medium enterprises is as under:
e Enterprises engaged in the manufacture or production, processing or preservation
of goods as specified below:
i. Amicro enterprise is an enterprise where investment in plant and machinery
does not exceed T 25 lakh.
ii. A small enterprise is an enterprise where the investment in plant and
machinery is more than T 25 lakh but does not exceed T 5 crore.
fii. A medium enterprise is an enterprise where the investment in plant and
machinery is more than T S crore but does not exceed T 10 crore.

In case of the above enterprises, investment in plant and machinery is the onginal
cost excluding land and building and the items specified by the Ministry of
Small Scale Industries vide its notification.

. Euhrwuﬁmyg&dhmﬂhgmmd:rﬁgufmﬁmmﬂwhmimm
in equipment [miginalmucludﬂghuﬂmdhﬂklhgmdﬁmim fittings
and other items not directly related to the service rendered or as may be notified
under the MSMED Act, 2006 are specified below:

i, A micro enterprise is an enterprise where the investment in equipment

.} ——docsmotexceed ¥ 10 lakh.

ii. A small enterprise is an enterprise where the investment in equipment 18
more than T10 lakh but does not exceed 2 crore.

iii. A medium enterprise is an enfcrprise where the investment in aquipment
is more than T 2 crore but does not exceed ¥ 5 crore.

190 Self Learning Matenial



Meaning and Characteristics of Industrial Policies for MSME

The Indian government has adopted many policies and programmes for the development
of Micro, Small and Medium Enterprises (MSME) sector, which may be discasse. under
the following heads.

Reservation Policy: Reservation of products for exclusive manufacture in the
small scale sector was introduced for the first time in 1967 with the reservation
of forty-seven items. Reservation affords support to S5ls against competition
from medium/large/multinationsl companies. Reservation/de-reservation is
a continuous process. As of 20 July, 2010, twenty items were reserved for
exclusive manufacture in the small scale sector.

Licensing Policy: The major impact of liberalization and globalization of
economy, which started in India in July 1991, simed ot doing away with the
system of Compulsory Licensing. As of now, four industries were industries
are reserved for the Public Sector such as Arms and ammunition and allied
iems of defence equipment, Defence aircraft and warships, Atomic energy and
the Railways; and six industries fall under the compulsory licensing. These
comprise breweries and distilleries, tobacco industry, electronic serospace and
defence equipment of all types, industrial explosives such as detonating fuses,
safety fuses, gunpowder, hazardous chemicals, pharmaceuticals and others.
Small units that employ less fifty workers and less than hundred workers are
not required to obtain any license under Compulsory Licensing Provisions.

. Trade Policy: Exports from the small scale sector over a period of time have

acquired great significance in India’s foreign trade. The MSME sector today
constitutes a very important segment of India’s economy and it accounts for
nearty 40 per cent of the gross value of output in the manufacturing sector and
about 50 per cent of the total exports from the country, Direct exports from the
MSME sector account for 35 per cent of the total exports.

Export Promotion from the small scale sector has been accorded a high priority
in the India's expart promotion strategy. The small industries due to their inherent
strengths of low capital investment, high employment generation, maximum
utilization of capacity, flexibility in operation, etc. are highly conducive for
rapid industrialization and generation of export surpluses.

T ——— =

.

4. “Export-Tmport Policy for Small Scale Sector: The various export-import

policy for small scale sector are mentioned below:

i. Recognition of export houses/trading houses: The EXTM Policy in
1997-2002 policy has laid down certain criterion in order to recognize
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accentuated. The eligibility criteria for such recognition is based either
_mﬂwbuhanmchde{FUE]urHanmign Exchange value
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the preceding three licensing years or the preceding licensing year. In an
attempt to encourage exports from the small scale sector, the exports made
by small scale sector manufacturer-exporters are given triple weightage
for the purpose of recognition as EH/TH/STH/SSTH.

ii. Mwumum}:&wmmngﬁmdu&pmﬂm
Star Trading House, Trading Houscs, etc. are eligible for grant of Special
Import Licence (SIL) at certain percentage of their FOB value of exports/
NFE.

5. Promotional schemes: To meet the challenges of international competition
and to promote exports of MSME products, following promotional schemes
are also being implemented:

(i) Technology development and modernization fund scheme Small
Industries Development Bank of India (SIDBI) implemented a scheme of
technology development and modemnization of MSME units with effect
from April 1995. Under this scheme assistance is available for meeting
the expenditure on purchase of capital equipment, acquisition of technical
know-how, upgradation of process technology and products with thrust on
quality improvement, improvement of packaging and cost of TQM and
acquisition of 130-9000 series certification. The coverage of the scheme
has been enlarged from export-oriented units to nonexporting units also
in September 1997. Under this Scheme a sum of 152 crores has been
sanctioned for 245 units by April, 1999,

(i) Quality awareness scheme: Small Industries Service Institutes often
organize workshops on 1S0-9000 on certification and awareness of quality.

6. Subsidy for obtaining 1S0-9000 quality Certification: Under the scheme of
promoting [SO-9000 certification, MSMEs are given financial support by way
of reimbursing 75 per cent of their expenditure to obtain 1SO- 9000 certification

su N !‘! T I

7. National Small Industries Corporation: The National Small Industries

Corporation (NSIC) through its export development programme is playing a
vital role to promote the MSME sector in exporting their products/projects in



international, markets by providing following assistance to the small enterprises.  Indian Agriculture &
Various ways by which NSICs could be marketed and promoted are as follows: s 4

¢ Organizing international exhibitions and buyers-sellers meet

o Providing information related to sales opportunities available in international Notes
market

® Advertising and publicity in various countries through Indian High Commissions
and the Intemet

o Publication of exporters directory

¢ [Participating in global tenders

e Providing assistance in deemed exports

¢ Organization of seminars and workshops 1o upgrade and update MSME with
regard to international developments

8. Foreign Direct Investment (FDI) Approval:

¢ An industrial undertaking, i.c., a company with interests in industry can invest
up to 24 per cent eguity in an SSI unit.

¢ If the equity goes beyond 24 per cent, the industrial unit loses its SSI
status,

® There is no restriction on the extent of equity that can be held by a Noaresident
Indian (NRI) as an individual/partner in an 881 unit.

e Investors need to file an application with the Reserve Bank of India (RBI) in
the prescribed format and approval is ordinarily granted within 15 days.

® For foreign investment outside the automatic route, clearance has to be obtained
from Foreign Investment Promotion Board (FIPB).

® Applications for setting up a 100 per cent Export Oriented Unit are also required
to be filed with the SIA. _

e For setting up u unit in an Expont Processing Zone (EPZ), application has to
be filed with the Development Commissioner of the concerned EPZ.

® Under automatic procedures, foreign lechnology agreements are being permitted
in respect of industries that are designated as high prionty industries.

® The use of foreign brand names and/or trade mark of goods is also now being
permitted freely,

9. Credit Policy: Of all the elements that go into a business, credit is perhaps
the most crucial. The best of plans can come to a naught, if adequate finance
is not available at the rght tme. MSMEs need credit support not only for
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1.

running the enterprise and operational requirements but also for diversification
modemization/upgradation of facilities, capacity expansion and so on. Wit
respect to MSMEs, the problem of credit becomes all the more critical wheneve
any episodic event occurs such as a large order, rejection of consignmen
inordinate delay in payment and so on. In general, MSMEs operate on tigh
budgets, often financed through owner's own contribution, loans from friend
and relatives and some bank credit, Government of India recognized the need fc
a focused credit policy for MSMEs in the early days of promotion of MSME:
This in tum led to a credit policy with the following components:
Priority sector lending: Credit to the MSE sector is ensured as part of th
priority sector lending by banks. Banks are required to compulsorily ensur
that specified percentage (currently 40 per cent for domestic commercial bank
and 32 per cent for foreign banks) of their overall lending is made to priorit
sectors as classified by Government. These sectors include agriculture, sma
enterprises, retail trade and the like institutional arrangement.

Small Industries Development Bank of India (SIDBI) is the principal financi
institution for promotion, financing and development of the MSME sector, Apa
from extending financial assistance to the sector, it coordinates the functior
of institutions engaged in similar activities. SIDBI's major operations are |
the arcas of: (i) refinance assistance (ii) direct lending and (iii) developmer
and support services. The commercial banks are important channels of cred
dispensation to the sector and play a pivotal role in financing the workir
capital requirements, besides providing term loans (in the form of composi
loans). State Financial Corporations (SFCs) and twin-function State Industri
Development Corporations (SIDCs) at the State level are the main sources -
long-term finance for the MSME sector.

Labour Policy: Comprehensive laws as propounded by the government gove
the labour policies for small scale industries. The following laws and polici
are applicable for small scale industries in India:

Apprentices Act, 1961

The Beedi and Cigar Workers (Conditions of Employment) Act, 1966
Bonded Labour System (Abolition) Act, 1976

Child Labour (Prohibition & Regulation) Act, 1986

The Children (Pledging of Labour) Act, 1933

The Contract Labour (Regulation & Abolition) Act, 1970



The Employees Provident Funds and Misc. Provisions Act, 1952
Employees State Insurance Act, 1948
Employers Liability Act, 1938

Employment Exchange (Compulsory Notification of Vacancies) Act,
1959

Equal Remuneration Act, 1976

The Factories Act, 1948

The Industrial Disputes Act

The Industrial Employment (Standing Orders) Act, 1946

The Inter-state Migrant Workmen (Regulation of Employment and Conditions
of Service) Act, 1979

Labour Laws (Exemption from Furnishing Retums & Maintaining Registers
by Certain Establishments) Act, 1988

Matemity Benefit Act, 1961

The Minimum Wages Act, 1948

The Payment of Bonus Act, 1965

The Payment of Gratuity Act, 1972

The Payment of Wages Act, 1936

The Sales Promotion Employees (Conditions of Service) Act, 1976
The Shops and Establishments Act, 1953

The Trade Union Act, 1926

Workmen's Compensanon Act, 1923

The Weekly Holidays Act, 1942

4.23 Overall Indian Economic Scenario

Since the start of the 21st century, annual average GDP growth has been 6%
o 7%, and ﬁ;ﬂm 2014 w 2018, India was the world's fastest growing major
cconomy, surpassing China. Historically, India was the largest economy in the
world for most of the two millennia from the st until 19th century.

India is the world’s largest manufacturer of generic drugs, and its pharmaceutical
sector fulfils over 50% of the global demand for vaccines.

The Indian IT industry is a major exporter of IT services with $191 billion in
revenue and employs over four million people.
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o India’s chemical industry is extremely diversified and estimated at $178
billion.

e The tourism indmlry:nmiblml:bulﬂ?muﬂndiﬂﬁﬂrmdcmphﬁum
42 million. :

o India ranks second globally in food and agricultural production, while
agricultural exports were $35.09 billion.

o The construction and real estate sector ranks third among the 14 major sectors m
terms of direct, indirect and induced effects in all sectors of the economy.

o The Indian textiles industry is estimated at $100 billion and contributes 13%
of industrial output and 2.3% of India’s GDP while employs over 45 million
people directly.

o India's telecommunication industry is the world's second largest by number of
mobile phone, smartphone, and internet users.

o Itis the world's 25th-largest oil producer and the third-largest oil consumer.[8X]
The Indian automobile industry is the world's fifth-largest by production.

o It has $1.1 trillion worth of retail market which contributes over 10% of India's
GDP and has one of world's fastest growing e-commerce markets.[91] India
has the world's fourth-largest natural resources, with mining sector contributes
11% of the country’s industrial GDP and 2.5% of total GDP.[92] It is also the
world's second-largest coal producer, the second-largest cement producer, the
second-largest steel pmducﬂ'mdthﬂh:rdlrgmcmmﬂm

Increasing Manufacturing Competitiveness

The manufacturing sector has also not grown as rapidly as might have been expected.
The average growth rate of this sector has accelerated compared to the Ninth Plan but
is unlikely to exceed 8 per cent in the Tenth Plan. It should be targeted to grow around
12 per cent or so if we want to achieve a GDP growth rate of 9 per cent.
hﬂh'spufmmﬁmhkdmimmumﬂhighmdmm is clearly
:munfmngﬂiﬂm“mlmbuildumHm.hdhm:ﬂ&dmmm
manufacturing activitics. We have a dynamic entreprencurial class that has gained
confidence in its ability to compete. We have skilled labour and excellent management
capability. However, there are other constraints that limit our competitivencss, especially
in labour intensive manufacturing. The most important constraint in achieving a faster
growth of manufacturing is the fact that infrastructure, consisting of roads, railways,
ports, airports, communication and electric power, is not up to the standards prevalent in
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our competitor countries This must be substantially rectified with the next 5 10 10 years

if our enterprises are to compete effectively. Indian indusiry expects a level playing field
in terms of quality of infrastructure. This should have high priority in the Eleventh Plan.

Shortage of electric power and the unreliability of power supply are universally
recognized as a drag on the pace of India’s development. Our competitors benefit from
round the clock supply of power at stable voltage and frequency, but this remains elusive
in most parts India. The management of power systems, especially distribution’s the
responsibility of state governments and a decisive improvement in this arca is a critical
challenge.

4.24 Recent Developments

With an improvement in the economic scenario, there have been investments across
various sectors of the economy. In 2020, the total deal value in India stood at ~USS$ 80
billion across 1,268 transactions. OF this, M&A activity contributed ~50% to the total
transaction value. Private Equity-Venture Capital (PE-VC) companies expanded from
USS 36.3 billion (1,012 deals) in 2019 to USS 39.2 billion (across 814 deals) in 2020.
Some of the important recent developments in Indian economy are as follows:

o India’s overall exports from April 2020 to November 2020 were estimated at
USS 304.25 billion, (a 14.03% decrease over the same period last year). Overal|
imports from April 2020 to November 2020 were estimated at USS 290.66
billion, (a 29.96% decrease over the same period last vear).

* According to [HS Markit, Purchasing Managers' Indes (PMI) for manu/facturing
stood at 56.4 in December 2020, against 56.3 in November 2020, indicating a
higher growth for manufacturers speeding up production and boosting efforts
to rebuild their inventories.

® Gross tx revenue stood at T 7.21 trillion (US$ 98.50 billion) in the first six
months of FY21.

e FDI inflows in India stood at USS 39.93 billion between April 2020 and
September 2020, 10% higher than the first six months of 2019-20 (USS 36,05
billion).

* Indin’s Index of Industrial Production (IIP) for October 2020 stood at 128.5,
against 123.2 for September 2020,

o Consumer Food Price Index (CFP1) - combined infation was 9.43% in
November 2020, against 11.07% in October 2020,

e Consumer Price Index (CP1) - combined inflation was 6.93% in November
2020, against 7.61% in Ogtober 2020,
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The two Union Budget's which were presented by Minister for Finance &
Corporate Affairs, Ms Nirmala Sitharaman in the Parliament in 2020 & in 2021
aimed at energising the Indian economy through a combination of short-tgrm,
medium-term, and long-term measures.

In November 2020, the Government of India announced ¥ 2.65 lakh crore
(USS 36 billion) stimulus package 1o generate job opportunities and provide
liquidity support to various sectors such as tourism, aviation, construction and
housing.

Also, India’s cabinet approved the production-linked incentives {PLI) scheme
to provide ¥ 2 trillion (US$ 27 billion) over five years to create jobs and boost
production in the country.

Numerous foreign companies are setting up their facilities in India on account
of various Govemment initiatives like Make in India and Digital India.

Mr Narendra Modi, Prime Minister of India, launched Make in India initiative
with &n aim to boost country’s manufacturing sector and increase purchasing
power of an average Indian consumer, which would further drive demand and
spur development, thus benefiting investors.

The Govemment of India, under its Make in India initiative, is trying to boost
the contribution made by the manufacturing sector with an aim to take it to
259 of the GDP from the current 17%. Besides, the Government has also
come up with Digital India initiative, which focuses on three core components:

i creation of digital infrastructure, delivering services digitally and 1o increase
the digital literacy. '
Some of the recent initiatives and developments undertaken by the Government
are listed below:

On January 6, 2021, the Government of India and New Development Bank
(NDB) signed two loan agreements for USS 646 million to upgrade the State
Highway network and district road network in Andhra Pradesh.

On January 5, 2021, the Citizen Assistance and Relief in Emergency Situations
(PM CARES) Fund Trust of the Prime Minister allocated T 20158 crore (LSS
27.56 million} to establish 162 additional dedicated pressure swing adsorption
(PSA) medical oxygen generation plants within the country's public health
facilities.



On January 5, 2021, a US$ 105 million project to develop the inland water
transport system in Kolkata, West Bengal, was signed by the Government of
India, Government of West Bengal and the World Bank.

In December 2020, the Govemment of India and Asian Development Bank
(ADB) signed a LSS 231 million loan to boost electricity gencration capacity
in Assam through the establishment of a hydroelectric power plant of 120
megawatts (MW) that will strengthen household electricity availability.

In December 2020, the Government of India and Asian Development Bank
(ADB) signed a USS 100 million loan 1o modernise and upgrade the power
distribution system to boost the quality and efficiency of electricity supply in
Bengaluru, Kamataka.

In December 2020, the Indian cabinet approved assisiance of T 3,500 crore
(LISS 478.60 million) for sugarcane farmers (Ganna Kisan).

The Prime Minister of India, Shri. Narendra Modi announced various economic
packages worth ¥ 30 trillion (USS 410 billion), which was ~15% of India's
GDP.

In December 2020, the Government of India and New Development Bank
(NDB) signed a loan agreement to lend USS 1 billion via the Mahatma Gandhi
National Rural Employment Guarantee Scheme to support the *Aatmanirbhar
Bharat” initiative.

India is expected to attract investment of around USS 100 billion in developing
the oil and gas infrastructure duning 2019-23,

The Government of India is going to mcrease public health spending to 2.5%
of the GDP by 2025.

For implementation of Agriculture Export Policy, Government approved an
outlay T 2.068 billion (USS 29.59 million) for 2019, aimed at doubling farmers
income by 2022,

Road Ahead

India's GDP is expected 1o reach USS 5 trillion by FY25 and achieve upper-
middle income status on the back of digitization, globalization, favourable
demographics, and reforms.

India is also focusing on rencwable sources to generate energy. It is planning to
achieve 40% of its energy from non-fossil sources bv 2030, which is currently
30%, and have plans to increase its renewable energy capacity from to 175
gigawatts (GW) by 2022.
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Inﬂnhemcudluhmemﬂdhsmmmumnmruiummﬁm
may triple to USS 4 trillion by 2025, owing to shift in consumer behaviour and
upﬂmpm;mdin;mmmmnmulﬁm Group (BCG) report. It
is estimated to surpass USA to become the second largest economy in terms
ufpumhuinapnmrpnhy{ﬂﬂbym“pwnepuﬂbym“mhm
Coopers.

4.27 Emerging Trends
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lﬁdithumpduﬁummmjmmﬁnﬁ:mddmmmedm
be one of the top three economic powers in the world over the next 10-15 years, backed
by its robust democTacy and strong partnerships.

Market size

India’s GDP (at constant 2011-12 prices) was estimated at T 33.14 trillion (USS
452.74 billion) for the second quarter of FY2020-21, against ¥ 35.84 trillion
(LSS 489,62 billion) in the second quarter of FY2019-20.

india is the fourth-largest unicorn base in the world with over 21 unicorns
collectively valued at USS 73.2 billion, as per the Hurun Global Unicomn List,
By 2025, India is expected to have ~100 unicomns by 2025 and will create
-1.1 million direct jobs according to the Nasscom-Zinnov report ‘Indian Tech
Indianmhmlnumiummﬂmphymtmmhmdm#ﬂmminn
nonfierm jobs between 2023 and 2030's, for productivity and economic growth
according to McKinsey Global Institute. Net employment rate needs to grow
by 1.5% per year from 2023 10 2030 to achieve 8-8.5% GDP growth between
2023 and 2030.

India's foreign exchange reserves stood at USS 581.131 billion in the week up
10 December 18, 2020 according to data from RBI.

In 2020, India's ten largest trading partners were USA, China, UAE, Saudi
Arabia, Switzerland, Germany, Hong Kong, Indonesia, South Korea and
Malaysia.

In 2019-20, the foreign direct investment (FDI) in India was $74.4 billion
with service sector, computer, and telecom industry remains leading sectors
for FDI inflows.

India has free trade agreements with several nations, including ASEAN,
SAFTA, Mercosur, South Korea, Japan and few others which are in effect or
under negotiating stage.



The service sector makes up 50% of GDP and remains the fastest growing
sector, while the industrial seotor and the agricultural sector cmploys s majority
of the labour force.

The Bombay Stock Exchange and National Stock Exchange are one of the
world's largest stock exchanges by market capitalization,

Indin is the world's sixth-largest manufacturer, representing 3% of global
manufacturing output and employs over 37 million people.

Nearly 66% of India’s population is rural, and contributes about 50%6 of India's
GDP. It has the world's fifth-largest foreign-exchange reserves worth $585
billion.

India has a high public debt with 89% of GDP, while its fiscal deficit stood
at 9.5% of GDP. India’s government-owned banks faced mounting bad debt,
resulting in low credit growth, simultaneously the NBFC sector has been
engulfed in a liquidity crisis.

India faces moderate unemployment, rising income inequality, and drop in
aggregate demand.

In recent years, independent cconomists and financial institutions have
accused the government of fudging various economic data, especially GDP
growth,

The long-term growth perspective of the Indian économy remains positive due
to its young population and corresponding low dependency ratio, healthy savings
and mvestment rates, and is increasing globalisation in India snd integration
into the global economy.

The economy slowed in 2017, due to shocks of "demonetisation” in 2016 and
introduction of Goods and Services Tax in 2017.

Nearly 60% of India's GDP is dniven by domestic private consumption and
continues to remain the world's sixth-largest consumer market. Apart from
private consumption, India's GDP is also fuclled by govemment spending,
investment, and exports,

In 2019, India was the world's ninth-largest imponer and the twelfth-largest
exparter.

Indis has been 3 member of World Trade Orgamization since | January
1995,

It ranks 63rd on Ease of doing business index and 68th on Global Competitiveness

Report,
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Indian Economy o With 500 million workers, the Indian labour force is the world's second-largest
as of 2019, India has one of the world's highest number of billionaires and
extreme income inequality.

Notes e Since Indin has a vast informal economy, barely 2% of Indians pay income
taxes.

e During the 2008 global financial crisis the economy faced mild slowdown,
India undertook stimulus measures (both fiscal and monetary) to hoost growth
and generate demand; in subsequent years economic growth revived.

o According to 2017 Price water house Coopers (PwC) report, India's GDP at
purchasing power parity could overtake that of the United States by 2050.

e According to World Bank, to achieve sustainable economic development
India must focus on public sector reform, infrastructure, agricultural and rural
devebpmuﬂ,mnmuﬂufhrdandhbmumguhﬁm&,ﬁnuﬁﬂhlmimw
private investment and exports, education and public health.

4.28 Issues and Challenges

Given below seven major challenges faced by the Economy in India.

Providing Essential Public Services for the Poor

The most important challenge is in providing essential public services such as education,
health o large parts of our population who are denied these services at present. The
pafnmmufcdmﬁmmdhcdﬂimisdmppdnﬁng.ﬁmmlmppsin
respect of educational facilities, health care and in related services such as maternal and
child care, clean drinking water and access to basic sanitation facilities for the mass of
our population especially the poor who do not have even minimum access.

Regaining Agricultural Dynamism:

One of the major challenges of the Eleventh Plan must be to reverse the deceleration
in agricultural growth from 3.2 per cent observed between 1980 and 1996-97 to a trend
average of only 1.5 per cent subsequently. This deceleration is undoubtedly at the root
of the problem of rural distress that has surfaced in many parts of the country. This
deceleration is affecting all farm size classes. A second green revolution is urgently
needed to raise the growth rate of agricultural GDP to around 4 per cent. The challenge
posed is to at least double the rate of agricultural growth. This calls for action on both
the demand side and supply side.
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Developing Human Resources

Development of human resources is very much crucial for attaining economic development
which poses as an important challenge before the Eleventh Plan. In order to ensure a
continuous and growing supply of quality of manpower we need large investments in
public sector institutions of higher leaming, combined with fundamental reforms of
the curriculum and also service conditions to attract high quality faculty. The scope for
expanding capacity through private sector initiatives in higher leaming must also be
fully exploited, while also ensuring that quality standards are not diluted, Unless this
is done on an urgent basis, we will fail to attain global standards. India has historically
lagged behind in the area of technical/vocational training and even today enrolment
rates in ITls and others Vocational institutes, meluding nursing and computer training
schools, is only about a third of that in higher education.

Thas is quite the opposite of other Asian Countries which have outperformed use n
labour intensive manufactures. Our [TIs will have to be substantially expanded not only
in terms of the persons they train but also in the number of different skills and trades
they teach. The quality and range of their training should keep pace with the changing
needs of the economy.

Protecting the Environment

Environmental concerns are growing globally as well as within the country. While
there may appear 1o be a trade-off between environmental sustainability and economic
growth i the short run, it has to be recognized, that in the longer run environmental
sustninability and human well-being are not necessanly in conflict.

Neglect of environmental considerations, as for example in profligate use of waler
or deforestation can lead to adverse effects very quickly. The threat of climate change
also poses real challenge to the wellbeing of future penerations which we can ill afford
to ignore. Our developmental strategy has 1o be sensitive to these growing concens and
should ensure that these threats and trade-offs are appropriately evaluated.

Improving Rehabilitation and Resettlement Practices

Amnother important challenges before the Government 1s to improve the rehabilitation
and resettlement practices. Our practices regarding rehabilitation of those displaced from
their land because of development projects are senously deficient and are responsible
for a grow The costs of displacement bom by our tnibal population have been unduly
high and compensation has been tardy and inadequate, leading to serious unrest in many
tribal regions and also in some other regions. Such unrest is also visible in respect of
land acquisitions related to Special Economic Zones (SEZs).
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This discontent is likely to grow exponentially if the benefits from enforced land
m&ﬁﬁmmmmmmmﬂmamwﬂnmu.uﬂum of those
displaced. In order to prevent even greater conflict and threat to peace and development, it
is necessary mm-mp-mmnfpmqmlummmﬁdm
ﬂrlfmdpcmhuwﬂ:iriuufmnojummdmgiudmmlualcpi format
in terms of the rights of the displaced. [n addition to those displaced by development
mmmmwmmmmmum reseftled.

Improving Governance

Improving the govemance is another serious challenge faced by the country at this
moment. All our efforts to achieve rapid and inclusive development will come 1o
nm@!ifw:mmﬂmngmdwm:hﬂhintb:mmhﬂcpmpmm
mhnphmmmdnuiaquaﬂyimpurhnhmikmymgmmminm“imm

Cmﬁmismwmmbemdnnicinauspbemmdlhhpmhlmuudnm
beadthessedwgmﬂy.ﬂmﬁdﬁisnnfpnjmmdimplmw&mmmd
procedures can reduce the scope of corruption.

Much more needs to be done by both the Centre and States to reduce the discretionary
pwwoflhgnvmmmguwmmmymdmmbimymdm
ammwciﬁmm&gmmlnfmmﬁmﬂﬂmhmkmdnmﬂ
improved governance and we must be ready to respond.

Quick and inexpensive dispensation of justice is an aspect of good govemance
which is of fundamental importance in a successful civil society. The legal system in
Iﬂnhm&ﬁﬁiﬁh&pﬁdﬂﬁnmﬂﬁmmnmﬁmmmmd&hw
in dispensing justice, Delays result in denial of justice. Delays cost money and therefore
it is difficult for the poor in India to afford justice. Fundamental reforms are needed to
give justice two attributés: speed and afford ability.

Thn,lheﬁp;n&dthpmhurighﬂyﬂﬂddﬂ“mmyhamwhw
mmglhﬂntmmﬁmmdhﬂwmtcltrﬂﬁmufmmﬁudhlhcpmfﬁm.
But our growth has not been sufficiently inclusive and failures in this arca are significant.”

429 Summary

Agricultural Finance is concerned with the finance requirements of farm sector thereby
sustaining the growth of Agriculture sector as well as national economy. Agnicultural
sector which is the backbone of Indian Economy is strongly dependent on finance support
from Government & other financial institutions.
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Agricultural finance has two parts: Macro finance deals with overall finance
requirements of Agricultural sector at the national level & Micro finance is concerned
with fund requirements of individual farm requirements, Agricultural Price policy aims
to protect the intérests of farmers as well as consumers.

Agricultural price policy has contribpted significantly to growth of Agriculture
sector by ensuring minimum support price 1o rarmers and at the same time consumers
are not subjected to heavy price fluctuations

NABARD established in 1982 takes care of credit facilities needed by Agriculture
sector and at the same time taking care of development and regulatory activities

Agriculture in India is the means of livelihood of almost two-thirds of the work force
in the country. It is the most important sector in the Indian Economy. Agriculture
contributes to our National Income, it acts as the source of livelihood, it acts as the
seurce of food supply o the country, it aids in the industrial development, it provides
employment opportunities and it supplies fodder to the cattle.

Industrialization is the process by which an economy of a country is transformed
from a primarily agriculturally based one to one based on the manufacturing of goods
replacing manual labour by mechanized mass production equipment.

Economy of India is a fast developing one moving out gradually from an Agriculture
based Economy to that of highly Mmiﬂﬂdmmhngsiﬁhlcmunnﬂ
industrial sectors. Indin is a world leader in Pharma sector and has made rapid progress
in I'T, space research, Chemical industries, mining etc.

Indian Government has also taken lot of initiatives towards Economic Growth by
way of rapid industrialization by restructuring tax & import duties and also providing
attractive mcentives to industrial Entrepreneurs,

430 Keywords

& MSP : Mimimum Support Price

¢ CACP: Commission for Agricultural costs & Prices.

¢ CRAFICARD: Committee 1o Review Arrangements for Institutional Credit
in Agnicultural and Rural Development.

¢ GDCF: Gross Domestic Capital Formation

e SIDBI : Small Industries Development Fund

o SEZ : Specinl Economic Zones

IT1 : Industrial Traming Institute

Indian Agriculmre &
Economy

Notes

Self Learning Material 208




Indian Economy

4.31

Review Questions

1.

State the difference between Agriculture Finance & Housing finance.

2. What is meant by Agricultural Price Policy?

Tt

10,

1.

13.
14.
15.
16.
17.

© ® N o w

What is the capital investment in Food corporation of India to procure &store
Food Grains. : :

What do you understand by Minimum support price?

What is NABARD?

Indicate two hindering factors in achieving rapid industrialization.

What is Slow down & Revival m industrial terms.?

What is Recession”

Distinguish between Small scale &Large-scaleindustries.

What are the three yardsticks to be deployed in evaluating the performance of
Public sector undertakings.

Distinguish between Private & Public sector. Which is advantageous.?

What is meant by Sick Industries Act? '

What is GDP?

What i$ make in India initintive?

How are Environmental issues can affect the economic growth of a nation?
Who are the ten largest trading partners f India?

What is the relevance of Human Resources towards Economic Growth?
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5.1 Learning Objectives

After studying the chapter, students will be able to:
» Explain EXIM policy & its Objectives,
e Trade-Related Aspects of Intellectual Property Rights (TRIPS);
o Key features of Company’s Act 2013;
o Explain about Foreign Direct Investment;
o Types of Foreign Direct Investment; -
o Understand the formation of National Agriculture Policy
e Explain the aims of National Agricuitural Policy

e Get an insight into the formation of the General Agreement on Tariffs and
Trade (GATT)

o Understand the trade negotiations under the GATT -
e Explain WTO and foreign trade

o Analyse the principles of GATT/WTO

e Understand Intellectual Property Rights (IPRs)

5.2 Introduction

A multinational company is one which is incorporated in one country (called the home
country); but whose operations extend beyond the home country and which carries on
business in other countries (called the host countries) in addition to the home country.
It must be emphasized that the headguarters of # multinational company are located in
the home country.

Neil H. Jacoby defines a multinational company as follows: A multinational
corporation owns and manages business in two or more countries.”

Expmimpuﬂpuli:yurEXIMpulicyiumurguidclinﬂwinmwtimrcgndhs
imports and exports of India.

EXIM policy is an integral part of Trade policy,

HnguMndbylheFmﬁpmmdmmdeegulﬂnryMLlﬂlwmdd
reﬂectﬂmumafmguh&msmﬁhmﬁmﬂmnfmmmmmmuww
for export promotion.

The first EXIM policy was announced on 31.3.1992 and it was for a period of § years

(1992-1997) EXIM policy is drafied for a period of 5 years and is updated every
year on 31st march fnmndiﬁutium,impmvmmmdﬂwmnhcmeifmy.hmnm
effective on 1st April,




All types of changes or modifications related to the Exim Policy is normally
announced by the Union Minister of Commerce and Industry who coordinates with
the Ministry of Finance, the Directorate General of Foreign Trade and its network of
regional offices. A very important feature of the EXIM policy since 1992 is freedom.
Licensing, quantitative restrictions and other regulatory and discretionary controls have
been substantially eliminated.

Global trade and investment or broadly, globalization, is a common market condition
for all countries of the world now, However, it is not free from challenges.

To be specific, there are seven major challenges to global trade and investment
the world is facing now.

A FDl or foreign direct investment (FDI) is an investment made by a company in
another company based in another country or foreign land wherein the ownership is in
the form of controlling interest.

Foreign direct investment includes the following-

® Mergers and acquisitions,

¢ Remvesting profits eamned from overseas operations

¢ Building new facilities und intra company loans”,

FDI usually involves participation in management, transfer of technology and
expertise and joint-ventures

Foreign direct investment is when an individual or business owns 10% or more
of a company in 4 foreign country,

On the contrary if an investor owns less than 10%, then it's not FDI.

A 10% ownership does not give the investor a controlling power in the foreign
company. However, it will allow influence over the company's management, operations,
and policies. For this reason, governments always track investments in their country's
businesses.

Economic liberalisation started in India during economic crisis(1991) and since then

Foreygn Direct [nvestments have steadily increased in Indin, which subsequently
have generated more than one crore (10 million) jobs. On 17 April, 2020, India changed
its foreign direct investment (FDI) policy to protect Indian companies from "opportunistic
takeovers/acquisitions of Indian companies due to the current pandemic(COVIDY",
according to the Department for Promotion of Industry and Intemal Trade. While the
new FDI policy does not restrict markets, the policy ensures that all FDI will now be
under scrutmy of the Ministry of Commerce and Industry,
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Indian Economy The General Agreement on Tariffs and Trade (GATT) was launched in Geneva in
1948 10 reshape the world economy shattered by the Second World War, It comprised
a trade pact among the member countries (more than a hundred, latter) with the
objective of forming a permanent organisation, which would enforce 2 set of rules for
the conduct of world trade. GATT's birth is a historical accident because United States
refused to submit the Havana Charter to Congress for ratification. There was a virtual
head on multitateralism on the one hand, and those who placed the whole emphasis on
full employment policies on a national basis on the ather. Such position made the ITO
finally collapse.

As far as the agriculture sector is concerned, until 1994, it was outside the GATT
purview. The original GATT applied to trade in agriculture also, but it allowed various
exceptions to the rules on non-tariff measures and subsidies, which led to reverse
distortions in world agriculture trade. The Uruguay Round of GATT negotiations went
well beyond the international trade. It included the fields of GATT and extended to
areas which were essentially part of domestic policies of & nation. New issues such as
Intellectual Property Rights (IPRs), agriculture, mvestment, services, etc were brought
on the agenda of multilateral negotiations. The cighth round of GATTs failure resulted
in World Trade Organisation (WTO) that was a culmination of international efforts
mmhﬁﬂmﬂyiamﬂmﬂnﬂmumﬁmmwmmmmmg
principles which govern all negotiating aspects namely agriculture, textiles and clothing.
banking, telecommunications, government purchases, industrial standards and product
safety, food sanitation regulations, intellectual property, etc. WTO's dispute settlement
procedure is very significant for resolving trade quarrels, Whenever there is a violation by
any government on WTO agreement of 4 commitment made to WTO, dispute settlement
procedure comes to the rescoc.

This unit gives an in-depth view of National Agriculture Policy, GATT and the
beginning of an era of multilateralism through the formation of the WTO.

Notes

5.3 Examples of MBC in India

Forcign Multi national Indian affliate/subsidiary |
Coca cola corporation Coca cola India

Unilever Hindustan unilever

Bata corporation Bata India

Pepsi corporation Pepsi India

Sony corporation Sony India

ABB ABB India

Cadbury Cadbury India

210 Self Leaming Material



21.

. TATA Group of companies-

Hero Motocorp

Aditya Birla Group of companies
Karbonn Mobiles and Technologies
Parle Agro Private Limited

HCL Computers & Technologies
Dabur

Dr. Reddy’s Laboratories & Researches
Bharti Airtel & Communication
BAJAJ

Mahindra Groap of companies
Hindustan Motors

Maruti Suzuki

Emami

Bharti Enterprises

Wipro

Ranbaxy Laboratories Limited

. TVS

Sundaram fasteners
Asian paints
Arvind mills

54 Characteristics of a Multinational Corporation

Following are the common characteristics of Multinational Corporations:

Very High Assets and Turnover

To become a multinational corporation, the business must be large and must own a huge
amount of assets, both physical and financial. The company’s targets are high, and they

are able to generate substantial profits.

Network of branches

Multinational companies maintain production and marketing operations in different
countries. In each country, the business may oversee multiple offices that function

through several branches and subsidiaries,
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Control

In relation to the previous point, the management of offices in other countries is controlied
by one head office located in the home country. Therefore, the source of command 13
found in the home country.

Continued Growth
Multinational corporations keep growing. Even as they operate in other countries, they
strive to grow their economic size by constantly upgrading and by conducting mergers
Sophisticated Technology
When a company goes global, they need to make sure that their investment will grow
substantially. In order to achieve substantial growth, they need to make use of capital
intensive technology, especially in their production and marketing activities.
Right Skills
Multinational companies aim to employ only the best managers, those who are capable
of handling large amounts of funds, using advanced technology, managing workers, and
running & huge business entity. Forceful marketing and advertising.

One of the most effective survival strategies of multinational corporations is
spending a great deal of money on marketing and advertising. This is how they are able
1o sell every product or brand they make.

Good Quality Products

Because they use capital-intensive technology, they are able to produce top-of-the-line
products.
Objectives =

1. To facilitate sustained growth in exports to attain a share of at least 1 % of
global merchandise trade.

2. To stimulate sustained economic growth by providing access to essential raw
materials, intermediates, components, consumables and capital goods required
for augmenting production and providing services,

3. To enhance the technological strength and efficiency of Indian agriculture,
industry and services, thereby improving their competitive strength while
generating new employment opportunitics, and to encourage the attainment
of internationally accepted standards of quality.



4. To provide consumers with good quality goods and services at imernationally
competitive prices while at the same time creating a level playing field for the
domestic produce.

55 FERA
Foreign Exchange Regulation Act (FERA), 1973

Foreign Exchange Regulation Act (FERA) was promulgated in 1973 and it came
into force on January 1, 1974,

It imposed strict regulations on certain kinds of payments, the dealings in foreign
exchange (forex) and securities and the transactions which had an indirect impact on
the foreign exchange and the import and export of currency.

The rule of FERA was that every foreign company has to convert itself into Indian

Companies operating in India with at least 60 percent holding of local equity
participation.

Section 29 of this Act referred directly 1o the operations of MNCs in India.

According to the Section, all non-banking forcign branches and subsidiaries
with foreign equity exceeding 40 per cent had to obtain permission to establish new
undertakings, to purchase sharcs in existing companics, or o acquire wholly or partly
any other company,

The purpose of this Act was to increase the economic development of the country
when the Forex reserves were lowest.

| FERA regulates and controls the balance of payments.

2. FERA controls foreign exchange and securitics.

3. FERA regularises the transactions directly or indirectly affecting foreign
exchange.

5.6 FERA to FEMA

FERA act,1973 had many drawbacks and was eventually replaced by FEMA act in
1999. In 1991, the Government brought the LPG Policy. LPG stands for liberalization,
Privatisation, and Globalisation. When foreign exchange flow increased in India. the
oid Act restricted the flow of foreign exchange and foreign investment because the aim
wiis 1o regulate the foreign currency but with a lot of restrictions as per the Act.
® So, the idea shifted from conservation of foreign exchange 1o management of
foreign exchange.
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e With the increasing infiux of foreign investments comings, the idea shifted to

facilitating trade and payments as well as developing forcign exchange markets
in India.

Notes

5.7 Features of FEMA

Contains provision for current account convertibility and liberalization of capital
account transactions

1t has specified areas where the prior approval for RBl/ Government on
acquisition and holding of forcign exchange.

Classification of foreign exchange transactions into current and capital
transactions

FEMA does not apply to Indian Citizens resident outside India.

I gives full power fo the Resident in India who was Resident outside India to
hold/control/ foreign investment and immovable property.

It is a civil law, and any contravention with the law allows arrest in exceptional
chases.

Basis for FERA FEMA
Comparison
Meaning An act promulgated, to FEMA an act initiated to facilitate

regulate payments and external trade and payments and
foreign exchange in to promote orderly management

India, is FERA. of the forex market in the country.
Number of sections | 81 49
When was it Foreign exchange Foreign exchange position was
introduced reserves were low. satisfactory.
Approach towards | Rigid Flexible
forex transactions
Violation Criminal offense Criminal offense

714 Self Learning Material

1.

FEMA gives power to the central government for imposing restriction on
miviﬁﬂlﬂmmakingpuymtsmlpmmsimmdnmideum:cmmu’ym
mivhgmmﬂ:mu;hm.hmﬁmnﬂﬁmfmﬁgnmwuwllu
foreign security deals is also restricted by FEMA.
Tmﬁmwdﬁngummipmurhwamuipmstuwdl
unymnmﬁmdtﬁﬂnmﬂmﬁpmmymlndiaumhmd:ﬂhMl
mciﬁcugmﬂmhﬁmufm&ﬂumcﬁmumbemﬁdm
via an individual who has received authorization for the same.



3. The central government can restrict an authorized individual to carry out foreign
exchange deals within the current account, on the basis of general interest of
the public.

5.8 Seven Major Challenges

Economic Warfare

Globalization has a tough challenge against polarization and conflicting issues. The
world is experiencing increased conflicts, major economic powers are seizing influence,
financial sanctions are being used a5 a weapon, and the Internet is breaking into pieces.
Therefore, the international flow of moncy, information, products and services may
slow down.

Geo-politicization
Globalization is a kind of Americanization. The United States is still a dominating
economy and the halimark of the international financial system. Moreover, information
age is promoting the democratization of information. It 1s paving the way for demanding
more information and the autocrats now need to care more about public opinion. The
developments of developing countries are making them more or less like America State
Capiwlism

The United States was a strong nation in the last quarter of the century. But now,
state capitalism in a modem form is gripping many nations. This is creating new segmens
n the markets and destroying the uniformity expected from globalization. Now, there
15 nothing predominantly American or about globalization itself.
Lack of Leadership
Globalization will continue rapidly, but the U.S led world order is getting diminished.
An mconsistent, wamidden United States lacks the will and ability to provide global
leadership. Moreover, no other country is interested in taking its place. The West is
having its own problems, and allies are only interested in hedging their bets. Therefore,
there is no clear and definite way for globalization to progress and it is getting distorted.

Power Distribution

China, Russia, Turkey, India, and some other emerging nations are getting powerful
enough to dismantle the US led theory of globalization. But they lack synchronization
and influence. Their values and interests are not compatible. So, a regionalized world
15 emerging. Americanization and globalization are neither believed to be one and the
same now nor is it preached by these power-seeking nations
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Weaker Underdogs

The regional economic powerhouses are getting more room to operate in today’s world.
Russia is intruding in its backyard, Germany is experiencing firm control over Euro
zone.and China is rapidly rising in the Asia-Pacific. These ‘major countries are trying
1o consolidate power without caring for the smaller countries near them. It is a kind of
“hollowing of the peripherals’ that is accelerating.

Price Fluctuations of Natural Resources

Th:ml monopoly mdﬂmmhﬂganﬂmmyclnhﬂmdt:nuﬂﬂuﬂdmﬂm!mng
th:woﬂda,pm In such turmoil, the very essence of globalization is sumechow getting

blurred. These time-sensitive challenges are being faced by all international and huge
global companies. While the problems don’t seem to end soon, the global companies
now have the choice to exercise their power in a global scale. They may or may not
MWMcmuﬂmmwnuﬂmmhw#hﬂulyﬂam¢m
to the predominantly geopolitical criscs.

5.9 TRIMS

Under the Agreement on Trade-Related Investment Measures of the World Trade
Organization (WTO), commanly known s the TRIMs Agreement, WTO members have
agreed not to apply certain investment measures related to trade in goods that restrict or
distort trade. The TRIMs Agreement prohibits certain measures that violate the national
treatment and quantitative restrictions requirements of the General Agreement on Tariffs
and Trade (GATT).

Trade-Related Investment Measures is the name of one of the four principal legal
agreements of the World Trade Organization (WTO), trade treaty, TRIMs are rules that
restrict preference of domestic firms and thereby enable international firms to operate
more easily within foreign markets. The TRIMs Agreement prohibits certain measures
that violate the national treatment and quantitative restrictions requirements of the
Gieneral Agreement on Tariffs and Trade (GATT).

TRIMs may include requirements to:

1. Achieve a certain level of local content;
[1. Produce locally;
11l. Export a given level/percentage of goods;
IV. Balance the amount/percentage of imports with the amount/percentage of
exports;
V. Transfer of technulugy or proprietary business information to local persons.
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These requirements may be mandatory conditions for investment, or can be attached
1o fiscal or other incentives. The TRIMs Agreement does not cover services. All WTO
member countries (offsite link) are parties to this Agreement. This Agreement went into
effect on January 1, 1995, It has no expiration date.

The Agreement requires all WTO Members to notify the TRIMSs that are inconsistent
with the provisions of the Agreement, and to eliminate them afier the expiry of the
transition period provided in the Agreement. Transition periods of two years in the case
of developed countnies, five years in the case of developing countries and seven years
in the case of LDCs,

India’s Notified TRIMs

As per the provisions of Article. 5.1 of the TRIMs Agreement India had notified three
trade related investment measures as inconsistent with the provisions of the Agreement:
I. Local content (mixing) requirements in the production of News Print,
2. Local content requirement in the production of Rifampicin (a medicine) and
Pemicillin-(G,
3. Dividend balancing requirement in the case of investment in 22 categories of
consumer goods.
Such notified TRIMs were due to be eliminated by 315t December, 1999, None
of these measures is in force at present. Therefore, India does not have any
outstanding obligations under the TRIMs agreement as far as notified TRIMs
are concerned.

Present Status

The transition period allowed 10 developing countries ended on 315t December, 1999.
However, Art. 5.3 provides for extension of such transition periods in the case of
individual members, based on specific requests. In such cases individual Members have
to approach the Council for Trade in Goods with justification based on their specific
trade, financial and development needs. Accordingly 9 developing countries (Malaysia,
Pakistan, Philippines, Mexico, Chile, Colombia, Argentina, Romania and Thailand) have
applied for extension of transition period in respect of certain TRIMs which had been
notified by them. Examination of their requests is underway in the Council for Trade
in Goods of WTO, India had proposed during the Seattle Ministerial Conference that:

e Extension of transition period for developing countries should be on a
multilateral basis and not on an individual basis;
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notifed
TRIMs and maintain them for an extended transition period:
Notes o The Seattle Ministerial Conference was inconclusive and no decision could be
taken on the proposals.

Conclusion: The TRIMs Agreement has been found by the developing countries
to be standing in the way of sustained industrialization of developing countries, without
upnth\gﬂ:thhuuurmmdmhbymMIythcpoﬁqm
available to these countries. Developed countries, on the other hand, have been arguing
for a further expansion in the list of prohibited TRIM. But India should be careful while
giving its node to the expansion of TRIMS because it may make Indian manufacture
more vulnerable against the cheap products of developed countries.

e WTO prohibit investment restricting measures that discriminates foreign

investment

e The argument of WTO is that such investment restricting steps are violating
trade itself (WTO is an institution formed to promote trade).

e Historically countries impose measures that restrict foreign investment (called
as invesiment measures and WTO term this as Trade Related Investment
Measures).

e Under TRIMs, the WTO names the list of investment measures that discriminates
foreign investment and hence violates the basic WTO principle of National
Treatment,

e These measures inchude — local content requirement, domestic employment,
technology transfer requirement etc

What is TRIM?

The Agreement on TRIMs of the WTO is based on the belief that there is strang
connection between trade and investment. Restrictive measures on investment are trade
distorting. Several restrictive measures on investment are prohibiting trade and hence
mmﬂm&mmﬁingmﬂmTRMsmﬁmmniﬁmMmmme
investment measures which restrict and distort trade. Investment measures are those
steps used traditionally against foreign mvestment by host countries. Here, the TRIMs
instruct that WTO members may not spply any measure that discriminates against
foreign investment that violates basic WTO priiciples (like the MFN). W70 gives a
list of prohibited investment measures TRIMs like local content requirement, export
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obligation, technology transfer requirement etc. that violates trade. Few exemptions to
developing countries are also provided under TRIMs. The Committee on TRIMs monitors
the operation and implementation of the TRIMs Agreement and offers consultation for

¢

member countries.
The objective of TRIMs is to ensure fair treatment of investment in all member

countries. As per the TRIMs Agreement, members are required 1o notify the WTO Council

for Trade in Goods of their existing TRIMs that are inconsistent with the agreement.

TRIMs and Foreign Investment Policy changes in India

India has made several foreign investment liberalisation measures since the launch of
the New Industrial Policy in 1991, Regulations for both FDI and FP1 were simplified
and now foreign investment is allowed in almost all sectors.

510 TRIPS

Trade-Related Aspects of Intellectual Property Rights (TRIPS) covers most forms of
intellectual property including copyright, patents, geographical indications, trademarks,
ndustrial designs, trade secrets, and exclusionary rights over new plant varieties. TRIPS
came into force on | January 1995,

Intellectual Property Rights are the rights given to persons/agencies for their
creativity/innovations. These rights usually give the creator, an exclusive right over the
use of hisher creation for a certain period of time. The importance of intellectual property
in India is well established at all levels- statutory, administrative and judicial. This
Agreement, inter-alia, contains an Agreement on Trade Related Aspects of Intellectual
Property Rights (TRIPS) which came into force from Ist January 1995. It lays down
minimum standards for protection and enforcement of intellectual property rights in
member countries which are required to promote effective and adequate protection
of intellectual property rights with a view to reducing distortions and impediments to

The obligations under the TRIPS Agreement relate 1o provision of minimum
standard of protection within the member countries legal systems and practices,

The Agreement provides for norms and standards in respect of following areas of
intellectual property:

e Patents

e Trade Marks

o Copyrights
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e Geographical Indications

¢ Industrial Designs

The basic obligation in the area of patents is that, the invention in all branches
of technology whether products or processes shall be patentable if they meet the
three tests of being new involving an inventive step and being capable of industrial
application, In addition to the general sccurity exemption which applied to the entire
TRIPS Agreement, specific exclusions are permissible from the scope of patentability
of inventions, the prevention of whose commercial exploitation is necessary to profect
public order or morality, human, animal, plant life or health or 1o avoid serious prejudice
to the environment.

What are the Key Features of Companies Act, 20137
ﬂwmﬁwmﬁmmanﬂMIﬁmﬂpﬁwﬁmoﬂnmcmm
from the date of filing.

[ndia had already implemented its obligations under Articles 70.8 and 70.9 of the
TRIPS Agreement.

Acts related to Patents

o The Pajents Act, 1970

e The Patents (Amendment) Act, 1999

e The Patents (Amendment) Act, 2002

e The Patents (Amendment) Act, 2005

® Rules pertaining to Patents

e The Patents Rules 2003

e The Patents (Amendment) Rules 2005

o The Patents (Amendment) Rules 2006

¢ The Patents (Amendment) Rules 2021

Trademarks

Trade Marks have been defined as any sign or any combination of signs capable of
distinguishing the goods or services of one undertaking from those of other undertakings.
Such distinguishing marks constitute protectable subject matter under the provisions
of the TRIPS Agreement. The Agreement provides that mitizl registration and each
rencwal of registration shall be for a term of not less than 7 years and the registration
shall be renewable indefinitely, Compulsory licensing of Trads Marks is not permitted.
Act relsted to Trade Marks.

o Trade Marks Acts

-
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e Trade Marks Act, 1999
o New Elements in the Trade Marks Act, 1999

Copyrights

India’s copyright law, laid down in the Indian Copyright Act, 1957 as amended by
Copynght (Amendment) Act, 1999, fully reflects the Berne Convention on Copyrights,
to which India is a party. Additionally, India is a party 1o the Geneva Convention for
the Protection of Rights of Producers of Phonograms and to the Universal Copyright

Convention. India is also an active member of the World Intellectual Property
Organisation (WIPO), Geneva and UNESCO,

The copyright law has been amended periodically 1o keep pace with changing
requirements. The recent amendment to the copynight law, which came into force in May
1995, has ushered in comprehensive changes and brought the copyright law in line with
the developments in satellite broadcasting, computer software and digital technology. The
amended law has made provisions for the first time, to protect the performer's rights as
envisaged in the Rome Convention Several measures have been adopied to strengthen
and streamline the enforcement of copyrights. These include the setting up of a Copyright
Enforcement Advisory Council, training programs for enforcement officers and setting
up special policy cells to deal with cases relating to infringement of copyrights.

Acts related to Copyrights

®  The Copynght (Amendment) Act, 2012

o Copynight, Act 1957

e Copyright Rules, 1958

e Copyright Handbook

e Internatitnal Copyright Order, 1999

e Copyright Piracy in India

e Amendments in the Act

Geographical Indications
The agreemen ins a general obligation that parties shall provide the legal means
for interested parties to prevent the use of any means in the designation or presentation
of a good that indicates or suggests that the good in question originates in a geographical
area other than the true place of origin in a manner which misleads the public as to the
geographical origin of the good. -
There is no obligation under the Agreement to protect geographical indications
which are not protected in their country of origin or which have fallen into disuse in that
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Indian Economy country. A new law for the protection of geographical indications, viz. the Geographical
Indications of Goods (Registration and the Protection) Act, 1999 has also been passed
by the Parliament and notified on 30.12.1999 and the Rules made there under notified
on §-3-2002.

Industrial Designs

Industrial designs refer to creative activity which'results in the omamental or formal
wnlaﬂmﬂd&ipﬁwummlmlwm@nddmipﬂmh
mrdedmﬂ:pru;ﬁdmnhuﬂidlrmgﬁmmddulmlndmﬂiﬂd:ﬁgm are an clement
of intellectual property. .

Under the TRIPS Agreement, minimum standards of protection of industrial designs
have been provided for. As a developing country, India has already amended its national
legislation to provide for these minimal standards.

The essential purpose of design law it to promote and protect the design element
of industrial production. It is also intended to promote innovative activity in the field
of industries. The existing legislation on industrial designs in India is contained in the
New Designs Act, 2000 and this Act will serve its purpose well in the rapid changes in
technology and international developments. India has also achieved a mature status in
ﬂwﬁtldnfhﬂasﬁiﬂdnsims:ndhvﬁwurginbﬂinMume,ﬂwpmt
Jegislation is aligned with the changed technical and commercial scenario and made to
conform to international trends in design administration.

Conclusion: It's a hot discussion that will India get benefitted from this new regime
of World Trade wm&m.mmhwwmumrmm&pnm&mpyﬁghu
of different goods and services are owned by the developed countries of the world?

Notes

— W

5.11 Types of FDI

There are mainly two types of FDI: Horizontal and Vertical. Two other types of FDI
have emerged namely Conglomerate and Platform FDL
1. Horizontal FDI: Under this type of FDI, a business éxpands all its inland
operation to another country. Thchminmmadcrtﬂ:whe’mcmﬁwitm but
in a foreign country.

” 2. Vertical FDI: In this case, a business expands into another country by moving
to a different level of supply chain. Thus business undertakes different activities
overseas but these activities are related to main business.

3. Conglomerate FDI: Under this type of FDI, a business undertakes unrelated
business activities in a foreign country. this type is not common as it mvolves
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the difficulty of penetrating a new country and an entirely new and different
market.

4. Platform FDI: Here, a business expands into another country but the output
from the business is then exported to a third country.

5.12 Importance of FDI

There are many ways in which FDI benefits the recipient nation:

Increased Employment and Economic Growth Creation of jobs is the most obvious
advantage of FDL this is one of the most important reasons why a nation, especially a
developing one, looks to atract FDL Increased FDI boosts the manufacturing as well as
the services sector. This in turn generates jobs, and helps reduce unemployment among
the educated youth - as well as skilled and unskilled labour - in the country. Increased
employment translates w increased incomes, and equips the population with enhanced
buying power. This boosts the economy of the country,

Human Resource Development

This is one of the equally important advantages of FDI. Human Capital refers to the
knowledge and competence of the workforce, Skills gained and enhanced through training
und experience boost the education and human capital quotient of the country. Once
developed, human capital is mobile. It can train human resources in other companies,
thereby creating a ripple effect.

Development of Backward Areas

This is one of the most crucial benefits of FDI for a developing country. FDI enables
the transformation of backward areas in a country into industrial centres. This in turn
provides a boost to the social economy of the area. The Hyundai unit at Sriperumbudur,
Tamil Nadu in India exemplifies this process.

Provision of Finance & Technology '

Recipient businesses get access to thelatest financing tools, technologies and operational
practices from across the world. Over time, the introduction of newer, enhanced
technologies and processes results in their diffusion into the local economy which results
in enhanced efficiency and effectiveness of the industry. Recipient businesses also receive
"best practices™ management, accounting, or legal guidance from their investors. They
can in tum incorporate the latest technology, financing tools and operational policies.
By adopting these practices, they enhance their employees’ lifestyles. That in tum raises
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Indian Economy the standard of living of people in the recipient country. FDI rewards the best companies
in any country. It reduces the influence of local governments over them.

Increase in Exports

Not all goods produced through FDI are meant for domestic consumption. Many of these
pmmwmmmmmmm&mmnﬁnmummemn
Zones have further assisted FDI investors in boosting their exports from other countries.
Exchange Rate Stability

The constant flow of FDI into a country translates into a continuous flow of forcign

exchange. This helps the country’s Central Bank maintain 4 comfortable reserve of
foreign exchange. This in turn ensures stable exchange rates.

Notes

Stimulation of Economic Development

: Thisisumthﬂwryhnpmudmug:nfml.Fl}Iisamunfmulupim
mmwmmrunmw.mmtsmmmummw
m,mmmmmmmuﬁuﬁmmmumm
factory will mmhymehcdﬂnﬁnymmdfmﬂﬂuuinulmmﬂumd services.
Th:pcoplcwhummphwdhymhfmﬂinmmhmmmmmms
creates more jobs.

These factories will also create additional tax revenue for the Government, that
can be infused into creating and improving physical and financial infrastructure.
Improved Capital Flow
Inflow of capital is particularly beneficial for countries with limited domestic resources,
as well as for nations with restricted opportunities to raise funds in global capital markets.
Creation of a Competitive Market
By facilitating the entry of foreign organisations into the domestic marketplace, FDI
ihelps create a competitive environment, as well as break domestic monopolies. A healthy
competitive environment pushes firms to continuously enhance their processes and
product offerings, thereby fostering innovation. Consumers also gain access to a wider
range of competitively priced products.

Diversifies Investor Portfolios

Individual investors have the potential to achieve greater portfolio efficiency (return per
unit of risk), as FDI diversifies their holdings outside of a specific country, industry, or
political system. Generally, a broader base of investments will dampen overall porifolio
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volatility and provide for stronger long-term retums. In o nutshell it offsets the volatility
cicoted by “hot money, That's when short-term lenders and currency traders create an
asset bubble. They invest lots of money all at once, then sell their investments just as
fast. That can create a boom-bust cycle that ruins economies and ends political regimes.
Foreign direct investment takes longer to set up and has a more permanent footprint in
a country.,

Provides Technology to Developing Countries

Provides financing 1o developing countries: Recipient countries see their standard of
living rise. As the recipient company benefits from the mvestment, it can pay higher taxes.

Unfortunately, some nations offset this benefit by offering tax incentives 10 attract
FDI.

5.13 Shortcomings of FDI

® Not suitable for strategically important industries: Countries should not allow
foreign ownership of companies in strategically important industries like in
specific defence and space research, That could lower the comparative advantage
as well as sovereignty of the nation, according to an IMF report.

¢ Investors have less moral attachment: Foreign investors might strip the business
of its value without adding any. They could sell unprofitable portions of the
company to local, less sophisticated investors,

o Unethical access 1o local markets: They can use the company’s collateral to
get lowcost, local loans. Instead of reinvesting it, they lend the funds back to
the parent company.

® Environmental Aspects: Some of the Chemical & Pharma industries that are
banned in European countries due to environmental impact aspects can find
its way in a disguised way.

5.14 Government Initiatives to Promote FDI]

The Indinn government has initiated steps 1o promote FDI as they set an investor-friendly
policy where most of the sectors are open for FDI under the automatic route (meaning
no need to take prior approval for investment by the Government or the Reserve Bank
of India). The FDI policy is reviewed on a continuous basis with the purpose that India
remains an investor-friendly and atiractive FDI destination. FDI covers various sectors
such as Defence, Pharmaceuticals, Asset Reconstruction Companies, Broadcasting,
Trading, Civil Aviation, Construction and Retail, etc. '
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Indian Economy In the Union Budget 2018, the cabinet approved 100% FDI under the automatic
route for single-brand retail trading. Under this change, the non-resident entity is permitted
to commence retail trading of “single brand’ product in India for a particular brand.

Notes Additionally, the Indian govemnment has also permitted 100% FDI for construction

sactor under the automatic route. Forcign airlines are permitied to invest up 1o 49%

under the approval route in Air Indin.

The main purpose of these relaxations in foreign investment by the government is
mMnnghﬂtprmﬁcﬁmdwlumlhmmmehkhmpd
manufacturing sector and employment generation in india. To boost manufacturing scctor
with & focus on ‘Make in India’ initiative, the government has allowed manufacturers to
sell their products through the medium of wholesale and retail, including ¢-commerce
under the automatic route. 1

5.15 FDI Facts and Statistics

According to Indian Brand Equity Foundation (IBEF), the total FDI investments in India
during April-December 2017 stood at USS 35.94 billion as the government has been
providing relaxation on FDI which is attracting a large number of foreign investments,

Morcover, the Telecommunications sector has attracted the highest FDI equity
inflow during April-December 2017, ie, US § 6.14 billion, followed by computer
software and hardware sector at USS 5,16 billion & Services at US$ 4.62 billion. The
wotal FDI equity inflows for December 2017 reachied US § 4,82 bilhon.

During the period of April-December 2017, Indin gained maximum FDI equity
inflows from Mauritius, i.e, USS 13,35 billion, followed by Singapore (USS 9.21 billion),
Netherlands (USS$ 2.38 billion), USA (USS 1.74 billion), and Japan (USS 1.26 billion).
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Fig.: FDI Equity Inflows Hy Country In USS (April-December 2017)
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Foreign companies invest in India to take benefits of relatively lower wages,
sp<cial investment privileges like tax exemptions, ete. Hence, India is one of the top

gainers of FDI,

5.16 Recent FDI Announcements

February 2018- IKEA declared its plan to invest approximately USS 612 million in
the Maharashtra state in order to establish multi-format stores and experience centres.

December 2017- DIPP(The Department of Industrial Policy & Promotion) approved
FDI proposals of Supr Infotech Solutions and Damro Fumiture in the retail sector.
November 2017- In the state of North-East region of India, 39 MOUs (Memorandum
of Understanding) was signed for the investment of US$ 612-765 million.

Thus, we can say that FDI plays a crucial role in the growth of Indian cconomy as
ithelps to bring new technologies, employment generation and improvement in business
operations, etc. India registered its highest-cver annual Foreign Direct Investment (FDI)
nflow of USS 81.97 billion in 2020-21]

5.17 Fll-Foreign Institutional Investor

Foreign Institutional Investor (FII) means an institution established or incorporated outside
India which proposes to make investment in securities in India. They are registered as
FllIs in accordance with Section 2 (f) of the SEBI (FIT) Regulations 1995,

A foreign institutional investor, or FII, is a hedge fund manager, pension fund
manager, mutual fund, bank, insurance firm or representative agent of these entities
wha is registened to invest in a foreign country. The FII takes equity positions in foreign
financial markets on behalf of the entity that is based in another country.
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Indian Economy mmhﬁwwhm[mmhmmmmﬁngmﬁdmﬁ
mm“mmm:quﬂhxmhuhmmmﬁuiliimiwdmdmhtni For
example, foreign institutional investors sceking 1o invest in Indian compunies must

Notes mgimnﬁththeﬂecmiﬁumdﬁ:chngtﬂwdaﬂndh,anEEL
Inlndh.mitimmdfmuhwhumeligihhmwmﬂmmdummhnﬁm

Funds, Mutual Funds, Insurance Companies, Investment Trusts, Banks, University

Funds, Endowments, Foundations, and Charitable Trusts / Charitable Societies. Apart

from these, enlities proposing (0 invest on behalf of broad based funds ane also cligible

to be registered as Flis. These comprise Asset Management Companics, Institutional

Portfolio Managers, Trustees, and Power of Attoney Holders.

Rising FII Activity
India has been witnessing a surge in FI1 activity since the opening of its capital markets.
Owing to its high growth potential, India has become a favourite destination for FII
activity.

Flls, convinced of India's economic progress ad strong corporate eamings, are
continuously investing in the country. At the macro level, India is still among the best
macro stories in the world,

Growth of Foreign Institutional Investments

Emerging markets offer significant potential for growth in the near future. This potential
is attracting large numbers of investors from the United States and pther countries. Many
investments are made in the form of foreign institutional investments. These investments
are sometimes referred to as "hot money.” since they ofien represent substantial sums
that can be withdrawn from the markels at any time, potentially increasing volatility in
foreign equity markets.

In the past few decades, developing economies began to appreciate the value of,
and need for, foreign investments, and made moves to provide easier access 1o their
financial markets. Foreign institutional investments have favoured the banking and
construction sectors, as well as information technology companies. Major multinational
companies involved in foreign institutional investment include Citigroup (C), HSBC
(ADR -HSBC) and Merrill Lynch (MER).

Foreign institutional investors in India

Countrics with the highest volume of foreign institutional investments are those that have
developing economies. These types of economies provide investors with higher growth
potential than in mature economies. This is why thesc investors are most commeonly
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found in India, all of which must register with the Securitics and Exchange Board of Financial
India to participate in the market. Institution & EXIM

Regulations for investing in Indian Companies

All foreign institutional investors are allowed to invest in Indin’s primary or secondary
capital market only through the company portfolio investment scheme (PIS) these
schemes are allowed the foreign institutional investors to purchase shares and debentures
of Indians companies on the normal public exchanges in India.

For e.g.- United States mutual fund sees an opportunity of investment in Indian
based company so it can purchase the equity on the Indian public exchange and take a
long position in a high growth stock. This thing also helps the domestic private investors
who may not be able to register with the securities and exchange board of India (SEBI)
Be that as it may, there are numerous directions incorporated into the plan. There is a
roof for all FlIs that expresses the maximum speculation sum must be 24% of the paid-
up capital of the Indian organization getting the venture. The maximum speculation can
be expanded above 24% through beard endorsement and the death of an extraordinary
goal. The rool is decreased to 20% of the paid-up capital for interests out in the open
segment banks.

Difference between FDI and FII

Foreign Direct Investment
e Usually, investment is for an extended period

Notes

¢ Investment in physical assets

® Its goal is 1o enhance efficiency or enterprise capability or change administration
mechanism.

e [ts goal 15 to enhance monetary recourses.

e [t expedites the technology transfer, approach to markets, and administration
Inputs.

& [t flows into the primary or main market

e |t is hard to enter and exit

e [t s appropriate for the company’s gain

e [t directly affects the employment of labour and their wages.

Foreign Institutional [nvestment:

o Usually, investment is for a short period.

¢ Investment in financial assets.
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Notes

Its goal is to enhance monetary recourses.

It helps in the monetary influx.

It flows into the secondary market.

1t is easier to enter and exit in comparison to FDI.

It is appropriate for monetary profit.

It does not directly impact the employment of labour or wages.

A registration application is made in form A to apply for F11 under the formal given
in SEBI (FII) Regulations, 1995.

Reqninmhhhfdﬁlbdﬁrmuufwmﬁufnrm

Applicants should be “fit and proper.”

The applicants ought to have documentation, specinlized competency, economic
reliability, proficiency, general repute of sprite, and honesty.

The Applicants ought to be controlled by a proper foreign regulatory authority
in the equivalent competence where registration is sought from SEBL
Permission is needed from the Reserved Bank of India under the provisions of
the Foreign Exchange Management Act, 1999,

The Applicants should be lawfully allowable to finance in securities which are
beyond their nation’s tetritory.

He needs to assign a native guardian afler making a formal agreement.

He shall appoint a bank to direct its businesses.

Significant Features of Flls

.

Venture in all securities traded on the principal and other minor sells is
permissible

To enter market applicant companies, prior registration is compulsory with
SEBI.

For registration, allied and ancillary companies are referred to as two distinct
FIL.

Registration is valid for five years, and then it can be renewed for another five
years.

F1I shall have registration from the securities commission in the country they
reside in.

Main Areas Touched by FII
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o Exports and imports
o Inflation

Benefits of F11 Investment

o [mprove the flow of equity capital.
o Improves corporate authority,
o Manage uncertainty and control threats.
o Reduces the rate of equity capital.
e Communicating stability of India’s BOP (balance of international
payments)
# Helps in gaining Information.
¢ Enhance market productivity
Shortcomings of FII Investment
o Instability and money outflow
» Possibility of price rigging
o Possibility of market herding and positive feedback trading.
e BOP vulnerability
e There is a risk of backdoor control.

e Possibility of money lsundering
o Possibility of inflation,

5.18 National Agricultural Policy

As already discussed m Unit 4, the first ever National Agriculture Policy was announced
on 28th July, 2000. The formulation of Agriculture Policy had been under consideration
of the Government for the last few years as a comprehensive National Agriculture Policy
was absolutely essential to build on the imherent strength of the agriculture and allied
sectors 10 address the constraints and to make optimal use of resources and opportunitics
emerging as a result of advancement in science and technology and emerging of o new
cconomic regime.

National Agriculture Policy seeks 1o actualise vast untapped growth potential
of Indian Agriculture. strengthen rural infrastructure 1o support faster agricultural
development, promote value addition, accelerate the growth of agro-business create
employment in rural areas, secure affair standard of living for the farmers and agrieultural
workers and their families, discourage migration to urban areas and face the challenges
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Indian Ecomomy arising out of economic liberalization and globalization over the next two decades, it
aims 10 attain:
e A growth rate in excess of four per cent annum in the agriculture sector;
Notes e Growth that is based on efficient use of resources and conserves our soil, water
und bio-diversity,

o Growth with equality, i.c. growth which is widespread across regions and
famers;

o Growth that is demand driven and caters to domestic markets and maximizes
benefits from exports of agricultural products in the face of the challenges
arising from economic liberalization and globalisation

e Growth that is sustainable technologically, environmentally and
economically.

A nine pronged strategy has been devised to meet the challenges of enhancing
production and strengthening rural economies while taking care to promote technically
sound, economically viable, environmentally non-degrading and socially acceptable use
of country's natural resources-land and water particular,

519 GATT

Although the challenges confronting developing countries primarily concern domestic
policies and institutions, trade policies—narrowly defined—are still important in today’s

The General Agreement on Tariffs and Trade (GATT) was the outcome of the
failure of the negotiating governments to create an International Trade Organization
(ITO) following World War 11. Negotiations on the charter of such an organization were
concluded successfully in Havana in 1948, but the talks did not lead to the establishment of
ITO because the US Congress was expected to refuse to ratify the agreement. Meanwhile,
GATT was negotiated in 1947 by twenty-three countries—twelve industnal and eleven
developing countries—before the ITO negotiations were concluded. As the ITO never
came into being, GATT was the only concrete result of the negotiations.

GATT was a multilateral treaty laid down on agreed nules for onducting international
trade. Since 1947, GATT has been the major focal point for the governments of industrial
countries seeking to lower trade barriers, Although GATT was initially largely limited
to & tariff agreement, over time and as average tariff levels fell, it increasingly came
1o concentrate on non-tarifl trade policies and domestic policies that have an impact
on trade. By the end of the Uruguay Round in 1944, 128 countries had joined GATT.

232 Self Leaming Material



Its basic aim was to liberalize trade and for forty-seven vears it had been concerned
with negotiating the reduction of trade barmiers and with intemational trade relations.
Overseeing the application of its rules is an important and continuing part of its activities.
Trade Negotintions Under GATT

Eight magor trade negotiations have taken place under the auspices of GATT. As a result
of these negotintions, the tarifl rates for thousands of items entering into the world
commerce were reduced, or bound against increase. The Kennedy Round negotiations
alone reduced the average level of the world industrial tariffs by about one-third. The
Tokyo Round negotiations produced some comprehensive agreements on tarifl and
non-tarifl measures.

Non-Tarill Measures

As the general level of taniffs declined in the post-World War 11 period, the distorting
effects on world trade of non-tariff barniers became more pervasive. The Tokyo Round
was different from earlier trade negotiations in as much as it sought to tackle the problem
of these non-tariff barners. The core of the Tokyo Round results consists of the binding
agreements, or codes mimed at reducing and bringing these non-taniff measures under
more cffective international discipline.

Given its provisional nature and limited field of action, the success of GATT in
promoting and securing the liberalization of world trade in over forty-seven years is
incontestable. Continual reductions in industrial tariffs from an average of 40 per cent
10 less than 4 per cent alone helped achieve high growth rates in world trade—around 8
per cent & year on an average—during the 1950s and 1960s. The rush of new members
during the Uruguay Round demonstrated that the multilateral trading system, as then
represented by GATT, was recognized as an anchor for development and an instrument
of economic and trade reform.

Awhole corpus of junisprudence on trade matters evolved under the aegis of GATT.
The WTO i, in large measure, built upon the strong foundation provided by GATT.

520 WTO and India’s Foreign Trade

WTO agreements covering the multilateral trading system are an example of a very
typical economic system which can be called supranational. It is not representing any
free trade area or the common market or the economic union. However, there is an
increasing trend of adopting the qualities of each of these economic systems.

Multilateral trading system impacted the national policy autonomy in a very limited
manner prior (o the conduct of the Uruguay Round. There have been different agreements
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Indian Economy on subsidies. investment, services and intellectual property which are very much within
lhcbcﬂhﬂhmughﬂnmlmimofUmplylmmd.Thcmisad:ﬁuimimhumm
ofmhlmhmmnwkmﬂm:mﬁmmlmgxmt.

Notes Structure of WTO
mhmmkmmmmmwﬁmmmm
and intellectual property rights related issues are delegated to three other bodies in terms

MGmﬂCmnﬁLummcthmManmwmﬁmmm

entities functioning under WTO are:

e Committee on Trade and Development

e Committee on Balance of Payment (BOP) restriction

e Committee to oversee the functioning of budget finance and administration
e Committee on Regional Trade Agreement 1996

o Working party on accession

e Working groups on relationship between

i. Trade and investment

ii. Trade and competition policy

¢ Transparent government procurement agencies
Scope of the WTO
The WTO agreement (sometimes described as a ‘mini charter') is strictly institutional
and procedural in character and has no substantive rules or principles other than those
which are included in the annexed agreements.
Basic Principles of General Agreement on Tariffs and Trade (GATT)/World
Trade Organization (WTO)

o Market access: Reduction and binding of tariffs

s A country commits itself 1o ensure an agreed level of access to its market, on
an MFN (Most Favored Nations) basis which means that a country is applying
a common basic tanfl (customs duty) 10 WTO member states:

General ¢limination of quantitative restrictions on imports and exports
o The use of ORs (Quantitative Restrictions) is prohibited
e Prohibition of QRs GATT Article XI
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& Non-discrimination of QRs and TROs GATT Article X111
® Prohibition of QRs GATS Article XVI
WTO Agreements and their Business Impact

Following is a List of WTO Agreemenis and their broad coverage/impact on the conduct
of business:

Table : List of WTO Agreements

SNo. | WTO Agreements

1. L General Agreement on Tanff & Trade (GATT)

I1. Agreement on Agriculture

General Agreement on Trade in Services (GATS)

L. Agreement on Valuation of Goods

I Agreement on Pre-shipment Inspection (PSI)

L Agreement on lmport Licensing Procedures

IV. Agreement on Technical Barriers to Trade

(TBT)

V. Agreement on Rules of Origin

L. Rules applicable on Exports

1. Agreement on Subsidies and Countervailing
Measures (ASCM)

| 1. Agreement on Safeguard Measures

Business impact
Reduction in import duty
and other barriers to trade
Liberalizing Services trade
Establishing rules for liberal.
secure and predictable
access 1o foreign markets

Subsidies and rights of
exporters

Rules to check surge in

1I. Agreement on Anti-Dumping Measures | imports
(ADM)
Trade Related Intellectual Property Rights
(TRIPS)

1. Trade Related Investment Meusures (TRIMS)
1. Agreement on Govt. Procurement (GP)

Protection of Intellectual

property rights
Other arcas

Intellectual Property Rights

The Uruguay Round negotiated the agreement on trade related aspects of intellectual
property rights.

This agreement recognizes the fact that intellectual property rights are private rights
and establishes minimum standards of protection which need to be adopted by all the
governments of the member countries of WTO. It needs to be noted that member countries
can very easily provide the highest standards of intellectual property rights protection.
The bases of this agreement are Pans, Berne, Rome and Washington conventions in
their respective fields in terms of agreements and supplements.
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Notes protection for IPRs.

TRIPS agreement covers many issues with international instruments on [PRs. It
deals with different types of IPRs with the exception of breeders’ rights. Intellectual
property reflects mainly ideas for novel and innovative brand products and book designs
which indicate productiveness of human expressions.

If due protection is not given, there i a possibility of its loss to competitors leaving
the original inventor without any advantage for himself and thus providing a disincentive
for carrying out the innovations in future. Intellectual property, like any form of property,
is protected through a law and can be a subject of trade, it can be owned and there can
be a buy and sale as well. It is distinguished from other forms through some features
including their intangibility and non-exhaustion by COnSUmMpLion.

WTO and Dispute Settlement

m'smmmmlpmumgmmmmvmmms.

Whenever there is a viuhthnbymygnvmmumm:gmmuumihnmt

made to WTO— WTO's dispute settlement procedure comes to the rescue. In fact, these

mﬁhwbﬁmnﬂdﬂwﬁtmﬂtﬂivﬂﬂf@mufvlﬁwmm,

Obviously, these representatives bear the brunt of settling disputes through the Dispute

Settlement Body (DSB).

The Process: Stages in WTO Dispute Settlement Procedure
m&mm;mhmtmmmmnhnﬁan.TwnujnmysMwhichme
dispute can be settled after the filing of the complaint are:
(1 Thtpmﬁmﬁndammllyagrud:ulmim.puﬁuuhﬂym;lhcphmn[
bilateral consultations; and
(ii) Through adjudication
There are three main stages to the WTO dispute seitlement process:
(i) Consultations between the parties
(i) Adjudication by panels and. if applicable, by the appellate body;
(ili) The implementation of the ruling, which includes the possibility of counter
measures in the event of failure by the losing party to implement the ruling.
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Anti-Dumping Provisions

If a company exports a product at a price lower than the price it normally changes on
its own home market, it is said to be *dumping’ the product. The WTO antidumping
provisions do not pass judgment but discipline the anti-dumping actions taken by
governments.
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“Notes

Statistics of Anti-Dumping

There was a fall in the number of dispuics in 2009 because of the global economic
crises. There were 209 initiations which came down 1o 170 in the first half of 2010 and
68 in the first half of 2011.

India uses dispute settlement system in the area of anti-dumping to a great extent.
Thuum:mpﬂmfdrthcymznmmnﬁllfulinmhychhumduswdﬂm
list. Going along with the pace of global development there was an increase in the anti-
dumping initiation to 55 in 2008. Then there was a fall 1o 31 in 2009. Soon there was
an increase to 41 in 2010, Brazil was number two in 2010 with 37 initiations.

Table : Investigations initiated by top ten users of

Anti-Dumping Measures 19952011

Corunitrs 1005 | 2001 | 2002|2003 | 2004 | 2005 | 2006 | 2007 | 2008 m X0 | 2001 | 1965
2001

Inclia b ™ | & |21 12 |38 47 55 1 4] [1] 64T

United 4 |77 |35 37 | |12 |8 28 6 0 3 9 452

States

Buropean |33 (25 |20 |7 |30 [as [3s [8 | [is jus w0 j0s

Union

Argenting 27 |28 |14 1 12 e |n ] 19 |28 14 |4 288

Bruzl i17 |2 4 B [ 12 13 3 a 37 11 i

Australin |5 |24 |16 |8 |9 |7 I & 9 2 219

South 16 |6 4 | 6 B |3 - 3 o i 211

Africa

China J0 [14 [30 22 |27 |W& |10 |4 ¢ Gl e 186

Connda (11 |25 |5 15 1 7 i (] 2 153

Tukey (0 |15 |18 [u 25 12 |8 e |23 |6 |2 147

All 157 1372|315 [234 |220 [2001 (204 (165 211 09 170 |68 wn

countnes :

India has the highest anti-dumping initiation cases in the international confext.
Share of imports from the target countries before the imposition of duties i.c. 2009-10
for 12 items for which this duty was imposed by India was only 0.6 per cent in April-
March 2010-11, In 2010-11 it came down to 0.4 per cent.

Table : Anti-Dumping Duty by India in 2010-11 (April-March)

Ne. of | No.of | No. of Value of imports of Value of imports of
jtems | cases | countries |  the items from target the items from all
involved | countries (USS million) | countries (USS million)

2009-10 2010-11 | 2009-10 2010-11
12 19 10 1767 1304 | 7226 6392
(0.6) (0.4) |(2.5) (1.7
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521 Summary

EXIM policy (Export & Import policy) which is an integral part of Trade policy provides
guidelines to regarding Imports & Exports of India. Foreign Exchange & Regalation
Act 1973 (FERA)imposed strict regulations the dealings in foreign exchange (forex)
and securities and the transactions which had an indirect impact on the foreign exchange
and the import and export of currency. Foreign Exchange & Management Act (FEMA)
Contains provision for current account convertibility and liberalization of capital account
mmimudanymml_inn with the law allows arrest in exceptional cases.

TRIMs are rules that restrict preference of domestic firms and thereby enable
international firms to operate more casily within foreign markets. India’s Notified TRIMs
Agreement had notified three trade related investment measures as inconsistent with the
provisions of the Agreement:

Trade-Related Aspects of Intellectual Property Rights (TRIPS) covers intellectual
property including copyright, patents, geographical indications, trademarks, industrial
designs, trade secrets, and exclusionary rights over new plant varieties.

Foreign Direct Investment(FDI) is an investment in one country in the form of
controlling ownership by an entity in another country, Foreign Investors taking advantage
of prevailing favourable conditions like cheap labour, tax incentives, better infrastructure
mvest in profitable private businesses in India. The investments from Foreign direct
investments can be either vertical or horizontal.

FDI brings along with it various benefits to the invested country like employment,

Technology &Finance, improved skill levels of working labour, higher export
potential, valuable Foreign exchange etc.

Foreign Institutional Investments (FIT) are investments brought in by institutions
outside India in securities in India after duly registering in SEBL. All foreign institutional
mnvestors are allowed to invest in India’s primary or secondary capital market only through
the company portfolio investment scheme (PIS) to purchase shares and debentures of
Indians companies on the normal public exchanges in India. FDIs are investments in
physical Assets whereas FFI s are investments in financial Assets.

The first ever National Agriculture Policy was announced on 28th July, 2000, The
formulation of Agriculture Policy had been under consideration of the Government for
the last few years,

A nine-pronged strategy has been devised 1o meet the challenges of enhancing
production and strengthening rural economies while taking care to promote technically
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Indian Economy sound. economically viable, environmentally non-degrading and socially acceptable use
of country’s natural resources-land and water particular.

GATT was 8 multilateral treaty laid down on agreed rules for conducting international

Notes trade. Since 1947, GATT has been the major focal point for the governments of industrial

countries secking to lower trade barriers. Although GATT was initially langely limited

o a tariff agreement, over time and as average tariff levels fell, it increasingly came 1o

concentrate on nontariff trade policies and domestic policies that have an impact on trade.

Givmiupmﬁsimulum:ndlimimdﬁddnfncﬁmthcﬂmufﬁhﬂin
promoting and securing the liberalization of world trade in over fortyseven years is
incontestable. Continual reductions in industrial tariffs from an average of 40 per cent
mllhm4pcrmualmh:lpadn¢himhighgmmhm¢sinwu1dm—-amurd
8 per cent a year on an average— during the 1950s and 1960s.

WTO agreements covenng (he multilateral trading system are an example of a
very typical economic system which mbccllhdwm It is not representing
myﬁa:ua#mmﬂjcmmmanmukﬂarﬁ::cmnﬁcuﬂm.ﬁnwwmmnm
huﬂﬂnguuﬂnfmpﬁngmmuﬁﬁﬁufedurmmmicqm.

WTO is responsible for overseeing the functioning of agreements within goods.
mmdhmmlmﬁmmhmdtsawmdckpﬁmmmmhﬂhﬁu
in terms of General Council, as per the highest authority of Ministerial conference.

The WTO agreement (sometimes described as a ‘mini charter’) is strictly
insﬁmﬁmlmdmm&mlinchmctumdhasnnﬂlbmnﬁwmhnrpﬁndplesm
than those which are included in the annexed agreements.

mmapmlmvmmyismﬁwiﬁlimMnmlmnmmwh. It
deals with different types of IPRs with the exception of breeders’ rights.

Wrﬂ'sdiqmeunlmﬁupwn&nhmﬂigniﬁmtfwmmdcqm&.
Whenever there is a violation by any government on WTO sgreement or a commitment
made to WTO-— WTO's dispute settlement procedure comes to the rescue.

Irlmpmye:m:pmdtmunpriuhmrﬂmwpduitmmym
uniumhnnwmnkct.itisnidmbc'dmnping'thtpuduct.mwmmﬁ-dﬁmping
provisions do not pass judgment but discipline the antidumping actions taken by
governments.

India has the highest anti-dumping initiation cases in the international context.
Shuenﬂmpunsfrmnihﬂmmmmmicsbcfumﬂi:hnposiﬁmufﬁnhi.e. 2009-10
for 12 items for which this duty was impased by India was only 0.6 per cent in April-
March 2010-11. In 2010-11 it came down to 0.4 per cent.
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Keywords

EXIM: Export import policy

TRIMS :Trade-Related Investment Measures

GATT: General Agreement on Tariffs and Trade

FDI : Foreign Direct Investment

SEBI: Securities and Exchange Board of India.

FIl: Foreign Institutional Investors.

BOP: Balunce of Payments

QRs (Quantitative Restrictions): Specific limits on the quantity or value of
goods that can be imposted (or exported) during a specific time period.
TRIPS agreement: The Agreement on Trade relnted Aspects of [ntellectual
Property mmnrmmummym“ummwm
An anti-dumping duty: This isapaﬂccﬁaniﬂtnﬁﬂ'ihutadmuﬁnguvcmmt
imposes on foreign imports that it belicves arc priced below fair market
value.
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Review Questions
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What is EXIM policy?

What is FERA?

What is FEMA?

What is Special Economic Zone (SEZ)?

Discuss the recent trends in India's foreign trade.

What is Economic Warfare?

What is meant by state Capitalism?

What is the impact of Price Fluctuations on Natural Resources?
What is WTO &what its role?

When did the TRIMS agreement came in 1o effect?

- Which type of FDI is advantageous; Horizontal or Vertical”?

What is the impact on Employment through FDI?

The goods produced through FDI is meant (o Exports or for domestic or for
both?
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Noltes

15.
16.

I
18
19.
20.

What are the shortfalls of FDI?

What i the significant feature of FiI's?

Discuss the role of National Agriculture policy in actualizing the untapped
potential of agriculture.

Analyse the basic aim of the General Agreement on Tariffs and Trade (GATT).
Write a comprehensive note non-tarifl measures on the world trade.
Enumerate the basic principles of GATT/WTO.

Analyse the provisions of anti-dumping measures.

5.4

Further Readings
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Patel, 1.G. 2003. Glimpses of Indian Economic Policy. New Delhi: Oxford
University Press.
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