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it has bequeathed to the economy a lack-luster growth
performance. The real GDP growth, according to official

estimates, will be lower than 5% for the second year in succession.
The manufacturing sector has virtually gone through a phase of
stagnation with investment activity turning out to be somber. Hopes
of bumper winter crops were partially marred by recent hailstorm and
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rupee witnessing high volatility during June-Sept 2013 under the
adverse impact of rising trade and current account deficits. The sense
of frustration loomed large for business and industry due to widely
perceived and actually experienced “policy paralysis”.
While the RBI was saddled with resolving the growth-inflation
dilemma, the Finance Minister desperately sought to engineer the
fiscal consolidation process, but at the cost of depriving the economy
much needed vital plan and capital investments. Not only the current
rate of growth, but also the future potential growth has been seriously
jeopardized.
Of course, some redeeming features, albeit yet to be sustained, have
been found in recent falling inflation rates – both at wholesale and
retail levels; contracting current account deficit; rising forex reserves
and appreciating rupee. These are perhaps early forebodings of
gradually balancing and recovering economy. Surely, to strengthen
these, we, the people of India, are aspiring the general election to
offer better and effective government and governance!
Not surprisingly, the country is anxiously looking forward to the
outcome of the 16th Lok Sabha election. And I believe that every one
of us – the common man, farmers, workers, bureaucrats, professionals,
small and big entrepreneurs, domestic and foreign investors, and
all those in business and industry – are genuinely praying for the
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Inclusiveness…. For Whom?
Mr. Chandrashekhar Prabhu

E

very person who claims to
have some knowledge about
economics feels that it is his
business to talk about inclusiveness in
development. “Inclusive” is a clichéd
term which is used by everybody.
Different ideologies have different
definitions for inclusiveness. Those
leaning to the Left would talk about
dialectics and upliftment of the
poorest of the poor at the expense
of the rest, if need be. Those who
claim to take the middle path also
sell the dream of an inclusive
society, where empowerment for
all is the latest mantra. This section
feels that bringing people above
the poverty line involves amongst
other things, certain sacrifices on
the part of the rest of the population.
According to this section, subsidies,
where essential, could be part of
the package for inclusive economic
growth and development. Then we
have those who lean more towards
the Right. They talk of reduction of
subsidies, and in some cases doing
away subsidies, while providing
benefits to the poor. They also talk
of liberal policies, and impetus for
industrialization, resulting in creation
of jobs and hence distribution of
wealth through the employment
cycle. They plan to bring about
inclusive growth by treading on this
path. They are not too sure about the
security of employment and whether
the labour laws, as they stand today,
should change, though some of them

feel that some of the laws protecting
labor must go. They stress upon the
need to encourage entrepreneurship.
We also have a section which is
growing in size by the day, which
firmly believes that there should be no
labour laws and that the market forces
should determine the terms on which
labor should be hired and fired. They
also believe that all subsidies should
be done away with. There are people
who believe in the power of free
enterprise and their belief is that the
lesser involvement of Government
in the setting up of industries, and no
control from public authorities would
lead to phenomenal growth. With
rapid growth and increase in wealth,
they feel that the gains will soon
trickle to the strata which are not doing
well economically, and that will bring
about inclusiveness. The ideological
spectrum is broad and the political
parties have no clear cut defined space
in this spectrum. It is difficult to tell
from the public postures and statements
of the leaders, the exact position of a
party in this spectrum. Most political
parties pick up bits and pieces from
different extremes from within the
spectrum and put them together as
their own ideology. West Bengal, for
instance, has had Governments which
openly professed the ideology of
the Left. Whether they succeeded in
bringing about inclusiveness through
the implementation of this ideology
or not is a matter which is debated all
the time. However this line of thinking
was enough to ensure their political
survival for decades. The people then
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decided to oust the regime of the
ideology of the Left and bring in an
alternative school of thought which
exposed the hollowness not just of
the ideology, but also of those who
claimed to have implemented it in the
best possible manner. While the new
group which was interested to govern
Bengal embarked upon undoing what
they felt were anti-people programs
of the earlier regime, and replacing
them with new scheme of things; they
themselves came up with policies and
programs which were not very radically
different from the earlier regime.
Many political observers who did an
objective evaluation of the changed
political scenario in Bengal found that
the policies of the new regime could
perhaps fall to the left of the policies
promoted by the earlier regime.
The concept of inclusiveness therefore
changes, and ideological differences
may not necessarily change the
flavor of what is considered inclusive
and what is not. Everyone talks
of employment, bridging the gap
between the rich and the poor,
providing health and nutrition,
improving the Human Development
Index, creating empowerment for
those who did not have such power
so far, provision of infrastructure
etc. While most politicians would
use these terminologies to woo the
electorate, each one would have a
different perspective on how to set
the goalpost and how to achieve the
goals. For instance, while everyone
would discuss at length the role of
April 2014
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agriculture in bringing about positive
changes in the lives of the people,
upgrading families from their present
economic status of below the poverty
line to above the poverty line, little
is being said about those who have
large agricultural holdings. It is
common knowledge that there is a
powerful section of farmers who have
large holdings, who earn substantial
incomes from agriculture but get
benefit of tax-free income, as income
from agriculture does not invite taxes.
While discussing inclusiveness, most
political ideologues would still not
touch those who have risen way above
the rest of the population due to the
sheer capacity of holding more land
and putting it to agricultural use. The
argument generally used by those
who support tax exemption for large
agricultural holdings and produce is
that since agriculture is the largest
employer, and since those employed
come from the poorer sections, the tax
benefits may prove to be beneficial,
and may be deployed to create
inclusiveness. This view must be seen
in the background of the fact that most
established players in our political
system either belong to large land
holding groups, or stand to benefit
from large agricultural holdings.
In the emerging scenario, where rapid
urbanization has been encouraging
migration from rural to urban areas on
one hand and forcing the expansion
of urbanizable zones on the other, the
problems of inclusion have become
more complex. There are pockets in
what are considered to be the most
urban areas, which have people living
for years, who do not avail of the bare
minimum infrastructure available to
rural areas. For instance, many slum
pockets in urban India do not have
electricity and most of them do not
have adequate sanitation facility.
The schemes meant to provide
8
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infrastructure to these sections are
designed for abuse and in most
cases result in negating the very
purpose for which the scheme was
designed. Several case studies stand
mute witnesses to this phenomenon.
For instance, redevelopment of the
19,800 old and dilapidated buildings
in the island city of Mumbai has been
sought to be achieved by doling out
unlimited FSI for more than 30 years.
Despite making these schemes avail
of such high levels of floor space,
only 2000 buildings have been
redeveloped by the government and
the private sector put together. In 3035 years, the scheme does not reach
the people residing in more than 10
% of the buildings or fails to evoke
response for bringing about changes
in the way of living then such a
scheme has failed. If one were to
go through the case studies to find
out the effect of the schemes on the
beneficiaries, one will be shocked. In
most of the redevelopment schemes
for the old and dilapidated cessed
buildings, one finds that upto 80%
of the original inhabitants have been
ousted in the name of redevelopment.
The scheme ostensibly meant for
promoting inclusion has done exactly
the opposite. Similarly the slum
redevelopment programme which
was aimed at creating 1.2 million
houses has not created 10% of the
expected houses for over 20 years.
Here too, a high percentage of those
who were to benefit from the scheme
have been ousted. On one hand, we
talk of inclusion, while on the other
we don’t question the schemes which
are giving us reverse effects. Until
inclusiveness is properly defined and
its effectiveness in the schemes meant
to promote inclusiveness is verified
we will continue to have problems.
Implementation of schemes must
be assessed objectively, and then

the schemes which do not promote
inclusive growth must be changed
with immediate effect. While the
Twelfth Five-Year Plan talks of
more inclusive growth, the effective
implementation of the existing schemes
may be taking us in a reverse direction.
While individual performances and
effectiveness of programs will be
debated with great fervor as the
countdown to the elections has begun,
will all these debates bring about a
positive change in the lives of the
people? This question remains largely
unanswered. While politicians are
largely to blame, we cannot absolve
ourselves from the blame. Most of us
hesitate to initiate action despite being
convinced of the need to act. We do
not accept the realities and even if we
do, we do not make serious efforts
to bring to fore the real issues which
affect inclusiveness, whether it is in
development, growth, HDI, health
and education etc. We have abused the
word “inclusive” long enough. It is
time that we train ourselves to accept
the fact that our thought processes
have failed us so far. We must think
differently and strive hard to find fresh
and radical solutions, if necessary. We
must also spare no efforts to ensure
that those who matter should be
pinned down to the real issues and
not be permitted to beat around the
bush, as is generally done within our
political system. Issues of emotion,
issues which evoke reaction, may not
be relevant when we have the goal
of bringing about total change of the
society in mind. Such issues should
not overshadow the real issues. We
appeal to our readers to consider the
real issues when the vote is cast and
ensure that the country moves ahead
on the path of progress.
chandrashekharp@hotmail.com
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Global Economic Monitor

Global Trade and Investment
Trends......
Dr. Prakash Hebalkar

U.S.A. shale gas has been in the
news, especially after the RussiaEU standoff on the Ukraine, a
former member of the Soviet Union
that has been the latest target of the
EU to draw into its orbit. Actual and
potential threats of cutoff of gas,
justified by unpaid bills amounting
to billions of dollars, are being
represented by the EU as threats to
the elements in Ukraine in favour
of EU wooing. Several prominent
politicians in the USA have been
pronouncing publicly on how US
shale gas could replace Russian gas
and weaken the Russian threat. A
more sober evaluation runs contrary,
though:
“Sorry,
Congress,
America
can’t save Ukraine by selling it
natural gas”, says an article in
Foreign Affairs of March 7th,
2014. Their point is that it takes
years and billions of dollars to
set up liquefaction facilities
for natural gas that must be
financially viable, that the ones
currently under construction are
committed to long term contracts
with mostly Asian buyers
(including from India) and in any
case, barring Cheniere Energy’s
facility in Sabine Pass Louisiana
expected to be operational in
late 2015, most will not be in
operation until 2018, that Asian
competition (Japan pays $15 per
million btu versus $11 for Russian
gas supplied to Europe) makes it
difficult for Europeans to justify

diversion of gas to Europe. US
gas itself has risen from $4 per
million btu to $7 at Henry Hub
in Louisiana, as the winter has
proved particularly.
A significant transition in the global
automobile trade occurred too.
This was when Mexico overtook
Japan to become the second largest
exporter to the U.S.A. Behind
Canada. This is, in a sense the
third step in the transition of the
automobile business model: from
manufacture in the home country
(Japan) followed by export to the
market country (U.S.A.) to primary
manufacture in the market country
to nearsoucing-outsourcing to a
neighbouring country. The move of
Japanese manufacturers to Vietnam
to serve the Chinese market is a
similar move which also represents
a failure of Indian economic
policies to capitalise on the WTO
Agreement benefits.
The world also saw another jobsreducing change this time in the
services sector as banks move
towards automated branches:
Bank of America plans to open
“express banking centers” in
Charlotte, New York and Boston
as it continues to revamp its retail
strategy.The banking centers
will be smaller than traditional
branches, located in high-traffic
urban areas, employ more
technology and feature more
flexible hours. The centers will
be staffed with customer-service
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reps who can assist customers
with BofA spokeswoman Tara
Burke says the express centers
will operate as part of a huband-spoke system in which larger
full-scale branches are supported
by the smaller express centers.
Ttransactions, guide them through
mobile and online banking and
open and service accounts.
BofA’s moves are consistent with
the trends across the banking
industry. Wells Fargo became the
first to offer a smaller express
branch when it unveiled its
“neighborhood store” earlier this
year. Source : Charlotte Business Journal
Stepping into the new Chase bank
branch at 4372 Southside Blvd.,
near the intersection of Touchton
Road, you’ll probably notice
something is missing : teller
windows.The Jacksonville offices
were designed as “branches of
the future,” which the company
said were created in response to
customer feedback.The branches
will be staffed with Chase
representatives, but the design
encourages customers to do most
of their business electronically.
“We’re moving to consulting
with our customers,” said Chase
spokeswoman Maribel Ferrer.
The technology includes “express
banking kiosks” that perform
like automated teller machines
but offer more services than a
traditional ATM. Source: Financial
News and Daily Record.
April 2014
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On the technology front, a major
setback to India’s already weak
efforts at job creation may be
lurking in the shape of a threat to
merchant navy jobs from remotely
piloted crewless cargo ships.
Recently in the news on account of
publicity by the British firm Rolls
Royce, unmanned ships may rapidly
follow unmanned aircraft or RPVs
(remotely piloted vessels) over the
next decade or decade and a half.
Unmanned
ships
on
horizon
Capt. Max Hardberger
December 24, 2013

the

Lost in the headlines about drones
and four-legged robots climbing
concrete-block obstacles in the
recent U.S. Defense Department
competition, are the potential
benefits of robotic vessels.
Many of the challenges that UAVs
and robotic ground vehicles face
are absent or reduced on the water,
with advantages often enhanced.
A surface ship requires control
in only two dimensions (unlike
an aircraft) and, at least at
sea, the risk of collision with
other vessels or allision with
fixed objects is miniscule by
comparison. A car has limited
space for collision avoidance, but
a ship has almost-unlimited room
to maneuver on the open seas.
Fuel carrying capacity can be
much greater, further reducing
the need for human attendance.
Another advantage is that ocean
travel discomfort — seasickness,
injury from vessel motion and
the exhaustion that accompanies
extended bad weather — can
be reduced or eliminated with
unmanned vessels.
The U.S. is aggressively pursuing
military applications of robotic
10

April 2014

vessel control.
As is often the case, the transfer of
military technological advances
to the civilian sphere won’t be
far behind. With crew costs a
large part — often the biggest part
— of vessel operating expenses,
everybody from the shipper to
the receiver to the consumer
benefits from a reduction in crew
costs.Human error, whether from
bad judgment, poor training,
or overwork, is a significant
factor in marine accidents, and
robotic control systems never
get tired, don’t drink on duty
and won’t daydream. Of course,
programming errors and system
failures can affect a robotic
system, but these dangers already
exist in today’s computer-aided
bridge. In any event, a wealth
of experience with autopilots in
aircraft going back to World War II
has proven that automated control
is safer than hand flying, and the
marine environment certainly
offers a better environment for
automated control than the air.
Those who make a living on
vessels will likely regard with
alarm any development that
reduces the demand for crew,
and seafarers are traditional by
nature. Source: Workboat.com
Israel Aerospace Industries’
unmanned vessels will protect
investments in natural gas
reserves off coasts; controlled
from afar.
Israel Aerospace
Industries unveiled on Tuesday
the “Katana”, an unmanned
surface vessel (USV) combat
marine system for use guarding
Israel’s coast and growing
offshore investments.

is filling up with large-scale
natural gas drilling, the navy is
working with the government
to approve a budget that will
add four missile ships, drones,
unmanned sea vessels and patrol
air craft to protect it.
The zone, which includes natural
gas fields Leviathan and Tamar,
is the size of the State of Israel,
and it will up be to the navy to
defend this vital national asset
from terrorist threats and hostile
states.
IAI’s Katana is a multifunctional
vessel and ‘marine system’ that
provides various capabilities such
as advanced communications,
weapons systems, and varied
payloads.
The system can also be adapted
to existing vessels and has
the option of being used as an
unmanned surface vessel from a
remote control center, or by a live
crew.
Source: Jerusalem Post

It is now possible to envisage
a flotilla of unmanned
cargo
ships travelling in convoy with
other unmanned ships providing
protection to the flotilla.
The autor is the President of
ProfiTech Consulatant and Member
of the Economic Digest Committee.

profitechconsultants@gmail.com

As Israel’s Exclusive Economic
Zone in the eastern Mediterranean
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HDI and Social Inclusion
- Prof. Dr. Vibhuti Patel

T

he Human Development
Index (HDI) is a composite
index of life expectancy,
education, health and income
dimensions that is used to rank states
into four tiers of human development.
HDI values are between 0 and 1, if
the HDI values of ward/city/state or
country is closer to 0, it coveys that
it offers poor quality of life to the
large majority of its people, while if
the HDI value of the region is closer
to 1, it is considered to be ensuring
high standard of living to most of its
population. In the 2010 the United
Nations Development Programme
introduced
Inequality-adjusted
Human Development Index (IHDI)
While the simple HDI remains
useful, the UNDP announced that
“the IHDI is the actual level of
human development (accounting for
inequality)” and “the HDI can be
viewed as an index of “potential”
human development (or the maximum
IHDI that could be achieved if there
were no inequality)”.
The 12th Five Year Plan (2012-17) of
India envisions ‘Faster, Sustainable,
and More Inclusive Growth’. The
Plan considers inclusiveness as
empowerment of human beings
at the centre of development
and aims to attain inclusiveness
through employment programmes,
development of human capabilities
and environmental sustainability. All
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three are equally important. At the
same time, the Plan states that “the
development of human capabilities
must be the first priority, for three
reasons. First, these capabilities
are actually ends in themselves.
Second, they are also important
instrumentalities which interact
positively with others to raise the
productive capacity of our economy
and therefore its ability to satisfy the
material needs of our population.
Third, proper development of
human capabilities will also ensure
that our growth is more inclusive
in the sense that the marginalised
and disadvantaged sections of our
society will be more able to access
the opportunities thrown up by the
growth process.”

Challenges for HDI and Inclusive
Growth
Each and every state of our country
is facing the mind-bogging problem
of social inequalities, which is cross
cutting in terms of caste, ethnicity,
gender, religion, knowledge of
English, disability and social
exclusion based on employment
poverty, hunger and nutrition,
health,
education,
electricity,
housing etc. The mix of public
policies, budgetary allocations for
social sector and affirmative action
adopted by different states and
local self government bodies have
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yielded different outcomes in terms
of human development radars. The
Planning Commission of India in its
Human Development Report, 2001
constructed development radars for
all Indian states as follows:
yy Per-capita consumption
expenditure
yy Life expectancy at the age of one
year;
yy Infant mortality rate
yy Incidence of poverty as captured
by the head count ratio
yy Access to safe drinking water
yy Proportion of households with
pucca houses
yy Literacy rate for the age group of 7
years and above.
yy Intensity of formal education
(indicators based on weighted
enrolment in successive classes
adjusted for non-enrolled children
in the age group of 6–18 years)

Improvement in Literacy and
Mean Years of Schooling
As compared to HDI in 2002, the HDI
in 2012 has risen by 21 per cent. HDI
increase can be attributed to a 28.5
per cent increase in the education
index. Inter-state variations in HDI
have been declining. Improvement
in literacy rate and mean years of
schooling in poorer states have
increased their HDIs. Human
development indicators for SCs, STs
April 2014
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and Muslims converging with the
national average indicates a move
towards social inclusion in the eight
poorer states –Orissa, Rajasthan,
Uttar Pradesh, Uttarakhand, Bihar,
Chhattisgarh,
Jharkhand
and
Madhya Pradesh. About 48 per cent
of all SCs, 52 per cent of the STs
and 44 per cent of all Muslims in
the country reside in these 8 states.
States doing well, do it across the
board – for all social groups.

Health and Nurition
But the health index is a cause of
serious concern. India has not been
able to meet the targets set by the
Millennium Development Goals
of reduction in child mortality,
improvement in maternal health and
reduction in incidence of malaria,
dengue, tuberculosis
There are only very limited
achievements in the area of nutrition.
Challenge of high malnutrition
compounded by continuing social
inclusion/exclusion
among
the
poverty groups demands urgent
action from the state and CSR
initiatives of the corporates. India is
the worst performer in terms of low
birth weight (28%), underweight and
wasting among children in BRIC and
SAARC counties.
Despite an increase in number of
toilets, open defecation remains
the single largest threat to health
& nutritional status.
In spite
of introduction of pubic private
partnership for waste management,
in several parts of India, manual
scavenging persists.

Housing and Electricity
Two-third of Indians now resides
in pucca houses. Electrification
probably holds the greatest reward in
12
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terms of multiplier effects on human
development. A greater proportion
of Muslims than SCs and STs live
in pucca houses mostly due to their
urban concentration. But we must
remember that one-third of Indians
still reside in kutcha or semi-pucca
houses. Hence, affordable and
decent urban and rural housing with
toilet facilities must be provided by
the state on a war footing.

Economic Profile of
Maharashtra
Maharashtra Development Report,
Planning Commission, GoI, 2013
rightly avers, “Innovative areas
of employment are required to be
explored to suit the state conditions.
Diversification of agriculture and
protective irrigation will provide
better employment potential. This
may need reforms in agricultural
marketing to allow direct marketing
by farmers’ companies and societies
and amending laws to accommodate
this possibility. Government can raise
the demand for goods and services
with the hope that the multiplier effect
will enhance employment. (P.361)
With 0.572 HDI Maharashtra ranks
value, 7th among 23 Indian states.
Kerala (HDI 0.790) ranks 1st, Delhi
(HDI value 0.750) is 2nd and both
are classified to have high human
development. While Himanchal
Pradesh (HDI 0.652), Goa (HDI
0.617), Punjab (HDI 0.605) and
North Eastern States except Assam
(HDI 0.573) are ahead of Maharashtra
with respect to HDI rank.
Social security, health security, food
and nutrition security have been key
factors that have contributed to high
HDI and inclusive growth. Equity is
important for economic development.
It is found that affirmative action

for social protection of the weaker
sections has ensured higher HDI
through inclusive policies pursued
by high ranking states.

Women’s Agency and the
Engendering Of Development
For economic empowerment of
women in the informal sector, Small
Scale Industries, FTZs, EPZs, SEZs,
construction sector, rag pickers,
scavengers,
food-processing
industries, sweat shops and garment
industry must be ensured with
effective social security, better
labor standards regarding workload,
occupational health and safety at
workplace. Both the state and the
employers must come forward to
ensure adequate and good quality
social and physical infrastructure,
enabling legislations and rules,
women’s participation in governance
and decision making, inclusiveness
of all categories of vulnerable
women-SC, ST and minorities,
engendering policies/programmes
and mainstreaming gender through
gender budgeting..

Tasks Ahead:
The governance structures should
nurture transformative leadership,
through training and capacity
building schemes, among minority
communities on a large scale and
among women and youth, so that they
can themselves create accountability
at the local level to help the State
provide better neighborhoods, jobs,
education, health, housing, hygiene,
skills and incomes and safe ecosystem. All data of a district must
be available with the district welfare
officer (facilitator) and available
in the public domain for effective
intervention.

contd. on page no. 18
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Inclusive Develolpment in
India

- Empowerment is the key, not subsidies and doles

T

Dr. S. D. Naik
he Indian growth story, post
reforms, has been one of
relatively
high
economic
growth measured in terms of gross
domestic product (GDP) in real
terms compared to the earlier period.
However, this growth was primarily
driven by the growth in the services
sector with a virtual stagnation in
agriculture and poor performance of
manufacturing. Consequently, this
growth was accompanied by low
quality employment, poor quality
education, inadequate health services,
rural-urban divide, socio-economic
inequalities and regional disparities.
While faster growth is the main goal of
planed economic development, the rate
of growth of GDP is not to be treated
as an end in itself, but only as a means
to an end. The Plans do recognise that
the end outcome of economic growth
should be a phased reduction of poverty,
creation of employment opportunities
and improving access to essential
services for the entire population. In
this context, India’s Eleventh (200712) and the Twelfth Five Year Plan
(2012-17) have included the goals
of inclusiveness at the core of their
growth strategy.
What is inclusive development?
Inclusiveness is a multi-dimensional
concept and rather difficult to assess.
But it is generally agreed that inclusive
development should result in lower
incidence of poverty among all
sections of society, broad-based and
significant improvement in health
outcomes, universal access to children

to schools, increased access to higher
education and improved standards of
education, including development of
skills. Particular attention needs to be
paid to the needs of SC/ST and OBC
population and women.
Women and children account for about
70 per cent of India’s population and
deserve special attention in terms of
the reach of relevant welfare schemes
in different sectors of the economy.
A lack of inclusive development can
result in increased economic inequalities
with their own social ramifications. The
objective of inclusive growth agenda is to
reduce poverty and improve the quality
of life for all sections of the population.
For achieving inclusive growth,
it is essential that the diffusion of
opportunities be supported with
good governance and accountability.
Good governance is at the core of
improving the delivery of essential
publicly provided services. It provides
the effective mechanism for linking
inclusion,
decision-making
and
accountability. The problems relating
to infrastructure, critical for building
an inclusive society, can often be traced
to poor governance, red-tape, and
lack of accountability, and pervasive
corruption that has plagued India since
independence.
Role of employment
Employment plays a very important
role in making growth more inclusive,
particularly in a country like India with
the world’s second largest population and
a huge and fast-growing labour force. All
developing countries have, at different
times, sought to shift large masses of
unemployed or under-employed workers
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from agriculture to industry. India too,
tried to do that, but unfortunately, its
record in this regard has remained
dismal. Even today, after 63 years of
planned development, the bulk of the
country’s population continues to depend
on subsistence agriculture.
What is more surprising is the fact that
the recent period of relatively high
GDP growth turned out to be a period
of virtually jobless growth. According
to the recent official data, just 16
million new jobs were created between
2005-06 to 2011-12 as against 61
million jobs that were created between
2000-01 and 2004-05. Agricultural
employment remained almost stagnant
over this period and the Jobs that were
created were only in the low-paying
segments of the services sector.
According to Arvind Panagaria,
noted economist and Professor at
Columbia University, it is a pity
India frittered away the advantage of
its huge workforce of almost half a
billion by neglecting labour-intensive
manufacturing. Surprisingly, India
has been importing even rakhis and
Ganesh idols from China. Also, the
huge potential of micro, small and
medium enterprises (MSMEs) has not
been utilised to the extent possible
because of inadequate policy support,
persisting power shortages and far too
inadequate institutional finance.
A robust manufacturing sector is
critical if India wants to provide jobs
to its unemployed workforce. India’s
GDP growth as well as exports have
also suffered because of the gross
neglect of its manufacturing sectors
by planners and policymakers over
April 2014
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the decades, which in turn, have
resulted in creation of inadequate job
opportunities. The manufacturing
sector’s share in the country’s GDP
has stagnated at around 14-15 per cent
since 1991, way below that of China
(34 per cent) and Thailand (40 per
cent). It provides jobs to only 12 per
cent of India’s labour force compared
to 28 per cent in China.
Quality of employment
The total number of people employed
in the country can sometimes be
misleading. What is equally important
is the quality of employment. Over
the decades, our policymakers have
failed to encourage the growth of
better quality employment through
the much-needed amendments in the
outdated labour laws. Consequently,
an overwhelmingly large proportion
of workers are employed in relatively
low-paying unorganised sector. Selfemployment accounts for roughly 60
per cent of India’s working population,
a big chunk of which is engaged in
low-paying activities like hawking,
selling magazines, vegetables etc.
According to the survey conducted
by the National Sample Survey
Organisation (NSSO), in 2004-05,
the total number of labourers in the
country was 459 million. Of this,
about 433 million (about 94 %) were
engaged in the unorganised sector
where majority of workers do not
enjoy any kind of social security and
their working conditions are also bad.
Only about 26 million (about 6%) are
in the organised sector. With the entire
farm sector falling under the informal
category, only one-fifth of the nonfarm workers in the country are found
in the organised sector.
The poor job-creation in the organised
manufacturing sector is largely the
result of outdated and extremely
rigid labour labour laws. Economists
and various committees over the
decades have been pleading with the
governments in power to make labour
14
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laws more flexible with absolutely no
effect. Consequently, large industrial
enterprises in the country have not
shown interest in going for labourintensive manufacturing. Instead,
most of them prefer to go for hightech manufacturing that could replace
labour with modern machines.
High and rising inequalities
Neglect
of
manufacturing
and
overcrowding of labour in agriculture
has resulted in rising inequality levels.
Even now almost 50 per cent of India’s
working population continues to be
engaged in agriculture, which accounts
for only 15 per cent of national GDP for
want of alternative job opportunities.
30 per cent of the workforce is
engaged in the services sector which
accounts for over 60 per cent of GDP.
In manufacturing, an overwhelmingly
large proportion of the workforce
is in the low-paying and relatively
inefficient unorganised sector.
Not surprisingly, economic inequality
is being perpetuated with the related
adverse socio-economic consequences.
For instance, there is notoriously unequal
access to education, health, better quality
housing, and access to safe drinking water
and so on. Hence the country is facing
high rates of hunger and mal-nutrition.
The infant and maternal mortality rates
are much higher in India than not only
China but even Sri Lanka and Vietnam.
Perhaps, the single most important reason
for this is the widespread persistence of
poverty.
According to the United Nations
Development Programme’s (UNDP)
Human Development Report, 2013,
India’s performance remains lackluster,
belying claims of “inclusive growth”
that have dominated the growth
rhetoric in recent times. Of the 187
countries, India’s Human Development
Index (HDI) – essentially a composite
measure of health, education and
income – India’s rank is 136, on a
par with Africa’s Equatorial Guinea
and just above Cambodia and Laos in

South East Asia.
The proliferation of all kinds of
subsidies, particularly during the UPA
II regime in pursuit of populist schemes
in the name of the poor has worsened
the situation because of the big cuts in
development expenditure. On the one
hand, the growth of the economy has
witnessed a big slowdown, particularly
during the last three years while the
rising fiscal deficit has added to the
inflation pressures. The persisting
inflation in recent years, particularly
the food inflation, has accentuated the
inequalities. Inflation in general and
food inflation in particular, is the worst
kind of tax on the poor.
Empowerment holds the key
A number of studies from India and
abroad have shown how empowerment
of the people holds the key to inclusive
development and not subsidies and
doles in the name of the poor. In
fact, the International Monetary Fund
(IMF) has now come to the conclusion
that subsidies can worsen inequality
levels. The IMF’s first Dy. Managing
Director David Lipton has argued that
redistributive policies can generate a
trade-off between equity and efficiency.
The IMF’s argument emanates from
the huge leakages in most government
programmes.
In India, research by Dr. Ashok Gulati,
Shenggen and Sukhdeo Thorat found
that while evry million rupees spent on
fertiliser subsidies reduced the number
of poor by 24, the same amount spent
on investment in building roads reduced
the number of poor by 335 and by 323
on investment in agricultural R & D. In
fact some of the earlier studies on high
subsidies in fertiliser urea had shown how
it led to excessive use of the same and
led to the erosion of soil fertility. Similar
is the case with many other subsidies
and social welfare programmes where
leakages are 50 per cent or more and the
benefits do not reach the deserving poor.
Given that roughly half of the current
public spending on subsidies and social
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programmes fails to deliver better
outcomes for the poor, the policymakers
would do well to focus on supporting
employment and productivity gains –
historically the most potent weapons
against poverty. The reform agenda for
the Central as well as state governments
should include:
(a) A
doubling
of
agricultural
productivity growth in order to
raise India’s farm yields to the levels
already achieved by
other emerging Asian
countries. To make this
possible, it would be
necessary to transfer
a substantial labour
force from farms to
industry to reduce
small and uneconomic
holdings. Encouring
contract
farming
with the involvement
of corporates could
help in achieving this
objective.

(e) Relentless efforts and strong
commitment to better governance
and greater focus on outcomes.
Modern technology can be used
to streamline government services
and render them more transparent.
(f) Urgent attention to bring about
financial inclusion with increased
banking penetration, particularly in
rural and remote areas.

of policy support to micro, small
and medium enterprises (MSMEs)
which account for 45 per cent of
industrial output and 40 per cent of
country’s exports.
The author is the sr. Economist and
Journalist
dr_sdnaik@yahoo.com

(g) Providing a much higher level

(b) In
infrastructure,
urgent attention is
needed to create more
railways, roads, ports
and power generation
capacity across India
to facilitate faster
industrial
growth
with
productivity
improvements.
(c) Creation of over
100 million nonagricultural jobs over
the next decade to
absorb the growing
pool of workers and
accelerate the shift
towards
modern
industries.
(d) Special efforts to
improve educational
standards at all levels
and
upgradation
of various types of
skills.
Maharashtra Economic Development Council, Monthly Economic Digest
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HDI and Social Inclusion:
The Maharashtra Context
- Ritu Dewan, Ketaki Inamdar &

H

uman development can be
simply defined as a process
of
enlarging
choices,
whether economic or extra-economic.
If people are the proper focus of
development efforts, then these efforts
should be geared to enhancing the
range of choices in all areas. Human
development is both a process and an
outcome; while it is concerned with
the process through which choices
are enlarged, it also focuses on the
outcomes of these enhanced choices.
In principle, human choices and their
outcomes can be infinite and change
over time. However, the three essential
ones at all levels of development are for
people to lead a long and healthy life, to
acquire knowledge and to have access to
resources needed for a decent standard of
living. If these essentials are not available,
all opportunities remain inaccessible.
The HDR 1990 constructed a composite
index, the human development index
(HDI) on the basis of these three
basic dimensions – life expectancy at
birth to represent the dimension of a
long, healthy life; adult literacy rate
and combined enrolment rate at the
primary, secondary and tertiary levels, to
represent the knowledge dimension; and
real GDP per capita (purchasing power
parity (PPP)), to serve as a proxy for the
resources needed for a decent standard
of living.
The Economic Survey of Maharashtra
2011-12 provides census wise data
for Maharashtra as well as for India
in terms of the components and the
final value of HDI.
16
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Kadambari Chheda

Year

Life Expectancy
Maharashtra

India

Literacy

Per Capita

Maharashtra

India

Maharashtra

India

1991

64.7

60.3

64.9

52.2

8672

6100

2001

66.9

63.1

76.9

64.8

24076

17782

2011

70.7

68.5

82.9

74.0

87686

53331

The graphical representation of above data is follows :

Maharashtra has always above
the national average in all three
indicators, as well as the overall value
of HDI. This is basically because
India’s HDI value is affected by
inter-state disparities and variations
in social development, whereas the
state has always been able to perform
comparatively well; hence the dark
line representing Maharashtra in
the graphs is above the light line
representing India.
Economic reforms, while increasing
inequalities, helped some states in
India to achieve higher growth and

development targets. Antony and
Laxmaiah (2008) observed that
Maharashtra has performed well in
controlling birth and death rates as well
as the infant mortality rate. An added
factor is of course that incomes for
the upper echelons rose dramatically.
Also, employment patterns changed,
especially impacting the agriculture
sector negatively, while the secondary
and tertiary sectors improved
substantially.
Maharashtra published its first State
Human Development Report (SHDR)
in 2002, estimating the state HDI to
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be 0.58. Subsequently, the 12 most
backward districts were identified
and focused upon by the Maharashtra
Human Development Mission, with
committees being formed at district,
taluka and village levels (Economic
Survey of Maharashtra, 2011-12).
Several studies conducted by the
Planning
Department
highlight
the importance of special schemes
implemented by the state government
to improve the HDI of these 12
most backward districts, totalling an
expenditure of Rs. 2.3 billion during
2006-2010. In 2009-10, District Plan
Funds were re-formulated, with those
related to HDI related schemes being
raised to 20 per cent. Guidelines
laid down for preparation of ‘District
and State Annual Plan’ included a
special focus on human development
oriented schemes. To improve the
collection of block (Taluka) level
data, the state initiated substantial
investment in capacity development
and strengthening the statistical
system. With the help of this data, six
blocks from six regions which were
considered most backward blocks
in terms of human development
were selected, and the ‘Bottom-up
Planning’ approach was implemented
in these selected blocks with the help
of 14 different schemes.
While the overall HDI values of
Maharashtra have improved, to
see the other side of the picture
we will again consider the graphs
of per capita income, literacy rate
and life expectancy. In the graph,
which depicts the performance of
Maharashtra and India in terms of
per capita income we can see steep
increase in state’s per capita income
from 2001 onwards which is shown by
the blue line. However, the blue lines
which represent the Maharashtra are
comparatively flatter in case of both
literacy rate and life expectancy for the

same period. This shows the need to
analyze the expenditure pattern of the
population. For overall development,
not only per capita income but health
and education status of people should
also improve. Conversion of increased
income into improved status of health
and education depends upon several
factors – awareness, availability,
accessibility, affordability, and quality
of the service provided. These crucial
aspects are incomplete without the
concept of social inclusion which
has an extremely significant, if not
the major, role to play in overall
development.
A socially inclusive society is defined
as one where all people feel valued,
their differences are respected, and
their basic needs are met so they can
live in dignity (Cappo, 2002). In a
socially inclusive community, citizens
have opportunities to fully participate
in the social, economic and cultural
life of their community and of the
society. Social inclusion policies
facilitate access to employment,
education, health, housing and also
democratic processes.
Maharashtra has always been
characterised by regional imbalance
and disparities. The result of the
successful working of the sugar
co-operatives with the dominance
of the Maratha class as well as the
commercialization and development
of institutions of higher education
in cities like Mumbai and Pune are
cited as being important for the
development of the western region.
Among several reasons too elaborate
to debate here, the interior parts of the
state did not benefit from reformers
who were mainly the Brahmins from
the socially advantageous groups
from western part of Maharashtra.
(Kamdar, 2009).
No concept of social inclusion
is complete without taking into
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discrimination
against
women,
scheduled castes and scheduled
tribes. The Gender Development
Index of Maharashtra has always
varied significantly from its HDI.
With a fairly higher life expectancy
and comparatively lower infant
mortality rate, one would expect
some level of gender parity. What is
indeed intriguing is that Maharashtra
has an extremely low sex ratio, its
child sex ratio being among the
worst. The national sex ratio is 940,
for Maharashtra it is 925; the child
sex ratio for India is 914, while it is as
low as 883 in Maharashtra.
The scheduled castes (SCs) and
scheduled tribes (STs) are considered
as vulnerable groups who are
compelled to exist with multiple
deprivations. The SCs are spread
across the state residing in close
proximity with the overall population
and should have access to health
or other public infrastructure, but
are excluded both socially and
economically. The tribals reside in
relatively inaccessible regions and
are additionally physically excluded.
Planning
Commission
Report,
2011, states that SCs constitute of
16.6% and STs constitute of 8.6%
of total population of the state. We
will look at some facts and figures
which establish a direct link between
scheduled castes/tribes and lower
social
development.
Nandurbar
district in Maharashtra has the highest
proportion of ST population which
stands at 69.3% of total population
(2011). Gadchiroli district is second
with STs comprising 38.7% of the
district population. Khairnar and
Sen (2013) pointed out in their study
that the HDI value for Nandurbar
and Gadchiroli was the lowest HDI
value in the state at 0.21. According
to the Planning Commission report
of 2009, enrollment rates among
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school-going students for SCs and
STs in Maharashtra were 14.67% and
11.08% respectively. Also, although
SCs and STs constitute around 20%
of Maharashtra’s population, their
share in human resources of private
sector employment is merely 5%.
Additionally, while Maharashtra
has different social welfare schemes
specifically formulated to respond
to the needs of SCs and STs,
administrative gaps and delays
impact their proper and effective
implementation (K. Samu (2011).
These facts and figures represent
the urgent need for simultaneous
development of all the groups
in both the economy and the
society. Additionally, the concept
of human development considers
many more aspects than what are
currently covered under the ‘Human
Development Index’. Undoubtedly,
current HDI calculation is useful
and reflects the increase or decrease
of developmental aspects in terms of
aggregates of life expectancy, literacy
rate and per capita income. However,
the fundamentals such as accessibility
to and availability of resources,
ownership of assets, religion, and such
contd. from page no. 12

The National Skill Development
Mission has to be more proactive
with a single objective of better
paying employment generation.
Both, the government and the
corporate sector should promote a
‘hub of innovation’ wherein a range
of experiments in educational and
livelihood initiatives (including
artisans) can be undertaken.
Direct intervention through a new
programme/ scheme like the Integrated
Programme for Rehabilitation of
homeless men and women can be
made. The Programme may include
items like Night Shelter-cum- Work
18
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like remain out of the purview of the
typical HDI. Also, as aggregates are
taken into consideration, the extent
of inequality is not revealed through
HDI value in spite of equality being
the single most essential factor for
overall development of any state or
country. Be that as it may, the HDI
is an indicative measure extremely
crucial for evaluating the nature of
the development paradigm.
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Convergence of existing programmes
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All state governments need to create
internal accountability and impactbased monitoring systems that go
beyond purely physical and financial
monitoring, and also involve peoples’
groups in conducting time-bound
social audits of schemes and create
democratic dialogues between the
minority groups and state institutions
at the grassroots level.
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Income Inequality in India
- MEDC Research Team

I

ndia today is one of the fastest
growing nations of the world. While
some level of growth is obviously a
necessary condition for sustained poverty
reduction, there is growing skepticism if
growth by itself is a sufficient condition
for eradicating poverty. Indeed, there are
quite a few who tend to argue that growth
can marginalize the poor sections and
increase inequality. According to Nobel
Laureate Amartya Sen “Economic growth
is important precisely because it can help
people lead better lives, but to take growth
itself to be a fetishistic object of admiration
is part of the problem”.
The most common measure of equality /
inequality is the value of Gini coefficient.
Gini index measures the extent to which,
the distribution of income or consumption
expenditure among individuals or
households within an economy, deviates
from a perfectly equal distribution. A
Gini index of 0 represents perfect equality,
while an index of 100 implies perfect
inequality. In India, inequality in not
measured on the basis of distribution of
income, but on the basis of consumption
expenditure. It has been observed that
growth in consumption expenditure
witnessed is unequally distributed and has
benefited only the better-offs. As estimated
by the World Bank, India’s Gini coefficient
in 2010 was 33.9.
There are many economists who believe
that inequality probably helps the economy.
Inequality spurs people to work harder.
In addition, some inequality is needed to
create a pool of concentrated savings and
wealth that can be invested to finance the
early stages of economic development:
harvesting timber, building factories and
so on.
However, more recent research suggests
that while some inequality is necessary,
too much inequality undermines growth.
This is because wealthy people handle
their money differently than the rest. They

tend to save a much higher percentage of
their incremental income, or invest it in
fixed assets like vacation homes. These
forms of saving and investment do not
trickle down to create significant wage
income for others.
In contrast, incremental money that flows
to the middle class and poor people gets
spent much more quickly. It is spent on
food, clothing and basic products that
are produced in factories and on farms
by people who earn wages. Thus, money
that flows to the middle class and poor has
a multiplier effect, rippling through the
economy to create more jobs and income
for others.
If India’s per capita income is to double
from the current approx. Rs. 75,000/p.a. to Rs. 1.5 lakhs p.a. (i.e. Rs 7.5
lakhs p.a. per household) with a shift of
the median per capita income closer to
the average (to reflect a more balanced
distribution), then, it will lead to a spur
in demand for consumer durables viz.
refrigerators, washing machines, coolers,
air conditioners, mopeds, scooters, motor
cycles, cars etc.
According to the National Survey of
Household Income and Expenditure 2011,
conducted by National Council of Applied
Economic Research (NCAER), the middle
class in India, defined as households
earning Rs. 2.5 lakhs to Rs. 12.5 lakhs
annually (at 2009-10 price level)
increased over 12.7% p.a. between 200102 and 2010-11 i.e. the total middle class
households increased from 10.7 million to
31.4 million – an increase by 193%. By
2015-16, they are expected to grow to 53.3
million accounting for a total population of
267 million.
However, it may be mentioned that the
growth process leading to a rapid increase
of the Indian middle class is confined
more to cities and metros. In this sense,
it does not adequately promote inclusive
growth but leads to greater concentration
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of income in the urban areas vis-à-vis rural
areas.
The construction sector is a major
employment driver in India, it being the
second largest employer in the country,
next only to agriculture. This is because
of the chain of backward and forward
linkages that the sector has with other
sectors of the economy. About 250
ancillary industries such as cement, steel,
brick, timber and building material are
dependent on the construction industry.
A unit increase in expenditure in this
sector has a multiplier effect and the
capacity to generate income as high as five
times. Further, with development gaining
momentum, construction income (housing
as well as infrastructure) percolates to the
rural areas.
The software and services (IT services)
industry of India has been moving up the
value chain, giving India formidable brand
equity in the global markets. Business
Process Outsourcing (ITES-BPO) sector
has emerged as a key driver of growth for
the Indian software and services industry.
The industry helps to create millions
of job opportunities through direct and
induced employment in telecom, power,
construction, facility management, IT,
transportation, catering and other services.
Nandan Nilekani in his book “Imagining
India: The Idea of a Renewed Nation” has
argued that the ratio of indirect employment
to direct in the IT Software sector is 6:1,
that is, six such jobs are created for every
one of the 2 million or so IT jobs created in
the private sector.
Although the contribution of the agriculture
sector in the real GDP of India has declined
fairly fast, the share of the employment
in the agriculture sector has not declined
to that extent. As a result, the average
productivity in this sector has remained
very low as compared to other developing
countries. Thus, there is a strong need to
reduce the number of people dependent
April 2014
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on agriculture for their livelihood. As it is,
the income differential between the nonagricultural and agricultural sectors is as
high as 2:1, if not higher.
According to a Working Paper on ‘Land
reform, agriculture and poverty reduction’
by Renewable Natural Resources &
Agriculture
team,
Department
for
International Development, UK, “While
there are many routes to poverty alleviation,
all are subject to distortions induced by
inequality, and one of the main components
is the skewed distribution of property.
Land and immovable property are often the
most important elements in an individual
family’s asset portfolio. Countries with
a high Gini index usually have a grossly
unequal distribution of land and property
ownership. The most deprived people
are often the rural landless, who survive
as seasonal workers on large farms and
plantations, returning in the off season to
extremely depressed rural settlements,
devoid of investment in housing or
infrastructure”.
Further, since the 1990s, there has been
a paradigm shift to neoliberalism with
emphasis on economic growth and foreign
investment over labour protection. An
important agenda of the ‘new economic
policy’ policy was bringing about `labour
flexibility’. This included two types of
changes. First, changes in the law to allow
easy retrenchment and closure, which
the Government termed an ‘exit policy’.
Second, the replacement of permanent
labour (enjoying various legal rights,
in particular job security) with contract
labour, which was far cheaper and could be
fired at will.
In the last over two decades, India has
integrated significantly with the global
economy, but the majority of Indians
remain poor. There is high incidence of
contract and casual staff, who form over
half to three-quarters of the total workforce
in some large factories. There is much
less employment in the public sector.
The most endemic form of wage-cut is
the replacement of permanent workers in
industry with low-paid contract workers.
Not only do unorganized sector wage
increases lag behind inflation (so that real
wages decline), but even outright wage
cuts are imposed in many sectors.
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As rightly quoted on Livemint “Is our
GINI coefficient high not so much because
of development and growth (a positive
reason) as because of the lack of creation of
reasonably paying jobs in manufacturing? A
recent study by Crisil, the rating company,
shows that between 2005 and 2010, the
addition in jobs was just 27.7 million. In
manufacturing, employment declined by
nearly 7%. Given our demographic profile,
others have estimated the need of fresh jobs
over 2014-19 at 85 million. Clearly, we
need macro-economic policies, including
an exchange rate policy, which would
encourage, rather than discourage, labourintensive manufacturing”.
Thus, three dimensions of uneven growth
seem especially pertinent for accounting
for increases in inequality, namely, first,
growth has been uneven across regions
(rural and urban) and states. Second,
growth has been uneven across sectors of
production (especially, agriculture versus
industry and services). Third, growth has
been uneven across households, such that
incomes at the top of the distribution have
grown faster than those in the middle and/
or bottom.
A pragmatic way forward would be to focus
on policies that would significantly lift the
incomes of the poor by enabling them
to access the opportunities that reforms
and integration bring, while recognizing
and limiting the very real danger that
concentrations of income and wealth pose
for social cohesion and growth-promoting
policies and institutions. Policies that
improve productivity and incomes in the

rural sector and urban informal economy
are vital for generating better employment
opportunities for the poor (ADB 2005).
Redistribution can occur at many levels. At
one level, it can involve the redistribution
of assets, such as land or access to it.
Unfortunately, the policy of land ceiling
in agriculture adopted by the Government
of India, has led to fragmentation of
land holdings, thus rendering them
uneconomical for profitable agriculture.
A possible solution could be promoting
joint-farming co-operatives. In a jointfarming co-operative, the members pool
their holdings, which are not large enough
for profitable farming individually, and
cultivate these jointly, adopting improved
practices. When the produce is sold at the
end of the season, each member gets an
ownership dividend in proportion to the
land contributed by him, thus addressing
the problem of rent-seeking of the erstwhile
Zamindari system.
At another level, it can involve realignment
of the recipients of public expenditures and
public investments. For example, some
amount of switching of public expenditures
from tertiary education to basic education,
and from urban to rural areas from current
norms may be critical for improving the
access of the poor to basic social and
physical infrastructure.

Ms. Dhara Tolia
dhara.tolia@gmail.com

68th NSSO Round Results – Rising Inequality in India!
Based on the results of the 68th Round of National Sample Survey (NSS)
of household consumption expenditure (which is often taken as a proxy for
income), while the poorest 10% of India’s rural population had an average
MPCE of about Rs. 503 (Rs. 16.78 per day), the poorest 10% of the urban
population had an average MPCE of about Rs. 702 (Rs. 23.41 per day).
Inequality in urban India is starker as compared to rural India. During the
68th Round, the richest 10 percent of the rural population had an average
MPCE of about Rs. 3460, about 6.9 times that of the bottom 10%. However,
richest 10 percent of the urban population had an average MPCE of about
Rs. 7652, about 10.9 times that of the bottom 10%.
During the 66th Round of the NSS, it was found that the top 10% of the rural
population had an average MPCE of about Rs. 2395 – about 6.4 times that
of the bottom 10%. The top 10% of the urban population had an average
MPCE of about Rs. 5673 – about 10.9 times that of the bottom 10%. This
clearly shows the yawning gap between the rich and poor in India as a
whole.
Maharashtra Economic Development Council, Monthly Economic Digest
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Industrial Slowdown : A Big Challenge
- Ms.Kiran Nanda
Industrial Slowdown : A Big
Challenge
Though industrial slowdown is
deep and wide, still there could be
sustainable recovery provided well
studied appropriate policy measures
along with their effective and time
bound implementation are taken
promptly
Inclusive Growth and Industrial
Slowdown
Inclusive growth implies, “broad
based growth, shared growth and
pro-poor growth. It establishes direct
links between the macroeconomic
and microeconomic determinants of
the economy and economic 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 development has to be an
integral part of India’s economic and
industrial growth. Otherwise, the
growth will not become sustainable.
This is getting widely accepted all
over the globe both by the developed
as well as the developing world.
Inclusive development is a vast subject
embracing numerous people-centric
activities. Employment creation is
an important component of inclusive
growth. Openness brought about by
the adoption of technology, coupled
with legislation-based initiatives of
the government such as the Right to
Information and the evolving Aadhar
policy amongst others embody the
inclusive spirit of transparency and

wide application across the country.
Indian economy has adopted the goal of
achieving inclusive growth through its
11th and 12th Five Year Plans and also
financial institution’ including Banks’
initiatives on financial inclusion.
The pursuit of inclusive growth
initiatives in the immediate term can
result in industrial slowdown which
in the long term is bound to result in
sustainable growth.
Backdrop & Current State
Industrial
slowdown
has
been
persisting because the economy has
been downbeat for a long time due
to a successive chain of adverse
developments.
Specifically,
two
important macro- economic indicators-the Index of industrial production and
the export data have been negative.
Recent statements of Tata Consultancy
Services and Infosys heads, pointing
out difficult times facing the IT industry
with declining IT spend and weakened
Indian business environment, could
drag down the March quarter 2014
growth rate. Corporate sentiment has
dropped sharply during the quarter
Jan-Mar 2014 amid global economic
worries and regulatory uncertainties.
India’s economic growth deteriorated
to 4.7 per cent during Oct.-Dec. 2013
against 4.8 percent in the previous
three months, while industrial output
grew by an anaemic 0.1 per cent in
Jan 2014 from a decline of 0.2 percent
in Dec. 2013. The cumulative IIP
growth in this fiscal year till now has
been zero per cent. Though the mining
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and electricity sectors have expanded
0.7 and 6.5 per cent respectively, the
manufacturing sector (accounting
for almost 80 per cent of the IIP)
has reduced consecutively for the
fourth month in a row by 0.7 per cent.
Manufacturing indicator, considered to
be India’s ticket towards attaining the
middle-income status, has contracted
by 0.4 per cent in 2013-14 till now.
The use-based disaggregation of the
index also paints a gloomy future.
Capital goods and Consumer durables
sectors, considered as barometers of
the investment climate contracted by
4.2% and 8.3% respectively.
Industrial outlook becomes more
pessimistic when even with subdued
domestic demand, the hope of a
recovery in Western economies got
dented with the February export data.
Exports declined by 3.7% y-o-y. On
top, the European Union’s Generalised
Scheme of Preferences, which gives
preference to exports from developing
countries, will cease to be applicable
to India. This will specifically affect
exports of mineral products, textiles,
motor vehicles, bicycles and chemicals
originating from India.
Despite the US cutting back its bondbuying programme, the rupee has held
its own. In fact, it has appreciated 1.5
per cent over the past month, driven
solely by steady foreign capital flows
into Indian bonds and stocks. Sharp
improvement in CAD has contributed
in equal measure to the rupee’s
stability. January and February exports
data hasn’t been promising, though the
April 2014
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trade deficit as in previous has remained
below the $10-billion mark. The deficit
has reduced because of lower gold
imports. This might be the beginning of
a secular trend. Particularly worrying
is the decline in India’s engineering
exports in February. Further, Beijing’s
decision to widen the yuan’s daily
trading band against the U.S. dollar has
raised fears that China might indeed
prefer a cheaper currency. That could
spell trouble for Indian exporters.
Above is not to deny some green shoots
that are evident like fiscal deficit at
4.8% for 2013-14 being on target and
reduction in CAD by more than what
was planned and more Indian companies
improving their high financial leverage
thereby boosting their credit profiles
by adopting measures such as sale of
equity and assets or using their free
operating cash flows to reduce debt.
Besides, with the expectation of a
new stable government, infrastructural
and industrial revival are expected.
Though overall Indian economic and
industrial growth may have slowed but
the entertainment and online industries
are in good health. The entertainment
industry is contributing `50,0000 crore
to the economy i.e. 0.5% of GDP in
2013. The sector also supports 18.8
lakh jobs.

•

•

Fundamentally, India’s economic
evolution bypassing the traditional
manufacturing development in its
journey from an agrarian nation
to a services driven economy has
been primarily responsible for a
continuous slide in industrial growth
and employment generation.
Emphasis on inclusive growth
during the last couple of years has
also structurally affected industrial
growth. Presently, the nation
is passing through a transition
process which would result in
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Policy distortions, project delays
and quite often backtracking of
crucial policies have also led to
industrial slowdown. Consistency
in policies, essential for building
business confidence and attracting
investments, has been missing. As
a result of the Vodafone decision
along with other tax disputes
and official probes, a trust deficit
Industry and government has
emerged.

•

Though the country needs progrowth changes in policies in the
human resources, administration
and finance, but many times
compulsions of the coalition
politics has come in the way of
taking the right decisions.

•

Various regulations and compliance
standards being set up are also
taking toll on industry performance,
which in the long term are supposed
to turn out to be beneficial.

•

Why Industrial Slowdown?
•

as sale of equity and assets or using
their free operating cash flows to
reduce debt.

more sustainable and long lasting
growth.

•

Global factors, like frequent
financial crisis, a number of
country upheavals and now the
Russia’s recognition of Crimea as
an independent state which has relaunched the east bloc-west bloc
showdown, can have repercussions
in myriad ways on India’s industrial
prospects.
Financing the fiscal deficit can
become a challenge for the
government in the wake of the U.S.
Federal Reserve announcing that it
would end its quantitative easing
programme, thereby reducing
the worldwide supply of excess
dollars.

Some Silver Linings
• Indian companies have started
focusing on lowering its debt,
thereby boosting their credit
profiles by adopting measures such

•

There are signs that show India’s
domestic demand from consumer
goods may recover from the sharp
slowdown seen in recent period,
largely driven by the growing
population and nascent but growing
middle class. Despite industrial
slowdown,
India’s
economic
promise remains substantial as
currently seen by both domestic
and foreign investors.

•

It is worth comparing the recent
Indian success in reducing external
imbalances with some of the
other countries whose currencies
were battered last year. India and
Indonesia have worked hard to
bring down their current account
deficits but Turkey, Brazil and
South Africa have not done much.

The Way Out
•

If the next government is to
translate the Rs 6.6 lakh crore of
cabinet-approved
projects into
actual investment, it will have to
revisit and restructure the terms of
the projects. New project terms are
needed to reflect the new economic
realities.

•

Though there might be many cases
where in the eyes of stakeholders,
the government might have gone
wrong, the government is credited
with ushering in the telecom
revolution in the 1980s, an area
which is getting fixed now.

•

Focus on lowering debt is expected
to improve credit profiles of Indian
companies. As fewer loans go bad,
state-owned banks will face less
pressure to write off or restructure
debts. That could signal a recovery
in
credit-fuelled
investment,
especially if a stable government is
formed which would make it easier
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for companies and lenders to raise
equity on the stock market.
•

Some token reduction in interest
rate is required to buoy up the
industrial sentiment either in April
1 Monetary Policy Review or post
election policy initiatives.

•

Scaling up transport infrastructure
investments and implementation of
GST, on which consensus amongst
states has been more or less
achieved, have become necessary.

•

Labour reforms are direly needed.

•

Nudging more farmers
manufacturing is needed.

•

Through various FTAs and other
agreements, which are being
revisited by the government, India
can derive immense advantages for
its industry and its revival from
other countries.

•

According
to
JOSEPH
E.
STIGLITZ, “Trade agreements are
a subject that can cause the eyes
to glaze over, but we should all be
paying attention. Right now, there
are trade proposals in the works
that threaten to put most Americans
on the wrong side of globalization”.
Indian authorities must take note of
this and act appropriately.

into

But Imponderables Galore
•

•

Some global factors can place
difficulties in the Indian Industrial
growth revival process. A fall in
Asian shares affected sentiment
after investors were jolted when
Federal Reserve chair Janet Yellen
said the US central bank might end
its bond-buying programme by
October this year, and could start
raising interest rates around six
months later. Any signs of higher
US interest rates could impact
foreign investor sentiment in India.
Land acquisition legislation is
likely to inflate the cost of many
projects to uneconomic levels.

•

•

India continues to be a high inflation
economy. The latest inflation
reading is only 1.6 percentage
points lower than its average since
the new national consumer price
inflation began to get calculated
in January 2012. And the rate at
which prices rose when India had
a similar growth rate a decade ago
was half the current rate, if one
considers the consumer price index
for industrial workers in fiscal year
2003.
There are faint apprehensions of
the Indian economy getting into a
deflationary state. Central banks in
the rich countries are having a retail
inflation target of 2%. It is often
considered that inflation in the high
growth emerging markets should
be around two percentage points
higher than in the rich countries i.e.
around 4%. Sukhamoy Chakravarty
Committee on Monetary Policy
(1985) and Urjit Patel Committee
(2014) both have recommended
that India should keep inflation
around or below 4%. Urjit Patel

Committee Report has suggested
that the RBI should gradually move
to the eventual inflation target—the
so-called glide path so as to ensure
that there is no monetary squeeze
when there prevails industrial
slowdown and sluggish growth.
Concluding Observations
In sum, nothing less than a miracle can
be expected from the next government
towards the revival of industry.
But miracles do happen. A stable
government could reinvigorate animal
spirits, ease business uncertainty
and address the supply bottlenecks,
which could swing investor sentiment
significantly in favour of India. On
the other hand, an unstable coalition
government, however, would diminish
prospects of industrial revival and risk
significant capital outflows.
The author was the Ex. Chief
Economist in Ambuja Cement
kironnanda@gmail.com

Macro-Economic Statistics
Indicators
GDP(growth)

Month/
Quarter
Q3

Level

Likely Trend

4.7

In 2013-14 it will be less than 5%

Inflation Rate (WPI)

Feb 2014

4.68%

Industrial Growth (%)

Jan 2014

0.1

Recovery will be only after April

Exports ($ bil)

Feb 2014

25.7

India’s exports grown steadily
since June 2013, declined 3.7
per cent y-o-y in Feb.;Will pick up
when US economy fully revives

Imports ($ bil)

Feb 2014

33.8

May not fall much further

Bank Credit
(growth %)

February

14.3

Growth will accelerate in second
half of 2014

BSE Sensex

18 Mar 2014

21,985.55

Will rise sharply if a majority
government is formed

Re./$ Exchange Rate

18 Mar 2014

60.97

Re will harden further if stock
market retains its momentum

Foreign Exchange
Reserves ($ bil)

March 7
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295

Fall may not persist for long

Will increase further
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Falling Inflation and
Appreciating Rupee ......
Mr. Sunil Bhandare

as we progress with FY 2014-15.

n the din and dust of prevailing
16th Lok Sabha election scenario,
two striking trends have been
capturing the attention of keen
observers of the economy as well as
of policy makers, especially of the
RBI. And these are: first, the falling
inflation rates – the wholesale (WPI)
inflation sliding to its lowest level in
nine months [4.68% in Feb 2014] and
the retail [CPI] inflation to its two-year
low [8.1% in Feb 2014]; and second,
the sharp appreciation of the rupee
by about 12.7% from its lowest level
of US$ = Rs.68.80 sometime around
end-August 2013 to its current level
hovering just below USS = Rs.61.

Nevertheless, we are aware that two
key developments are anxiously being
awaited by business and industry as
well as by consumers and investors at
large. First, whether the RBI would
take courage and announce easing of
key policy rates and send signals for
long-desired industrial and investment
recovery in its new monetary policy
that would be unveiled on April 1,
2014? Second, whether voters would
show enough political sagacity to
elect relatively viable and stable
coalition government? Since both
these issues are mostly in the realm
of intense speculation, it is wiser
to wait for the events to unfold.

Doubtless, both these trends are
very crucial from the perspective of
redefining the monetary policy stance.
Combine this phenomenon with
consistent rapid gains in CAD, increases
in capital inflows and improvement in
stock market sentiments and the belief
is gaining ground that the economy is
much less fragile now than it was just
about six months before. Of course,
there still prevails enough skepticism
about the prospects of strong growth
recovery in 2014-15. However, by the
time this article is published, the RBI
would have already announced its new
policy for the financial year 2014-15.
We, therefore, would like to refrain
from hazarding any guess on this issue.
Our effort in this article is limited to
evaluating the sustainability and likely
implications of falling inflation and
appreciating rupee for the economy

Falling Inflation Rates
At the fag end of UPA II govt.’s tenure,
there are some distinctive gains in the
inflationary scenario. But perhaps it is
too little, too late to influence positively
its electoral fortunes! Be that as it
may, from the economic perspective,
what is more important is to reflect
on sustainability of factors that have
contributed to the current softening
of inflation rates. The recent year-onyear trends in WPI [along with its key
sub-components] and CPI inflationary
rates are set out in the chart below:

I
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Two significant features are:
yy First, the sharp spikes in the
WPI-General and CPI-Combined
inflationary rates during Aug-Nov
2013 have been alleviated in the
last about three months thanks to
the sharp fall in food inflation rate.
This easing of food inflation has

been predominantly contributed by
(a) pulses inflation remaining in the
negative zone throughout the last
six months, reflecting substantial
improvement in its production and
market availability; (b) precipitous
decline in vegetables inflation,
and onion prices in particular
contracting sharply; and (c) easing
of oilseeds and edible oil prices.
yy Second, a large part of the
manufacturing sector is reeling
under
recessionary
phase,
thereby experiencing erosion of
its pricing power. In the case of
WPI-Manufacturing [commanding
as much as 65% of the weight in
WPI-General], the inflation rate has
slowed down progressively from
an average of around 4.5% during
Jan-Mar 2013, to an average of
around 2.5% during July-Sept 2013
and is currently edging up a bit.
Going forward, the sustainability of
moderating inflation [both WPI and
CPI] in FY 2014-15 would be governed
by the composite impact of various
divergent factors that seem to be
currently at work. On the negative side,
a. Recent unseasonable heavy rains
and hailstorm in certain parts of
the country is likely to neutralize
bumper crops prospects as well
as current comfortable domestic
supply situation [damage to
wheat, fruits and vegetables output
is claimed to be quite severe];
b. Fears of likely El Nino phenomenon
adversely affecting the monsoon
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of GDP in 2014-15; (b) increased
capital inflows – both FII and
FDI; (c) gradual building up of
the war chest of forex reserves
by the RBI; and (d) narrowing
down of “inflation rate gap”
between India and her major
trading partners. So much of
these expectations would be also
be fortified by the emergence
of stable coalition government.

conditions
in
the
ensuing
cropping season, thereby harming
agricultural growth in FY 2014-15;
c. Likely surge in global food prices
under the impetus of varying
drought conditions in certain part of
the world [the Middle-East, Africa
and parts of USA – California].
While the latest FAO report on
Crop Prospects and Food situation
does suggest that “overall supply
conditions
have
significantly
improved compared to the previous
season”, the FAO Food Price Index
has rebounded strongly in Feb 2014;
d. Geo-political tensions – the ongoing
Russia-Ukraine
conflict
and
revival of “cold war” like conflict
scenario and its impact on global
commodity prices, especially of
crude oil, natural gas and petroleum
products. How deep and prolonged
such tensions going to be would
determine its adverse impact on
global commodity prices; and
e. If, however, these tensions were
to ease early, there would still
be the prospect of hike in global
commodity prices under the impetus
of revival of global economy.
In contrast, on the positive side,
there would be gains from (a) high
base effect, especially given the

hump period of inflation during JulyDec 2013; (b) appreciating currency
easing the “imported inflation”; (c)
the overhang of excess manufacturing
production capacity; and (d) hopes
of
continued
relative
stability
of international crude oil prices.
Taking into account the combination
of above factors and the trend rates of
inflation of last about fifteen months,
it is reasonable to forecast that the
average WPI-General inflation would
settle just around 5 to 5.5%, while the
CPI inflation would be around 6 to
6.5% during the FY 2014-15. In turn,
this should enable the RBI to initiate
the process of easing key policy rates.
How soon, and how much? Surely,
all such issues would be evaluated
closely by the RBI. But given the
current uncertainties, including that of
electoral outcome, one would expect
the RBI to maintain status quo in its
immediate monetary policy – perhaps
till the end of first quarter of 2014-15.
Appreciating Rupee
In the meantime, there is a dramatic
turnaround in the behavior of Indian
rupee in the currency markets in the
recent weeks. There are growing
expectations that the rupee would
strengthen further given the prospects
of (a) CAD would be lower than 2.5%
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Thus, even granting the
repayment
obligations
of
maturing short-term external
debt
obligations
[including
FCNR deposits], there would
be some accretion to forex reserves.
Indeed, in the context of rupee
appreciating further [most believe that
the current range of around US$ =
Rs.60 to Rs.61 is its more appropriate
valuation], there would be pressures on
the RBI to intervene in the market. The
RBI also needs to strengthen India’s
current forex reserves position much
beyond US$295 billion. The forex
reserves were at their peak level of
US $322 billion as at end-August,
2011. Assuming, therefore, that India
offers lucrative opportunity for capital
inflows in the FY 2014-15, there could
be reasonable prospects for mopping
up about US$25 billion or Rs.152,500
crores [at the current exchange rate].
This is predicated on the RBI wanting to
prevent further appreciation of the rupee.
By implications, this would lead to
infusion of huge liquidity in the
market, which, in turn, could have
beneficial impact on (a) interest rates;
(b) investment outlook; and (c) creating
more stable framework for foreign
trade. At the same time, the RBI would
be required to calibrate the liquidity
management – a la sterilization of
reserves – so as to prevent the likely
adverse impact on inflation. The
failure to keep the exchange rate at
and around its present external value
April 2014
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would obviously have adverse impact
on exports of goods and services, while
allowing for cheaper imports to flood
Indian markets. Incidentally, China in
the last few weeks has been quietly
allowing its yuan to depreciate, albeit
marginally. Thus, from India’s exports
perspective, there may be some erosion
in her relative export competitiveness
thanks to the divergent behavior of the
exchange rates of respective currencies.

Table No 1 : The annual and cumulative depreciation of Indian rupee
% Depreciation
(March over March)

US $

EURO

British
Pound

Japanese
Yen

Chinese
Yuan

2012 over 2011

10.8

5.3

8.9

9.8

14.3

2013 over 2012

7.5

5.7

3.0

+ 6.3

8.8

2014 over 2013

12.7

17.6

20.6

5.8

12.9

Cumulative from Mar 2011
to March 2014)

27.4

26.1

29.8

9.7

31.8

Mar 2014 Exch Rate
(Rupees)

61.25

84.93

101.95

<0.60

9.94

Note: + sign represents appreciation of the rupee. Calculations based on monthly averages

The Medium - term Perspective
All these recent developments in the
key macro economic indicators have
to be carefully watched over the next
few crucial months. Keeping this in
view, it may be desirable trace the path
the Indian rupee has traversed over
the last fifteen months. The relative
stability of the rupee’s exchange rate
in recent months truly reflects (a) the
gains in overall balance of payments;
and (b) the RBI’s effective intervention
in the forex markets as well as
calibration of its key policy rates.
Just to recall, the rupee depreciated
sharply between end-April and endAugust 2013 by about 22% [from
US$ = Rs.53.68 to US$ = Rs.68.80].
But since then, except for the
moderate fluctuations, the exchange
rate has remained ranged bound; and
is currently hovering around US$ =
Rs.61 +/- 50 paise. In effect, the rupee
has strengthened by over 12% over its
lowest level. However, in the mediumterm framework of last three years, the
rupee has depreciated substantially
against all the major currencies. The
table no 1 sets out the annual and
cumulative depreciation of Indian
rupee over the last three years vis-à-vis
major global currencies. This loss in the
external value of rupee is predominantly
caused by a large inflation differential
between India and the countries
representing these major currencies.
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Interestingly,
despite
enormous
pressures on China since 2008 to
initiate flexible exchange policy
and allow Yuan to appreciate vis-àvis major international currencies,
especially with respect to the US dollar,
Chinese authorities has done to well to
resist stubbornly any large appreciation
of its currency. Thus, between March
2008 and till now, its cumulative
appreciation has just been about 14.3%
vis-à-vis the US dollar. But, based
on the divergent behaviour of Indian
rupee (depreciating by 27.4% against
the US dollar) and the Chinese Yuan
(appreciating by about 14.3%), Indian
exports should have gained some
notable competitive advantage in the
markets of advanced countries. Also,
India’s competitive position in Chinese
markets should also have improved
given the cumulative depreciation of
the rupee by about 32% against Chinese
Yuan. But on current reckoning,
even the modest 6.3% export growth
target (US$325 bn) is unlikely to
be achieved in the current FY.
Evidently, the gains in the external
sector represent mostly the compression
of gold and non-oil, non-gold imports
– the latter reflecting the deceleration
of industrial and investment activity –
rather than of steadily growing economy.
Thus, current BOP comforts could be
vitiated if there is a strong revival of
imports and failure to expand exports

due to appreciating rupee. However,
with the likely electoral verdict in
favour of stable coalition government,
we envisage the possibility of BOP
scenario – the supply-demand position
of US$ - to become somewhat more
comfortable almost throughout 2014-15.
In summing up, the RBI may be
required to intervene in the market, if
there were to transpire periodic surges
in capital inflows in the post-electoral
economic scenario. Of course, the
benign (or strategic!) neglect by the
RBI (as is sometimes the case) with
regard to the appreciating rupee may
be advantageous from the view point
of managing the domestic inflationary
environment thanks to the cheaper
imports. But, at the same time, such
short-term gains may have to be
weighed against (i) the prospects of
surging imports damaging a host of
domestic manufacturing industries;
and (ii) the likely sharp erosion of
India’s export competitiveness. Hence,
the ball is once back in the RBI’s
court – this time to tune its monetary
and exchange rate policies to prevent
undue appreciation of Indian rupee!
We believe that the RBI would have
its proclivity in the right direction ….!
The author is the Chief Economist
in MEDC
sunil.bhandare@gmail.com
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Banking Transction Tax : A Dreamland
approach to reduce Corruption
- MEDC Research Team

T

he proposal of abolishing direct
and indirect taxes of both center
and the state by Arthakranti has
reopened a very crucial issue, which
requires some serious reflections. Since
1992, India has progressively adopted
market-based economic system under
which the taxation reforms have become
a natural corollary. Banking Transaction
Tax - as proposed by Arthakranti has been endorsed by a few political
spokespersons and apparently has
received some sympathetic attention of
a limited number of thought leaders. It
has been a subject matter of discussion
for media, and economic commentators
in general.
Tax as the term generally suggest is a
compulsory contribution to state revenue,
levied by the government on individuals’
income and business profits, or added
to the cost of some goods, services, and
transactions. The Indian Constitution
confers upon the center and the state
governments the right to collect and raise
taxes for managing their own finances –
their respective budgetary obligations
for social, economic and infrastructure
development.
The key changes proposed
Arthakranti are as follows:

by

1. Abolish all Direct and Indirect taxes
in the economy (including Income
Tax, Sales Tax, Service Tax, etc.),
except Customs Duty. Implicitly,
this also means do not implement the
GST, which has become an article of
faith for Corporate India.
2. Withdraw all high-value currency
denominations in the economy, i.e.
the highest denomination should be
the 50-rupee note, and eliminate the
100-, 500- and 1000- rupee notes

from the system.
3. Introduce a new Banking Transaction
Tax (BTT), to be levied at the rate of
2%, deductible by Banks on all noncash transactions that pass through
the banking system.
4. Exempt all cash transactions from
any form of tax, except that those
transactions of value greater than
INR 2000/-, would not enjoy “legal
protection” (i.e. one cannot raise a
legally valid invoice for this amount,
nor can one enforce a transaction, if
the amount was settled in cash and
was greater than 2000 rupees).

a reliable source of revenue, especially
over the medium term” In substance,
the international experience has so far
shown that this tax can be supplemented
but not supplanted.
Pros and Cons- Radical proposal
Several of the supporters of Banking
Transaction Tax point out that this system
of taxation will lead to the following
benefits:
•

BTT style of taxation is also termed
as non-declaratory tax system. This is
unlike say income tax [a declaratory tax],
where the entity subjected to tax has to
declare the income (tax base) and pay
tax accordingly. Declaratory tax system
therefore requires lot of record keeping
i.e. paper work. Hence, the proposal for
BTT is migration to non-declaratory tax
regime from a declaratory tax regime.
Thus it is a cost-efficient in terms of the
administration cost.

•

An extremely high proportion of the
cash transactions in the economy would
move into the banking system.

•

The pressure on the system to check
and control fake currency notes floating
in the economy would collapse as it is
almost economically unviable to print
and benefit from fake currencies if the
value of the note is just fifty-rupees.

•

Under the current tax system the
effective incidence for the manufacturers
is much less than the 30% stipulated
tax, thus there is large tax avoidance.
Under the Banking Transaction Tax, tax
compliance would improve dramatically
as the “tax-saving” motivation for tax
avoidance will totally collapse.

•

Significant portions of the parallel
economy (which is estimated to be
almost as large as the main “white”
economy”) would move “above-ground”,

The Global Experience:
•

A very interesting finding by OECD/
IMF studies in six Latin American
countries is that BTT was applied
there as an additional tax as they
needed to increase their financial
base. The study also revealed that
BTT did not give as much outcome/
revenues as was anticipated. A
disturbing and unhealthy feature of
any ill-conceived radical reform of
tax system is that it leads to gradual
erosion of the tax base. BTT too
would have has this quality and
hence would lead to falling straight
in the deep of black money hole.

Thus, the OECD/IMF team concluded
that “for a given tax rate, revenue
declines over time. Therefore, in order
to meet a fixed revenue target in real
terms, the tax rate needs to be raised
repeatedly. However, we also find that
successive increases in the tax rate erode
the tax base by more than they raise
revenue, and that the higher the increase
in the tax rate, the more and faster the
tax base is eroded. We conclude that
bank transaction taxes do not provide
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Banking & Finance
as tax incidence would come down to a
nearly insignificant 2% of the banking
transaction.

remain flat for all income groups.
•

Manufacturers will not get credit on taxes
they pay on inputs, unlike, say, the valueadded tax. Thus it will raise the cost of
production and make the goods much
more expensive for the consumers.

This tax would only increase our
Balance of Payment Deficit burden
as the application of this tax would
indirectly result in making our exports
way to expensive and there by leading to
instability of our economy.

•

Another, fault side of this Tax is that it
would deter citizens from inculcating
banking habits which would lead to
mass evasion. Similarly in order to
mandate banking habits once again
the government would have to set up a
complex machinery to first inculcate
banking habits and later to monitor the
same.

“If BTT is imposed, even if a low income
family conducts most of their transactions
in cash, any time they receive credit
through banks, they will get taxed. So,
low income families are likely to skip
banks and not benefit from the easy
access to low interest finance” quoted
Dr.Vibhuti Patel, head of department,
Economics SNDT Women’s University.

•

As the Banking Transaction Tax proposal
proposes for the highest denomination
note to be Rs. 50; it would become
inconvenient to conduct “high-value”
transactions.

•

A grave pitfall of the emergence of BTT
is the moving out of foreign investment

•

In order to evade bank transaction
tax, corporate houses may move their
payment hub out of India, and might
want to switch to offshore banks.

•

Banking Transaction Tax seems to be
inherent of some features of the indirect
taxes and thus has similar fault lines of
Indirect Taxes.

In contrast there are critics and skeptics
who point out several of weaknesses:
•

•

•

The Bank Transaction Tax aims at
creating a single tax base resulting in
removal of taxes from Center, States
and municipal governing bodies. The
financial planning in India has been
laying great emphasis upon the centrestate relationship and is striving to
improve it continuously. Besides, how
would the central government then
decide the allocation of tax revenues
amongst the States? What will be its
impact on the financial/ fiscal autonomy
of States and local bodies? What will
be the role of Finance Commission in
periodically evaluating and deciding the
devolution of tax resources and grants to
the States?
A consequential question is: Are there
enough banks to undertake such a
huge policy measure? Are the banks
efficiently equipped to manage such a
great change?
What about banking and financial
literacy, which found wanting in India?
There are issues of inadequate banking
and financial inclusion.

The appropriate answer to all these
questions is yes there are enough banks
as we are equal to the world average.
However in comparison to the developed
nations India lags considerably. Internally
there exist inequalities of branches from
state to state.
In this new age and hour of technology
banking system have already gone online
in order to cover a wider spectrum of
population under its wing. A particular
individual might be holding a bank
account of say ‘A’ city and operating the
very account from any other place in the
country. Thus his place of business may
have nothing to do at all with its bank
account. Such cases would raise the
question of accountability and also result
into inter-state conflicts.
•

It is lowly progressive tax and does not
fulfill the purpose of bringing equity in
the country as the rate of taxation would
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However people will eventually manage
to find loopholes and channelize their
transaction through the more basic and
grass root system of Barter, Hawala and
reduce their use of currency in general.
Smuggling a vice that has been bought to its
minimum will once again raise especially
that of foreign currency and gold.
•

In the proposal on banking transaction
tax Arthakanti stated “the system can
be brought into force without any
major change in the constitution. It
is truly benevolent and fair system,
in line with the basic socialistic
philosophy of nation”

Keeping this view in mind the query
that rises is ‘Why do we need another
socialist ideal based tax?’
All the taxes in our country are with
the same background of socialistic
philosophy if they have failed; there is
no reason to believe that this taxation
system would prove to be any success.
•

Another cascading effect of such a tax
system would be that every step in the
production process would be taxed;
this would only mean more hurdles
in combating inflation as well as it
would result in violent changes in the
structure of the economy. The economy
would loose the benefits of horizontal
integration and thus would lead to further
unemployment.

•

Since 1991, the GDP at current
prices (including inflation) grew at a
compounded annual rate (CAGR) of 14
per cent, against 11.4 per cent CAGR
growth in indirect tax collection during
the period.
“Indirect taxes are like an across-theboard consumption tax that hits the poor
more than the rich. As the poor devote a
higher share of their incremental income
to consumption, a greater share of their
income is spent on taxes than the rich
whose consumption to income ratio is
lower. This lowers overall demand in the
economy and economic growth suffers,”
says Devendra Pant, chief economist and
head, public finance, at India Ratings.
In a nutshell the Banking Transaction
Tax requires a detailed groundwork
by policy makers before a migration is
made towards tax reforms.
Rashida Dohadwala
rashida.dohad@gmail.com
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Highlights :

• Under Dr. Raghram Rajan’s leadership RBI turns net
seller of USD
• Building Nation of Entrepreneurship
• RBI switches to 30-year Government Securities
• RBI to play safe on issue of bank licenses
Preamble:
* In the month of March RBI in
consultation of Government of India
has taken certain decisions and has
deferred certain decisions, taking into
consideration
economic/
political
repercussion as a result of forthcoming
general elections in the month of May
2014. A cautious and prudent step on
the part of RBI to view a decision from
multiple angles, notwithstanding the fact
that it is empowered to take some of the
decision of its own. It tells the wisdom
of the RBI governor to visualize long
term effects of its monetary policies.
They are not in hurry to issue bank
licenses now. * Building India born /
educated entrepreneurs instead of India
born, educated in foreign universities
as in the past.
In the following paragraphs we have
attempted to capture some of the
significant development in certain areas
if not all. Those interested in further
details please write to us.
1. First Time Under Rajan, RBI Turns
Net Seller of Dollars
The Reserve Bank of India was a net
seller of dollars for the first time in six
months since Raghuram Rajan took
over as governor. The central bank sold
dollars in order to meet demand from oil
companies as inflows of the US currency
slowed after the closure of a special
swap window. Net dollar sales in the
spot market amounted to $1.92 billion
in January 2014, according to data
released by the central bank on Friday.
“This may be due to the effect of swap
conversions,” said Pramit Brahmbhatt,
CEO, Alpari Financial Services.
The rupee hit an all-time low of 68.82
to the dollar on August 28, prompting a
series of measures to prop it up, among
them a special swap window for oil
companies. Since then, the rupee has
recovered 11.60%. On 10th March 2014,

the rupee strengthened to a seven-month
against the dollar as overseas investors
extended buying into both equities and
debt. The partially convertible rupee
closed at 60.84 per dollar, up 0.38% or
23 paisa from 61.08 on 8th March 2014.
It rose as high as 60.79, its strongest
level since August 2013.
2. RBI may’ve to Buy $ to Keep Re
on Leash
But the central bank may soon have to
start buying the US currency to prevent
the rupee from strengthening to a point
where it starts hurting the economy as
our imports are more than the exports.
It may also tap currently copious
inflows to create a foreign exchange
reserve buffer that would be about 10%
lower than what it was in 2008, when
the global financial crisis broke out,
sparking a market rout.
Dollar purchases will also protect
exports from getting hit by weakening
emerging market currencies, including
the Chinese yuan, said traders and
economists.
Worryingly, exports contracted in
February 2014 after a seven-month
expansion run, the government said
on 11th March 2014. Meanwhile,
expectations of a stable government
after the upcoming elections during
May 2014 have buoyed markets, which
are adding to rupee gains as foreign
investors have rushed in, driving stocks
to successive records.
With global trade in flux and China
possibly set to depreciate its currency
to boost slumping exports as domestic
growth slows, India’s central bank may
have few options left.
The rupee ended 0.2% lower on 11th
March 2014, near a seven-month high
of 60.75 to the dollar. It was the worstperforming major emerging market
currency last year, when it fell to a low
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of 68.84 to the dollar on August 28,
2013.
Foreign portfolio investors have
pumped nearly $6.5 billion into Indian
debt and equity since January 2014.
Allowing this to continue boosting the
currency without building up reserves
may expose India to volatility when the
tide turns, for instance if the electoral
verdict is indecisive.
Apart from portfolio inflows, $34 billion
has come in due to the central bank’s
special subsidized deposit scheme
resulting into lower cost of transfer for
non-resident Indians. In a way, this too
is debt that has to be repaid.
3. Building A Nation Of
Entrepreneurs
Many talented candidates needed for
a vibrant entrepreneurial ecosystem
are slowly falling into place, but only
in a few big cities. The action needs to
reach smaller towns and rural areas too,
reports N Shivapriya
These days much of Mindtree CEO
Krishnakumar
Natarajan’s
free
hours are taken up by Nasscom and,
specifically, the 10,000 Startups
initiative that Nasscom kicked off a
year ago to help aspiring entrepreneurs.
Before its launch, Natarajan, who is
currently chairman Nasscom, says he
was wondering what kind of response
the programme would get. But nothing
prepared him for the eventual response,
which he puts down to nearly 7,000
applications.
The promise of building a country of
entrepreneurs has never been this close
or real, and convergence of multiple
factors, including a growing population
of young that is bold and willing to
experiment, is making that possible.
“The Indian entrepreneur is now
released,” says Ravi Gururaj of Harvard
April 2014

29

Current Topic
Business Angels and head of Nasscom’s
product council. “The young people
today are spirited, determined, and
willing to make sacrifices. There is little
baggage of failure — although it’s not
zero it has reduced dramatically,” he
says. The events have aligned to create
an environment that’s the right launch
pad for millions of entrepreneurial
ambitions. Aspirations have shifted
from cracking a job with a multinational
firm to staying hungry, staying foolish,
instead of depending on others
From a dearth of role models to when
the only success stories were of Indian
entrepreneurs in the US, there are now
enough Made in India entrepreneur
successes
to
inspire
cheering
audiences.
“Earlier, audiences were only interested
in Indian entrepreneurs who came from
the US. Now, they are more interested
in Indian entrepreneurs coming from
India,” says Saurabh Srivastava,
who started TiE in India in 1999. TiE
has seen attendance at its events and
conferences go up several notches and
the average age of the attendees fall
down a few notches. P K Aggarwal,
CEO, TiE Global and former chief
technology officer of California state,
puts the average age of the audience at
its last TiE Entrepreneurial Summit at
26-27 years. “Talk about high energy —
energy was bursting at the seams,” he
says. According to Venture Intelligence,
a research firm, the number of active
angel investors and venture capital
firms have increased from 51 in 2004 to
202 currently. But the dark side to the
rosy story is that India is a tough place
for entrepreneurs. A World Bank study
ranks India at 134 in the ease of doing
business, lower than its neighbours —
SriLanka, Pakistan and Bangladesh.
Silicon Valley investor Kanwal Rekhi
says public policy under the current
government has also been very poor.
“They stopped exits on foreign
exchanges early on. Unclear tax laws
and random application of tax policy
has stopped many foreign takeovers
as huge money is held back in escrow
for unknown future tax liabilities a la
Vodafone,” says Rekhi.
The bubbling energy and potential
make for a strange contrast with the
environment, which needs tweaking in
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some places and fixing in others. For
instance, the Indian Angel Network
(IAN), the country’s first angel network
and Asia’s largest, invested in 18 ventures
last year — higher than the global
average for angel groups, which is 3-4
investments, says Srivastava, cofounder,
IAN. But the quality of innovation and
R&D coming out of major universities
and finding its way into hot new startups
in cities like London is far superior to
those coming out of Indian universities,
says Srivastava, whose angel network
recently opened a London office and
invested in a venture there.
“Our universities are not the hotbeds
of great ideas of innovation and
entrepreneurial
activity
whereas
globally, universities are a big source of
many ideas. It is not just Stanford which
has helped create Silicon Valley but even
a MIT, Harvard, Cambridge, Oxford
— these are places where phenomenal
R&D is happening, where academia is
interacting very closely with industry,”
says Srivastava. He recommends that
the Indian government give research
grants, rewarding universities which do
cutting-edge work with higher grants.
The report recommends the creation
of a fund of funds to seed other earlystage venture funds and setting up a
National Entrepreneurship Mission
with the mandate of being a nodal
point for promoting entrepreneurship
in the country. India is still early in
the entrepreneurship evolution curve,
according to Rekhi, who says it needs
to see big exits like Baidu, Alibaba and
Tencent in China. “We need more of
everything. There is a special crunch
for follow-on financings. In our case
we saw over a thousand proposals and
we invested in only six last year,” says
Rekhi, who is also MD at Inventus
Capital, a venture capital firm focused
on Silicon Valley and India and whose
investments included RedBus, now part
of Naspers.
Nasscom’s Natarajan says one of
the common bottlenecks they found
when working on the 10,000 Startups
programme was that while people were
interested in entrepreneurship they
didn’t know how to go about building
a company. As part of the its 10,000
Startups initiative, Nasscom has now
put up over 75 videos that give aspiring

entrepreneurs practical guidance on
everything from creating sales teams in
North America to how far they should
go with angel investors. It also found
that early stage support system — from
converting a business idea to a viable
proof of concept and scaling it up —
was very fragile. “You need to build
up entrepreneurial capability not just
angel funding,” he says. There haven’t
been efforts to promote and nourish
entrepreneurship and implement changes
to encourage innovative thinking and an
entrepreneurial mindset in schools and
colleges and people like Vijayakumar
are acting like change agents to make
that happen.
Infosys
vice-chairman
Kris
Gopalakrishnan who is a chief mentor
at the Startup Village and who has
also given it a grant, says even if only
3-5% of the startups registered with the
Startup Village succeed, they would
create innovative products and services
and provide jobs to many others. “We
need to encourage students to take
up entrepreneurship, especially in a
state like Kerala which does not have
students starting businesses. Parents
and family discourage them,” says
Gopalakrishnan.
Vijayakumar has worked with the
government to bring about changes
that allow students to get attendance
credits for time spent in the Startup
Village — much like the 20% time
Google employees get to tinker with
their own ideas. Like Nasscom, the
Startup Village is also working to build
closer connections with Silicon Valley
to expose entrepreneurs to innovation
and the way of work there.
While Nasscom is doing a roadshow
with 15 startups, the Startup Village
has set up a permanent ‘launching pad’,
office space and an apartment for about
50 people in Silicon Valley. Additionally,
the Startup Village plans an academy
of leadership in collaboration with
Stanford and Harvard.
To get students to start thinking like
entrepreneurs and even start ventures
while they were still studying, the
Startup Village has introduced startup
bootcamps in colleges where students
play roles such as CEO, CTO and
CMO.
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Today, as Rekhi says, India is still
crawling, while Silicon Valley is
sprinting but if there were many more
such stories, they could create bigger
stories and bigger ventures. Then, India
may well move to a trot and then, sprint.
The size of the prize if India bets on its
entrepreneurs, according to Srivastava’s
report, could be 2500 new, successful,
high-growth ventures with a combined
revenue of over $ 200 billion by 2020.

and 10.50%, said a treasury official on
condition of anonymity. According to
latest available data, the government’s
provident fund body grew its assets
under management by 16% year over
year to . 6.32 lakh crore as on March
31, 2013.

Creating a Culture of
Entrepreneurship

The switch operation, or swapping of
long-maturity bonds with those which
have completed most of their tenure
and are scheduled for repayment in the
near term, helps the government avoid
immediate repayment of the bonds
and stop fund outflows from its coffer,
which is already under stress because of
financing a large fiscal deficit.

Forge links with entrepreneurial hubs
such as Silicon Valley, London and
Tel Aviv for knowledge-sharing and
collaboration
a) Promote closer connections between
industry and academia and provide
research grants based on quality of
research work
b) Incentivise angel and early-stage
funding through tax credits along
the lines of Singapore and the US
c) Tap into young talent in schools
and colleges to create innovative
cuttingedge start-ups
d) Create a culture of innovation in
education institutes by encouraging
experimentation and removing
stigma of failure
e) Make investments and exits less
cumbersome to create a vibrant
ecosystem
f)

Create an environment to promote
more inclusive entrepreneurship
across rural and urban India and
gender diversity

4. RBI Switches to 30-year G-secs at
EPFO to Beat Redemption Blues
Swap of long-term bonds with those
near maturity to help govt avoid
immediate outgo
These 30-year securities offer a 9.23%
coupon rate, which is attractive for
any long-term investor, a person with
direct knowledge of the matter told
ET. In exchange, the central bank has
taken back eight to ten papers which
were scheduled to mature over the next
couple of years, this person added.
The EPFO had bought those exchanged
bonds 15-18 years ago. Their interest
or coupon rates varied between 8.50%

On 14th March 2014, the Reserve Bank
said it conducted a switch operation
with an institutional investor for . 4,400
crore, but did not provide other details.

In
Jan.2014,
Life
Insurance
Corporation of India, one of the two
largest debt market investors, entered
into a similar swap transaction for .
27,000 crore with the RBI. According
to the central bank’s 2013 Financial
Stability Report, the government was
facing a bond redemption rate that is
more than double the average for the
past three years. The pressure could
increase significantly between fiscal
years 2014-15 and 2019-20.
RBI data showed securities worth . 1.70
lakh crore will mature in 2014-15, . 1.90
lakh crore in 2015-16, . 2.25 lakh crore
in 2016-17 and Rs 2.50 lakh crore in
2017-18. In its interim budget for 201415, the government had announced
plans to buy back or switch . 50,000
crore of bonds in the fiscal year that
starts next month.
The central bank on 14th March 2014
bought back bonds worth . 15,000 crore
from the market in a bid to pump in cash
into the system, which was running
short of liquidity on the eve of advance
tax payments.
The deadline to pay advance tax is
March 15, 2014 when demand for
cash increases in the banking system,
as companies withdraw funds to pay
tax. The RBI’s buyback offer included
all seven securities maturing between
May 2014 and February 2015. That
was indicative of it conducting a switch
programme.
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5. RBI to Play Safe on Bank Licenses
The Reserve Bank of India is unlikely
to go ahead with issuing new bank
licences before general elections if the
Election Commission even signals it
could be questioned in the future, if not
by it then by some vested interests.
The central bank has written to the
Commission seeking its views on
whether issuing new bank licences
would amount to a violation of the
model code of conduct since election
dates have already been announced. The
Lok Sabha elections are scheduled to be
held over nine days between April 7 and
May 12. The results will be announced
on May 16.
Although reports suggested that the EC
has reservations about it, the central
bank said it has not received any such
communication yet.
The Election Commission of India
is expected to write next week to the
RBI seeking “clarity” on its request to
approve the decision to grant banking
licences. The EC has put its approval
on hold and would like to hear from the
RBI why it’s imperative to grant these
licences during the poll period. “The
Commission is keen to find out whether
this decision can wait for another two
months till elections are over,” said an
officer on condition of anonymity.
With the central bank and the
government not spelling out the stance
on new banks, investors and industry
are speculating on who among the 25
applicants could get a licence. Some
believe that to avoid controversy,
the central bank may stick to just
Janalakshmi Financial, a micro finance
unit, and India Post, the candidate from
the staterun Indian Postal Service.
Views expressed are personal
vtpai@medcindia.com
The author is Director- Finance,
MEDC. With inputs from by Ms.
Rashida Dohadwala member of MEDC
Research Wing
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News in MEDC
Interactive Meeting with Official from Canadian Consulate, 10th March 2014
•

•

•
From R to L : Mr. V.T. Pai, Director- Finance, MEDC, Cdr. Dipak Naik, President, MEDC, Mr. Mr.
Varun Anthony – Trade Commissioner, Agriculture and Agrifood Canada, Ms. Ms. Michelle Poulin
– Vice Council and Trade Commissioner, Consulate General of Canada, Dr. Vivek Damale, Director Technology, Innovation and Education, Dr. Gulab Mewani, Convenor, MEDC Education Cell, and Mr.
Suresh A. Ghorpade, Dy. Gen. Manager, MEDC

Ms. Michelle Poulin – Vice Council and
Trade Commissioner, Consulate General
of Canada alongwith Mr. Varun Anthony
– Trade Commissioner, Agriculture and
Agrifood Canada visited MEDC on 10th
March 2014. Cdr. Dipak Naik President,
MEDC welcomed the delegation. Dr.
Gulab Mewani, Dr. Vivek Damle, Mr. V.T.
Pai, Mr. Suresh Ghorpade and Mr. Asim
Charania were present at the discussion.
In the Meeting following points were
discussed:
• The President MEDC pointed out
various products that are being
exported from India to Canada and

•
•

•

•

also suggested certain areas in which
these exports can be increased.
Products that Canada would like to
import from India.
Import or export of Diary Products
would not be feasible due to high
import and export duty which is as
high as 300% is imposed on export or
import of dairy products.
Transfer of technology from Canada
to India which will need to be bought
at a price.
The President MEDC said we will
try to find out Companies who can
buy the Canadian Technologies in the

•

Agriculture & Food Processing Sector
Eexport Meat from India to Cananda.
MEDC to find the right partners to
collaborate with Canadian companies
for Meat export.
The Representatives from the
Canadian consulate were also very
positive about participating in the
agriculture conferences that MEDC
will be organizing and also agreed to
help getting speakers for these events
depending on the focus area of the
Conference.
President MEDC also pointed out the
need for Indian Entrepreneurs and
farmers to visit Canada and have a
look at the setup there so as to increase
the productivity of Indian Farmers.
To this point the Vice Consul and
Trade Commissioner Ms. Michelle
Poulin said they would be happy to
have the Indian entrepreneurs and
farmers in Canada for a visit and
also expressed that there is also a
need for the representatives from
agricultural institutes in Maharashtra
to visit Canada and get technical
knowhow so as to felicitate better
working of the Agricultural Institutes
in Maharashtra.
Technology Director Mr. Vivek Damle
is to give the list of Agricultural
Colleges and institutes in Maharashtra
to Ms. Michelle Poulin.
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