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Prolegomena

This year': ..id year review of the economy is
dominated by two events - CSO's revised National Account
Statistics published in 1986—871, and the national
drought also in 1986-87, which will be analysed in the
next section on the Economy. The revised CSO series,
which is an exercise undertaken every 10 years, shifts
the base from 1970-71 to 19280-81, us=es some new data
and makes some changes in the methodology used. The
shift in the base year in establishing the index of
industrial growth was noted and reviewed in last year's
mid year review of the economy and mid term assessment
of the Seventh Plan.2 The revised series, used in this
note, covers gross domestic product {GDP), net national
product (NNP), private final consumption expenditure,
gross capital formation, and savings. The new data
used includes the use of actual data instead of ratios
and proportions indicated by surveys. Consumption of
capital is not based, as in the old series, on the de-
preciation set forth in the financial accounts of com-
panies, but on the value and life of the assets as
recommended by the working group (K N Raj) on savings.
This has involved, as will be seen in the analysis later,
an upward revision of GDP and private final consumption and
a downward revision of Gross Domestic Capital Formation
and Savings. There are some technical issues raised by
this revised series, such as the lack of distinction
between repair and maintenance and capital consumption,
but for purposes of this annual exercise of the Mid term
Review of the Economy, there is a serious problem of
discontinuity introduced by the new series which calls
rather urgently for CSO developing long term estimates,
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which will also make the new series and estimates comparable
with the past data and series. This is a time consuming
task which needs, however to be undertaken, using the

chain index methodology.

The sources for the accompanying analysis in this
note are mainly official ones - the reports of the Central
Statistical Organisation and surveys of the National
Sample Surveys, the Annual Reports of the ministries and
departments. and some public sector enterprises, the
Annual Sconomic Survey of the Finance ministry, the two
reports - Annual and the one on Currancy and Finance, the
monthly bulletins and the occasional rapers of the Reserve
Bank of India and the Indian Labour journal, With regard
to this set of sources, there are the usual problems of
the data being outdated as in the case of that relating
to exports, imports and balance of trade and current
accounts, which are issued by the ministries of commerce
and finance some 18 months to 30 months after the event:
the differing accounting years as between the departments
of government and the Reserve Bank of India: the lack of
coincidence between the various agricultural years - that
for sugar, that for cotton, that for wheat and paddy etc
and the financial year: and some resulting inconsistencies
as for instance of the 38th round of the NSS3 on unemploy—
ment estimates of the 5+ of the population and its estimate
of the families living below the poverty line (to be ela-
borated later). An effort has been required, which has not
been complete, to fill these gaps and corréct the overlaps
and contradictions. The data in the note also draws on
the voluminous material put out by the Centre for Monitoring
Indian Economy as well as the results of the surveys of
the National Council of Apnlied Economic Research and
analysis of the Ecounomic and Political Weekly, Commerce,

Yojana and the Indian Institute of Public Opinion Research.
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This drawing on unoc*ficial data becomes imperative
as the official reports and data stops at the second
quarter of the previous y=ar - around Sezptember 1987,

Sometimes the data is reported upto January/Februa~y 1988,

- There 1s no official data for most sectors for the current

year, 1988-89 which is thae subjact of this mid year review.
This gap is filled by drawing on a) official projections
for 1938-89 and beyond, b) the monthly reports for 198S-
89 from CS0O available with a 3 to 4 month's delay, and

c) the studies, surveys and reports from the non official

(economic raesearch) agencies referred to earlier,

There is also the fact that the year under raview,
1988-89, is the penultimate year for the termination of
the Seventh Plan. It was also the year at the start of
which, at long last, the Planning Commission issused its
Mid Term Appraisal of the Seventh Plan, which sets forth
certain rather disturbing but realistic conclusions, on
the basis of trends operating in the first 3 years of the
Plan. These conclusions are influencing to scme extent
the course of the economy in the current year, as well as
in the terminal y=ar of the Plan and have to be taken into

account in this note.
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AEercu

A brief summary of the 198R-.89 prospects for the
economy is attempted. The current year, 19388«-89 will be,
should be, a year of rehabilitation of the agricultural
sector, which declined -5.5 per cent, and the foodgrains
production subsector by atleast 12 nercentage points in
1987-83, the drought year. In 1983-89 there will be a
bounce back in agriculture and foodgrains production -
as not a single one of the 15 meteorological districts
has not had an over abundance of rainfall. In the euphoria
that is caused by this bounty, and the bounce back of
agriculture, it must not be forgotten that 1988-8% should
be a year of consolidation and repair - to consolidate and
build into our plans - annual, five year and persvective -
that drought is now th= normal conditions facing our agri-
culture,

For industry, particularly the manufacturing sector,
1987-88 recorded a slow down from the 9 per ceht growth
in 1986-87 to 7.6 per cent. The effect of the drought
particuiarly on manufacturing raw material and the rural
demand for manufactures will be felt in 1988-89 and may

result in some further slowing of its growth.

The infrastructural sector will display a mixed
record. Because of the bounteous monsoon, the hydel re-
servoirs this year are full and hydel power generation will,
after a 3 year gap, make an important contribution to
meeting the power demands of agriculture and industry. Coal
supplies will be adequate, except in the matter of coking
coal. Transportation - both railways and road - will expand
during the year. It is in regard to crude that/p;éspect
is daunting: domestic production has hit a plateau of
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32 million tonnes for the past two years, while domestic
demand is increasing rapidly at over 42 million tonnes,
involving a foreign exchange outgo in importing crude and
vetroleum products of %4500 crores to RS000 crores a y=ar.

There is need to cutback on crude consumption.

The price situation is not comfortable. 1987-88
recorded a 10.4 per cent rise in the wholesale prices
index and from 8.2 to 14,8 per cent in the consumer price
index. While a cood agricultural harvest will improve the
supply side on the price equation in 1923-89, the demand
side represented by bank credit, fuelled by thevery large
deficit in the 1998-89 budget and the increase in governw
ment's consumption expenditure will exert an upwAard pressure,
However, if the liquidity of the economy is curbed, whole-
sale prices should not rise above 9 per cent and consumer

prices at 8-9 per cent during 1938-89.

CSC has revised the national accounts and related
data, using 1980-81 as the base year, and introducing some
needed methodological changes. One disturbing result of
this revision is that the country's net savings has fallen
to 12-13 per cent of the Net Domestic Product. With large
scale capital destruction involved in the 1988-892 floods,
and the heavy consumption of capital pushed forward by
1987-88 drought, the net savings in 1988-89 will continue
at this low level of 12-13 ner cent NDP. This is inadequate
to finance the investment in agriculture ~nd allied
industries like irrigation and in power and management, SO
that in 1988-89 the resource crunch will continue and

WOrsena.
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Another area of concern in 1983-89 is the growing
large trade imbalance which is now touching 10,000 crores,
with the balance of payments showing a negative Ps6, 000
crores. This alongwith the sharp fall in our foreign
exchange reserves is going to force government to cut back
on imports, including capital goods imports which have
been surging over the last 2 years. Ixports will be given
further incentives and concessions, but its rate and
volume of expansion will not be adequate to keep down the
heavy deficits in trade and balance of payments.

On the basis of the bounce back in agriculture and
the good performance in power and infrastructure generally,
even with the slight tailing off of industrial growth, the
overall growth of the =conomy in 1988-29 will be 8-9 per
cent. This is on the low 1987-88 base of 2.5 per cent,
which if corrected will make the 1988-89 growth nearer
4 to 5 per cent.

.What does all this mecan to the three crucial problems
of employment, poverty and inequality. 1988-89 ought to
rehabilitate in employment to some extent the massive
under employment and unemployment caused by the drought in
1987-88, Similarly, the agriculture and beneficiary
oriented programmes should in 1988-89 pull up the millions
of families which were at or above the poverty line, and
which plunced below it as a result of the drought. They
should be given the assistance to be self-supportino and
rise above the poverty lev=ls. The inequality situation -
both in rural areas (as recorded by RBI's All India Debt
and Investment survey 1980-81 and as reflected in the lack
of land reforms) and in the urban industrial area as re-
flected in the movements of the stock exchange and capital

market will unfortunately continue unchanged.,



Economz

The Zconomy at this mid year point is still dominated
»y the after effects of the worst drought that the economy
nas suffered in 1987-88 since planning was begun in 1950-
51. The four earlier droughts in 1965-67, 1973-75,
1979-80 and 1982-83, of which the first contributed to the
1966 devaluation of the Rupee followed by the Plan holiday
during 1967-68 to 1969-70, do not seem to have taught.us
the necessary lessons, excapt that of the building of a
buffer stock in foodgrains. The main effect of the drought
has been to create famine conditions in the states and
areas of states, which have had no agricultural production.
“hile drought is an act of nature which can and must be
provided against, famine is the result of prevailing agra-
rian and societal relations, under which the mass of
landless agricultural labourers and their families belong-
ing to the wage earning/share cropping class face a sharp
and sudden fall in what has been vividly described as
their 'entitlements'.  Thz secondary effzact of the drought
is in regard to manufacturing growth. Studies show that
a 1 per cent decline in agricultural production results
in the following y=ar in a 0.5 per cent €fall in industrial
production and 0.7 per cent in GYP. The effect of the
drought which has caused a 5~-6 per cent decline in agri-
cultural qgrowth in 1987-88 and a slow down in industry in
the last quarter will be further seen in the 19288-89 record.
“Iith the ¢ood scuth west monsocn during the current year,
there is a tendency to leave droughts outside of our planning
nrocess. Further various estimates are being made to show
that the effect of th= drought'on foodgrains production in
1987-88 which was originally computed as involving a re-

duction of 10 to 20 million tcrmes5 is not so serious, and
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is only 6 to 7 million tonnes short of the 1986-87 pro-
duction of 144.07 million tonnes, according to the govern-

ment6 and 7 million tonnes according to NCAER.7

These
revisions of the effect of ths drought on foodgrain
produétion are strengthening the trend towards complacency,
passing over the fact that the five year cycle, which
involved the economy in 3 years of normal monsoon followed
by 2 years of drought has turned around to 2 good years
being followed by 3 bad years. In fact since 1982-83, the
economy has experienced 4 years of partial or full drought,
which points to the need for drought protection being
built into the economy, and drought in some form becoming
part of Planning, inn place of the hitherto facile assump-

tion of & normal monsoon every year.

The drought has resulted in external aid being used
for the first time for consumption purposes. A Japanese
loan of 29.5 billion yven, the eguivalent of ’304 crores,
has been used for importing edible oil,- A U3 loan of
Rs8-10 crores has besn used to import butter oil for the
Indian Pairy Corporation, 3,00,000 tonnes. of adible cil and
4,00,000 tonnes of maize. Similarly EECs 20 million ECU,
equivalent of ®32.5 crores, is being used to import
vegetable and butter o0il. "est Germany's 10 million Deutsch
marks, eguivalent of R7.8 crores, and Trance's 40 million
Francs, equivalent to Rs®.1 crores, and Italy's $5 million,
equivalent of R6.6 crores are used to import rape seed and
rape seed oil. 3weden's loan of 50 million Swedish Kroner
(equivalent of %10.0 crores) is used for importing edible
oil. USSR has loaned 6 drilling rigs for exploring under-
ground water resources. The World Bank has made available
a loan of $150 million and IDA a credit of $200 million,
(equivalent of ®458.7 crores) for meeting relief expenditures
caused by the drought.



The drought has resulted in a sharp reduction in
the foodgrains buffer stock from 23.2 million tonnes in
September 1986 to 14.14 million tonnes in December 31,
1987 and further to 8 million tonnes by June 1988. As
the offtake from the stock is 1.8 million per month, which
is a third over the normal, as the public Dfocurement

March 1988 :

of wheat between 1 April 1987 to 18/was 7.9 million tonnes
(which was 25.2 per cent lower than that of the previous
year) and rice procurement between 1 October 1987 to 22
March 1988 was only 5.9 million tonnes, (which was 27.2
per cent lower than tHe previous year) and in order to
maintain the minimum level of foodgrain stock at the norm
of 16.5 million tonnes (which the 1987-88 kharif and rabi
price hikes were aimed at but did not succeed in atﬁaining),
10 lakh tonn=s of wheat and 5 lakh tonnes of rice weare
imvorted. There is ncthing wrong in these marginal foodgrain
imports to meet domestic production shortfalls, but there
has grown up a tradition of using the term 'self'bsuﬁﬁicisncy
in foodgrain production to refer solely to the annual levzal
of production in rzlation to the target, with no referencs
to whether or not the nszeds of the people for foodgrains is
being met. Infact this kind of 'self sufficiesncy' has been
achieved by steadily and serinusly reducing availability of
foodgrains to the rural poor. Th2 non coverage by the
Public Distribution System of large rural areas where the
landless labourer and marginal farmer live is one indication

of the kind of 'self sufficiency' being attaine=d.

The drought has alsc thrown up rather sharply a new
problem - new as a nation wide problem - that of drinking
water. There have always been villages in remote or in-
accessible areas which have had no source of drinking water.

With the heavy tapning of underground water sources during
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the drought year and the drying up of reservoirs, the
lack of drinking water has become an urgent urban as well
a8s rural problem over most of the country, including the
metropolitaﬁ cities of Delhi, Bombay, Madras, Trivandrum
and Hyderabad.

The government has once more referred to the Ninth
Finance Commission the problem of disaster relizf in
proposing a Mational Drought #und which is to be a contri-
bution by states (and ‘for some reasnn not also by the
Union government), 7hat is n=2eded is a National Drought
Policy and a National Rzlief and Rehabilitation Agency
to mokilise peopnlsz, commodities and funds, and monitor
programmes which can m=et the situation of drought and

floods which have bzcome an annual feature of the economy.

The picture of the Economy at this mid point of
1988-89 is very different from that presentad for the year
1986-87 by tha government's Sconomic Survey which described
the economy as "being on a higher growth path". Because of
the good normal monzoon this yzar, there will be a bounce
hack of agricultural growth in 1938-89 : that in terms of
foodgrains availability and 'entitlements' to the masses of
the people, in terms of repairing the damage to the manu-
facturing structures caus=2d by the drought, the currznt year
_ can bacome a year of repair and rehabilitation, if the planning
process have incorpora2ted into it the mcans of  countaring
the regular periodic disasters - of droucht and floods that
an economy faces, Only then will the governmant for-cast of
an overall growth rate of 9 p=r cent (vhich in tzrms of a
normal base would be 4 per cent) for 1988-89, be a mcans of

strengthening the economy and meeting the wants of its prople,
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Plan

The annual growth rates for the first 3 years of the
Seventh Plan as well as for the Sixth Plan period under
the old series (1970-71 base) and the new saries (1980-81

base) as avaialble are set forth in the table bolows:

zable T
Sixth Plan 1985-86 1986-87 1987-818
0ld New old New 01d Now 01d Now
Seriss Seriss Sceries Series Series Ssries Se°r o oo
ins ins
Gross Domes-
tic Product 4.7 5.1 5.1 4,8 3.8 4.0 2.5
Net National
Product 5.3 5.1 3.9
Per Capita
GDP 3.1 2.5 3.0 1.8 1.8

Sourcz: CSO Economic Survey & RBI

On the basis of tha low 1987-83 bhase of 2.5 n2r cent, and
the good monsoon during the current year,é;he GDP growth
rate for 1983-89 is likely to be betwzen ¥ to per c=nt.
This is also the RBI forecast,8 (The World Bank an-d NCALER
project a growth rat= of 7 p2r cent, and covernment at

8 per cent for the year, 1982-89). A disturbing =zlement in
these growth rate forecasts - which is true also of this
nericd 1980-81 to 1985-86 -~ is that th2 rate is kept up by
the service sactor contributing 56.3 per cent to GDP growth
as against agriculture's 30.7 per cent under the old (1970-71
base) series and 47.8 per cent acainst agriculturz's 18.6
per cent in the new (1980-81 base) series. 1Incidentally the
decline in the contribution of the service sector is due t»
the adjustments made in the new series on it, and not

because of any r=al decline in its contributions.g
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The performance of the first 3 years of the Plan is
set forth in the Planning Commission's Mid Term Appraisal.
The short fall in agricultural production during thesc
vears (in relation to the annual targets) at 0.3 per cent,
-2.6 per cent, =-5.5 per cent respectively points both to
causative factors of the weathér, the lacks in irrigation,
HYV coverage and fertiliser consumption, and to the even
more serious problems of the thin margin 1=2ft with the
population growth continuing at a high 2.1 per cent per
annum. The major m=assage of the Anpraisal is in regard
to the double pressure on resources. On the one hand it
points to the resource ‘gap of ®s16,000 crores in the public
saector (to which the private sector resource gap of Rs30,000
crores as computed by FICCI,lO should be added). The above
nublic s~ctor resource gap must be seen against the fact
that during the first 3 years of the Plan, the public ssctor's
financing has involved deficit financing of %18,910 crores
in the current prices against the Plan provision of Rsl4,000
crores in 1984-85 prices, domestic borrowing covering 65 per
cent of the Plan provision agarinst the target of 45 per cent,
and a diminishing public sector contribution of Rsll,708 crores
compared to the Plan provision of Rs37,454 crores. On the
other hand, the Appraisal's statament that the "pace of plan
expenditure (was) satisfactory" neceds to be queried in light
of the fact that the 1985-86 Plan expenditure in current
prices which was ®33,000 crores, when deflated by the whole-
sale price index which on the 1984-85 base stood at 105.7 per
cent in 1985-86 becomes 531,277 crores at 1984-85 prices; the
1986-87 expenditure of %40,261 crores in current prices when
deflated by the WPI index of 111.3 becomes Rs36,173 crores in
1984-85 prices: the 1987-88 expcenditure of Rs44,608 crores
when deflated by "I index for that y=ar of 121.3 becomes
Rs36, 849 crores at 1984-85 prices. This means that the pace
of expenditure, which stands at 66 per cent of the 5eventh Plan
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outlay at current prices becomes 58 per cent in 1984-85

prices, cannot be regarded as satisfactory,

The 1988-89 Plan stands at Rs47,798 crores which
repr2sents a 3.2 per cent increase over the Plan for 1987~
88. Th2 rate of increase in the Union Plan at Rs28, 715
crores is 17 per cent, while the share of the stataes
Plans records an actual deocline from R988) cror=s in 1987-
838 to Rs9,714 crores in 1988-89, though stat=s Plans increase
from ™17, 585 crores in 1927-88 to ”s19,083 crores in 198389,
This squ=ezing of the Plan at both the Union and states
levels is due mainly tc the runawAay non Plan sxpenditure,
which far from making available for its funding a surplus
on Revenue account, actually uses capital account, rasourcos
(market borrowing). This issue of tha non plan expenditure
will be analysed in the next section on fiscal policy. One
rasult is the inadeguate provision for several items of
plan expenditurs, including those of power, irrigation and

manufacture of wage goods,

Given the squeeze in resources identified by tha
Planning Commission, the current year's Plan faces a s=2rics
of shortfall in power, in irrigation, in complation of the
modernisation and diversification of large plants such as the
steel plants as well as coal min~s, railways and shipping
services. There will also be a considerable spill over in
these araas to the next annual Plan and the Eichth Plan.

There seems to bc two contraaictory forces at work

in the Planning process,

On the one hand, th:> share of thsz Union Plan vis a vis
that of the state is continually increasing. At tho start of

the seventh plan, the Union's share of the agoregate plan
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rasources was 55.16 per cent and already by the end of the
fourth year of the Plan it will have surpassed 60 per cent.
Further the Union Plan is constantly encroaching on the
arcas reserved by the constitution to the states(list II1),
and appropriates to itself a large share of the Plan resocurces
in those areas: for instance, in agriculture which is almost
wholly the responsibility of the states, the Unicn Plan
provides for 39 per c2nt of the total agricultural Plan
resources, Similarly in the area of village and small
industry, the Union Plan's share is 46.47 per cent, in
education, the Union Plans share of resources is 46.47 per
cent, in rural developmant it is 54.02 per cent, in health
and medical services, it is 26.45 per cent, in social and
women's walfare, it is 79.02 per cent, and in family welfare,
it is 100 per cent.

On the other hand the Planning Commission, which
since thes Second Five Year Plan, has been holding up as the
ideal system of planning from below is making special
renawed references to planniné at the district leovel. 1In
agriculture there is a kind macro-micro planning being
attempted, with the country being divdded into 12 agro
climatic zones, with'the 6 lakh villages being classified
into developed, developing and undev=loped villages, and with
farms grouped into those which benefit from irrigation and
those which are rainfed. There is another classification
which is ignored but which is the governing precondition for
local level planning, and that is to recognise the fact
reported by the 1980-81 agricultural census that 56.5 per cent
of operational holdings account only for 12.2 per cent of
the farm lands, while 2.4 per cent of holdings operate 27,8
per cent of the area, that the average area of a marginal
holding is only 0.33 hectares compared to 17.36 hactares of
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the average large holding (52 times larger). 1In other
words, Adistrict level planning, if it is to be mor~ than

an exercise in verbosity, requires first a less inegquitable
agrarian systam of relations and structure (which will avoid
all benefits meant for ths 90 per cent poor flowing to the
well to do) and on that basis, a democratically eslected
local government and authority. Of Tndia's 22 states, only
in five states have local zl=2ctions bosn held, while in the
others, elections have not besn held for 10 to 20 y2ars.

If there is real agrarian reform (as is being attempted in
ona state), the local authority (which will not b= loaded
with the rural rich) can plan r=alistically for the ragion
and operate the plan more fully, prcvided further the statz
government allocates the areas for the district/block plan,
makes available thz nccessary funds and the required planning
expertise. The BDO and the Development Commissioner can
provide the local body with the opsrational assistance in
exacuting the Plan. At present only in one state arc ail

these conditions for local l=vasl planning met.

The planning commission is also engaged in a numbzsr of
exercises - in terms of strategy and of sectors and sub
sectors planning for the Zighth Five Year Plan. The strategy
ravolves around the rate of growth - overall, agricultural,
industrial and power - that should be planned for. The
exercises and scenarios for the overall growth of the economy
range from 5 per cent to 7 per cent, for agriculture from
4 per cent to 6 pzar cent, for industry from 8 p=2r cent to
12 per cent, for power from 5 to 7 par cent. A4As will be noted
later, an adcquate growth rate - which the World Bank places
for India at 5 par cent - is a necessary bhut not sufficient
condition to reduce the poverty condition of th= people. Given
the current political sociao zconomic and administrative

situation, the key to the size of the Zighth Plan will bs the



-16-

level of resources which can be mobilised for it, Since
the Fourth Plan, the outlay for cach five year Plan has
been doubled. This policy has now brought the economy to
the end of the road, as noted earlier. We might start the
Eighth Plan exercise with some agreement on the level of

rascurces that can be raised and will be available for
executing it.

A major lgcuna of the Plan continues to be its non
coverage of the underground economy, which means that plans,
programmes and transactions equalling somawhere between
A third to half of the ragular economy covered by the Plan
are outside the framework of the R47,798 crores of the Annual
Plan and Rsl, 23,000 crores which extends over both the non
plan and plan activities for 1988-89 of the Union and states.
This free wheeling of some Rs40,000 to Rs60,000 crores outside
of any plan priorities, control or direction may be one
reason for the growing gap between the economy®s attainments
and its targets, a‘ims and objectives,

Fiscal Policy

In the field of fiscal policy, the two major events
in this y2ar ars the budget for 1988-89 presented to parliament
in February and approved in the Appropriation and Finance
Bills in May 1988, and the working of the Nineth Finance
Commission.

The budget for 1988-89, which was hail=d by industria-
lists, shareholders, rural and urban well to do as a soft
budget because it did not enhance taxes and seemed to offer
a number of indirect tax concessions, has had built into
it many disequilibrating features which the table below

sunmmarigas
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Table IT
(Rs crores)
1985-86 1986-87 1987-88 1988-89

Plan Expenditure 33,000 40, 261 44,608 47,798
Non Plan Expenditure 35,496 41,965 47,844 54,642
Revenue from Administered

price increase ’ 704 962 1,204 2,400
Revenue from direct taxes 704 798 856 690

Revenue from indirect taxes 35,.412 40,930 47,280 54,5569

Source: Budget documents

The most serious feature is the high rate of increase of
non-Plan expenditure at 13 per cent over the already high
revised non plan expenditurs for 1987-88, This increase

is due mainly to four factors, three of which were controlla-
ble but which were not. Thzy were expenditure on defence,

on subsidies and on public administration - all of which
could have been, sharply reduced; the reduction in defence
outlay following from application of cost effective scrutiny,
not involving any r=2duction in the defence preparcedness of
the country. The fourth is the expenditure on interest and
amortization payments which could have been stabilised by a
national policy of market borrowing., Other-wise as both an
RBT study11 and the Comptroller and aAuditor Generals Report
for 1986-8712 warn, by 1992-93 net market borrowing may not
be adeguate to mest the interest payments on markst borrowing:
in 1988-89 the estimated borrowing will be R7000crores and
interest payments Rs7027 croras; in fact at present level of
aggregate borrowing which is reducing the time period for
repayment of the loans, increasing the rates of interest and
use of the loans for m=zeting the government's hon development
expenditure, their date, which in technical terms, marks th=
economy being involved in a debt trap, may be nearer than the

one for=zcast.
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Another feature of the budget, as a consequence of
the accelerating non plan expenditure, is the increase
both in 1988-89 and overtime of the deficit on revenue

account and of the overall deficit of the budget as the
table below shows:

Table III (Rs Crores)

1980-81 1985-86 1986-~87 1987-88 1988-89
Deficit on Revenue

account 1702 5565 7579 8497 9842
Overall budget
deficit 2576 6543 8261 6080 7484

Source: Annual Budget documents

The revenue deficit of 9847 crores for 1388-89 is being

met from the capital account (market borrowing) upto 30 per
cent (Rsl4, 104 crores as compared to the market borrowing of
Rs2604 crores in 1980-81) and the balance through deficit
financing which increases the volume of reserve money and so
fuels inflation. RBI had alrsady had to face a seven fold
rise in reserve money to 3600 during April-September 1987-88
which led it to raise the credit reserve ratio (CRR) by

0.5 per cent to 10 per cent. "It faced a further increase

in reserve money between March 31 to July 1, 1988-89, and a sharp
rise in M3 by R11350 crores, which led it to take the rather
unusual step of raising CRR twice in one month, from 10 per
cent to 10,5 per cent on July 3, 1983 and from 10.5 per cent
to 11 per cent on July 30, 1988.

The increasing trend of the revenue deficit stands
in stark contrast to the profiie of revenue deficits set forth
in the long term fiscal policy document13 under which the
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revenue budget will be in balance in 1987-88, with zero
deficit, and will record a revenue account surplus in
1988-~89, This projection could have been realised, if in
addition to the reduction in non plan expenditures referred
to earlier, therehad bheen some effort to raise revenue

. from taxes., Instead, the usual device daveloped in the

last 5 years of raising administered prices,l4 was rasorted
to in the case of coal, steel, fertiliser, aluminium,

pap=2r and petrol to raise k2400 crores in 1988-89 as a

means of keeping down the level of the budget deficit
presented to parliament in the budget for 1988-89. This
revenue from administered prices should be compared with

the R690 crores proposed to be raised in the 1988-89 budgat
through taxations. This revenue from taxation in the

1988-89 budget is to the extent of 87 per cent, from indirect
taxation, which incresases the ragressive nature of the

tax system., Within dirsct taxes, the income tax continues
with 2 high exemption level and low rates on the various slabs.
The justification for this all round lowering of the income
tax is that it promotes honesty in tax decelerations and
payments. To suppert this contention, the increased

revenues from direct taxation is produced as evidence. But
this argument now rests on insecure grounds, as the increase
in tax revenue fell sharply from 10.2 per cent in 1986-87

to 2.8 per cent in 1987-238, =Tven the higher revenue figures
for 1985-86 and 1986-87 are due to improved collections
during those years, and to the continuous amnesties being
declared to undeclared, underground wealth »nd income owners.
mven the indirect tax system is not exempt from this pro

rich bias. The excise concession of R&243 crores for man made
fibres, for example, will benefit the well to do. In view of
the current resource crunch, the present finance minister

states that this concession may have to bz withdrawn.
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The Nindh Finance Commission had a controversial
start asits membership and particularly its terms of
reference were established, unlike trose of the previous
8 commissions, without any consultation with the states,

Theare is wisdom in the recommendation of the Sarkaria
Commission15 to reconstitute the National Development Council
into the National Eccnomic and Development Souncil to be
responsible for policy on all planning and development, and
to give it a constitutional status under Article 263, This
will also make it feasible to undertake the informal consul-
tation with the states that it recommends, -in settling the
terms of reference of the Finance Commission. The terms
of raference of the Ninth Commission which have attracted
attention ar=: the normative approach which it is regquired
to adopt in assessing the revenues and expenditure estimates
'0f the Union and states, which will replace the past metho-
dology of projeétion of reczipts and expenditures on the
existing basis; the review of all revenue expenditures, both
plan and non plan; the providing of incentives for resource
mobilisation and observance of fiscal disciplinz: and
considering the feasibility of merging additional excise
in lieu of sales tax with the basic excise tax. The states are
concarned with the targst of balancing the revenue acccunts
of the Union and states by 1994-95, as it affects their
resources, and as the recommendation is made in a year wha2n
the revenue deficit has increased by 25 per cent: and further
while thers are the usual RBI and Union financs ministry
sanctions to ensure conformity by the states with the Finance
Commission's directives, there is no such machinery to =nsure
the Union conforming to the commissions' dir=ctions. On the
other hand, it hasbeen ‘rightly pointed out that the two
innovations in the terms of raference are a result of past
criticisms of the terms of r2ference and reports of the

commissions: in the case of the normative approach as a
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as a replacement of the projections of existing receipt
and expenditures, and in the case of covering all revenue
account, plan and non plan, as a replacement of the much

criticised gap filling approach.16

The Commission has submitted in August its interim
report to covar the y=ar 1988-90. That report seems to
be largely an cextension of the r=commendations of the eighth
commission, though it states that it arrived at the revcnue
and expenditure of the Uniecn and states on the basis of
certain norms, without making clear what the norms are. It
recommands continuing the state's share of income tax proceeds
of 85 per cent and the existing 45 per cent of thz proceeds
from sharcable excise dutiss. One important recommendation
it makes is that if administer~d prices are raised for
revenue purposes, it should be done through excise duties
so that states can get their share of such incrzases. There
remain some hard issues which the commission has to work on
for its final report, and its consultations with the states
should help in this process. Thess gquestions include:
a) the content of an objective, €feasible and acceptable set
of norms: b) judgements on the leval of certain proposad
expenditures, including that on defence and administration
at the Union and the so called populist programmes at the
state's lavel, such as the Rs2 a kg of rics as a means fre=ing
"bonded labour: c) the pot=ntial rsvenues from a higher level
of income tax, agricultural income tax and professional taxs:
On these the Sarkaria Commission has made an inventory of
the possible new sources of revenue and left it to an cexpert
committee to study them and come up with recommsndations:
d) the relative weights of the funds to the states from de-
volution and grant in aid. In this connection, it may be
noted that the Sarkaria Commission has rscommended that the

constitution be amended to provide for sharing of the corporatior
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tax and levy of tax on advertisements in broadcasting. For
1989~90 the commission recommends transfer from the Union

of ®sll, 785 crores through devolution and Rs1818 crores as
grants: the Commission has allocated Rs50 crores each to
Bombay and West Bengal for slum improvement, whose matching
will raise for West Bengal a serious problem of transferring
funds from some othzar possibly higher priority; and mors
importantly raises the guestion of the basis of this
priority by the commission; and the reasons for not covering
the slums of Madras, Bhubaneswar, Kanpur etc: if the norms
used, are not going to further skew the already skewed
Union-state's financial relations: e) there are the perennial
guestions of transfers under Article 282 and debt relief:

f) there is the need to devise machinery to enforce its
directives with regard to the Union: and g) the question of
balancing the budgets and eliminating deficits which can be
done only if there are certain fiscal policies (such as
raising of dirsct taxes and levy of agricultural income taxes)
and general gverall policies (such as these relating to
defence expenditures and subsidies), as otherwise the
commission can only redistribute the deficits as between

the Union and the states and among states, and not eliminate
them by the date indicated - 1994-95, Actually for 1989-90
unless both the Union and states increase their revenues

and reduce their expenditure, the commission's recommendation
of limiting the Union's revenue deficits to %7994 crores and
that of the states to Rsl443 crores will not be attained.

Three other matters of fiscal policy nced some comment.
One relates to the supplementary budget demands presented to
parliament, Already in 1988-29 two such demands have been
presented one of which is for ®%1593,04 crores amounting to
5 per cent of the year's budget approved in the Appropriation
bill. This raises the guestion whether this was a case of
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loose budgeting or one of setting aside those expenditures
at the time the bydget is formulated in order to keep the
deficit figure Jown. Further the demands on particular
items do not always add up as between the amounts requested
and the explanation offered for their expenditure. There
is also thz gquestion of certain decisicn made by government
and/or approved by parliament, not being incorporated in
the demands - as 1s the case of the decision to cut non
plan expenditure by k600 crores in 1987-838. Finally the
source of financing the demands is nnt always clear. The
extent tc which they contribute to the revised higher bhudget
deficit needs to be clarified. There is need to agree on
using this instrument only in case of real unforeseen

emergency.

The oth=r fiscal event is the benaml ordinance
issued in June 1938. As formulated, it is both redundant
and not comprehensive., It repesats and'overlaps with the
sanctions set forth in the income tax Act and the Indian
Penal code as far as identifying fraud and rewarding the
punishment which follows. On the other hand it does not
covar the massive banami transactions which operate under
cover and which involve multi million dollar commissions,
terminal payments etc, in the name of figtitous companies

and persons.,

Finally there is no report on how the two most important
recommendations of the revort (Sukhumoy Chakravarti) of the
committee to raviaw the working of the monctary system are
being implemented. Thease r=late to a) monetary targeting
and b) the statement on deficit financing as shown in the
books of RBI. Both these raise the gquestion of confidentiality

(at least as far as the current operations are concerned) and
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are related to the question of the level of food and non
food credit made availabie by the bank:, the policy and
practice on budget and financial deficits, and ¢) the
encouragdment givan to the underground sector through
the governments' decisions on various forms of amnesties

for those operating in that ~2rea - the Indira Vlkas Patrika
being the l&test example of them.

Debb

Reference was made in the previous section to the
prospects of interest payments exceeding the annual
borrowings, leading to an internal debt trap in the early
years of the next Plan. Being internal; which m~ans that
it is a debt that we owe to ourselves, it should be self
cancelling,fggt as the debt is used not for building capital
assets but/consumption purposes, it is both unproductive
and self perpetuating. One of the disturbing fzatures
of the country's deb: is its high rate of increase - from
Rs10134 c:iores in 1961-€69 to k29,041 crores in 1977-78
and rising steeply to Rs161,029 crores in 1987-88. Another
way at looking at the growth rate of public debt is to
note that ths Net Aggregate Internal liability of the govern-'
ment has between 1968-69 to 1985-86 increased at 22.7 per
cent compound rate from 1662 crores to Rs53,546 crores.

The domestic public debt is compc.sed of two parts - the
internal debt owing to the Banks and other borrowings from

the small savings account, Provident Fund etc, which dis-
turbingly is increasing at a higher rate than the former

part. Further the maturities of securities is also increasing
from 26 per cent of the public debt being above 15 years as

at March 1969 to 64.3 per cent at March 1986, which is an
indication of the rate at which the burden of the debt

is being trausmittred Lo the next generation. During this
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period ;he nominal per capita debt increased by 20 per cent
and in real terms by 11.2 per cent. Finally it should be
noted that almost all (99 psr cent) of the government
borrowing is from a captive market - the Banks and Financial
institutions, so that the large public debt does not
represent a large scale mobilisation of houschold savings,
as expressed, for instance, in their subscriptions to
governmen®t securities. When and if the recommendations of
the report of the Committee to review the working of the
monetary system, particularly on monetary targeting and
deficit finanéing are acceptad, the Reserve Bank will no
loncer serve as the instituticn absorbing the residual
portions of the markat borrowings.

India's external debt stands at Rs25,539 crores as
on 1988, as the tabls below shows.

Table IV

(Rs crores)
1980~31 1985-86 1986-87 1987-88 1928-89
11,295 13,153 20,299 22,518 25,539

Source: Economic Survey 1987-88,
' OECD, World Bank

Apart from the largz volume of the extarnal indebtedness

and the accelerating growth rate of the debt, one serious

issue is that official information in India's external debt

is r=ally not available, except with an 18 to 24 months

time lag which makes the information dated. Thus the present
(in September 1988) official information is that set forth

in the Econcmic Surv:y for 1987-88 which reports that India's
external debt servicing upto Septamber 1986 was Rs1176 crores.,}'7
The result is that the country's external debt situation has
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to be gleaned from foreign sources such as OECD which
reports India's external debt at $43 billion in 1986
December.18 The World Bank report that India's debt
service ratio has in 1987-88 passed 25 per cent (the
government's Economic Survey says that it is 23-24 per cent
in 1987-88) and the interest payment of foreign debt was,
$1.8 billion. The World Bank also reports that because

of India's declining access to concessional borrowing,
(concessicnal borrowings excapt fg@m IDA are tied loans
which more than make up for the/interest rate and the
amortizétion veriod concessions by the higher import

prices charged), it is increasingly relying on borrowing
from the world commercial market and on non concessional
terms. This has resulted in commercial borrowings rising
from 6.5 per cent of total external borrowinq in 1975 to

27 per cent in 1987, doubling the average interest rate
paid'and reducing the period of amortization from 30 years
to 22 years.lg It is difficult to analyse the external
debt situation of the country with this kind of piecemeal
information made availabls by foreign sources on an ad hoc
basis. Authoritative upto date information on the country's
external indebtedness should be provided in the Economic
Survey and brought upto date in statements to parliament
during the year, so that country's external resourcss position
can be suitably aﬁalysed and judged. For instance, the
unexplained sharp decline by Rs1905 crores in the country's
foreign exchange reserves in the %irst guarter of 1988-89,
from Rs7287 crores in April 1988 to /5382 crores in July 1
(which is also equal in the NRI/FCNR deposits), cannot be
explained or understood except against that type of

official information on the country's external assets and
liabilities position. 2 further complication is that such
figures on our =xternal debt as are given by the government
are based on exchange rates on the date of drawal of the loan.
As the Rupee is continmonsly deprueaiatineg, the debt in terms

wf tlres ruepse keeps rising.
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Stock Exchanges

The stock exchange continued the rather wide fluctua-
tions in the activity and in prices of shares during
1987-88, and into mid 1988-89%9 - declining in June 1987
rising in August, declining in September, rising in
January 1988, declining and remaining stagnant in February
and March 1988, after which there was a sharp pick up
till June after which there was a brief period of decline,
with the market recovering sharply in July 1988 and con-

tinuing so to Scptember.

What is the effect of these gyrations on the economy,
and to what extent have some of the imbalances of the

market been corrected as at this mid year point?

To start with, the basic imbalances of the stock
market continue into 1988-89. Stock exchanges are antirely
urban based, and are not ablas to draw in potential rural
shareholders. Moreover 4 out of the country's 15 stock
exchanges account for 90 per cent of the business of all
stock exchanges, with the Bombay stock exchange alone being
responsible for 70 par cent of its daily transactions,
peaking at ®s100 crores in June/July. The exchanges are
controlled by a powerful group of brokers who are zngaged
in large scale and continuocus speculation, and are int=rested
in promoting their speculative activities, rather than in

protecting the investors' interest.

This brings up the most s=rious draw back of the
stock market which is integrally related to the capital
market. “'hile the stock marksts ef"zct on share onrices
is wvia sp=culation, the capital markets' lev=l of shares

and share prices is a reflection onf the performance of the



-28-

companies which have issued then. There is also from time
to time interventions by the financial institutions - buying
shares when their prices decline sharply and selling them
when they rise too fast, in order to maintain a certain
stability in the market. This must be taken into account
in looking at the movement of share prices as regards both
the stock market and the capital market. The speculative
feature of stock exchanges is brought out, for instance,

in the fact that of the 5000 shares listed on the Bombay
Stock exchange, trading takes place only in 800 shares.
This specualtion in selective scrips is aided by decisions
such as the withdrawal of the need for approval of the

igsue of shares below Rsl crore, which has led to various
malpractices and cheating. The drought and its effects was
also a fertile source of speculation in the primary market.
There is a lack of liquidity, rampant insider trAading,
pricing manipulation, lack of a reliable data base and, till
recently, absence of machinery to monitor speculative
activities and protect investors' interests.

The capital market, on its side, is expected to
provide 28 per cent of the private corporate sector's VII
Plan outlay of Rs54,236 crores, the major part (56 per cent)
being provided by its own savings, 15.3 per cent from
financial institutions and 0.7 per cent from .foreign
borrowing.20 The éapital market is expected also to raisa
Rs5, 000 crores in the last two years of the Plan which could
e well within its ambit, In 1986-87 $4597 crores were raised,
through capital issues - shares, dehentures and bonds, of which
Rs2332 c¢crores were for the private sector; in 1987-88 Rs3907
crores were raised, of which Rs1978 crores were for the
private scctor. There has been a decline in the number of
companies issuing these capital instrumsnts from 291 in
1986-87 to 119 in 1987-88, forming 1ll1.7 per cent of net
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domestic savings, compared to the previous year's 13.8

per cent. Similarly non convertible and convertible de-
bentures issued declinad from Rs3692 crores (80 per cent of
the capital issued) to Rs2537 croras (65 per cent of capital
issued). Non convertible dchenturss subscribed fell from
Rs2568,.4 crores in 1986-87 to 2064 crores in 1987-88, while
convertible debentures fcll from Rs1123 crores to ®800 crores
between the 2 years. Only equity and preference shares which
are the seed capital of companies show an increase from

Rs905 crores in 1986-87 to #1370 crores in 1987-88. At this
mid year point, all evidence points to the new issues market
being in bad shape, due primarily to thes lack of investors'
confidence in the shares, which ultimately traces back, as
pointad out earlier, to the poor performance of the companies

issuing them.

During 1987-88 and into this year, the government has
taken a serics of decisions to regulate. speculations, ban
insider trading, change the governing structure of the stock
exchangas, so that they could function as a searvice to the
cconomy and raise the capital resources that the economy
neads during the last two years of the Plan. Two tynes of
auction were tried out with regard to the Treasury bills.
Not only was the response to this change poor, As only Rs293
crores were raised, clients werc still the banks and the
National Cooperative Development Corporation and not the

household s=ctor.

There were several meetings of the finance minister
and ministry officials with stock =xchange presidents as well
as the deputy governor of RBI and the controller of capital
_issuss, beginning in Novembar 1987, when phase I and phase II
of the Dave Committee were debated, and ending in July 1983

when phase I of the second stage of the Dave Committee
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permitting limited forward trading was agreed to. The
controller of capital issues permitted some largs business
houses to retain their excess subcriptions, which raises
gquestions of loss of resourcas by other companies and as
tax revenue by government. The government also accepted
the Bansal Committee racommendation, involving new shares
being delivered with existing shares, which is a sound means

of eliminating price manipulations.

The goverrment in the Finance Bill gave several
concessions to revive the market: including reintroducing
the investment allowance; granting complete tax exemption
on export profits; a tax holiday for 100 per cent sxport
houses; exemption of power g=z=neration and distribution units
from section 115J; tax relief to the hotel industry and the
promise to implement fully the second stage of the Dave
Committee; the continuance of delicensing, more liberalisation
of imports, which will be analysed in later sections; and
the promise of further tax concessions such as that on
dividends. All this has helped revive the stock market, but
this buoyancy in the secondary market has not been transmitted
to the primary market, whose reactions depend not on con-

cessions like these, but on the performance of the corporate
sector.

In April 1988 a Securities and Exchange Board of India
(SEBI) was established, with 3 A Dave as chairman, to
a) regulate the securities market, protect investors and
advise government, bP to draft legislation for regulation of
the Stock Exchange521, c) to call for records and data from
official and non official bodies, d) to prevent losses to
investors through fraud and negligence, and e) to attract
the public to the stock markets and f) to revive the capital
market. o
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Further to broaden tha base of management of stock
exchange, banks and financial institutions were permitted
to become memb-rs of the managzment bo~rds, breaking into
the monopoly of the institutions by the brokers. The
President of the stock exchangses from July 1988 is to be
appointed by the governm=nt and not elected by the stock

brokers from among thamselves.

Following earlier r-commendations - the 1972
Banking Commission, thes 1972 working group on the cash
credit system and the Vaghul committee, the Reserve Bank
of India set up the Discount and Finance House of India
(DFHT), with R1I00 crores as capital in order to even cut
the demand and supply of short term finances in the monsay
market through razdiscounting the 182 days treasury bills
and buy back arrangements in securities.22 It started
operations in April and its total turnovar in treasury

bills exceed Rs1200 crores by July 31.

A1l this has resulted immadiately (April;Saptember
1988) in the stock markst turning the tide as noted earlier,
and becoming active. The stock =2xchanges have registered
a sharp rise in April and May by 150 points in 5 scrips and
by a further 30 points in June-September. This activity
needs to be transmitted to the capital market by increasing
the number of traded scrips, by banning insider trading and
the parallel stock market (herb trading), by spreading the
aegquity culture through improved performance of the nrivate

corporate sector.

Howsver, the power of stock brokers has not been
diminished as evidenced in the fact that they were able to
make the government backtrack and withdraw the proposal

to finance the SEBI through a tax on their turnover. Now



=32~

the government has accepted the modality suggested by the
brokers, regarding contributions by stock exchanges and
stock broker members on a lumpsum basis.

Prices

The rise in prices in 1987-88 was double that of
1986-87, to which a major contributing factor was the drought.
The table below sets forth the data:

Table. V

198687 1987-88 1988-89 :
(28 March to 11 June)

Wholesale price
index 53 1C.4revised 1.6
10.6"to
Consumer price index 5.8

for industrial workers 7’5 * 1.3
Urban non manual workers7.0 8.2
Agricultural labkourers 3.1 14.8

Source: CSO

The table shows not only the accelerated inflation rate for
all indices in 1987-88 as compared to 1986-87. The parti-
cularly steep rise of the consumer price index for agri-
cultural workers from 3.1 per cent in 1986-87 to 14.8 per cent

in 1987-.88 should be noted, with its effect on the rural poor.

During 1987-88 the real inflation rate was much higher
than the average of 10.4 per cent revised to 10.6 per cent
set forth in the table for the wholesale price index, as a
disaggregated analysis shows that the foodgrains group rose
by 16.2 per cent, with pulses shooting up by 36.5 per cent,
wheat price (despite releases from the buffer stock) rising
by 10.4 per ceﬁﬁ, milk and milk products by 15.5 ver cent,

condiments and spices by 42.2 per cent, manufactured food
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products by 11.4 per cent, edible oils by 19 per cent,
cotton textiles by 10.8 per cent, with the overall cost of

living index rising by 15 per cent.

The contribution of the monetary factors to the
inflationary pressure was not inconsiderable. Currency with
the public (Ml) rose by 5010 crores at 17.5 per cent in
1987-88 compared to the rise of 13.7 per cent in 1986-87.
Demand deposits rose by 999 crores (4.3 per cent) against
22.2 per cent in the previous year, and time deposits by
2514180 crores (16.4 per cent) compared to the previous year's
19.61 per cent. This rapid expansion of currency led the
Reserve Bank to raisé, as noted earlier, CRR by 0.5 per cent
in April to 10 per cent and further twice to 10.5 and 11 per
cent in July 1988. 1In this connection, it was also noted
that no information from the Reserve Bank or the Economic
Survey is available on the Sukhumoy Chakravarty Committee
recommendations on establishing and following monetary targets,
and reducing the monetization of the public debt. On the
other hand, the monetization of the debt kept increasing with
the accel=zration of the net RBI credit to the government by
759127 crores in 1985-86, 26870 crores in 1986-87 and Rs7030
crores in 1987-88, resulting in the total net bank credit to
government for the-3 years being R7522 croress, 812,753 crores
and Rsl2,850 crores respectively. The continuous rise in
interest rates on government sccurities has alsoc added to the
inflationary pressure, through its encouragement of specualtive

activities.

The rising of administered prices during 1987-88,
particularly on the eve of the 1988-89 budget presentation
has also been a major inflationary force. The administered

prices system cover four groups of commodities and services:
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a) material inputs items like steel, coal, fertijlisers,
petroleum, aluminium and paper; b) infrastructure services
like railways, posts and telegraphs and shipping:; c¢) con-
sumption articles like rice, wheat, coarse grains, sugar,
edible oils, drugs and d) as support prices for pulses, oil
seeds, jute, cotton, sugarcane and rubber. The first two
groups of commodities are vital inputs into industrial and
agricultural production processes, and so changes in their
prices have a pervasive influence on the direction of prices.
In fact a study of the impact of the administered price changes
in these 2 groups in 1987-88 shows that the rise in ad-
ministered prices at 12.4 per cent is higher than the 8.3 per
cent recorded for the general prices rise. The reason adduced
for the rise in administered prices are a) the increase in
production costs, b) internal inflationary forces, c) the
.need for -additional projects, and above all and in reality
d) the need to mobilise resources for the economy without
resort to taxation. The impact of the increase in administered
prices which ferms 17 per cent of the wholesale price index
is largely negative in that it distorts production plans of
firms, of subsectors and sectors, produces monopoly profits,
and acts as a disincentive to private investment. As noted
in last year's mid year review23, administered prices increase
should not be resorted to meet a rise in production costs,
8s such costs ean and should be abscorbed by improved efficiency.
If there is to be an increase in administered prices, it
should be tailored as not to be borne by the poor, and not
cause a3 rise in general prices.

There is one last feature of the price situation that
calls for a comment. In the first quarter of 1988-89, that
is from the last week of March to the third week of June 1988
the wholesale price index rose only by 1.7 per cent, as noted
in Table V, unlike first quarter movements generally, when
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prices rise sharply. This is rather unusual and is variousy
attributed tos a) being the first quarter effect of the
1987-88 drought. This is not correct because after the
1979-80 drought, the first quarter of 1980-81 recorded a
sharp price rise of 7.4 per cent and after the 1982-83,
drought the first quarter prices of 1983-84 registered a

rise of 4.8 per cent; b) being due to the good management

cf the economy. This again is not true because, as noted
earlier, on the demand side there was too much liguidity

in the cconomy in 1987-88, and on the supply side, shortages
of most goods which led to imports: ¢) being due to good
rains from the south west monsoon. This again is not true,
becausa in 1980-81 there were good rains from the south

‘west monsoon, but the first guarter registored a 7.4 per cent
price rise, There is need for a further examination of this
issuz, of the primary articles price rise by 1.7 per cent

in the first quarter of 1987-88, thc rise of 0.5 per cent of
fuel and power compared to the 1 per cent rise in the
previous year, and the manufacturces price rise of 2.4 per cent
against the73.l per cent in the first quartsr cf the previous
year. The real reason for the small price rise in the first
quirter of 198%-89 may well be the grzater erosion of the
purchasing power of the people in the 1987-88 famine year
compared to previous famines, alongside of the fact that the
rise of 1.6 per cent of the first quarter was on top of the
10.6 per cent price rise of the previous year - when 355
items showed price rises compared to the pravious year's 283,
with 68 items showing a risc above 20 per cent compared to

the previous year's 54 items.
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Agriculture

? Agriculture in the country is still dominated by the

monsoon. The annual report of the ministry of agriculture
calls attention to all the first 3 years of Seventh Plan
being drought years, with a difference among them only of
intensity, with thez result that the first yecar 1985-86, re-
corded a production of 150,44 million tonnes of foodgrains
despite the drought, the second year 1986-87, recorded a
decline to 144.07 million tonne524, and the heavy drought
year, 1987-88, registered a further decline which was later
estimated at 137.00 million tonnes. The contrast of the
south wast monsoon as between the two years holds the main
key to theldr differing agricultural performances. In 1987-88
out of 35 metecrological subdivisions, 18 had deficient rains,
and a further 3 scanty rains, which means that 63 per cent
of the gross cropped area, covering 45 million hectares in
267 districts in 15 states and 6 Union territories were
affected. By contrast, the 1988-89 south west monsoon by
July end recorded excessive rainfall in 14 meteorological sub
divisions covering 36 p=r cent of the gross cropped arca,

and an additional 21 subdivisions received normal rains,
covering the balance 64 per cent of the area, It is this
difference in the rainfall received that basically explains
the official estimate of the 1987-88 foodgrain production
being =-4.7 per cent at 137.00 million tonnes, and the pro-
jection for the 1988-82 foodgrain production of +13 - 14 per
cent at 1l66-167 million tonnes. The table below sets forth
in graphic detail the =2€ffect of the monsoon on food and non
crops production during the y=ar 1936-87, 1987-88 and pro-
jections for the 1988-89,
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Table VI
(million tonnes)
1286-87 1987-83 1988-89
(projzction)
Rice £0.42 54,30 62.00 - 64.00
Wha=at 15.58 46.00 18,00 - 50,00
Jowar 3.37 3,50 2,25
Pulses 4,45 5.50 6,00 - 8,00
Tendgrains 114,07 138,00 160,00 -167.00
Groundnuts 6.06 4,20 7 .50
Rave & mustard 2.64 3.69 4,00
Cotton (1lakh bhales) 70.1'5 £5.00 25,00
Jute (lakh balas 30.00 77.00 82.00
Sugarcane 182.48 178.00 135.00

Index for triennium anding 1969-70 = 100

Foodgrains 154.5 112.3 162
Non foodgrains 148,2 137.5 158
All crops 152.5 14,2 163

Agricultural Index % chahge

1985-86 158.1 2.3
128€-37 152.5 -3.5
1987-88 l44.2 -5.4
1988-89 163 13.0

Sourc=: CSC and Annual Rzports of

Ministry of Agriculture & CUIE

Though th2 above table, gives the 1987-88 data in

definite terms, it must be racalled, as notad =sarlicer, that

o+

hers Aare widely varying cstimatss of agricultural growth
for that year ranging, from -5.4 por cz2nt to -10 ner cont,

as also of the estimates of foodgrmins production varying from
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137.00 million tonnes to 122.6 million tonnes. It is only
when all crop yield reports are in by the end of October,
that the actual total of fcod and non crop yields will be
known definitoly., As for 1938-89, the projections at this
mid term point represent an cvaluation of the monsoon on
the tr=and of crop vislds.

The trends refor to a number of major agricultural
issues. One relates to the quaestion whether agricultural
production shows increasing stability overtime, There is
no all India answer to this question. Trends in instability
ara declining in well irrigated areas like Punjab, Haryana,
West UP, coastal Andhra Pradesh and Jammu and Kashmir,
and are increasing in rainfed and low irrigated areas as
Tamil Nadu, Assam, Kerala, Orissa and West Bengal. Again
while in rice, coarse cereals and pulses, the instability
in production varied, in wheat there was a decline in
instability.

Another trend aspect that has been the subject of
considerable study is the effzact of the Green Revolution on
agricultural growth. In this connaction the pre-Green
Revolution year, 1949-50 to 1964-65, growth of 2.3 per cent
in foodgrain production is comparad with that of the post
Grean Revolution years 1965-66 to 1986-87 of 2.4 per cent.
Another study places these two rates at 3 per cent and 2.6
per cent.25 ( A breakdown of this data between pre green
revolution foodgrain growth of 3 per cent and non foodgrains
growth of 3.5 per cont is compared with the post green re-
volution rates of 2.6 mer cent and 2.5 per cent).

The imbalances overall, ragional and crop-wise -
introduced by the Gre=n Revolution - have also attracted
attention.
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Overall, since planning over both the pre and post
green revolution pzriods, foodgrain growth hasbeen at an
annual average of 2.7 per cent, while population growth
has averaged 2.2 per annum, resulting in a low net overall
annual growth of foodgrains of 0.5 per cent, One result
is the stagnant per capita foodgrain consumption at

185.3 grammes.

As far as regional imbalances are concerned, it should
be noted that the Seventh Plan document calls attention to
the fact that 15.23 per cent of the country's farm lands
produce over to 50 per cent of its foodgrains.26 During the
past 30 years, foodgrain production increased by 87 million:
tonnes, 20 per cent of which came from West UP, 16 per cent
from Punjab and 8 per cent from Harvana - all of which have
only 8.2 per cent of the country's ropulation. This also
explains the fact that of the 1986.-387 public procurement of
18.5 million tonnes of wheat and rice, ovaer 90 per cent were

from the three states.

The crop wise imbalance introduced by the Green Revo-
lution is that against thc iigh rate of growth in wheat from
4 per cent in pre . green revolution years to 5.5 per cent in
post green revolution yesars, the growth rate of rice fell
30 per cent from 3.3 per cent to 2.4 per cent in ths two
pariods, that of coarse cereals and pulses have averaged a

decline of 30 to 50 per cent.

Another trend to be noted is the increasing ICOR 27
in agriculture also dealt with in earlier Mid Year Reviews .
A recent study in the Punjab shows that while incremental
inputs have increased eight €feold, the resulting output has
increased only 2.5 timesa28 What is even more s=rious is

that the study referred to earlier points out that even this
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per hectare increase in production is attained by the re-
duction in employment per hectare. This is serious in the
1987-88 drought year, when far from cutting back on employ-
ment, 1400 million man days of employment were needed in

rural areas to protect the rural poor against the effects of
the drought, Aagainst which the anti-poverty programmes

of NREP and RLEGP were able to gencrate only 500 million
mandays of employment, according to the report of the ministry
of rural developmentzg, as will be analysed later.

For 1988-89, the foodgrains target is 1466 million
tonnes. On the basis of the Planning Commission's studies,
including that of its Mid Term Appraisal and the recommendations
of the task force, to attain the target,‘the strategy now being
developed is to extend the green revolution to five crops, rice,
wheat, maize, arahar and gram, in 169 districts identified on
the basis of local social relations and conditions, soil
conditions, water availability, land development, past growth
and the availability of the technological package. The
concentration of this effort is in the selected districts and
regions of 14 states - of Andhra Pradesh, Assam, Bihar, Gujarat,
Karnataka, Kerala, Madhya Pradesh, Maharashtra, Orissa, Funjab,
Rajasthan, Tamil Nadu, UP and East Bengal. The programme
involves packaging HYV seeds, fertilisers and pesticides,
controlled water supply, soft credit, price incentives and
marketing facilities to be extended to all farmers - large,
medium and small - in these selected regions. The programme _
with its high stakes into the future - by 2000 AD an additional
84 million tomnes of foodgrains will have to be produced - will
depend for its success: on drought proofing being built into
the programme as elaborated earlier; on developing irrigation
and other infrastructure in the less well endowed regions,
(the Planning Commission's mideterm appraisal states that

in the first 2 years of the plan, irrigation was extended
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only to 1.8 million hectares against the target of

2.8 million hectares, and that 500 major and medium
projects are languishing for want of funds); on adapting
the technological package to the resource endowment - plentiful
labour and scarce capital - of each of the 169 selectad
districts, involving creating employment and additional
incomes in some areas, particularly those which are the
poorest agro-climatically; and on ensuring an effective
land reform programme which is also one means of lowering
the ICOR, through the beneficiaries of land reforms who
as small and marginal farmers, irrigate carefully a large
part of their farms, achieving greater cropping intensity

along with higher labour absorption.

Wheat Wheat production which was 45.6 million tonnes
in 1986-87, and 44.6 million tonnes in 1987-88 has been
given a target of 67 million tonnes for 1988-89. The area
under wheat has increased by 13.6 million hectares between
1953-54 to 1986-87, when it covers 22.81 million hectares.
The average per hectare yield in 5 years ending 1986-87
was a low 1913 kg for the country as a whole but a high
3269 kg for Punjab. For 1988-89, wheat output is likely
to be between 55 million to 85 million tonnes, taking
advantage of the positive factors of the homogenous area
where it is grown, excellent irrigation conditions, the
prevalent owner cultivation, the completion of the
consolidation of land, the use of HYV seeds and adequate
credit net work, marketing and extension facilities, - It
was theze which enabled wheat output to attain its 1987
rabi target of 64 to 65.3 million tonnes, and has led the
government to announce in parliament that the 1988-89 rabi

food grain target is 73.5 million tonnes. The governmont
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reports that it has procured 6.50 million tonnes of wheat

as at the end of the current rabi season, which is a decline
over the last rabi procurement of 7.8 million tonnes and a
sharp fall from the normal 10 million tonnes. There is a
question whether the too early announcement of the procurement
price of wheat, at %.240 per quintal has a negative sffect

in upsetting the calculations of everyone - farmer, trader,
procurement agent et al.

Rice Rice production declined by 4.6 million tonncs
in 1987-88 at 55.8 million tonnes compared to 60.4 million
tonnes in 1986-87 and was somewhat far away from the
1985-86 peak of 63.8 million tonnes. In fact the main
contributor to the decline in foodgrain products in 1987-88
was the rice yield. Kharif rice is the main foodgrain
of the country, with an annual production of 58 million
tonnes for the quinguennium ending 1986-87. Kharif rice this
year is being grown over 39 million hectares, of which
40 per cent is irrigated and 60 par cent rainfed. With
the good rains this year over West Bengal, UP, Bihar, Andhra
Pradesh, Tamil Nadu, Madhya Pradesh and Orissa, the year's
rice target of 64-66 million tonnes is likely to be achieved.
Much depends on the results of the special rice production
programme of the Eastern states. The problem faced by the
rice crop is that it is grown in widely different soil and
climatic conditions, calling for as many different varieties,
and further the farmer with small land holdings over which
the crop is grown faces soil degradation, inadequacy of
water supply, and traditional farming practices, which
results in low productivity with a per hectare yisld of
2195 kg per hectare (Punjab and parts of Tamil Nadu) average
3000 kg, compared to North Korea's 6621 kg ver hectare,
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Punjab reports in September 1988 a bumper crop of 90 lakh tonnes,

of which 77 lakh tonnes is being marketed., It is hoped that
the Union sponsored swecial rice production programme will
revarse the declining trend in per hectare productivity -
‘declining from a rate of increase of 2.6 per cent during the
period 1953-64 to 1964-65 to 1.6 par cent during 1965-66

tc 1986-87.

Coarse cereals

What is called coarse cereals comprise 6 items - jowar,
bajra, maize, ragi, barley and small millets. These are
important food items as they are the poor man's food. The
table below sets forth the details of the cereals for from
1985-86 to 1987-88 and projection for 1988-89.

Table VII
(million tonnes)

Type Area(million 1985-86 1986-87 1987-88 1988-89

hectares) (projection)
Jowar 15.64 10.20 8.87 8.50 9,50
Bajra 11.22 3.66 4.49 3.59 4,50
Maize 5.87 6.64 7.43 6.50 8.00
Ragi 2.39 2.52 2.67 2.50 3.20
Small millets 3.09 1.22 1.12 1,10 1.5
Barley 1.28 1.96 1,73 2.00 2.20

Source: CS0QO & CMIE

The low level of production of the 6 items, ranging from

24 to 26 million tonnes for the three years 1985-86, 1986-87

w
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and 1987-88 should be noted. In fact the official estimates
for coarse grains production for 1987-88 is lowar at 25.7
million tonnes against the estimate of 26.10 million +tonnes
set forth in the above table. Even the projection for 1988-
89 1s only 3 million tonnes above the higher average and
totals 28.9 million tonnes. Accounting for 32 per cent of
the area under food crops, coarse careals production is

20 per cent of the total foodgrain yiecld. There is no more
urgent problem for alleviating the nutritional intake and
status of the rural poor majority than to increase the

yield of coarse grains for 1988-89 to 30 millicon tonnes -
which is an increase of over 4 million tonnes. This can be
done only by stopping the diversion of land under coarse
cereals to other food crops and cash crops, by making it

as profitable to the farmer to grow coarss cercals as other
food and cash crops. In this regard, the kind of new techno-
logy that has been developed and applied to jowar nceds to be
extended and applied to other crops. The declining trend

in barley cAan be stopped, if research can develop a HYV
vracket for its farmer. Turther there is n~ed for the con-
centration of coarse cerals in a few stat=zs - Gujarat,
Rajasthan, Maharashtra, UP ~nd Karnataka (in the case of
ragi particularly) - to be more widely grown - with some

priority for dry land farming in all states.

Pulses Pulses, also a major food items as the source
of protein both for the poor majority and for the non poor
vegetarian masses, is declining in availability 2larmingly.
It peaked in 1985-86 at 13.4 million tonncs, after which it
declined to 11.7 million tonnes in 1986-87 and further to
10.9 million tonnes in 1987-88. The p~ar capita consumption
of pulses has been declining over the last 3 decades - from
61 grammes in 1951, to 45 grammes in 1979, down to 36 gramm=s

today. Under these conditions it is imperative that pulses
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production in 1988-89 and in the last year of the Seventh
Plan, and in the five yzars of the Eighth Plan bec in-
creased (instead of declining as =t present) to meet

the demand for 18 million tonnes. By the end of the
eighth plan, it may increase to 19 million tonnes. Pro-
duction since 1985-86 has not only been stagnant, but

is declining at -0.28 per cent for production and -0.50
for productivity,BO The reasons for this poor parformance
are now well known and documented - all centering around
the fact that the crop is grown almost entirely on rain-
fed areas and so the increase in the production of the
crop depends on the results of the efforts now under way
to improve dry farm technology. There should hs also some
investment in improving its inputs and developing more
short duration wvarieties. The target set for the eighth
Plan 14.50 million tonnes is modest and achievable and
this should be the cutcome of the Union sponsored National
Pulses Development programme with its location specific
oparation, subsidised and certified szeds and T use

a variety of fertilisers and plant protzction measures.

which should vield 400 kg per hectare this year.
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Oilseeds  The oil seeds scene is a complex one. It
comprises 7 major oil seeds - groundnut, rape and mustard,
seasamum, safflower, niger, soyabean and sunflowef, and
there are five others, 1lin, castor, rice bran, cotton and
coccnut, and other forest hased non conventional seeds. Cil
seeds policy is being frustrated by a number of factors,
First though it is the major crop after cereals covering
19.8 million hectares, which is 11 per cent of the gross
cropped area, in terms of inputs it receives less than 4
per cent of the total. Second it is grown to the extent of
84 per cent of production in non irrigeted, sub marginal
lands. Third till recently there has been no policy in
regard to oil seeds as seen in the fact that while the mini-
ster was declaring to the National Cilseeds and Vegetable Cils
Levelopment Boarc that oil seeds preduction in 1986-87 will
be 120 lakh tonnes (when actually 114 lakh tonnes w~s
produced) and 125 lakh tcnnes for the oil seeds year 1987-88,
the highest 18 lakh tonnes of edible oils was being imported.
There is something wrong with these statistics, because the
highest domestic oil seede producticn and higherst o0ils imports
cannot go together. '

£n inventory of the domestic production cf o0il seeds is
set forth in the table below.
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Table VIII (lakh tonnes)
Item 1985-86 1986-87 1987-88 1988-89
target
Groundnut 51.2 60.6 59.2 65.6
Groundnut {in shell) 55,47 70,85 75.8 80.0
Rape ce=d & mustard  26.61 26.35 27.5 29.2
Sesamum : 5.01 4.4 5.5 6.5
safflower 3.48 3.33 3.8 4.0
Niger 1.92 1.32 2.0 2.5
Soyabean 9.82 10.1 10.6 11.2
Sunflower 3.01 3.5 4.2 4,8
Lin 3.76 3.43 3.5 4.1
Castor 3.08 2.37 2.98 3.2
Coconut (million nuts) €.7 6.4 6.8 7.2

Source: Agriculturesl situaticn

Agricultural census

The problems faced by ©il seeds in regard to achieving
the 1988-89 target of 170 lakh tonnes, include the serious
ccnstraints on its production to which little attenticen has
been paid, the serious effect on the 0il seeds farmer of
the massive impcrts of edible oil, and the coexistence of
60 per cent unused capacity of the solvent industry's 41.7
million caracity, while edible oils instead of edible oil.
seeds are being imported, (44 per cent of rice bran proce-
ssing is unused because of the outdated rice mills and the
34 lakh tonnes of soya bean o0il capacity receives only an
annual 7-8 lakh tonnes)l. The extent to which the National
Cilseeds LCevelopment project with its outlay of 8.170 crores
being implemented in 17 o0il seeds preoducing states and the
0il Seeds Procduction Thrust Froject and the Cil Seeds

Technology Mission with its Rs.250 crores for the next 2
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years can help sclve some of these intractable problems and
overcome the antioil seeds import lobby remains to be seen.
The first task of the Technology Mission is to increase
irrigated oilseeds frcm the current 15 per cent of the land
under oil seeds to 23.¢ per cent, and con that basig, to
ensure that the requisite inputs are made available to the
0il seeds farmer. If that were done and the seven point
integrated oil seeds policy (excert for elimination of
edible o0il subsidy made available through the prblic
distributicn systems which is aimed at the poor and the
impractical proposal fcr establishing and maintaining a
band of prices, given the varied costs of the farmer in
different soil conditions) put into effect, and given the
good monsoon this year, the target of 170 lakh tonnes of
oilseeds this year and the 180 lakh tonnes next veear,

1889-90, can be attained.

Cotton The cotton scene at the end of the 1987-88
cotton seascn (ending August 1988) is a good occasion to .
review the 3 vyezr textiie policy as far as its provisions
regarcing the cotton farmers are concerned and attempt a
forecast of cotton production for the 1988-89 season. One
might begin with a comment on the three year textile policy
which has ended in June 1988 that its promise to help
produce 'cloth of acceptable quality at reascnable priceg’
was not kept. Implied in this was the government repeated
assurance to cotton farmers of stable and remunerative
prices which again has not been kept. Cotton prices which
had fallen by 24.9 per cent in 1984-85, fell by a further
13.8 per cent in 1985-86; primarily because CCI reported
nil stocks and nil carryover; and as government was pre-
occupied with the crisis of plenty, with 101.3 lakh bales
in 1984-85 followed by 107 lakh bales in 1985-86, with

CCI and Maharastra Federation undertaking massive price
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support operations; and the government announcing a 3 year
cottcen export policy (which could not be fully met in the
first year itself, 1986-87) all of which led in 1986-87 to
a rise in cotton prices by 83 to 138 per cent. In 1987-88
the scene changed again with good rains in August and Septem-
ber which led tc the cotton crop forecast by CCI of 99 lakh
bales and 105 lekh bales wzs by EICA, resulting in a fall in
prices. Again the November 1987 meeting of CAB which fore-
cast a 1987-88 cotton crop cf 95 lakh teonnes as a kind of
half way house between CCI'c estimate of 91 lakh bhales,
ICMF's of 97.5 lakh bales, EICA's 99 lakh bales, further
eased cotton prices (though international prices fell by

20 per cent more than Indian prices which in major part was
cancelled by the continuing deprecistion of the Rupee). In
January 1988 CLB revised downward its crop estimate for
1987-88 from 95 lakh beles to 85 lakh bales, leading to
cotton prices shooting up by 38 per cent. In Aprril,1©88§,
as cotton stocks with mills CCI and Maharashtra Federation
and extra factory consumpticn were found to be adeguate,
all adding upto 97.70 lakh bales, there was a fall in
cotton prices spurred by speculation and increased consum-
ption of manmade fibre, Finally in August it was found that
carryover stocks were low with 50,000 bales with CCI and
Maharashtra Federation, which meant that all carryover,
estimated at 20-28 lakh bales with the mills and the trade.
This together with the downward revisicn by CAB of cotton
crop estimates for 1687-88 from 95 lakh bales in November
1287 to 85 lakh bales in Februsry 1¢88 plus the low carry
over of 7.5 lakh bales resulted in a sharp rise in cottcn
prices; leading to ICMF demanding import of 10 lakh bales
of cotton, 20,000 tonnes of viscose staple fibre and a
further liberalisation of the advance (import) licensing
scheme. Actually prices declined because of the large usc

of manmade fibre, and stetes did not use the 1 lakh bales
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imported for them to make available yarn to the handlooms.
For 1988-89 all this points to an important lesson. With
the plentiful rains, though the Aucust meeting of CAP diAd
not arrive at any forecazst for the year (rather deliberately
one suspects) the 1988-89 season is likely to be a reversion
to a period of plenty with the cotton crop being around 120
lakh bales. This long and scmewhat dreary recital of the
cotton scenario over 1987-82 and prospects for 1988-89
(including what happened in the 1986-87 season) has some
important lessons. A first lesson is the wild fluctuation
of prices - which gave remunerative and profitable prices
neither to the grower nor to the consumer, but fed specu-
lation. Second there is a serious lack of machinery for
forecasting the crop so that the forecasts arrived at are

a compromise between the pessimistic forecasts of the mills
and the optimistic forecast by the trade. There is urgent
need for machinery to be established (using as the basis the-
expert committee recommendation on it) to arrive at a reason-
able forecast. Third the agricultural ministry must change
the absurd position of maintaining the Seventh Plan target
at 85 lakh bales when in the. first year of the Plan the crop
was 107 lakh bales. Fourth the mills must alsoc revise their
position of setting forth as their consumption and stock
more than what the country produces during the yvear plus
carryover., FPifth there is need to review the import policy
nct only to liberalise advance licensing to help the hand-
looms with the yarn they need, but alsc to promote the export
of extra long staple fibre, which is in serious excess of
domestic demand. Finally there is need for the government,
the mills, the trade and the farming community to vrepare
themselves to live during the coming season with a period of

plenty. v
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Jute Jute precduction for 1987-88 is reportéd bf the
government at 70 lakh balec agsinst the targeil of 86 lakh
bales. The short fall is attributed to the droucght which
resulted in the jute hectarage being reduced by 2,50,000
hectares, and the later floods. This does not take into
account the initiative taken by the government of west 2engal
in 1986-87 to reduce the hectarage under jute and mesta
cultivation to meet the problems caused by the jute mill
workers and jute mills. According to the Directorate
of Jute LCevelopment, the area under raw jute and mesta
declined by 7.71 lakh hectares in 1985-86 and by 5.32 lakh
hectares in 1986-87. Jute production in 1986-37 was 70 lakh
bales which with the cearry over of 46.8 lakh bales makes the
total availability 126.8 lakh bales. Similarly 1987-88
production is estimated at 70 lakh bales and with the cafry
over the availability will be 110 lakh bales. Two develcopment
in the jute area may be noted. First the special Jute
Agricultural Development Programme launched for 3 years from
1987-88 is timely as it is aimed at improving the quality of
fibre, increasing production through use c¢f quality seeds,
and providing plant protection and farmers training. The
target for the current year, 1988-89, is set at 92 lakh bales
which with the good weather, should be attained. The second
development is the cdecisicn of the commerce ministry to set ’
export targets for jute gocds as a means of giving an impetus
to the export of jute goods., This export drive will depend
for its success not only upon the incentives like CCS, but
primarily on the improved fibre quality of the jute exports.
It is from this point that the 2 initiatives referred to here -
the special jute development programme and the programme of
expert target for jute goods seem linked. As they succeed,
they would make a contribution tco the problem of price
faced ny the farmer and the use of capscity faced by the

mills.
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Sugarcazne  The sugarcane area raises three issues.
The first is the volume of producticn. Greown over 30 to 32
1akh hectares and against the Seventh Plan target of the
production of 2170 lakh tonnes, the 1987-88 output is esti-
mated by the governmcnt at 1800 lakh tonnes (1798 lakh tonnes
by the Reserve RBank) and the target for 1288-8%9 at 1950 lakh
tonnes, which given the good weather should be attained.
The programre to increase the guantum of production includes
the use of guality seeds, increased irrigation, fertilisers,
plant protecticn, better management of ratoons and training
and technology transfer. There is the usual wide and wide-
ning gap between the Unicn support price of R.17.5 per
guintal in 1927-88 anc the states 'advised prices' of R, 26
to 23 per guintal., Cnce more it is reiterated that, as in
the case of foodgrains, there should be either a single
support price for suger for the whole country, or the Union
should state guite simply that its price is not a support
or procurement price, but merely one element for fixing the
levy price of sugar. 1In any case the pricing system has not
rreventec the dues of mills to sugarcane growers rising
sharply from Rs.60 crores in 1987-88 (Februarv) to R-.400-500
crores in 1988-2% (May). Another development is the
decision cof the government tc set up 19 new sugar factories
in 1988-89 and permitting 57 existing factories to expand
thelr capacity te crush 1527 lakh tonnes of sugarcane a
vear. Two quections arise in this connection. The first
is about the location of these mills which will have to be
near the farm producing sugarcane; but already these kind
of sites have been fully occupied and exploited by existing
mills. The other is the more serious guestion as to
whether this very heavy water intensive crop should be grown
so extensively - in the 1987-88 seascn 729.24 lakh tonnes
were crushed by the mills. Should there not be some cut
in sugarcane consumpticn, so that the irrigation water so

~released becomes available for the higher pricrity crops
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of cereal, pulses and oil seeds, which are now “eing

imported.

Tobacco In 1987-88 tokacco wes cultivated over
4 lakh hecteres, producing 4CC million kg., which is 7.6
per cent of world production. Here ogain there is a dilemma.
Though the tobacce farms are only 3 per cent of the total
cropped area of the country, concentrated mainly in Anchra
Pracdesh, Karnataka -nd Vest Zengal, they employ over 1
million persons and contribute substantially to the national
exchequer., Given the deletcrious effect of the consumpticn
and use of tobacco, which in & sense is more sericus than
that of opium, and the identification of many of the killer
diseeses like cancer, cardiac ailments etc. with its use,
and its banning in many areas and many parts of the world,
the question arises whether the employment and inccmes
generated from it and the increase in governmental revenues
from the growing, procescing and sales and export of tobacco
are a sufficient justificetion for the growing cf this crop,
which causes such intense human suffering, including that

among the poor.

Plantaticn Crops

Tea Tea production in the country carries both

positive and negative elements. Cn the positive side, it
is noted that the 1987-88 drcucht had no effect on the ocut-
put of the crop because of flocds in the MNorth and the
nesded rains in the South. Tea outnut in 1987-88 has set a
new record of 673 million kg., surpassing the previous

1985 peak of 659 million kg., a record in which both the
tea gardens in the MNorth at 527.4 million tonnes and those
in the South at 145.9 millicn tonnes shared. With inter-

naticnal prices ruling high, the oxport cf 210 million kg.
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earned Rs.601 crores. FoOr 1988-29, as a result of the many
incentives granted in the budget, such as full export duty
rebate to tea when exported from gardensg oOr warehoﬁse
complete exempticn from export duty to green tea, reduction
in fertiliser prices and excise on pesticides, the reduction
from 25 to 15 per cent of the excise on aluminium foil, tea
production #&s expected to set a new record of 700 million
tonnes. And on this pcsitive side to be ncted is the Re, 10
crores naticnal corpus for research on tea which haes been
set up with equal contributicns from the industry and NADARD
to help the country maintain its preemrinent position in the
tea field. And this is whcre the negative elements must be
referred to. Vith domestic consumption ranging hetween 460-
470 million kgs, export markets have to be found for the
balance of 23C to 240 million kgs. 2&nd this is nct easy,
with world tea supply {(from Sri Lanka, Kenya, Bangladeshh
etc.) rising and with having also to deal with the after
effects of the various restrictions on tea exports that
prevailed till two years ago such as the ceiling on the
volume of exports, the ban on CIC teas etc., The only way
in which export markets cen be expanded a8s if the tea
quality is high (ané this is the task of the tea research . .
fund) and the price is competitive. These considerations
apply also to the target for the year 2000 of 1.1 billion kg.
when, not only are the domestic and export markets for this
near doubling of output difficult to find, but the target
sets a rate of increase of procduction between now and 2000
which is double that of the present and past rate, 1.6 per
cent per annum having tc become 3.2 per cent, and the

adeguate land for additicnal tea garden, are simply not
available. 54,000 hecteres of new potential tea estates

have been identified, which will result in annual grovtﬁ

of 2.8 per cent. Anocther problem that has cropped up in

the last 2 years and being tackled in 1988-8% is the sharp
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£fall in South Indian tea exports from 62 million kg. in 1985
to 37 million kg. in 1987. To stop this slide, the system
of monetary incen ives for incremental exports are offered
by the government and are to be administered by the Tea
Bcard for the last 9 months of 1988-89. The problem with
the scheme is the usual chicken and egg relation - the tea
exporter will not know beforehand if he will get the incen-
tive, as the increase in exports depends on the importing
country. This will be a disincentive to enlarging exports.
There are other problems of the scheme relating to merchant
exporters and the'place of value added items. It is only in
1989-90 that the effect of the scheme can be known.

Coffee In 1988-89 ccoffee production 1is expected to
reccrd, 2 lakh tonnes. Herc again with domestic consumption
at 60,000 tonnes, the resicdue of 1.4 lakh tonnes have to
find export markets. In fact the weakness of the coffee
industry is its heavy reliance on expert markets which are
not available. Actually coffee exports declined by 10 per
cent in April - December 1987, which ﬁakes the plan to
increase coffec output to 3 lakh tonnes, a difficult one to
implement. India‘'s gquota as fixed by the International
Coffee Crganisation is a small 45782 tonnes for 1987-88,
which leaves neérly a lakh tonnes to be sold to non guota
countries, of which USSR is the lead importer., LExports to
non gucta countries are subject to India giving them heavy
discounts, which are objected to by the guota countries,
who do not get these discounts. Altogether the Industry
faces in 1988-89 a host of problems - of surplus stock,
small ICO fixed export quota, diminising domestic consump-
tion and expoft and purchase tax amounting to Rs.132 crores.
One immediate way forward, which is within the action
possibility of the producers, consumers and governnent of

. the country, is to expand domestic consumption. This should
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be done, even though that will be shifting the burden to tca
producers to some extent. Meanwhile the abolition of the
export cuty on coffee and the review of its minimum price

by government should help., The coffee committee that has
been set up by the government hes urgent tasks to perform -
to determine the level of preducticn to be achieved in the
long term and medium term by types and varieties of coffee
and means of achieving them, tc examine the causes for the
stagnation of domestic demand and means of overcoming it,

and to establish a plan to widen the export base of coffee.

Rubber Rubter procduction which has been growing at
6~7 pcr cent a year during the last 4 years, and 1987—88 was
a record 2,35,000 tconnes, is expected this vear to re=ch
the target of 2,55,000 tonnes. With consumption projected
at 3,05,000 tonnes, rubber, unlike coffee and tea, will have
no surplus supply secking a market. The problems faced by
the commodity are three fold., First the pace of increasing
rubber production by bringing new areas like Goa, Andaman
etc. at the rate of 4000 hectares a yesar during the Seventh
Plan is too slow to mect the large and growing demand for
rubber. This means the import of rubber is a long term
factor that must be reckoned with. Second and relatscd in
the short term is the set of problems arising from the
annual import of rubber of around 50,000 tonnes. These
include the period of importing, its release in the domestic
narket, the price and the impact of the prices on both the
grovier and user. The international price of rubber is also

on the rise, because of the 'aids' scare.

Cardamom The 1988-89 production of cardamcm is
expected to be 4500 tonnes. & recent spices Doard survey
places domestic consumption at 2800 tonnes, which means

that 1700 will have to find export markets, acainst 270
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tonnes exported in 1987-88. The problems faced by cardamom
exports and exporters asre the contraction of the West Asian
market, which was due tc a) the shift in the buying pattern
in Wweest Asia frcm one of advence stocking to frequent buying
based on need and demand as a result of the prolonged
reccession in the regicn, b) the change in the economic
preference of %West Asizn consumers for low priced, inferior
guality cardamcm supplied by Guatemala at a low $2 a kg.
and c) the serious decline in domestic products, and hence
the inadequate availability of export grade cardamom. So
the new strategy introduced this year by the Spices Board
to regain the markets lost in West Asia by providing carca-
mom growers/exporters 20 per cent CCSE support and by grant
cf airfreight and chiping subsidizs should lead tc the
export of 1500-1700 tonnes in 1988-89,

Allied Activities

Forestry There is little progress to the report in
1988-89 over the report on forcstry in last year's mid year
review?1 The wide discrepancy on how much of the land
surface of the country is under forsst as betweén the data
rceleased by the National Rcmote Sensing Agency (that it is
14,1 per cent of thc land surface which is 46.15 million
hectarcs) and the data sct forth by the Department of
Ferestry (that it is 19.52 per cent which amounts to 64,20
million hectares) wrs reconciled at a joint exercise by the
two bodies. The rceconciliation is that the forestry total
of 64.20 million hectares being under forest is accepted,
because while the amount of "closed forests", that is
forests with 40 per cent crown cover is maintained at
35.77 million hecaares, the open forests -~ those with 10
to 40 per cent crown cover - are increesed to 27.66 million

hectares. Thig means that it is now agreed by all sources
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that India's real forestry - the closed forest - is -
only 11 per cent of its geographical surface, But how much -
of this 11 per cent has a crown cover nearcr to 100 per cent
ie not known, nor is the extent of the open forests of the
palance of 8.5 per cent nearer 40 per cent known. Under
these ccnditicns sl preojects for felling of trees in

forests - whether for fire wood, or for packing, construction

and plywood, paper and raycn plants,- which are taking place
in the forests of the Himalaysn ancd the VWestern Ghats and
the North East siates - must be stopped and/or controllec.
These which are beyond sustainable levels, to be decided by
a group of experts advising the government, should be
stopped, along with the state governments stopping the
defoliation of their fecrests. There 1s elso necd to restru-
cture the social forestry programme, which suffers large
losses through higher rates of desth than of the saplings
planted, which benefits lerce farms and farmers mainly, and
which has been a fertile ground for corrupticn. If the
social forestry programme is taken out of the forestry
department wﬁich is responsible for these defects, and placed
under the supervision of the department of rurel cdevclopment
directly, with village communities who should decicde what
spices are to be planted and who should be its main bene-
ficiaries, the programme could be a means of prctecting our
fast depleting forestry resources.

Fisheries Fish production, both marine and inland

was 30.35 lakh tonnes in 1987-82 and is estimated at 32 lakhs
tonnes for the current year. The three problems on the
fisheries ficld are highlighted by the Planning Commission's
mid term appraisal as a) the need to increasge fine secd
production in thce inland states particuiarly Bihar, UP, ©'?
and Assam: b) the development of inland brackish water

acqua culture; and c) the very slow rate of increase in the
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number of deep sea fishing vessels in the marine states,
notably West Bengal, Crissa, Gujarat, Tamilnadu and Maha-
rashtra. In the case of the first problem, the target at
45 h tcherice is low (in two vears 30 hatchcries have bcoen
sect up) and may be at the root of the problem. The second
proklem derives from the fact that the Fish Farmers Cevelcop-
ment Agencies which are the instrument for the development
of inland brackish water acqua development need more inputs,
particularly scientific training in inland fish culture.

In regard to the third problem area, there seems to-be no
relation betwvieen the Seventh Plan target of 500 deep sea
fishing vessals and the actuals at 120 in the third year of
the Plan. Cf course, this may also be due to the tradition
that has developed of fixing targets without any real base,
or relaticon to the finances available. Cn marine exports,
the situation is more hopeful, as 60 per cent of the Plan
target of R.700 crores has been attained in ite first two

vears.

Animal Husbandry --7 DPairyv The government reports, with

some euphoria, that the gross value of the output from
livestock is Rs.16500 crores, inveolving 192.5 million cattle,
and 207.7 million poultry birds. These prcducc meat,

40 million tcnnes of milk, 1700 million eggs, 9C willion
birds, 44 million kgs. ¢f wool, and cn top livestcck breeding
benefits 59,000 persons. It also reports on Operation Flood
ITI: which has an outlay of Rs.681 crores in 1985-86 in 169
milk sheds with 51,550 village lcvel Dairy Cooperatives, in
which 53.6 lakh farm=rs are enrolled; 30,000 societies are
covered in the animal health programme; 9000 villages
provided with artificial inscmination services; and 52,000
tonnes of cattle fecd produced by cattle feed plants and
marketed to farmer numbers through 25614 village societies,

In view of the fact that Cperation Flood III is, with the
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aid from EEC and the World Rank expending every year; the
NDLB being its focal peint, and the decisicn of the govern-
ment to launch in 1988-89 a technology missicn in Dairying
it is important that there is a further cbjective assessmont
of Operation Flood III, its methods and techniques and out. .
reach by a group of experts - economists and animal husbandry
specialists, to answer the question that have been raised,
including these raised by the Planning Commission's Mid Term
Appraisal.’ The unanswered quecstions ares What has been the
effect and use of the donated dairy food - mainly skimmed
milk and butter oil - in our climate and culture ? Should
cross breeding with European cows be limited locationally
where it can succeed ? What has becen the effect on agri-
culture generally of the heavy use of green fodder and
compound cattle feed, and on cattle development ¢f the export
of ccempound fee=d ? Hasg there beon an incremcntal increase
in milk aveilability to the rural areas where the mass of
the people live, and particularly for those most in necd of
it - infants and pregnant and lactating mothers ? Is a more
decentralized system using local potential and facilities
fully, preferable to the National Milk grid 2 Why has the
operation flood programme not progrecssed well in the eastern
states ¥ Should the capital structure of the programme

e rationalised and should there be applicaticn of the
princip’e of efficiency pricing in milk processing ? Is
there some way in which the dairy development programme

can be effactively and directly linked to our major socio-
economic priority of poverty alleviation ? In this connec-
tion the mid term appraisal suggestion of coordinating

IRCP, RLEGP with Operation flood may be examined.

Irrigation Irrigetion is an area where the target
as well as achievements needs to be studied on a long term

basis, rather than an annual basis. The Seventh Plan



61

started with a potentizl of 30 million hectares under major
and medium irrigation and 37.5 million hectares under minor
irrigation. In the first three yerrs of the Seventh Plon major
and medium irrigation potential ras increased by 1.75 million
hectares and the potential under minor irrigation by 4.92
million hectares. For 1988-82 the target of potential for
major and medium works are 0,7 million hectares and for
minor 1.7 million hectares. There are several disturbing
elements in this important area of agricultural infra-
structure,'some of which comments have been made earlier.
First the »acklog of works in major and medium irrigation
is both large and increasing every year, standing at 184
rrojects which were started nearly 2 decadcs ago. Second
as the Mid term Appraisal points out the record of the major
and medium projects in the first 3 years is both small and
declining over time. Third@ the gap between potentisl
created and utilisation is large in the case of major and
medium works in these 3 years, is over 1 million hectares
which at the rate of Rs.27,000 per hectare means Rs,2,700
crores are being wasted. The directicons for the future

are clear, First both major and minor irrigation are
needed as empiricsl studies have clearly indicated tha«=
inveetment in canals and tanks are a precondition for good
performance of well irrigation.32 Second and relatedly
irrigation needs to be expanded and extended as there is no
substitute for it to provide agricultural stability and
protect farm incomes, employment and output. This was
particularly evident in the 1987-88 drought year, when
irrigated foodgrain output declined by 6 per cent as
‘against the 22 per cent decline in rainfed foodgrains
output. Third it is important and urgeht that the Command
Arca Development Programme, which covers 1.96 million
hectares on field channels construction, 0.29 million

hectares on land based levelling and 2.04 million hectares
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on Warabande, be speeded up ‘and more funcde invested in them
as a means not only of improving and increasing the utili-
sation of the major and medium irrigation works, but also as
a means of countering the danger of waterlogging and soil
salinity assbciated with canal irrigation as in Punjab.

Here the faulty planning and implementaticn of major irri-
gation works, particularly the absence of drainage net works
and canal linings leads to excessive seepage and a rise in
the groundwater level. Finally there is need for NABARD

to take a more active and aggressive stand on lending through
the various agricultural credit institutions in the stetes

in promoting minor irrigetion works. Again studies show

that irrigated crop yield are higher for tube wells and
lowest on tank irrigation, with canal irrigation standing
midway between them. The mid term appraisal makes a case

for monitoring investments in mincr irrigation which are from
multiple sources, banks, REC, IRDP, LDB who have together
disbursed Rs.647 crores in 1985-86 and Rs.730 crcres in 1986-87.
This amount is inadequate given the vast potential that exist
for increased use of ground water} One disfurbing indicator
of the lag in this area is that of the 2.40 million pumpsets
to be energised in the Seventh Plan, a little over a million
have been energised in the first 3 years. Looking at the
irrigation data, one is forced to conclude that while there
is need to push ahead and expand minor irrigation, in the
case of major and medium irrigation, what is needed to
improve and expaﬁd the usce of the potential that has been
created rather than engaging or in initiating more major
WOrks. «

Zn important development in the £ield of irrigation and
water management was the adoption of the National Water
Policy on September 9, 1987, which recognises once more

water as a national resource to be planned and used on the
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basis of it being a hydrological unit (drainage basin). The
policy alsc states that water should be made available to
water short areas by transfer from éurplus arees, and in .
water allocation first pricrity should be given to drinking
water, with irrigation, hydro power, industrial and other
use following. ' Water resources planning should be based

on integrated and multidisciplinary approach, with close
integration of water use and land use policies., It also
states that farmer should be progressively involved in the
managemcnt of irrigation systems. There should be a master
rlan for flood control and the nesds of drought prune'areas
should be given priority in wcter project. The policy is

2 sound statement of principles. It is too early to judge
its effect on water management in the country. In the 12
months that has passed since the formulation of the policy,
there has been no impact on the serious water disputes and
issues such as that on Yamuna, Narmada, Cauvery, Telegu
Ganga estc., It is now necessary and appropriate to turn our

attention to the manufacturing subsector.

Manufacturing

What is the state of the manufacturing sub sector as
part of the industriel sector and what are its prospects
for the current yvear ? The analysis of the manufacturing
sub sector could‘begin with looking at the Industrial growth
rate index under the old (1970-71 base) and the new series
(1980-81 base).
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Year Mining Manufacturing Electricity Cverall

cld New 0ld New cld New Cld New
Series Series Series Series Series Series Series Series

1985-86 4.7 4,2 6.1 9.7 3.5 8.5 NL 8.7

1286-87 NA 6.2 NA 9.3 NA 10.3 NA 2.1

1987-88 NA 3.5 N2& 8.6 NA 7.6 NA 7.7

1988-89 NA 2.1 N2 9.8 NA 8.1 NA 8.6

(Projected)

April %

May - NA €.0 NA 13.0 NA 10.4 NA 12
Source: CsC

The table above shows that industrial growth (new series),
excert for 1987-88, is well above the Seventh Plan target of
8 per cent and the manufacturing sector doing well. However
the table also shows that industrial growth slowecd down in
1987-88. The rise in the 1986-87 index is due to very good
performance of electricity. In case of manufscturing, there
has been a stcady decline over the 3 years. The data for the
two monthe, April & May 1988-8¢ show a very high growth rate
of 12 per cecnt overall on the basis of CSC's quick index and
13 per cent for manufacturing. Apart frcom its provisional
character, it is too short a period to be able to judge the
1988-29 trend. The first 4 months of 1987-88 recorded 14.4
per cent growth in manufacturing but for the year it was
8.6 per cent. The revised series of the industrial growth
rate has been examined, and the various factors comprising
it were analysed in last year's mid year review, S Two
further pieces of informaticn are made available by CSO
on the revised index., One is the inclusion in the revised
index of 18 items out of 49 products from the small scale

sector, with no weights and based on questionable data,
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seen in the attribution of a high growth rate of 15.8 per
cent for them in 1985-86 in constant prices. The other
element which has come to light is that manufacturing
production has been increzsing, because of the lerge and
increesing use of imported raw materials and components,
While the rate of growth of manufacturing production is
increasing, the rete of growth of manufacturing value zdded
is much lower. The Annual Report of the Reserve Pank for
1987-88 points out that the slowing of industrial growth

for that year from 9.1 per cent in the previous to 7.7 per
cent is only partially due to the drought, which will have
its effect on the 1988-89 and 1989-90 performsnces. In this
connection, it is regrettable that minister of industry was
led by his brief to mislead parliament in the statement on
August 8 in stating that the 1987-88 index showed an indus-
triel growth of over 8 per cent.34 In 1987-88 the drought
impact on industrisl growth wes softened by the good perfor-
mance of electricity (2nd coal), the large supplies made
avoilable by imports and foreign loans as referred to earlier,
ond the smeller share of agro based industries in the overall,
industrial product mix., This is seen in the querterly index
for the 3 years presehted by €80 and reproduced by the Annual
report of the Reserve Bonk for 1987-8835 »s set forth in the
table below.

Table X
Quarter Mining & Manufecturing Electricity Cverall Yecr
Guarrying
86-87 87-88 86-87 87-88 86-87 87-88 86-87 87-88
April-June 6.6 5.7 5.3 13.2 10.4 8.5 6.1 11.6
July-Sep, 8.1 8.0 12.2 9.2 10.0 8.5 11.0
Oct-~Dec T 35 5.7 7.3 11.4 4.5 6.7 6.5
Jan=-March 3.6 0.8 17.7 2.9 10.5 T3 14,7 3.1

S

ource: CSO & RBI Annual Report
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The quarterly growth rate trends in the above table
show clearly that no overall statements about acceleration
in industrial or menufacturing growth c#n be made as is dcne
by the Minister in Parliament, or the mid-term appraisal.
Rather the table shows that in the last two guarters of
1987-88 there was a slackening, and a rather sharp cne for
the last quarter Januory-March 1987-88 both overall and in
each of the constituent sectors.

The policy of 'liberalisation' in the manufacturing
field wes continued in 1987-88 and into 1988-8% a major pack-

age being announced on June 1988 comprisings

- No licensing needed for projects with investment upto
Rs.15 crores in non backward and R,50 crores in backward
areas

- in addition to the above kind of incentive tc develop
backward areas, Rs.2500 - ks.3000 crores are to be invested
in setting up during the coming five years 100 growth

centres in backward areas to develop their infrastructures

- Tax reliefs under sections 80HH and 80 Tand the
restored investment allowance, referred to earlier, to be

available to units in growth centres.

- Industrics reguiring licensing to be reduced from
56 to 27 by merging schedules IV and V of the Industries
(Development and Regulation) Act

- The No licensing reguirement for projects with
foreign exchenge need reised from 15 to 30 per cent of
production '

- Dominant undertakings (on the basis of 25 per cent
or more of the market share) freed from the licensing
restrictions applicable to companies coming under the NMRTP
Act. This delicenses 69 MRTP companies.



67

- The liberalised policy for distribution of imported
bulk drugs and intermcdiates for drug firms with manufacturing
facilities a@s well as for small scele firms registered with
LGTD

The above package is in addition to:

- No license required for 30 broad categories of
industries including 82 bulk drugs and computer software and

wire rods - (Deccmber 1987 announcemcnt)

- No licensing needed for MRTP and FERI companies
operating in 20 industries, later extended to 27 industries
in Appendix I and 24 industries not in that Appendix (March
1986 & October 1987 announcement)

- Automatic reindorsement of capacity upto highest
level produced, with previous limitation of 80 per cent of

licensed cepacity abolished (&pril 1989 announcement)

- No licensing neceded for meeting one time export
order (April 1988 announcement)

- For technological upgradation purposes, the liberalised
import of capital annocunced in 1987-88 extended to import
of capital goods even when prcduced in the country (1988-89
budget)

In fact the orders and notifications on this ‘'liberali-
sation' process are flowing in so fast that it is @ifficult
to keep track of them and the above inventory should be
locked at from that point of view. There is no dcubt that
this simplification of control procedures and delicensing
of some industrial areas have contributed to the good growth
performence both of the industrial sector and the manufacturing
subsector. This positivve effect of the 'liberalisation'
policy is the result of what the Mid@ Term Appraisal calls

'the process of structured change' involving selective
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application of delicensing and broadbanding, replaccement of
physical controls by fiscal ones in some @ses,and integ-
ration with plan priorities - all linked to sactoral invecst-
ment planning. Theore is a cert@2in amount of hyperbole in
this delineation of the process of structured change, but its
essential point is captured in the Annual Raeport of tre
'Reserve Dank's cescriptien of the process giving a "gencral
flexibility" in trade and industrial policies. All this is
far from the view expressed in the 1988-89 budget presen-—
tation or the Econcmic Survey 1986-87 that the industrial
growth of 8.7 per cent in 1985-86 and 9.1 per cent in 198€-87
is due to the delicensing, liberalisation policy adopted over
the past 3 years. There is some effect on the growth rate

of the index change &@s noted earlier in regard to the inclu-
sion of some smell scale units, some effect of the heavy
imports of machinery, componcnts, and raw mate;ials which
hav2 been uscd in some industries like electronics, - computer,
automobile to put them together and so increase production,
but which have weak downstream and developmental effects,

and some effect of the skewed domestic market which has

moved the terms of trade in favour of industry and ccrtain
types gocds and capacity creetion, as in the case of =2uto-
mobiles and consumer durablcs.

Industrial growth disaggregated at the 2 digit level
shows that 5 industrial groups covering 40 per cent of all
industry experienced growth rates above 8 per cent in
1987-88, points out the Mid Term Appraisal document, and
specifically names c¢hemicsle, basic metals, metal products
and electric machinery and appliances as belonging to this
group.36 At the 2 digit level this group h&s performed
well. But detailed analysis at 3 and 4 digit level of
these industries for th: first half of 1987 shows that37

a) the major part of the industrial sector amcounting to
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over 60 per cent of all industry grew by less than 10 per
cent or recorded declines:; b) 10 induétrial sub groups with
weight of 2.73 per cent recorded éiowth retes ranging from
100 per cent to 3365 per cent accounting for 41.6 per cent
of the 11.6 per cent of thc industrial growth in April-June
1988 recorded in table X; ¢) in electric machinery two
thirds of the enterprises recordcd negetive growth (some of
which also suffer from feulty data presecntation) and

d) ir chemicals there arec items like the fermentation
industries with a weight of 0.02 per cent which grew by 518
per cent in the first quarter and 257 per cent in the second
quarter. The sub groups which &id record a growth rate
above 8 per cent in this period are fertilisers, pesticides,

basic metals, and food products.

Reference was made to the rapid creation of capacity
in some areas under the policy of 'liberalisation'. This
has led to the problem of unused capacity and is one of the
major causes for industrial sickness, which afflicts 689
large and 12,8682 smell scele industries. Another source
of capital under utilisation is the alleged inadequacy of
the demand for the product. In some cases, the problem has
been engineereqd, as in allowing import of capital
goods even when these goods are domestically produced,
This alsc true of ocur power generating industries like
BHEL and a few other consumer durables, Here what is necded
first.is 7 policy ch-nge to usc domurtic copnhcity ~nd second
restrain capacity creation in some areas which are not

meeting the needs of the mass of its people.

Finally some comments are needed on technological
upgradation for which foreign colleboration agreecments
have been approved and entered into. In this regard, the

Reserve Bank Survey and Economic Survey figures are

to
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revealing. In the seventies the number of foreign colla-
boration averaged an annual 250, in the early eighties they
doubled to cover 500, and stand at 957 in 1986 .and 253 in
1987.38 A study of the increasing number of foreign colla-
boration shows that a) a large number of them are repetitive,
involving increased foreign exchange outge, and could have
been aVeoided if there was & monitoring of the agreements =nd
if the receiving company is required to make available the
technology to any other who needs it on payment: (some
foreign agencies refuse to accept this diffusion provision,
and the question of excluding them from entering into an
agreement should be scricusly examined) : b) some of the
agreements are in non essential consumer gocds areas like
lipstick, toothpaste, iceecrecams which should have been denied:
c) the REI study shows that one of the main reasons for
collaboration approvals is that they will result in increased
export, which they have not. They have, as in the case of

a number of Japanese agreements raised royalties and extended
them over a period. Cne of the disturbing related recent
developments in the area is that foreign firms are now
allowed nct only to subscribe to 40 per cent equity of a
company to be established in the country(under FERZ rules)
but also to raise the other 60 per cent equity from the

stock exchange, which will revert to the position when
management and company control were completely in their
(foreign) hands: similarly the tight calender for indigeni-
sation has been relaxed (it was not always respected) to
allow for 30 per cent of the product to be permanently
imported, which is & sericus disincentive to our demestic

R & L. There is need for an overcll rcecview of the policies,
techniques and machinery for technology import aimed at
technological upgradation which should be based on the
priorities for vhich foreign technology i1s to bz imported,
and the kind and terms of the technology called for. At
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present there is some confusicn with a simultaneous increase
in the foreign exchange payments along side of mounting
expenditures on imports of raw materiales, machincry and
spares, tc the point that there is a guestion s to

whether technology is being imported, or whether under its
guise raw materials, machinery and stores are being imported.
With the serious high trade deficit recorded in the firest
quarter of the current year in addition to the growth of
domestic industry, this review of foreign collaborations

and technology transfers tekes an added urgency.

Public Sector

The public sector enterprises have been the subject of

4 important reviews and reporte.

The Eurcau of Public Enterpriscs revicwing the per-
formance of 191 out of 244 opersting units in 1987-88 reports
that the coal sector losses at Rs.307.04 crores were the
highest, followed by textile units, Rs.177.38 crores, chemical
fertilisers and pharmaccuticsls, Rs,166.95 crores end consumer
goods, Rs.129.B7crores. The resson given for this poor
performance are unconvincing and are -the usual routine ones -
the interim rélief burcen, payment ¢f dearness allowance
arrears, rising invut costs and powcr kottlenscks. On
interim relicf the extra expenditure from 1 January 1688
to 31 March 1988 was Rs, 750 crorcs: cn increased cost of
inputs, there wes a doubling of costs. There are 37 sick
units and a net loss of R.401.10 crores from the 191 units
t=2ken over by the government, against P.271.50 crores in the
previocus year., All tie units in steel, coal and lignite,
gold, lead, ircn, crude, fertiliser, cement #nd power
gencration record a bettcr physical performance than in the
previous year. Precduction ceclines are registcred in
aluminium, =zinc and copper. The 191 units earncd a net
profit of Rs,1748.83 cfores which was a decline of Rs.83.06 crores
from thet of the previous year, 96 centerprises earncd a nct

2
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profit of Rs.3480.67 crores (higher by R.21.38 crorcs over
the previous yecr.) As usuel the petroleum scctor wis the
major prcfit cerner at R.2074.57 crores. This rather
dismal report calls for somz bold decisions by the gocvern-
ment and parliament, and thet is to shed some 100 enter-
priscs which are perenﬁiallyloss making and tekenover from
the private sector or which are nct within the embit of the
Industrial Policy Resoluticn and thc Industry (LDevelopment
and Contrel) Act). I have in anothrr publicetion name

thesc 100 units, which cen be scld or liquidatcd.Bg

The second report igs that of the parliamentary group
cn cost effectiveness which suggerts an immediately fcasible
alternative to the above in freczing the sociel rcsponsibility
of the public sector enterprisce for & fow yeeres, by giving
these tiosks a lower pricority and in any case for them to be
funded by the budget, in having 2 moratCrium on strikes and
lockouts for a few years, in giving effect to the scheme cf
workers participaticn in menagement, and in developing a
propcer belance betwcen autoncomy and accountability., 21l
these have bcen repeatedly recommended and even this mild
Cose of improvemant is not being acted upon. Cne me~ns
of cost effectiveness not dealt with by the committee is
the need to break the technological dependence of capital
geeds end besic industry scctors likce BHL, IIEC ctc. on
transnaticnal corporetions and for them to develop
self-reliance.

The third report is that of 32nd report of the Parlia-
mentary committee on public anterrriscs which stetes theot
the enterprises need operational autoncmy, that the deily
interfercnce in their managersnt by bureaucrate and
ministries must stop, that the number of reports recuircd

of them needsg to be reduccd sharply, and that government
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nominees on their boards shcould not have veto powers. These
again arc a well knewn set of recommendaticns, which have
becn made by the Arjun Sengupta committee, of which some
like the holding company and Memorandum of Understanding
have becn tried. They aim at alleviating some of the worst
problems f-~~d by the units, not at solving them. Even so
those, like the Memcorandum of Understanding, have not

produced the results expected of them.

The fourth report s the Annual report cf the ministry
of programme implementation for 1987—8840 cn 14 mega
projects each with investment over R:,1000 crores totalling
Rs. 27,6992 crores, 110 major projects each with investment
above Bs.100Q0 crores totalling R.38650 crores, and 187
medium projects each with investment about Rs. 20 crores
totalling Rs.9351 crores. It stetes that due to time anc
cost over runs, wherein time overruns are even more critical
because of the disruption caused to inter sectoral balances,
the cost of delay in implementing the pubklic sector project
is an enourmcus Rs.14,5%50 crores., It points out that the
foremost delaying factor is the rapid turnover of the top
management, the delay in f£illing vacant management posts,

he supply equipmrent, indigenous or imported. TIts major
conclusion is that the prior guestion before the country
on the public sector enterprises is not the non-guestjon
of whether there should be a public sector, but how much
public sector can be successfully managed with our
recsources - finarcial, material and human. The answer
to that questioh also is in my publicalion referred® to

earlier.

One general guesticn is raised from a study of these
reports is how far the public ‘sector enterprises have

promoted balanced regional development, including
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countering the backwardness cf backward areas. The AST data
shows that increasingly public sector capital novement are
towards industrially advanced staetes like Maharashtra, Vecst
Bengal, Tamilnadu and Gujarat who together account for 55,
per cent of the capital investment, €1.4 per cent of pubklic
sector employment and 69.3 per cent of the net value added.
This means that locational decisions are not made on the
basis of industrial policy legislation or declarations of
regional balance and eguity, but on the basis of the exis-~
tence of natural resources or developed infrastructure, which

is what also guides the private sector.

Private sector

The reports of the private sector firms for 1986-87
of ICICI, RBI and CrIE and for the previous year 1985-86
of Commerce refer to whet the REI calls the subdued perfor-
rnance of the sector and ICICI terms decline in profits after
tax. The RBI survey41 covering 531 companies for the year
1986-87 reports that the growvth rates in value of production
and sales were lower at 8.1 and 9.0 per cent compared to
double that at 16.3 per cent and 15.2 per cent in 1985-86
their net value added increased at a lower 7.1 per cent
compared to the previous yezr's 16.1 per cent, the number
of commanies declaring losses increased from 132 in 1985-86
to 163 and the growth rates in gross profits declined
sharply from 20.7 per cent in 1985-86 to 3.6‘per cent in
1986-87. The ICICI reportq'2 is equally sombre, ccvering
417 companies assisted by it (which is 50 Per cent of all
private sector companies), and states that the 1986-27
value of production was 7.6 prer cent compared to 15.9
per cent and 18 per cent in the 2 previous years. The
decline in profits after tax from 15.6 per cent in 1985-86
to 11.3 per cent in 1986-27 (with a further fall anti-

cipated in 1987-88); while their imports of raw materials
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and spares increzsed from 17.% per cent of the value of
production to 21.6 per cent between the two years, which
involved a 14.2 per cent incresse in foreign exch.-nge
expenditure, there was a poor export performance in which
cnly 133 comyanies were involved, receiving incentives of
increase of 10.1 per cent, with export increase of only 3
rer cent, 1In the export area, smaller companies Jdid better
those with gross fixed assets of Rs.5 crores and below
achieved a ratio of exports to sales of 21.4 per cent, while
companies with gross fixed assets over R.50 crores, had a
rate of 4.4 per cent. The CIIE survey43 cf 719 large
companies with sales of over Rs.5 crores also show a declining
performance in 1986-87 of 6 per cont compared to 7 per cent
in 1985-86; net profits aftrr tax declind to - 2.5 per cent
against the previous year's - 4.S per cent; gross fixed assets
increasing at a lower rate of R:.3572 crores compared to

Re. 4880 crores and gross profits after tax declining to - 9
per cent ccmpared to the previous yea2r's + 24 per cent. The
study of 520 private sec’or companies by Commerce44 shows a
much better performance in 1985-86 - of 13 per cent rise in
sales, 17.4 per cent increase in fixed assets and 25.7 per
cent increase in profits. But even this report staotes that
the tempo of growth of production of the companies are
stagnemt at 8.5 per cent in 1984-85 and 8.1 per cent in
1985-86 and that the improved profits were due to inflation.
Three features of thcse reports are puzzling: the growth
rates of the ICICI assisted ccmpanies production and CMIE
reported companies for 1986-87 do not come any where near
the 9.1 per cent for that year recordec¢ by Industrial
production index in Table X. The R2I, Commerce and CMIE
record are a little less at veriance with the index.

Second there seems to be no relation betwcen the parameters
for private sector finance in the Seventh Plan document

and the actuals. In the Seventh Plan, private sector



76

financing was to be 53.1 per cent from their cwn resources,
28.1 per cent in borrowing from the household sector thrcough
the capital market, 15.2 per cent through term lending
institutions and 3.2 per cent from international loans. RBI
reports thet the actuals were: from internal sources 40.6
per cent in 1980-81, 30.6 per cent in 1981-82, 32.31 in
1982-83, 42,9 in 1%83-84, 45,1 per cent in 1984-£5, 36,2

per cent in 1985-86 and 32.76 in 1986-27, while external
financing was 59.4 per cent, 69.4 per cent, 63.7 per cent,
57.1 per cent, 54.9 per cent, 83.8 per cent, 67.3 per cent
for these years., The third issue is that over the 4 years
1982-83 to 1986-87 their draft of financial resources through
long term borrowing, debentures, bank lcans, unsecured loans
and deposits doukled from Rs.7100 crores to Rs.14,200 crores,
while the rise in the value of their production during this
reriod was only 60 per cent. The above major reliance on
borrowing is secn in the sharp rise of their debit eguity
ratio from 0.63 per cent in 1982-83 to 0.94 in 1986-87.

Locoking at the performance record of the public sector
companies and that of the private sector companies through
these various report, the feeling of industrial robustness

and resilience generated by the Industrial indices are some-
what shaken,

1987-88 was also the year when the government introduced
in parliament the Companies Act (Amendment) Rill 1987. The
1ill faced a storm of protest from industrialists and company
recretaries for its viclations of the Companies Act relating
to the issue of prospectus, which is practically not issued,
financial disclosures (which is net the practice), inter-
corporate invertments (which increased family companies and
managérial remuneration, which is several times higher than

the permitted Rs.3000 per annum). The Bill has also many
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positive provisions in bringing some discipline in private
companies, in providing for compulsory redemption of
preference shares, and in the rrovisions on share transfers.
It has serious omissions on its mode of enforcement,

leaving out several types of service contracts, the appli-
cation of section 58A of the company law board, not making
directors collectively and individually responsible for all
cdefaults, allowing delay in publication of company accounts
and matters relating to nonresidents and the underground
wealth and inccmes. It is hoped that the revised bill will

meet these issues.

Industrizl sickness

There is little new to report on industrial sickness
beyond what has bcen set forth in previous mid term reviews
except to update the data 45, which is not really up to date
being -over 18 months behind. 2As of December 1986, the
Reserve Bank reports that the number of sick units, large,
médium and‘Pmall increasecd from}24,550 in December 1980
to 1,47,740 in December 1986, of which 714 were large firms
with outstanding bank duez of Rs.3287 crores, 1250 - medium
firms owing Rs.281 crores, and 1,45,776 small scale units
with bank dues of R:.1236.4 crores. From this, it will be
seen that the major proklem is with large £irms
and that the smaller'the‘size, the smaller the problem.

What is worrisome is the size of the irremediable sickness
problem, Of the 714 large sick units, banks studied 653

and found that 383 were potentially viable. This means

that over 40 per cent of large sick units are irremediable
and if so confirmed by the Board for Industrial and
Financial Reconstructicn (EIPFR) should be sold and the

funds owing to the Bank amcunting to Rs.1468 crores r-covered

instead reporting year after year the increase in the nurber
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of largr sick units with the growing dues to the banks. The
Mid Term Appraisal expresses this suggestion in a2 more
restrained manner when it attributes the problem of sickness
to 'the existence of barriers to exit faced by declining
industries and firms'. No one wants to face this unpleasant
fact that over 331 large firms arc in the last throes,

that they have gone beyond the stage of mere sickness and
they should be provided the means of exit. The barriers

to this barrier are the politicel parties and the trade
unions; but this should be cvercome in the interest of the
economy, thc trade unions and the country. The long term
problem is how far the liberalisation policy, which has bcen
in gperation for neer a decadec and toc which we aro committed,
can restrain large firwms who have less and less of controls
te face, and whe can stert from zero protection, can operate
in an oligopolistic market, without increasing the wvelume
and incidence of sickness. As far as large firms are
concerned, thelr sickness is not due tc the litany of cight
issues set forth year after year by the Reserve Bank - mis-
managenent, diversion of funds, faulty project ﬁlahning,
technological obsolescence, demrand recessions, shortage of
power, non-availability of raw materials and poor industrial
relations. They are due tc the manner in which large firms
operate in our oligopolistic market. Either the liberali-
sation policy should be modified, of which there is little
hope, or the sick units should be liquidated. In the small
scale sector, the numbers are l:zrge, but the people‘<
involved (as workers and managers) as well as the funds
owing to the bank are small, and here the 8 causes listed
for industrial sickness by the Reserve Bank arplies. A
little over 10 per cent of the sick small units, 10946

have becn found viable and they should, alcng with the
viable large firme, be immediately rehabilitated. Further

the breakdown of industrial sickness by states shows
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Maharashtra leading with 161 sick units, followed by West
Bengal (146), Gujarat and UP with 68 each, and Tamilnadu.
Maherashtra and UP being the home of over 50 per cent of

the small sick units raises the guestion whether both policy
and legislation should nct ba modified to entrust thc states,
who have the local business expertise and know the local
conditions, with responsibility for preventing sickness,
identifying when it occurs and rchabilitating the viable
units speedily provided they are given the needed resources.
At present the states are mere on-lookers of this tragic

situation.

Small scale industry

The data on small scale industry is known.46 First the
definition of smell scale industry necds review., At present
all manufacturing units which are registercd under the
Factory #ct are large scale or non small scale, and all un-
registercd units are lumped together as small scale. With
the Electronic revolution, this definition is wrrring thin
and needs to be looked at again. Second small scale units
are divided into traditicnal group comprising khadi, village
industries handloom, sericulture, handicrafts and coir
products on the one hand and thc medern small scale indus-—
tries including power looms on the other. This classification
also needs review because it is not in practice observed
either by states or Union authorities and financial insti-
tutions, and also because some of the traditionals like
sericulture and khadi might be moved to the modern sector,
atleast to ensure that their input needs including credit
are fully utilised. Third there seems to be no relation
in relation to the contributicn which the small scole
sector makes to the economy - in value added, in employment
and exports - and the outlay provided for it in the

various five year plans which range from 1.5 to 4 per cent
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of the plan outlay. If the basic featurcs cf the small units
are to be further developed, with their decentralised stru-
ctures and functioning, their employment generation which is
cstimated at over 1 crcre of persohs, their low capital
intensity of 0.5 to 1, and their problems of low output and
low wages end low surplus to be countcrad, the Plan frame
for the small scale sector should bc recast:; starting with
atleast doubling its outlay; increasing the rural and urban
credit agencies serving it; making thcir access to the
agencies eesy, and procedurcs simple; limiting the agoncics'
access to the 'larger' smell scale units in semi urhan areasg
stopring the process of derescrvation which has become part
of the liberalisation and industrial modernisetion rolicy: -
leaving all traditional &arcas and tiny units to KViC: and
above all establishing a small industry commission, both at
the Union and state lev. 1s, which will, through providing
training, and rescarch and common testing facilities and
paying special attention to backward rcgions, hclp revive
this vital but dormant sector. If there was somc real
decentralised functioning of the commissions - which have bkeen
time and again recommended; the various funds sct up to
revive the units, which now numbcr over 15 lakhs; through

the Small Industrics Devclopment Fund set up in ID3T to
provide refinance for expansion, modernisation and in some
casc rehebilitation of the small scale scctor; and the
National Equity Fund which is to provide seed capital to
small entreprencurs in rural areas and which Fund neecs to

be gquickly c¢xpanded; - “hore will be the necded galwvanised
activity in this neglected scctor.

On the basis of the general background of the Industrial
sector and manufacturing subscctor it is now possible to
review bricfly the status and prospccts for this vear of
some individual manufacturing items. '
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Capital goods The capital gocdes industry is a wide

ranging conglomerete, ranging from mining, jute, cement,
printing, textile machincry toc steam and hydro turhin: and
boilers. Some cf thase specific items like machines tool,
metallurgy are taken up later for brief detailed comments,
In general the capital goods industry is today in poor

shape because of the limited domestic market which results
in diminished and diminishing investment in it and is causcd
by the absence of domestic technology creation and cexcessive
dependence on foreign technology. The industry also faces
severe and unequal competition from transnatiocnal corpora-
tiong, which because of international recession dump their
capital goods in India. India's tariff pelicy since 1985
hes not been of help in the matter, as thc 1985-86 budget
cut the customs duty on capital gecods from 105 per cant to
45 per cent and in the case of some capital goods to 25
per cecnt. When later in the 1887-88 budget, realising the
demage done to the domestic industry, it was raised to 85
per cent, it could ncot prevent the dumping by TNCs. The
result of this fluctuating policy, low capacity use, and
absence of domestic R & D is that capital gecods producad

in India are gualitatively not up to the international
standard, and face thc problem of high prices. Amcng the
reasons given by the capital goods (main) committee for
rejecting applications for import of capital goods, high
prices do not appear as a negative factor. For 1988-89,
the capital goods industry will continue to procducc limited
amounts undecr low capacity use conditions. To revive

the- industry, thce mid term appraissl rightly proposes an
active government policy of deoemestic purchases of capitel
goods, which is the opposite cf the trend set forth in the

1988-89 budget as rcferred to earlier.
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Machine tools The machine tools industry which is

part of the engineering sector, has at present 151 units

in the organised sector and 300 units in the small scale
secctor, with 10 large firms producing 75 per cent of the
nroduct. The capacity in the organised sector is Rs.475
crores and 75 per cent of the capacity is in use. The
Lnnual Report of the Department4'7 points out that for
industry to grow at 8 per cent (which is the Seventh Pléan
target), this sector of machinc tools should grow as 19 to
20 per cent, but has beecn growing during the Seventh Plan ot
4 per cent, Here again is a puzzle as to how without the
machine tools underplanning, the high industrial growth rates
of 8-9 per cent have been attained, pointing to the major
role of imports in the arca, which will be referraed to later.
The reason for low growth in the machine tools section are
vaeried and multifarious and are clearly listed by the Annual
report. They include depressed demand for machine tools
from major users like automobiles, ancillarics, industrial
plants and power equipncnt, inadequate investment in the
small sector plants and machincry, sharp rise in production
costs, particularly in raw materials and components, .
increasced imports both of technology and CNC machine tools,
as referred to earlier. Hcre, it is pointed out that the
domestic industry can produce CNC machines, their production
increasing froem 42 at the start of the Seventh Plan to 130
tocday. But even so, this is only 16 per cent of the country's
total machine tools production and a mere 20 per cent of
imported CNC machines. The industry also feces the problem
of overmanning, resulting in a rising labour capital ratio
and the cven more serious problem of obéolescence of its
capital stock. In this matter, the way forward for this
vear and in future years 1s to continue the process of
diversificetion in the industry by importing C!I'C technolcegy

which is growing and changing fast and adapting it to our
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technical conditicons. The major problem faced by the indus-
try which a2llows 2 few large firms to produce the major part
ofmmachine tcols, as noted earlier, is the large and somewhat
formidable barriers to entry, expansion and exit leading to
dispersion, heterogenity in size, technology levels, market
access and high costs conditions. The policy of import
substitution #nd the protected mwarket added to the problem:;
one result of which is that the machine tool market is
essentially domestic one: the high exports of the 60s
falling off today in view of uncompetitive nature of our
products. There is need for the export competitiveness of
large firms to be improved and for the small firms to con-
centrate on intermediate products. There is also need for

R & D in this area to be developed intensitively with the
help of IITs, universities, CMTI and CMFI particulerly

in the sophisticated fields. The recent permission of

MRTP and FERA companies to enter the mechine tool Aarea
should be a means of developing our .own state of the art
technology from 1988-89.
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Automobiles | The automobile industry presents a

mixed picture as the table below shows:

Table XI
198687 1687-88
No,of Installed Produ- No.of Installed Precdu-
units capacity ction units capacity . ction
Items

1.Commercial vehi- 13 2,64,500 94,000 13 2,664,500 1,00,000
cles

2.Cars 5 1,70,600 1,29,000 5 1,70,600 1,335,000

‘3,Two wheelers (motor
cycles, scooters

mopeds) 23 21,611,000 13,82,000 23 23,0C,000 15,93,000
4.Auto ancillaries |

(Rs.crores) .o .o 1,250 . .. 1,340
5.Tractors 19 1,15,000 80,475 19 1,15,000 84,000
6.Power tillers 5 16,000 3,407 5 16,000 3,000
7.Combine harvesters 8 546 40 8 546 40
8.Diesel engines 34 3,36,000 1,87,000 8 3, 36,000 NA

Source: Departwent of Industrial Development

The table shows low capacity use in commercial vehicles,
a rather rapid rate of increese in the production of cars,
low capacity use (due to over extending installed capacity)
and tremendous diversity in 2 wheelers a2t 7.5 lakh scooters,
6.5 lakh motor cycles and 5 laekh mopeds: a decline in power
tiller production as they are not as popular as tractors
for which liberalised loan facilities from NZBARD are
availeble. A disturbing feature of the automobile
industry is its heavy znd growingvdependence on forcign

collaborations with trensnationals. The way wcs shown by
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the Maruti-Suzzuki agreement in 1982 as a result of which
when broad banding was permitted in the industry, there

was a rush for foreign collaborations - Mahendra with Peugot
of France, DCM with Toyota of Japan, Eicher with Mitsibushi
cf Japan, Alwyn with Nisson of Japan, TELCO with Honda of
Japan and Escort with Citroen of France. The result is a
double problem - of the annualcapacity exceeding 5.5 lakh
numbers beinc far in excess of demand; and plants being

set up with 15000 numbers capacity when the government has
decided that economic size for automobiles is 40,000 to
50,000. The problems faced by the industry are the rapid
and continuous depreciation of the Rupee vis.a vis foreign
currencies,particularly the Japanese Yen, as Japan is the
major foreign ccllaborator in the automobile field. This
has pushed up the costs of most wvehicles, rarticularly

the LCV and the bus chassis - the common man's transport.
Sccond there is need for simplification and steandardisation
of bus chassis with a view to incre se the passenger's
comfort and enhance fuel efficiency. There is also the
problem of the process of indigenisation of the vehicles
and anciilaries being slowed, as a result of the pressure
from the foreigrn collaborators. The sute ancillary
industry with 250 units in the organised and a large number
in the small scctor produced Rs.1740 crores of ancillaries
in 1987-88, and will move towards Rs.1500 crores this yeer.
Its competence and efficiency, in which the South of the
country has specialised is such that there should be no

let up or relaxetion in the schedule of indigenisation.

Metallurgical and other machinery The 27 firms

working in the metallurgical machinery including steel
plant, foundry, pelletisation plant and other steel
equipment, produced R.95 crores of machines in 1987-88

and will produce Rs.100 crcres machines in the current year.
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The other five machinery sections are jute machinery where
15 units in the organiscd sector, and 140 small units produccd
lcss than Re.3 crores in 1987-88, This is a reflection of
the unsatisfactory state of the problem ridden jute industry.
If the Jute Modernisation Fund of R:.150 crores is used to
modernise the industry, there will be new demands for new
machines which the sector must be prepared to meet. The
peper and. pulp machinery in which 33 firms operate produce
machinery for Rs.29 crores in 1987-78 and an expected Rs. 35
cfores in 1988-89, mainly for modeornisaticn of existing
plants and improve their viability. The problem with this
type of operation is, being order based, it is not in the
business of producing the complete plant and equipment of
paper and pulp manufacturing machinery. The 12 printing
machinery units on the other hand, produce a variety of
machines ~ lettcr press, colour, offset, newspaper rotarics
and for this year will be producing near capacity at Rs.25
crores. Despite the stezdy expansion of the industry there
is a supply demand gap which is now being met by imports.
There is a ce#se here for expanding capacity to replace
imports. The cement machinery produced by 16 firms who
manufacture complete cement plants and components will this
year be producing near their instslled capacity of Rs.13
crores. This is one of thce few areas where domestic
technology has developed along with the absorption of
foreign technology, so that it can compete effectively in
the export field. Here:exports should be pushed. Finally,
the 616 textile machinery companies have been producing
textile machinery and components a2nd accessories for

Rs.400 crores in 1987-88. For 1988-89 if the textile
modernisation fund is used effectively, production could

go up to Rs.450 crores. This again is a group where

growth and hcalth depends on the textile industry which is
not in good shape. Certain general features of the machi-
nery producing area may be noted. All of them with the
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PCssible exception of textiles machinery are operating at a
low_level because of the limited domestic merket, They
therefore do not enjoy economies of sale and except for
Cement machinery are not internationally competitive. The
demand for their product is a derived demand and the
drought of 1987-88 may haﬁe a dampeniﬁg effect this year

on their actual achievements. What has been referred to
for the current year are the targets. Within the lim@ts

of sub optimal size, all of them need@ an infusion of

technology.

Textiles, cotton, man-made & silk: The textile mills

numbering 984, have faced as accelerated réte of closure,
from 682 closed mills in 1985, which marked the start of the
3 year textile policy, to 133 closed mills =t near the end
of the policy in December 1987. 48 mills closed due to
strikes and lock-outs, involving 1.71 lakh workers. Of the
closed mills 109 where examined and less thar half (51)
found viable. The mill share of textile production is
decelerating at a repid rate (in favour of the power lcom)
from a share of 28.6 per cent in 1984-85 to 23.7 per cent
in 1987-88, wherc== the share of power lcocoms incressced from
71.4 per cent to 76.3 per cent. The prrice fector wes
analysed earlier under the cotton section. The sick
textile mills, as noted earlier owe the banks Rs.1113 crores.
In a word, all developments arc contrary to the principles
and promises set forth &n the 3 year textile policy. In
order to revive, this industry were the 1988-89 budget has
made a rather important effort to reduce the duty on man
made fibre in all its varieties - polyester, filament yarn
(PFY) from Rs.83.75 to Rs.53.75 per kg. polyester staple
fibre (PSF) from Rs.28 to R«.18, nylon filament varn (NY)
from R:.70 to Rs.40, acrylitic yarn (AY) from Rs.10 to Re, 8
viscose staple fibre (CSF) for blending with cotton from
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Rs. 7 té'k,S, cotton varn of less than 35 counts by 10 per cent
and that above 30 counts at 3 per cent per count, textile
machinéry from 15 to 5 per cent and on machinery for garments
hoiSery and woolens to 35 per cent. The minister introducing
thaese concessicns stated that these concessions amount to

Rs. 274.26 crores, while in the previous year the production

of PFY, PSF, NY, AY and V8F amounted to Rs.516 crores.
These important concessicons have many effects in view - of
reducing inventory and idle cepacity, increasing demand and
arresting the smuggling of low priced synthetics from
neighbouring countries., If the concessions are pessed on to
the consumers, they will have met one of the aims of the

3 year textile policy. Thecre are other problems relating

to technological obsclcscence of the textile mills and
structural problems rclating to which class of consumcers
will benefit from the concessions to man made fibre referred
to earlier. On the s‘lk front, the R.600 crores programme
to incresse sericulture and double rew silk production to
15000 tonnes is timely as the world demand for silk garments
and fabrics is booming, and Japan for reasons of high labour
cost is vacating this field. The project is also internally
sound &s with its plan to sct up 4 new silk exchanges

at Andhra Pradesh, Tamil Nadu, Jammu & Kasbmir and West
Bengal, it will eliminate middlemen and ensure rocmunerative
prices to the producers. There are two problems to be
faced. First is the low quality of 90 per cent of the

raw silk produced in the country, which means only 1000
tonnes out of 8000 tonnes prod:ced could be exported,

India has made up this deficiency by importing silk yarn
from China - in 1986-87 2000 tonnes were imported. Eut

now China has decided to stop yarn exports and will export
only silk fabrics, which mesns that India must upgrade the
gquality of its silk yarn and increase its exports from the
present Rs.250 crores 6ut of a total of silk and silk goods
production of Rs.2000 crores in 1987-88.
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Jute textiles: Jute textiles are in a more serious
crisis, with production in the first S months of 1988 being
lower by 10 per cent (to 4.25 lakh tonnes) due in the main
to the lower output - hessian, sacking, and/or carpet
backing. The domestic markets for jute is stagnant at
10-11 lakh tonncs ond exports sharply reduced from 5 lakh
tonnes to 2.5 lakh tonnes. The responsc of the mill owners
to this situation was to close about half of the mills (26
out of 52) end to demand rcduction of the workforce. Some
reduction of the workforce (by not replacing those who
retire or filling vac2ncies) 1is possible but a massive
reduction of the work force to the extent of one third is
out of the question. As of the 1.2 million families of jute
mill . workers, 4 million are small and medium jute farmers
and they are the ones who suffers from the closure. The reel
problem with the jute industry is thet, even more than
textiles, it is an industry on the decline. In the short
run, the mill owners have contributed tco the prcoblem by
siphoning off the profits Aand surpluses have allowed the
mills to become obsolescent and have used only Ps.20 crores
of the Rs.,150 crores of the 1986 November soft lcan scheme
for modernisztion of the mills. The total modernisation
of the mills recuire Rs.400 crores which can be found, if
the mills and trade unions work together on the moderni-
sation programme. Meanwhile 2 short term alleviate measure
is the government's Jute Backing Materials order under which
Jjute bags are to be used for packing and transporting sug-r
and foodgrains, and upto 70 percent in the case of packing
and transporting cement and 40 per cent in regard to ferti-
lizers. ©Naturally these othcr producers resent this order
beceuse they want to continue to use polythene bags. This
order was released as from 1 July 1988 in the case of cement
plants. Cthers will follow suit. The real solution to
revive the domestic and export demand for jute textiles -
without such artificial proppingupis to restructure and
modernise the industry to mect the demands. This may

involve redeployment of some of the jute workers.
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Tyres and Rubber goods

The country consumes 3,67,725 tonnes of rubber (natural,
synthetic, and reclaimed) in the proportion of 70 for natural
rubber and 30 for , synthetic. This is the basic reason why
some 50,000 - 60,000 tonnes of natural rukber has to ke
imported each year. This could be eliminated by expanding
the capacity of synthetic rubber producing firms and allowing
them economies of sale, so that there can be some modernisa-
tion of their higher production. The major users of rubber
are the tyre producers who in 1987-88 produced 140 1sgkh of
automobile tvres, 140 lakh of automobile tubes, 440 lakh
bicycle tyres, 275 lakh kicvcles tubes, and 180 lakh fan belts.
In this area, the 8 firms have made the country self sufficient.
There are however tuwo issues. First there are a large number
of specialised rubber products which are still being imported
+0 meet the demands of petroleum, oil drilling, industrial
machinery and also the automobile industries. The companies
should turn their attention to this ares and produce the rubber
goods needed by these industries. The second problem Ffollows
from the oligopolistic nature of the tyre producing industry.
There is a constant tussle ketween them and the tyre users
over the question of price. The industry makes a continuous
claim to hike the price. BICP has been investigating this
claim since 1973 and has made 4 encuiries in 1978, 1982, 1983
and 1985. Its main finding is the case for a price hike
based on cost iucrcase is wedk. Its recommendations are
used by government as the guideline to resclve the oft
recurring price conflict on sutomobile tyres and tubes. The
other tecbnique used by government to control the oligopoly

is to increase the capacity of the industry, which it does
annually.

Bicyle: Bicycle production for this vast and mainly
poor country is at a low 60-65 lakh per annum both last
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year and for the current year. There is some - lexplained
element here. 8 firms are registered with the DGTD and are
responsikle for the production of the 60-65 lakhs of bicycles -
which is near enough to their capacity of 72 lakhs. The

puzzle in that other units have registered for installed
capacity of 56.8 lakh bicycles, but r. production has ctarted

in this second capacity which has been licensed - Why?

Fertilisers and chemicals:

Fertilisers have been going through a cvcle ot glut,
demand recession, and surplus stocks during the past 3 years
partly because of the poOI mMONsSOONS during these years, and
partly because ©Lf wrong anticipation and judgement by the
govermnent. In 1984-85 fertiliser productiocn was 53.3 lakh
tonnes, which involsed use of 70 per cent capacity alongside
of imports cf 36.2 lakh tonnes: the 1985-86 production was
70.7 lakh tonnes, capacity use 80 per cent and imports 25.0
1akh tonnes: in 1986-87 40 lskh tonnes were produced, capacity
use 76.8 per cent and 2 lakh tonnes were imported. Becaguse
of the increased capaclty created from 90.94 lakh tonnes in
1986-87 to 92.96 lskh tonne, the 1987-88 production increased
to 47.29 lakh tonnes, though capacity use declined, as noted
earlier. But consumption fell sharply from 96.14 lakh toonnes
in 1986-87 £3.19 lakh tonnes in 1927-88 due tO mONsoon
failure during the 4 vears. The gap bketween congumption and
availability during these vears was met by reducing inventories,
so that in March 1988 they stood at 26.39 lakh tonnes as
against 38.29 lakh tonnes in March 1987. The huge stocks led
manufacturers tc compete with each other in giving discounts,
the public sector units alone giving away Rs.145 crores in
1986-87. Further the govermment at first in February 1987
ssked the firm not to sell more than 60 per cent cf their
production for rabi ond in fact penalised 4 plants for

violation of this instruction. In Cctober 1987 the plants



92

were allowed to sell 80 per cent of their stock and 50 per
cent of their production, as at that time stocks were 40 lakhs
tonmnes with industry, and 20 lakh tonnes with government. A
further element of confusion was the budget annoucement of
7% per cent discount by fertiliser companies which would amcunt
to Rs.350 crores. Public sector units announced the discount
and the private cector had to f£ollow. It i1s unfortunate thot
as the discount was not expressed in reduced Drices, 1t was
the middleman and not the farmer who got the benefit of the
discount. For the current year 1988-89, the production target
has been fixed at a high 88 lagkh tonnes, and to achieve it,

13 new and expanded plants —~ 8 nitrogencus and 5 phosphorus
under way. Recently the government has resumed imperts -~ in

a sense it was forced to do so to keep the promise made
bilaterally with EEC countries. This together with the
delays in construction, particularly in using the gas through
the Hajairs line, puts in doubt the plans t5 set up the new
plants referred to earlier to meet 70 per cent of the increase
in consumptiocon in the Eighth Plan. To clear the confusion
surrounding the fertiliser vroduction, consumpticn and imports,
it is necessary for the government to make more careful and
precise estimates of demand during rabi and kharif and domestic
productions to rzise the price in order to reduce and, in time
abolish, the fertiliser subsidy; and to review “he contract
with the foreign cocllsboratcrs: and reexamine the construction
schedule on the gas kased plants, so that one of its main
purpocses of fuel economy and efficiency is achieved. In

egard to chemicals and petro chemical which are highlv
technology oriented, toc which domestic R & D are making a
good contributicn, the annual repocrt of the Department shows
growing production of phenol, methonol, acatene, and acetic
acids. The latter feeds +the drugs and intermediaries.
Incrgenic chemicals arc feeding other downgtream industries
like soda ash and caustic soda, which will be referred to
later.
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Plsstics

The 1987--88 consumption of plastics is plsaced 12 per cent
higher despite higher global prices and duties. 90 per cent
of plastics units are small scale and toc help them govermment
imports 50,000 tonnes of LDFE through STC. Flastic producticn
in 1987-88 was reduced because of the closurce 2% 2 plants,
including the infamocus Union Carkide. Agsinst this back-
ground, the goverument has ectablished plastics ag a3 thrust
area and as a result of internationsl negotiations has locsted
3.15 lakh tconnes for possilkle imports, involving imports of
56,000 tonnes this vear 1988-89, and 2.58 lakh tcnnes in
1989-90. The bulk of the imports - 1,662,000 tonnes will be
from Eurcpe, £0,000 tonnes from the US and the rest from
South 2Zmerica. The proklem faced by the government and
domestic users is that the export prices of overseas supplics
are much higher than domestic prices -~ in the ca
the difference is $15000 in HDFE $14G0, PVC $12
PP $1350. This is serious,‘because the growth rate of
Indian plastics industry is cone of the hichest in the world,
and these imports at their high prices plus customs dutv will
disrupt the éomestjc marke®t and industry. Further the foreign
producers sre satisfisd with theilr domestic markets, and are
not keen to enter the Indian market, which hss no after salecs
service and where the system of flosting tenders is in use.
Hence it is necessary for the govermment to review the negotia-
ticns and their results, and not rush into imports. It shovld
first set up machinery to monitor internatiocnal prices, and
adjust the customs duty accordingly. There is some urgency
in this matter of asugmenting plastic supplices, as already
Plastics are being replaced in several industrial uses and

consumer products.

Drugs and Pharmaceuticalss

There are several problem arcas in the field of drigs

and phermaceuticals. First the production for 1987--88
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_ 48, |
reported in the Annual Report of the Department S is
inadequate, particularly in the casc of bullk drugs

(at m.480 crores) but also in regard to formulaticn (at

w5, 2350 crores). Second in Decomker 1986 government announced

new measures to speed growth, increase essential drugs,

encure economics of scale which have had little practical
effect. Third in Zugust 1987 it issued the Drug Frice

Control Crder (DPCO) which reduceda category T drugs to 26

and category II drugs to 139, and removed price control

from 181 drugs of the 19792 DPCC. 1In effect, important

drugs and life saving vaccines have been left ocut and with the
lifting of price control, multinationals which produce

33 per cent OFf drugc were able to raige their prices further
and increase thelr profitcbility. The drug industry objected
to the August DRPCC minimal orice contrels, namely the 15 to

17 per cent hike in the retailers' margin snd the 3 per cent
in the wholesalers. They also oojected to reducing the

prices of 20 formulstions bescause they firet want the ceiling
on drug pwrices tc be decided. &s for the transnationals,
their objections to pricce control rests on somewhsat opposite
conesider-tions. They olject to reducing the prices of

some drugs and ralsing tihie price of cthers till *the trade
marging were Tfirst secttled. In effect the government has

been forced to accept these demagnds. In fact the powers of
the traunsnatiocnals sre cteadily increasing: they wore able
to sabotage the public enquiry into ill effects of certain
of their drugs, using questiocnable means of vioclence, fraud
etc., as they saw the enguiry as a means 0f loosening their
nold on consumers and the medical profession: they are

able to circumvent the supreme court order tc the Drug
Controller to determine within 6 months whether drugs such
as Hoechst znalgesic kopt out of Germany by thé Protest of
its consumers but sold by it freely in India, Cika's
clioguinol banned in industrial countries krut being szold

by it in India, and numercus US drugs not approved f£or
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use in the States but 50ld in India, are harmmful, by having
the period extended to a vear during which time, there will
be stcckpiling in the multinationals end Indian drug firms

of these dangérous druges which will hzve to be sold even-
after kanning. Cn this basis, what is needed is first a
clear drug policy which could inter slia, involve a) the
place of adequate research intc the main Indian discases
which should be inventoried such as gastro entertites, those
cavsed by malmitritiocn, goitrs, leprosy, TB, malaria, enilarged
sple%n, eczema, which sghould be financed and undertaken by
MRTP, FER2 and transnational firms, leaving research into
discases of the well to do of the populaticn, such as blcod
preassure, cardiac ailments, cancer, AIDS to be financed and
undertoken by the well to do: b)) the banning cf trade merks
and harmful drugs being purveyed by transnatiocnal underguise
of theilr being Indian FERA companies: and c¢) permitting only
drugs with generic names. Indian scientists arc cualified
to advise government con such a pelicy which needs somewhat

urgently to ke formulated and implemented.

Faper snd newsprint:

The Department's aZnnual Report for 158788 states that
there are 288 paper and Daper board units with installed
capacity of 27.28 lakh tonnes, to which should be added the
9 new units commissioncd during the vear with an installed
capacity of 60,000 tonnes. The mills produced 16.50 lakh
tonnes of paper and paper boards in 1987-88 which met the
countryv®s demand, leagving only certain special varieties
of paper. for imports. & major proklem faced by the industry
ie the low and continucusly declining capacity utilisation,
whizh, in the 80s declined from 76 per cent at the start
of the decade, (being 96.7 per cent in 1951) to 59.22 per
cent today. The main csuse for this is that of the 288 wmills,
cnly 11 are large and of optimal size, the majority being

small units rumbering 242 which were rapidly established in



the 70s under government cncouragement in the interest of
what it belicved to be ceguity and efficiency. These units
estahlished use second hand machinery, have low cabacity

use, and efficiency. Therce is a case for letting most of
the incfficient closed 85 small units to be liquidated, and
for modernisation of the other smsll units, along with
updating the cbsolecscent machinery of the laorge plants -~ £or
both of vhich B3.1750 crores are nceded and should ke provided
bv IDBI. The second seriosus problem caused by the industry
is the rapid decundation of our forests and the pollution of
our rivers. The paper industry is one causing serious and
continuous envircnmental damacce. Cn forest deundation, for
which both public sector as well as private scctor mills arec
equally responsiklc the govermment owned FEFA is destroying
the forecests in MP, Birla's Crisss Paper Mills and JK Straw
products are denuding f£orests in the cast and eastern ghsts,
Somanis Weest coast papcr mill is destroving the forests in
the western ghats, and Thapars Ballapur Paper Mills are
ravaging the forests in the South. On polluticon, the mills,
including the puklic sector cnes, have not installed equipment
for effluent trestmant, involving a small investment (Rs.2.3
crores), and the result ieg that the pollution of rivers -
Narmada by HEFA and Crient mills, Cauvery by the Ballapur
mills - is assuming serious proportion. Similarly the use

of 2 million tonnes oFf strauv annueally by the small mills

as raw matcerials reduces cattle feed. All this docs not mean
that the vaper industry has no placc on the country'’s develop-
ment. What it mecans iz that the use of wood from the foreste
should ko regulated, both by a replacenent programne of
replantatiocn and by imports of pulp to relieve the hcavy

demand on the denuded forcste, effluent controls shcoculd be

|_:

tightened and nt treatment machinery installed in cvery

mill, and use of straew should ke reduced by usce 57 bacasse

and other waste products. Sweden and lorway and Canada @&

[eag B

examples of countrics which have extensive paper and pulp
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pProducing mills, cesing wood from their forest, and yvet have
the world's mcst dense forest and unpolluted river water.

The other proklem of the industry relating to high cost

inpﬁts, snortage of coal and finasnce needs sttention sné can
be dealt with. In the newsprint ficld, the 5 units established
with a capacity of 3 lakh tonues have 3 goocd production
.82 lakh

tonnes in 1987-88. To replace imports of newsprint, govern--

a
record, rising from 64,000 tonnes in 1981=82 to 2

ment has issued industrial licenses and letters of intent
which adds 7 lakh +tonnes in new capacity and mekes exporte

rossible.

Edikle Cils:

The hignly charged and confused edible o0il scerce is
dominated by five major issues— the import of edikle oils,
the price proklem, +the vanaspathy issue, the 2il secds import
prospects, and the need for a policy. Somz of thesc gqucetions
have been partially dealt with under the o0il sceds sccetion

earlier. TFirst on imbport of edible 0ils, which is to cover
the gap ketwecn demand and supply, there are atleast 4 arcas
for further study. There is the large volume of imports,
their growing continucusly, their imports being unrelated to
he real supply demaznd gap, the gquestion of a buffer stock in
edible oils and the placz of edible cils in the priocrities

cf the economy. The volume of imperts was 11.79 lakh tonnes
in 1984-85, 12.76 lakh tonnce in 1985-86, 16.41 lakh tcnnes
in 1986--27, 18 lakh tonnes in 1987-8G, which also had a
carryover from the prcvious vears of 3.66 lazkh tonnes, making
the svailability Zfor the yeesr (1927-88) 21.60 lskh tonncs.
For thc current vear, <the situaticn is scmewnal confused,
with the minister for agriculturc announcing that in i988—89
20 lakh tonnes of odible sils will Pe Iimportcd, with no
impert of oil sceds, while on the nest day the minister of

state £oT commerce states that the government is studving the
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question cf the import of oil seeds sweriocusly. Vhen this
confugion ig unravelled, we will know what the 1988-8S
imports will be -- it dis likesly to ke higher than the 1987-838
import. There is the continually rising trend of impcrts
which the above data brings out and £or which there are no
real ressons. As pointed out in the o0il seeds section,
earlier, edible 211 imports have no relations tc the volumces
of production ¢f ©il secds; we have vears when the docmestic
production of 0il seeds is high, simultanecusly with a high
edible 2il import so that imports scem t2 have a life of
their own - which mav be another term for the powerful edible
oil import lokbv. On the related gquestion of a buffcr stock
in edible oil,

Q
g

which the technology misgsion has been

asked to work, this merely diverts the mission from its main
task, which is to help »rcduce the improved technologics for
as many of the 6 major oil seeds as scon as possible, because
as edible oils can be readily imported when it is needed,
there is no need £2r a buffer stock. On the second issue of
nrices of edible oils, the prices were high i1l early August
1987, declined during the rest of Auigust and ELeptemker because
of the expectation of a good kharif output following the
August rein, followed by a further decline in Decanbker, this
time duce to the import announcement of 17 lakh tonnes of oil
and 5 lakh tonncs of sceds. In this unstable and £ zctuating
price situation, it should ke noted that when prices rise

as they did in Kovembker 1987 by 40 per cent for ground nu

c
o

oil amd 25 per cent for castor cil, becausc of gerious
infrastructurel inadcguacics and marketing defects, the
producers do not get the high prices for the oils paid by
the consumer. Third, +the vancepathi issuce raiss many
questions. Why is thie refined hydrogenated oil among over
7 differeat major oils given the various concessions, such
as a growing sharc of the imported oils (in 1987 70 per cent
of imported ocil), most of it at the concegsional price of

Rs+1500 per tonne, limiting the excice duty on domestic oils



used by vo hi. wny is venogpathi €9 the extent
i

n: E
Of 72 pmer cent distrikruted +o 7 ctetes, who 2re major

01l seeds producers - Mrharsshtre, Gujrrant, West

V]

e
Bengnl, Zndhra Prodech, Trmil M-du and Karn~tako

"hot is the practicol effect of the price control on

it, which is never cbhrcerved? In June 1988 ageoinst

hi porice of

1

vonasgao

-

-

i
Rse 335 Tfor -~ 15 kg tin, vnanaspathi wyag se ling in the
<

Ssvernment should

0]

morket ~t 3-4 times thot price. Now +h
ploce the vanaspathi industry on all fours with other
Sils, ctop supply of imported cil =t concessional orice
to it ond let it find its sources in the m~rket, including
o ce. In this

ting directly to

t

urchnse 2% edible oil ~t the m~rket pric

ccnnecticn, the governmant nns been allocn
L

the puhlic distribution system imported edikle o1l ot
concessiocnal prices in order to keep oil prices down for
the poor. In July 1888 i+ -llotted +5 it 70,000 tonnes,

in Zugast 1.25 l-kh tonnes ~nd in Septanter 1.5 lcokh tonnes,
This is good except th-t +he Puklic Distributiocn cutlets
being urban bLasad, the rural Poor do not benefit, ond
evidence is nccumulating thot oils rllccated to i
in the open market. The ~mount of imported oil gi
it can and ghould be reduced ~nd monitored. On the
guestion of 0il seeds, ~1l1 imports ©f edible 2il sceds
should ke conclised, in view of the wide difference

Letween intern-tion-~1 ~nd Indian prices, and in order

T2 prevent their le-iinge. The guestion »f importing
cilseeds instend of edible 2il which is the pclicy

in all other edible 2il deficit countries should ke

followed in Indinr. The imoort of edikle oils should ke

by ©hoses replaced Ly importsont of oil seeds depending on
the crushing capocity for each seed. Here the cerse of
safflower stonds out, where only 20 per cent of installed

capacity which is 29 per cent of tot-l coprcity is being

used. Moresover kec-use o5f the high internationzl dem-ond

and price of safflower 2il, the oil can alss be exported,



100

g0 that there will be no nct ocutgo of foreign exchange bacause
of imwort of the scad. Similarly 44 per cent of the total
capacity of the so2lvent industry is ricc bran processinge.

e noted carlicr, The vest amount paddy produced in the
country should provide the nceded bran, if its guality is
good, which it is not: and till cuality is raised by moderni-
satisn of .the rice mills, import of rice bran should be uncer-
taken. In anv cas~ the ministry of agriculturc's opposition
to the import of o0il sced should ke over ruled and 0oil sccds
imported in according with our crushing capaclitv. Finally
therc is the question of policy for edible oils. That policy
should ke built arcund the following principles: a) vanaspathi
is the food of the non rich and so should be given no con-
cessions or pricrity: b) import of 2il seeds should be based
on the crushing capacity of cach seed and should gradually
replace import of edible c©il: <) any government distribution
of edible OilehDulf give priority to the public distrikbution

svestem, whers its use should be monitored.

Sugar:

Sugar production is on the rise, and can be near 100 lakh
tonnes *for the sugar vcar October 1982 to September 1989.
Alreadyv in the sugar vear 1987 October to February 1288
production is 22.40 lskh tonnes, and totsl availlability

128.4%9 lakh tonnes, for the vear as the taltle below shows:

Teble XIT (lakh +tonnes)

1984 -85 1985-86 1986-87 1987-88
Cnening Stock 13.74 15.79 18.96 26.76
Production 61.43 70.83 85.00 1.92
Imports 11.87 16.19 10.02 9.74
Total availability 97 .04 102.01 115.98 128.49
Offtake 81.25 83.05 87.03 92.30
Internal 80.93 82.72 86.81 ©2.00
Exports 0.32 0.33 0.22 0.30
Closing stocks 15.79 18.96 26 .96 36.14



101

The causes for the sharp riss in 1987-88 prsduction is the
increase in the Union statutory price of cane at Rs.18.5 per
gquintal and the advance enncuncement of the statutory price
£or 1988-8%, at 5.19 per guintal, the lower offtske of cane
by the gur and khandasari producers, the rebate on excise Ior
early crushing (Cctober and November 1987), and complete
exemption from excise for the late crushing (May to Aucust
1988), +the hike in ex—factory levy Drice to 85.23 per quintal,

&
and incrcase in the controlled price of molasses from Rs.5C to

\

C

50120 per tonne. Despite this increas=d productiocn, prices

0]

have remained high due to the lower inflow of khandasari,
n

i
the strike in the Food Corporation of Indis, and the
rejections of tender applications for imported sugar by FCI
and the moving in of - speculatcrs. The sugar scene ralses
a number of problems, scme of which have keen referred o in
the sugar cane discussicn. The mills dues to the sugarcane
growers has risen sharply during 1987-88, as noted carlier.
ISMA and NFCSF attribute this to the decline in sugar
recovery, which was an efiect of the drought. and higher
cocsts wnich eroded their profitability. They have propcsed

a) relaxation of the levy free sale sugar guocta to 40:60,

L8

) incentives to mills which can sell more free sale sugar,

and c) permissicr to ewnort molasses hich are selling
abroad at high prices. Wwhile the first request should ke
>xanined and reviewed by the govermment, there is no guestion

0f permitting export of molasses which are needed to produce
industrial alcohol ©r the country. The industry has a
decentrolized structure whicn does not allow any plant to
wlay an ologopolistic role in the domestic market. The
average size of the mill has doubled from 1250 tonnes
cepaclity pmer day to 2500 tonnes crushing capscity, and
even i1f it further doubled by the end of the century to
5,000 tonnes capeacity, which will procduce 75,000 tonnes
during the year, that represents abocut 0.8 per cent of
the yvearfs total sugar output. What is necded for the
mills, particularly for those in UF and Bihar, is s
programme of modernisetion in view of their ocbsolescont

.

machincry and eguipment.
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Leather:
The Leother industry is producing more and exporting
more ~nd morc of veoluzs ~ddced products. Exports in 1927-88
wors Rs.1245 crores ~g-inst the target 3f Rg.1000 croras ~nd
the Plan target of 25.750 crorcs. For 1988-89 the targct
L5 Rs+1400 crores, for 1990-91 Ps.2000-2400 crores. In 1987-88
value added cuports werc finished leather (39.04 per cent),
leather footwear components (26.01 per cent), footwear
(10.22 por cent), leather goods (9.20 »ner cent), leather
garments (8.49 per cent). Thore are however difficulties
and imbalances facing the industry. In view of the decline
in the stocks of all major spoccics of live stock in the
country in recent ycars due to drought, decressc in grazing
land, lack of veterinary faocilities, the industry is faced
with scrious raw materisls shortage and so the duty free
import 2f hides and skin is on the increasec. Cnes facet of
the imbalance in the industry is its division into 3 almost
water tight compartments - the Organised units registered with
DGTD, the small scalec units registered with the directorates
in the statces, and the unorganised small scale and cottage
units which proaduce 85--90 Per ceunt of the total procduction
and produce freely and cxport without restraint. Another
facet is that in the world leather trade of Rs.26,000 crorcs,
80 per cent zre finished loather goods against India's leather
exports having only 33 per cent in that category. The most
scricus problem thrown up oy the industry, which in the
euphoria gencroted by its incrcascd production and kooming
exportes is overlooked is that it is the most polluting
industry, which has led industrial countrics to closc down
thelir lcather industry. India ha= taken on the resulting
slack, and so it is very important that the government should
regulate first the large and medium units in the first
category, follswed by consortia of snall units in the
sceond category, so that anti~polluting cquipment is
installcd at cvery lcather production site, and the

environment - drinking watcr, land on which food and non-
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food crops arc grown and the atmogphoere - sre safcgusrded.
Not much has bezn done sc far with regard to the second
group which is the major source of pollution. They necd

to be ascisted financiallyvy to put up the necessary cegulpment.

Ccments

Installod corpacity in cament producticn increasod by
11 million tonnes durinag the vcar 1986-=87 sud 19€7-88 to
52.25 million *tcnnes. Production has keen increasing
stcadily at 33.15 million tounes in 1$85-86, 326.50 million
tonnes in 1986-87, &nd 39.3 million +tonnes in 1S27--88. In

c 43.5 million tcnnese In

198289 the production target 1
the first cuarter, aApril-Jduns, production was 10.1 million

tonnese. Capacity usce during tho 4 voare has been maintoinod

0
ci

at 75 to 76 per cent. The major broklemes faced by the industiv,
particularly in Andhra Pradesh, Gujarzt, Rzjasthan, Biher,
Karnataka and Tamil Nadu, have becn power shortage, which the
1987-88 drought has worsencd and the poor guality and inade-
quate supplices 5£f coal. To these should be added frocucnt
mcechanical break downe and industrial unrest. To help the
industry, government has taken.some messures which include
incrcase in rotenticn pirice of levy canenty; a varied system

of reductisn of levy oblications distinguishing between old

plants and new units (and within new units varving the
n

obligation according to how new the newr unites are) and sick
and expending units; the cnecourageneont to units to ccitsblish
captive power plants to meet power cuts:; using the werld

©
hank loan to helr =naall units to shift from wet to dr
nrocessy cewtension 2f excise rebate to the industry, and
price and dighribution controls of mini
cement plants. The major problem faced by the industry is
with regerd to the futurc. Tha Seventh Plan target of

49 million tonncs {(which will not be met) is foasible

vithin the present installcd capscity of 52.25 million
tonnes. But to meet the Eighth Plan dem=and of 65 million
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tonnes and the Ninth Flan demand of 87 million tonncs,
capacity will have to be increased by 3 millicn tonncs.

The other issuc is the total decontrcl of the industry
demanded by the industry which the government states it is
considering for 1990. Its effect on consumcrs and bhuilding

construction has not kecn sufficicntly analyscd. Mcanwhile

£
there is neced for the industry to take measures to reducce
costs ~nd increcase its productivityve. The countrys
has a long way to g in cement production and consumption
= L fe z
which per capitae is 44 kg comparcd to the world avaeragc of
200 kg, 561 kg for Japan and 463 kg for the USSR, 460 kg in

South Xorca aud 135 kg in China.
wguetic Sods and Sode Ash:

Theire is a producticon demand gap in caustic sodas in

1987--88 with piroductiocn at 7.95 lakh tonnes and demanded a

ct

8430 lakh tonncs. Production has registered an incroase

o
i

8.9 per cent due to increascd capacity cf 5 per cent and
improved capacity usc from 69 per ceut toc 71 per cente.
Becsuse of the small gap between demestic production and
demand and to avoid the market being flooded with dumped
caustic soda products, caustic soda has becen shifted from
OGL to canalisation through the State Trading Corporation.
The proklar faced by the industry is rising prcductisn costs
due to the high and rising elecctricity tariff. Hence
several energy conservation messures arc under way 1in the
industry. The Sods 2sh industry with 6 units and a capacity
Of 10.05 lakh tonnes, produced in 19237-88 10.15 lakh tonncs,
which was a remarkable 101 per cent capacity usc. To mect
the demand and production supply gap, imports under OGL

arc allowcd, additional capacity of 10.75 lakh +“onncs

have been ssnctioncd to mect future demand, and the

industry delicensced.

Elcctronics:

The electrenics industry which increased its production
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in 1987-88 by 37.1 per cent to Rs.5285 ciores recorded al
intcresting distribution boetween consumer clectronics
(32 pcer cent) and computers (18 per cant), communication
clectrenice and industrial -loctreonics at a gomevihiat sloss
ate. Tho takle below sunmeriges the growth of 680 itams

uf the industry divided iuto © groups betwoon 1981 and 1986.

maLl AIII
@s,cr:r;u)
Item 1921 Sesharc 1986 Yshare % of 1880
over 1971

1 Censumer Elecctronics 246.208 28.4 1280.74 36.0C 3%.1
2. Cecntrol, instrumen-:

tation and incdustrial

2lectronics 149.97  17.3 530 .54 15.2 28.2

3. Data processing

systeme and officc

cogulpments 36.59 4.2 320.60 .2 54 .4
4. Broadcasting and

communication cquip-

ment 154.43 17.8 350.73 10.1 17.8
5. Acrogpace and defencc

cguisment 69.18 8.0 222.00 €.2 26.3
6. Elcctronic

components 172.95 1.9 509.75 14.¢ 24.1
7. Parts of clectrenic

componants 6.21 6.2 18.25 0.5 23.5
8. Elecctronic materials 0.66 0.1 16.5 .5 28 .4
9., Miscecllaneous

electronic egquipment 31.71 3.7 232.21 6.9 49.8

Total 867.00 100.0 3,487.97 100.0 32.

Source: CMIE Electronics Froduction 1981-86.

This 32 per cent rete of growth of industry in 5 ycars

iz closgae to the assessmoent of the Mid Toum 2Appraisal at

35 per cent. The appreisasl calls attenticon to the fact thot
growth in the industrv is largecly limited o thz consumer
clectronics and computer groups. Further and more scriously,
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it refers to the fact thot electronics growth has been of
the CKD voriety, with the import bill at Rs.2,000 crores,
excecding 60 per cent of the output. It suggests policy

mer~surcs to discourage this kit culture and promoste

genuine indigenisation.
Lgainst this, the two December 1987 policy papers of

49

the depertment which unfortun~tely are not commented on
in its /mnucl Repo2rt™ 7 mic =

ht be ex-mined. The policy

{

forth in thesc documsnts contein » serices of general stote-
ments about slectronics being the key to the future, about

its effect of raising efficiency through ketter data a2and

[

communication facilities whan used in e~ach sector, about
its czpacity 2f making the rural podr infomm~tion rich,
about its being = tool to bridge the rur-l urban gap ctc.
Its prcposal for increasing and infrct maximising oxports
in sclect electronic n~recas include a) delicensing of the
indigenous technology sector - the anminl report states thot
‘electronics component industry hné been delicensed 2nd brooad
banded licenses issucd: b) technology impocrts to be opencd
up based on norms of capacity, prices end fees charged and
canelised through ET and T, -~ The Annual Report states that
technology impcrts and f£orclgn ccllakoration have becn
permitted in 2ll arcas and unite having foreign ecuity
css than 40 per cent aroe allsowed in 2ll areas:; c) the
department to undertake technology audit covering the phascd
matmufacturing programme (PMP), to obtain feed back theot can
help in future clenrances of PMP propcsasls, capital gocds
imports and foreign collaboration - The Annual Report
states that this principls has operated porticularly in the
tclephone aoren: and d) industry is called upon to
5% of annual turnover ian in-—-house R&D - The Annu~l Report is
so full of the RE&ED work of the department (pp27-38) #nd
also on applicd R&D {(pp39-58) that there is no report on
how this policy on developing in housce rescarch is foring.
VWhat is known is the rcecluctance <f the industry on this
count as 2ls> on the proposal for caneclising imports
because of the wide f£icld covered. The Znnual Reporxt

h] il - —~ o ~
alsoc refers tc the develcpment of the small scz=le scotor
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certain items from the small scalc

ex

s being empted from clecarance undcr
MRTP Act in opcrating in all ares
tc tha
All this
Yiorld Bank

{(for which it has

nsuncr clectronics: privatc

a2phoncs, EPABX ctc. -

d is nesr the priscrip

develeorment,
and completing

thr

rictions

million),

clectronics

o]

cctors, removing ro n

transfcr terms., removing tho

cicm ecuity investment, oponi

to

ng up
the private
tha

zctronice scCctor,

A

onIrace

A
(o]

in conguncr o

titetive import restrictions
rCcCoOmmery

goneral, this policy

ote mainly the furthor developmeont of

which the department's aAnnual roport

face against in stating that therc is ncod to ‘move
away ftrom indiscriwinate imports of tcchnology and kit kas~d
production®. Tho Znnual Report for 1937-88 l-oaves one with
the improszsion that the "lv’frolgsatlor‘ in various forms has
incresscd the volume of clcctronics n"'uct¢3n, but has not
brought with it tcchnolsgical wmaturity on which the long term
ncalth of the scctor daponds.

The steel scene in 1987-8C and ot this mid yecar point o
Scptember 1982 proescnts a comulisx set of issucs. First on tho
productiocn side, the Annusl Report statce that +he 5 steool
plante produced 4.63 million tornnes betweoeen Enril 1987 tc
Decemkber 1987, and in a later relcasc states That production
Zox the yeazr 1967-C8 was 6.6 million tonncs. sr 1988-29

tha SAIL production targ

et is 7 million tonnes. There arc

sugh dilicensing
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several issucs with regard to stecel facing the country
this yvecar. Cne is the gap bectween damand and production.
There is a gap being faced this year, as last year of 3 to
4 million tonnes which is fillcd by imports. For 1987-3C
the production from the intograted stecl plants wa
million tonnes and from mini stcel plants 1.39 million
tonnes ageinst the demand of 12.02 million tonncs. For tho
current vear 1928-29 the forecsst on proaduction is .40 millioca
tonncs from the integrated plants 1.0 millicon tonncs f£rom
mini plants and import of 1.50 million tonnes tc mcet the
demand f£for 12.75 million tonncs. In fact imports arc a long
term foasture of the steel scenario. Cn the besls of a GHP
growth of 4.5 pcr cent, the domand in 198%9-90 is cstimated
at 15.16 million tonnes and producticn 13.89 million tounncs,
in 1994-95 dcmand 20.01 million tonncs and productiocn 19.69

milliocn tonnes and in 19952000 domand ot 26.2 million tonncs,

production at 22.29 millicn tonnes. Two comacnts must be made on

this data. First thesc are NCAER's revisced estimates, its
carlier cstimates cing overcstimates, particularly on thce
demand side. Tha revisced cstimates praescinted here also arc
cver estimstes as scen, £or cexample, in the fact that whilc
the demand for 1988-89 (which is continuous with the demand
for 1987-82) is placcd at 1Z.75 million tonncs, f£or the

next ycar, 1989-90 it Jjumps to 15.16 million tonncs. Thasc

estimates arce also at varisnce with thosc of the planning

[

commission. The other comment is that the economnic arowth
assumptisn of 4.5 per cent on the kbasis cf which INCAER
derivaed those astimetcs may not hold for the eighth and

ninth plans, when growth retec of 6 to 7 arc being contaaplat-
od. A geecond proklcem ccncerns the 10 vear plan to modernisc
the plants at a cost of Es.11,030 crorcs. This plan and

funds for it arc hcavily dependent on bilasteral aid
Rsa 500 croros £rom West Cermany f£or Rourkcla's exlransion
and modcernisation, N:.1000 crores £or IISCO from Japan for

its restructuration, ".1000 crorcs from USSR for cupansion
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of Bokaroc and completicn of Vizag. The problem is that this
ambttious modcrnisation and cxpansion procramme (to incrcasc
stecl production from 9 million tonncs to 13 million tonnoe)
will also makc us technologically dependcent on diverse
technologics from Wegt Geriany, Japan and USSR. A third

provlem concerns the 155 mini stecl plants with the capescity

R

of 4.2 million tomnes cf cruds steczl.  Yhe government has

(0N

permitted thesc plants to incrozs: their capacity by 150 por

0]

cent, with plants of 50,000 tommcs per annum at the minimum

and 2.5 lakh tonnces por annum ~c the maximum level. The

&

bottlencck in this important ficld is thast mini stecl mlants
A

usc scrap iron as theilr raw material, and at the prosont

capacity level, 50 por cent of their nued is being imported.

Thcese Dlants have sonce advantoges -~ lower canital cost, lower
gegtation period (than intcgorated plants) caosior adortability
of thelr nroduct and product mix with dovmstrcam toehn

developmentes lii-e continous casting and ladle meotallurg

practices. On che othcr hand, their raw material = stcel

scrap - 1s costly, thelr futurc profitakility may decline as
the intograted plants are modernised and improve, and certainly
the modernisation of the mini plants will bencfit onls fow.

The new mini stceel plants are being cneouraged to replace
their steel scrap raw matcrial by sponge iren, of which Indis
has a largc supply from coszl or gas and iron osre. &Another
substitute raw matcrial for stecl making replacing scrap is
sponge iron which wias dclicensed in 1985 in order to
encourag: gquicker growthh of tne sponce iron industrv. Thore
is a futurc to the sponcge iron route in +his countrv - as
cvidencced by the reclstraticn of 20 million tonno capac
For production of sponge iron, though t©o date Gnly 300,000
tonnes are being sctually roduced. The World Bank stat
that to make stceel production mors cfficient, SAIL should
Lz privaetised, stecl imports should ke likeralisced and the
system of adminlstered jriccs akolished. Apart from the

pelicy issues that this suggcetion raiscs, thoe evidencce
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]

availablc chows that the domestic unsubsidised price of ganc

A

stecl itums are lower here than in Europe and the US.

Mon ferrouss

In regard to gluminium, from an cstimatced surplus of
10,000 tonncs in 1988-89, th:orc is likely to ke a sghort “a11
this ycar of 50,000 to 60,000 beczuse KALCO has roviscd
downwards its production cstimate for the ycar from 1.3 lakh
tonnes to 80,000 tonncs. This is a large sup.,rly short £all
at a timec when the domestic price of aiuminium is W.28,000 s
tonne, which is R35.15,000 a tonne lower than world pricoes,
which arc extcrting a strong upward Pressurc on the domcstic
prices as well. The industry and trade arce right in urging
the government not to institute a Programme of decontrol nows,
a programms which was planncd at a time when thore was +5 be
an cstimated supply surzlus of 156,000 tonnes. Aluminiumn
which is in short supply is scllinge at a premium of Rs« 50,000
a tonnc after the 20 per ccont Price hike in March 1983, The
Planning Commigsion forccast capacity in the industry at
4.67 lakh tonncs and production at 3.93 lakh tonnes and
demand at 4 lakh tcnnes. Becauce of +he sharp risc in priccs,
demand has fallen toc 3.6 lakh tonnes, capacity to 4 lakh
tonnecs and production of 2.78 lskh tonnes, involving an
import of 80,000 tonncs . Wher FALCO & HINDALCC cxpancion
are complcted, zsluminium roduction capacity will bz 8.6 lakh

tonnes, producticn will ko 4 lakh tonncs in 1988-89 and

4.7 lakh tonncg in 1988m894iﬂ cxccss of the demand of 3.9
lakh tonnes. This may be one of the reaseons why govornment
on July 26, 1988 put aluminium on OGL for imports and dg-
canaliscd imports. 2Also the international price is £1440 a
tonne, which with landoed cost and dutics makcs it Rs.40, 000
a tonne, whiloe the indicenous price is Rs.25, 309 per tonnc.
As NALCO is not vet stabiliced and BALCC and HINDALCC not
eing able t5 usc their capacities fully because of power

shortage, there is neccd for continmuing importe through
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MMTC, theo canalising agency, the import cost being redecmed
by the appropriate ripve in the administered price of
aluminium. On copper, productiocn is at 40,000 tonncs, whilc
demand varies botween 70,000 to 1,20,000. So imports arc a
bPermancent fcature of the copper scene at 50 per cent to

70 pcecr cent of the demand. In this contevt, the continuosus
change of copper prices by government (6 times in 12 months)
ralisaes questions about the reasons for price hikes. Arc
they mcans of ralsing reovenucs? Arc <hey to protect thc
small domestic copper induﬁtry? The Comptroller and Auditor
General Roport for 1986-87 on the working of Hindustan
Cepper has raiscé furthcr gquestions about thoe over estimation
of mctal content of the ore, the over valuation of stock, the
interest for the voer etec. Hence the suggestions for consi-
deration are whether uneccnomic mincs should be closed till
international prices rise to make their werking profitable,
import concentrstes to operete smeltcers, supplemanting the
open cast technigque being usced and concentrating on valuce
added, adjusting specedily the tariff in rosponsce to inter—
national pricces. The other non ferrous metal is zing, whero
against thce annmual rcquirement of 1,60,000 tonnes, the
production targoet for the currcnt vear, 1928-89, is 76,000,
bast vear the production targoet was not achicoved because of
the drought. and lack of water and power, +that both the
Rajasthan and &ndhra Pradesh smelters faced. This year the
lagged cffect of the drought will result in the targct not
being fulfilled. The world demand for zinc, like the Indian
demand, 1s growing at ovor 4 por cent per annum, which has
pushced up prices from 35 USE cents a pound te 60 caents. But
this makcs the newly cstablished Rampura - Agucha project,
doesigned to'produco 70,000 tonnesg of zinc and 35,000 tonncs
of lcad viable. With domestic consumption growing fast

at 4.5 por cent, well above the world demand, the 1999--2000
demand will be 2.51 lakh tonnes ~ which means the country
will be a long tcecrm importcr and will bo importing a

continuously increasing cuantity.
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The coir. industry 1s cngagced in producing rotted
coconut fibre, callcd whitco fibrc, frcm Kerala and brown
fibrc from other sgouthorn and castern states. The depart-
ment's annual rcecrort gives an extensive account of this
traditional industry togethor with the net work of rescarch,
training, and =xtconsion servicoes. It does.not, howover,
rcport on the ncgative fact that both production and Lxohorts
of coilr products are declining. The decline in oxports is
from 47,224 tonnes valued at Rse37.21 crores in 1979-80, to
24,692 tonnes at Rs.32.85 crores in 1285--86, and 22.5 tonncs
at Bs.20.98 crorcs in 1986-87. The main rcaeson for this
dccline 1is the obsolescent processing of the industry,
particularly in Kerala. The Board has now turnced to doing
cverything to increasc production. It is geing in for
sclcctive mechanisation - gscleetive both kecause of the
employment zffccts ©f mochanisaticn and the resistance to
it from the Korala scoctor of the industry. This mochanisa-
tion is not only incrcasing production and hclping tc mecct
the competition £rom the mechaniscd colir industry in thc

hilippines, Thailasnd and Indouncsia, it ig alsc a mecans cf
meeting the compctition from checap synthetic and rnatural
substitutes. Thce Husk Contrcl ordcr has been libceralised

to increasce the aveilability of coconut husk: thce levy
scheme of 1986 procurcs upto 30 per cent of the hugk from
cvery retter to fced tho colr cooperatives at regulated
pPrices. Cash assistance to thc exporters has beoon incrcased
from 7 to 10 per cent, and the minimum export pricce, thc

3 vear projcct for coir f£floor matting, and the improvaed
supply and lowcr shipoing costs, arc all aimed at increossing
production and exports. Thc annual report statcs that

the 1987-88 production target of 2,00, 399 tonncs

(1,40,300 tonncs of white fibre and 60,000 tonncs of
brown fibre) is being met and exports incrcased in volume

from 13,882 tonnecs in April-Cctobcer 1986 to 14, 137 tornncs
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August~0ctober 1987, but in wvalu: declined by 8 pcr cont
t0O R5.1798.29 l1iakhs. INew develcopments in coir production
includce the power lcom factory st Ammendivilla and two
units -~ onc in Maharashtra and the other in Kerala - to
produce rubburiscd colr. The prospects for the industry's

growth arce improving.

Infrastructure:

Under infrastructurce, the mid vesr posgition of power,

C
crude, c¢oal and transport will bo reviewod.

Fouers,

In 1987-88, the major sourcc of power wase thermal, with
miclcar powecr still at the starting stage, and hydcel power
in short supply bccausc of the droucht. Even so the 1987-29

powcr record and thet for the first suartsr of 1988-89 is

-

cncocuraging. In 1987-88 power genoration rosc by 7.5 per cent,

almost cntirely from the thermal scurce, comparcd to the
provious ycar's incriasc of 10.3 por cent. The 1987-87 PLE
was 56.4 pcr cent compared to 53.2 per cont in 1986-87.
Fower shortage in the country incrcased from 9.4 per cent
in 1986-87 to 10.9 pcr ccnt in 1987-88, and hit most major

states as the tabklc below shows:
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Table ZIV
State 1986-87 198788
% of shortage
Karnataka 26.9 30.6
Uttar Pradaecsh 14.0 16.6
Kerals 7.6 15.3
2ndhres Pradcsh - 11.7
Rajasthan 7.9 16.9
Tamil Xadu 8.6 10.7
Punjab 4.1 6.6
Gujarest 3.4 4.1
Madhyva Pradesh - 3.9
Bihar 26.9 18.6
Crissa ‘ 24.0 17.4
-Harvana _ 13.4 13.3
Viest Bengal 8.7 7.1
Maharashtra 6.5 6.0
21l India 9.4 10.9

Sources CsS0O

The table above shows that power shortage was the highest
in the four southern states. KXerala, which till 1985-86
was s power surplus state, jolncd the power dcficit onos,
with ite shortage morc than doubling in 1987-88 ovor
1986-87. Two states which arc normally surplus states
joined the ranks of power dcficit ones -~ Andhra Fr
and Madhyva Pradecsh; in both cascs, due to the shar
in hydel gencration conscguent on the drought. bew C
crcated in 1927-88 was 4985 MW compared to the target
4916 MW. For 1988-89, thc gencerstion target has boen sct
at 226.,5 billicn units, powcr shortage a reduced 8.77

per cont, and new capacity crcation 4495 MW. The
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record in the first quarter April-dune 1932 in meeting these
targets 1s cncouraging: power generation was 10.4 per cont
more thon in the first quarter of 1987-80. On nuclear power
generation, against the plan to commigsion 10,000 MW of
muclesr based elcctricity at a cost of 13.14,000 crores

(1984 prices), 1927-88 cx penditure of R$.468.56 crores was
for completed and ongoino schames - Rajasthan 1 &

Madrss 1& 2, lavora 1 & 2, and Kekrapara. =nd 5.206.43 crorecs

for new schoanes - Rajesthan 2 & 4, Kaiga and some work on

500 MW programmes. In addition on 4 neavy woter plons -nd haavy

water productios at 4 centres, %.323.92 crorcs werc expoendead

in 1986-87., The rogrammce face: a resource 2», which the
o § AT

nuclear power corporation formed in 1987 rlans to mect through

market borrowing

Turning to power policy there are scveral issues. On

the one hand, the country has one 2 the highest GDP clastici
of clcctricity consumption at over 2 per cent, whicnh ha=s led

to doubling of power uscd in irrigation and the resulting
incrcase in irrigaticn, thc increcased domectic use of
clectricity, especially through the Rural Electricis Ly
Corporavion, and the growth of the industrisl scctor. Thesco
dircctions in which clectricity and its use is expanding
calls for s hecavy investment in thc'olectricity sector which

about the fastest rate sectorally, is

T

i
thouch incressing a
i

still bchind what

n

s nexded, and cxplalns tho complaint of

lack of resourccs in ov

n

ry scctor of clectricity et the
states and Union level. 2 sccond problem relatos to hydel
power. FPor 1987-88 thc generation targct at 56.4 billion

units was about the samc as for +he previous vcer, beccausc
sf the drought and low roscrvoir levels. Addition to
installcd hydro capacity wass 1234.45 Mw., The actusl
attainments were always 10-20 per cent below the target,
compared to the 10 per coent cver achicvement of the thermsl

target. Given this poor rocord of large hydel projccts

i
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including thosc of the Naticnal Hydzo Power Development
Corporation, there is a strong casce for concentrating from
this ycar on micro hydel projccts -~ projzcts on rivers and
waterfall system gencrating 10-50 MW cach. China has shown
the way to tap this important resource, and it is reported
that 30 por ceont of its cncrgy emanates from micro hydel
systoms. Micro hydel programme should be incorporated intoc
the Integrated Rural Znergy (IRE) projects which arc
spreading all over thc country. Thcir executicn has now
bezn entrusted to thoe Rural Elcctrification Corporation,
which is sound. ¥Why they have not been included in the IRE
project; given its low capital cost and potential scrvice ©o
the rural arcas is not known, and strcengthens the suspicion
of an anti-hydel lokky at work. In any case the largc Netional
Thermal Corporation projects must ¢go along side with other
technolcgy options like micro hydel projects. A third
problem ig that thce powcr shortage documented earlier iz duc
to poor planning and managancintt, not to under investment,
(though therce is & resource shortage as noted in this field).
The mid term appralisal lists some of thcese man made lacks -
maintenance to schedulc, roduction in forced outages, reduction
in auxiliary consumption and reduction in the time taizen
between comrmissioning and full generation. And so to raemedy
low productivity of capital and cnmure bettcr opcrating stef€
and maintenance training, and optimal usc of equipment, thorc
is necd for a data base to monitor the operation. For this
yecar and the following years, there will have to be specizl
attention ©to cnsuring a émooth transition to thc usec of

500 MW generators, to move fastar on import substitution

(it is not widely known that the pramier power gencration
mamufacture, BHEL's budget is cxpended upto 60 pcer cent on
imports which mcans that arcas of indigenisation in ZHEL
should be ddentified and vigorously pushed). A fourth
problem identified by the Comproller and Auditor General in

his 1986--87 report is thc¢ noor performance of the Statce
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Elcctricity Boards in regaerd to a) low lavels of operational
cfficicney, b) short fell in schicving targcets, c)

runs and spiralling costs, d) poor maintcnance e¢) low PLF,

f) growing distribution and transmission losses, and g) the
costs of projects oxceeding cstimatces by 100 to 300 pcr caent,
beocausc of 2-5 vear delavs in the gestation period, changero
in designs and additions mada after proicct is approved, and

project cstimatis being are aimcd at

scouring approval for as many projcects as possibla. SEB, a0
not undertake thc required annual overhaul and so thelr plants
suffcr froquent and long outages.e There is also lacking
financial contrel, =nd so most of bocerds arc in financial
difficulties. There arc further frequent compleints about

the unrcliability and low quality BHEL equipment. This has
not hcen investigated, and so it is difficult to say whothor
or not this stoms from the proeforcnce for foreign coquipment.
In any case all thesc shortcomings are now on rccord, and the
modernisation fund should he used by the Boards to modcrnisc
thelr ccouipmont, kcep thom upto dote and provide lts meintoenance

staff with thce needcd training. Finally the nucleer powor

ralecs several issucs concerning cost, safety, hezlth, wastc
dierosal and its relaticon o nuclecar weapons. These issucs

C

0!
arc being debated on 3 rathoer low key, compared to the leve

ehates in U8, UK, Yest Germany and Japan. The department'sz
Lreport presents an optimistic report on all thesc issucs and
makes the flat out statancnt thot Yporsonnel radiation during
the vear were kept under control. Efflucnt radioc active
rclcascs aud the cnvironment impact from the operastion of

DAE installations were insignificent® 51

There arce scientific
studies on nuclcar cnergy costsg, on hezglth of workoers and
wastes managanent which question thosc atcmcr*s.sz A
committce which roviewed radiaticn surveillanco, envircnmental
survelllance end heglth statue orf workers =t Indian Rarc
Earths (IRE), Udyogmandal, Kerala concludes that some of the
i

plants' decisicns like dumping RE chlori
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not basced on a scicntific evaluation and recommends for the
safety of workcrs, adcguastc medical surveillance and coverage,
maintaining a good mcedical record and individual occupational
exposurcs and comparing IRE workecrs health with that cof
workers in a chemical factory not exposcd to radiationp53
There is one othor morc mundane issue. Now that the ™uclcear
Power Corporstion has beon formod, the nuclear powver authori--
tics will heve to adopt commorcial practicqs of accounting,
auditing and adopt transparcnt cash inflows and ocutflows,

and submit thanselves t> the normal public and parliamcentery
scrtiny, likc other departments of govermmecnt, and s answer
the cquestion whether nuclcar power in terms of cost is a

true long teim source OFf power.

Soal:

In 1987-88 coal production was 180.76 million tonncog
against thc target £or the year of 183.5 million tonncs and
demand of 192 million tonnes. The differcnce between produc—
tion and demend was mct by drawing down on pit hcad stocks
and some imports. For the year 1988-89, the target is
196.28 million tonnes and the demand cstimated at 202 milliocon

tonnes. There are several issucs in the coal scctor which

demand attention. Onc is price; the pricc of conl was during
198782 raiscd by 15 per cent from %5.190 per tonne €5 Ese 219
Per tonne, which gave the industry Rs.140 crorcs in 1987-88

and Rs.400 c¢rores in & full year. This is a flca bite in
1

O e

rclation to the accumulatcd loss of Coal India at R54190
crores on March 31, 1987 and Rs.2150 crorcs on March 19
The Chari Committcec attributcs the losscs

power and unccnnomic mines. Bosth thesce

I £ Ors
to some examination. Op the immediate question of the prico
rise, which is the fourth in 3 vecares, the ques n must

once more be posed, as is dons in the goverment documcnt

A . 54
on Administered priccs, as to whother the alternative

to tho price rise, namcly of incroeasing productivity, and
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rcecducing corruption, lcakages and wastages in the industry

has becen coxamined. There is no evidcence of that. Cn the

cquestion of over manning, which is alzo related to CQBS,

(&

the over manning of the ccoal mincs is an optical illusion,

cngenderad by its real cxistence in some mincs in zZihear

But on agnalysis, it is found that whercas since 1975 the
workforce incrcased by 35 per cent, production increzscd

90 per cent, wagcs incrcasad six times while the price ol

cnal has incre cd six and 2 half timcs. Tho same doubt
rises in rogard to the sccond rcason giveon f£or the losse
uneconomic minces which is o tilt iv favour »f opcn cest
mining. But horc agein it is found that the mochaniscd

cast mining, which is 5 n

opcrationsg, has not roduced costs (and loss i
high costs), rather while the shere of wages dcclined,
depreciation and interest provisions show in
more than Rse.2000 crorcs of machinery lie idle
mean that managenicnt of capital neocds mere attend
managonent of labour? A related issuc is

r
collgboraticn asogrcoment with USSR for design an

s

a
of 5 open cast and 10 underground mines at the Centrsl Mine

and Flanning Dcsign Institutce. Whilc updsted foreign techno-

logy and rclated equipment arce justificd for deep coal mincs,

the 15 minces do not ncoed Soviet technology and cguipment,

there arc adccuate amounts of both in the country. Cpen

cast mining is the major mining in Indiz at 60 per ccnt of

all mining. A furtherjissuc relates to the question of
sutput per man shnift (CMS) ., which is reported t2 have
incrcased from 0.98 tonnes in 198687 to 1.02 tonncs in

1987-863. In gzneral, this incrcasc iz welcomed, for it

i

A

a simplec and short indicstor of labour productivity in the

coal minc. However the improved OMS is ne indicetor that

the cost of production of the mincs is Geclining, as bey

ao

a certain lovel of mechanisction which is associated with a

rise in OMS, the eavings in the woges part of the total

st may not compoensste for the costs of the additional



{nvestncint necded for tho higher OMS. An cmpirical study
on this pointe out that betweon 1¢80-21 and 1285-06, tnc
wagcs cost part rose from Rs.73.18 t0 Rs.103.57 pcr tonnc >f
ccal, while the total cost nearly doubled from Rs.123.2 €S
Rs.214.20 per tonne of ccal, because while CMS incrcascs
with cveryv sukstitution of machine for man, thc cost of
mining docs not fall in cvery such substitution: the cust
is made up of a) labour cost, and. 1) matcrials cost, with
the rogalt that savings in labour cost may be more than

offsct by risc in matcrials coste.

Crude:

in 1987--88 crude production's stagnation has bocoma
visible at about 30 millicn tonnes: it was 30,17 million
tonnes in 1985-86, 30.6 million tonncs in 1986-87 and
30.36 million tonncs in 1987-88. The futurc is cqually
grim. In 1989-90 an cptimistic production forccast is 34.5
million tonncs, whilc demand is scen to increasc from the
current 44 million tonnes to 57 million tonnes. In cthoer
words, while indigenous production is falling from 68.4 per
cent of total crude availability in 198586, to 60.5 por
cent in 1988-82 and 57 por cent in 1294-95, which is thc
tcrminal yecar £or the eighth plan, demand is “eing allowed

tc grow at on annual 7.8 per cont. The government's re-

®

acticn to this situaticn we

i)

. to liberelise the contract

v
i

torms of the forcign multinstionals and open the low risk
srcas =~ two in the Krishna-Godavari basin, onc in Palar and
the other in additional cof Godavari. what is nccdced on the
sther hand is somce demand managament. Obviously the country
cannot afford this rate of consumpticn growth of potrolcum

products. In 1987--88 the refinery crude through put

was 47.73 million tonnes, and the domestic production 2F
potroleum products was 45.39 millicn tonncs. Consumption
of pctroleum products was 46.25 million tonnes against

43.66 million tonnos for the previocus yesar. Thz consunption
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of all pctrolcum products is incrcasing: LPG from 1.50
million tonncs in 1986-837 to 1.61 millicn tonhes in 1987--8€,
involving incroasce in connccticns from 10.3 million in
Jamuary 1960 to 13.4 milliocn in Janu-ry 1988: kcroscnc

from 6.65 million tonncs in 1936-87 tc 7.20 million tonncs:
high spced dicsel from 1€6.00 million tonnes teo 17.21 million
tonnes: petrol from 2.51 milliorn tonnocs €0 2.80 million

- n -

tonnes. “ith the saordosue for.ign cxchangce crisis and kalance

LQ

of payment probhlan, the country cannot afford tho above

0

increases, which involve forcign cxcnwnoo sutgo of Rse.3787
crorcsg in 19€7-82 ond f.5000 crores in 19836-89. The raising
of the price of pctrsloum products is a revenus raising
gezturc and docs not roducce petrclcocum consuwnption. For that,
there is need ts revicw tive automcebile peolicy which, as
notoed carlicr, is permitting cxpansion oF all types of
automobiles. Therc is one more mcans of saving on the usc

of crudce and its products and that is through the cptimal

use of gas. MNow gas is being wasted. In 19€86-87 gas praduc-—
tion was 9.84 billion cubic metres (bow), of which 2.72 ban
were wastefully £fleored.  Inztcad, cas could be piped as
domestic fucl in cities and towns, naphtha could be used

as feedstock f£or fertiliscr nlants, lceoving only transport,
with priority toc mass transport, as the (cnly) main consancr

of crudece.

For the railways, 1987--88 has bcen a ¢ood vear. It

=]
nct tonne kilc.ct)z Per wagso pe , which is said to be

i

day
the best productivity indicator of freight operastisns,
7 1985-86 to 1430 in 1986-87,

ITts financial poerfcecrmance isg alsc improving in 1986-87, for

[ R

recorded a risc £from 1296

aftcr paying the full dividend of Rs.578.85 crores €5 +the
general roveiwue, i1t records a surplus oFf 8.191.99 crorcs.
Since the end of the Seventh Plan, its dopreciation rescrve

increascd from 3 ner cent to 10 poer @nt and in 198687 it
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increcases further to 12 per cent, which can help it €2 catch
up a littlc with the large backlog of replacamcnts and out.-
dated materials. Again it has reiscd its R & D in 1988.-89
by 50 por cent. It is against this positive record, that
its corporate plan 1985-2000 should be scen: with the CDE
growth of 4.5 to 5 pcer cent and the natiocnal economic and
energy =fficicncy, its land traffic will incrcase from 265
million tonucs in 1984-85 to 619 million tonnce in 1999-20003:
the overaged asscts nceding roeplacoment are 5920 stecam loco-—
motives, 214 dicscl locos, 201 clectric locomotives, 21,872
coaches, 1697 EMUs, and 2, 14,901 wagons. As in thc first

4 vecars of the Scventh Plan, the railways will have spent
Rs«12,000 crorcs, it mav ke abls to reach the Ps.46,000 crorcs
targct in 1299-2000. But thecre are alsc problems which must
be attendcd to now. One is the continual rise in *he operating
ratio from 90.6 in 1985-86 to 91.9 per ccnt in 1986-87, +to
92.€6 p.r cent in 1987-88 and ©2.7 Per cent in 1988-8%. This
ratio can b: brought down by recducing the adminictrative

and working ecxpense of thc railway. Another problem areca

is the limited transport capacity of the railwazz, which is
lagging kehind the economy's naced, duc to inadegquate invest-
ment, with priority nccessarily going for replacoments:
this also continues in the corporata plan. Finally, thcere is
the question of internal rcsource generatiosn. Yoear ofter
year the railways have raiscd farcs and rates, and for
1988--89 thc incrcasc viclds Rs.522 cro-cs. This is not thc
only or primary way to generatce rescurces internally. The
rationalisation and modernisation of the rallways should
alssc yicld resources. In roegard to §3g££g5£f%hc ministry's
annual report states t+thot on 31.12.1983, the Indian floct
was 364 ships of 5.47 million GRT, during 1927-88,

5,12,606 GRT was addcd aud 4,91,988 GRT scrapped, which
gives a net =dditiocn for the year of 21,108 GRT and tho

net operative tonnage referred to carlicr. Indian shipping
had to face the world slump as well as inadequate lincr

trade and bulk cargo, continuous incrcasc in Operating coste,
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with littlce or no effort at cconomy or improved cfficicncye.
In ordecr to meet this situaticn, the goverunment in 1987
abolished the Shipping Developmont Fund Committec end sct un
in its stcad, the Shin Acqguiciticon Licensing Committce to

spead the acquisition of ships. £&nd to provide the loans £o3

)
0

this purposae, the Shipping Credit and Investment Company ™7
crcated. It may bc too carly to judge the effcctivencss of
2 new agencics, but the stagnation and in some Casc

ticn 2% oSur shlp

Q,
0
Q
‘_;
H
u)
o

ying lines and the cargo they carry
continue. TIor this there has £2 be lincr agrecments, which
is difficult because the compenics from the industrisl

countrics want to incroasc thoir traffic and cargs at all

costs, so that liner confurcnce docisions go in thelr f£avour.
The cbligaticon to tranship a part of thoe country’s export
in its own ships caunoct be furthor cxtended from the pPrescnt

limits, boccausc of the strong oppositicn of industry and
tradec, who naturally want to usc the cheapest, safcst and

quickcest rates and lincrs. Those complex rcasons cxplain

cf

he stognation in shipping. On ports, the major ports
functioned without toc nuch congestion, or a waiti

for cships: processing 124,214 million tonnes of cergo in
1986u87 and 1,20,73C milliion tonnces upto Fehrusry 1987. The
reducticn of port congestion will be furthoer marked when the

new port of Whava Shive 1z complcted and opcenoed. Tha msjor

w5

ports of Modras, Calcutita 2nd Cochin have developed containcrs
traffic. 2oth thc ports and snips have to come to terms with
fast cdocveloning teochnological changos in the world of

shipping.

Telceccommunicationss:

In telecswmunicetiong, tho achicvements in the Fficst
four ycars are malnly in the field of local switching, and
last year of the plan and thc cighth plen the

cwphasis is suifting to long distance switching, trans--

missicne anéd telex. The scotion is the sukjeoct of a

- i (PN <
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tichnology wission to imnrove the quality of scrvice, and

to help dovelop certain indigenous tochnology. The mised iC

has cecon the cono succoss in the

H

ive missions, partly

becausec it has cliar time bound techuology tesks in thoe

telecommunicaticns ficld. The Planning Commissicon's nid
tcrm appraisal tabulatcs the achicvements in tho first yoear
and notce the high succoess ratc. Thoere are some probloms.

A wide varizty of us.rs of the tclecom facility has cmerged,

meost oFf thom using £orcign cgulpmont. ITurthoer the scctor

)

has becn opcencd to thoe private scctor. Thore is thereforc

necd for standardisstion of this widoe variocty of cguipment
and usces within the framcwerk of a nct work of cons>lidated
telcmatics, which is thoe next stage of dovelspmont. Tha
othor problom is that tcleocommunications is still an integral
part of o siaglc department - of pousts, tclegraphs and
tclephones, which is unablc to scrve tho nceds of the pestal
cervices, nor thceso of tcleceocmmunications. The casc £or
scparating tham boeeomes cven clcarcr as the telecommunication

missicn bogiae producing long term and short term results.

Non conventional sources of cnergy

The departmente' Annual Report presents a somewhat
overcnthusiastic picture of accomplishments of rnon conventional
sourccs particularly £for 1986-87 with the building of 2.01
lakh kiogas plants which declined to 1 lakh in 1987-8&,
taking the nunmber of plants to ovar 9 lakhs in the country.
This is a very small achicvancnt for a large country whero
over 80 por cent of thoe people live in rural arcas and have
no access to modern forms of encrgy (miscalled f£orms of
commercial encrgy) . Chins has today over 4 millicn plants.
In 198889 thoe achilevament will be cven less as the
deportuenrte! budget is being incrcascd by Rs.5 crorcs o
105 crorcs, which, with the inflation rate of over 10 pe

ccecnt, meaens 2 rcecal budget of Ps.94 crorcs Wi A

e

raeducced budgoet the biogas alloctuent is an ina
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R5.53.43 crorcs, which, in rcal tcecrme, is what was availablc

in the last 2 yvcars and which has no relstion to thc cost of
constructing the ombiticus 23 lakh chulss for the ycar.

The story on improved chules is similar, with the insteallation
of 9,05 lakh in 19£6-87 and 2 lakh age

in in 1927-88. Ior
1988-89 tie reduccd allccation is involving a small target

o

has moved ints the

RO
)
3

~F 5«6 lakhs. Tho solar thermal prog mc
stage of succcssful commercialisatiocn of low gradce sclar
~ mecting medium and high tompcraturc

u
thermal tochnologics
alrecond

i
cnergy needs for tioning, so2lar refrigeration, power
d

i
ustrial process. Low gradce solar thermal

Ll

genceratior and ind
devices like solar wotcer heaters arc in grest domsnd, and
solar photo voltalcs 1s wcncrging as a strong option for
mecting swall electric power necdse But here ogoin lack of -
funds is holding up placing the tcsted, commercialisced solar

instrumaents st the disposal of the rural people, koceusce tho

8]
<!

- i

have no voice in the lovel of the budget £oSr non canventicnal
ergy, ond nonc of thoe chambors of commerce and mamufacturing
organisstions, including the CEI, which arc all urkan kased
and industry oricnted, has & steke in the allotrment of funds
for rencwakble and non conventional rural cenergy. This is
brought cut most clearly in rcegard tc wird oncrgy, which the
department report placcos as being in excoss of 20,000 MW for
power geoneration, 2nd refors tc a rocent study by the “iorld
Bank and the US department of cnorgy which ranks India very
high among 29 dceveloning countries in the matter of wind
cnergye. The department reports on the capacity of 5 wind
farms which gonerate 4.40 MWSY The first ithasc of the
country’s wind ocnergy ncga Lork was commissioned in Zpril
1988 at Kayathan, Chidambarcom district, with 15 wind mills
of 90 KW cach. This f£ollows the Mullaikadu unit also in tho
Chidambtaram digtrict, wherce 20 wind mills of 55 KW capacity
cach have boeon installed. In this connecticn the nlan for
generating 500C MW through wind cnergy has alss suffercd a
reducticn in allcceation from .6.2 crorecs in 19¢€7-88 to

R3.5.38 crores in the 1988-8° budget. The projcct itsclf
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will be kept going through the generous Danish aid, (it is o
matter of shamc that for this small but important programmc
we are dependent on £oreign aid). The only reason for this
icglect of this source of rural cnergy is the voicelessnose
°f the rural pocr against the vocifer-sus claims of the urban

I

Q

elite. Onc positive clecment is the report on the completi

n

°of investigaticn £or 900 MY tidal power statizsn in the qulf
oI Kutch, which should be £5115wed by similar +tidal power
prsjocts in thoe qulf of Khamba, Sundarbans ete, which add
upte 10,000 MW. The proklom is whether the ccnventional
clectricity forcos will allow this non conventisnal clectricity
orces will allow this non conventisnal scurce o develop,
providing it with necded rcesources. Further +wo gucsticns

nccd to ke addroesscod to tho department. Why is it Proessing

the rovicw committee to shift solar cclls, mzdulcs and

systoms f£rom the restricted list to OGL as part =f its

campaign to impcrt scolar photovoltaic products and tcechnoloagy?
The proposal was fcitunatc ¥ not accepted, but only becausc

of the strong sppositisn of the DETD and Chicf Controller

of Imports. & similar casc is the department’s <ffsrts €0
expedite approval of manufacture of solar prhotovosltoic

modules and systcoms bascd on crystalline silicon technology
from the UK's BT sclar svstams, when thce gsame is pr=duced
indigenously by BHEL and CEL, after a decade ©f R & D and

used in our rural arcas, in which Mottur Chemicals and IIS,
Bangalorce were invslved, as noted in last vesr's mid year

Qeirn
GO

Qu

roviow.58 The project was dropped (after keing referro
the prime minister) because of the strong cppcsiticon of the
scientific community. Once more the department nceds €5
remember that it not only a scicntific decpartment but zlso

rcprescnts the pocr rural houses who are its clicnts.

Science and Technology:

The Annual Repert of the Departinent of Scicnce and

Technolsgy provides an ovarview of the scicntific
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activitics for 1987-08 starting with the Science &
Technology (8 & T) Adviscry Committee to losk intc the key
issuecs coniected withh 8 & T in various cconomic sectorse.
In this connoction vet ancother committcece called the Scicnecc
AGvisory Committoc tc the Primc Minister nhas produced a

perspective plan f£cr scicnec and tochnclogy, which us

€
that science and toechnsolosgy is not fully intcgrated 1ntd
ad

the ceonomic planning of tho country, proposcs strate ics
Ffor incorporating S & T in a wcrspectivae plen £{z>r 2001,
which cmphasises that S & T must mocot the basic nccds of

the people f£or f£ood, housing, hicalth, cmployment ond
ceducation as wcll as the crnisation of infrastructure in
ca

ni s
energy, transport and communication. It strcsscs the role
5f rescsreh in materials tochnology, informeotion technology

and calls for action on 8§ & T fronts to atltain the targeted

gsals of deonleraticn in porulation growth, d-ubklcd £ood
production, larger GDP, hcalth for all, litcrecy and housing.
Six months latcr it releasced scoven reports on this, its
mandatc, covering photonics, instrumcntation, parollcl
computing, lascrs, managomont of roncwakble rescurcces,
chcmical industry and matorials, snd stated that reports in

three more arceas wore roady but not printsd, namely, mincra

development, robotics and manufacture o>f autometicn, and

priorities in genetic rescurce (this lest rcleted to the

annual reoport for 1987-88 of thae devertment of Bistcchnolzuy) .«
The imprcssiosn that this firset crsp of reports lcevas
is that, xcopt for managarcent of renewakle resources aud

peripher ally mincrals dovelopnent, the relaticon t2 the
prisritics cstablished in its perspective plsn is n
The department algsc reports that in the arces cof drought

and water managoment, studics by the Institute of Trophical

Metweorology on mechanisms of mcan monscon circulation and

indicetc that the intensc and prolonged prcovalen

=
e

a
variability of monsocons rainfell over timc and space
ncea
T

BENSO and thce much ccolcer than normal wintoer spring over

BEurasia arc the two important foctcrs focr the unprecaedontced



failure of monsoocns. This and the 93 projocts in fronticr

0}

arca <of roscarch cluding plant viruscs, cocrdination

in
chemistry, photc ass
r

ssisted water splitting systems and marince
natural products ralsc somc gencral iesstvcs on rescarch az a
promoter of technical chango. Such roscarch has €2 pass

through four stages -~ scarch £or now products/procosscs,
adaptatisn and improvancnt of productspraccsscs and, dove-
lopmant of new producte and beasic rescarch. In tho roport,
all =stagcs are found, but ntt nceccsserily in that ordoer oF
one stage lcading to the ncxt, as the last stegc is the mojor
Prceoccupation of roegczreh and ite speolicatiorn. &l

csearch has to take intc account the naturce of cur cesnony,
which is highly protoected and mencnolistic o ligopolistic,

o
50 that adaptaticn zathor than innovatiocn is the discdaratum.

S

M

Ihe rescearceh reoortoed both in thoe Dopartinent =f 8 & T'e »nnunl.
Biot logyis annusl rowort

rcport and the dcopartmont of Bisctcchno
confirme the azcocve in that the reacarch is aimed at pr rom>ting
incrcmental technologics developmont which are nroccss nodi
ficaticocn, referred to carlicer, which will improve offi
increase production, improv. praduct cquality or lower
Thus, if state ¢f the art technology is imported in any f£icld,
domcstic rescarch has to akbsesorb it and incsrporate in its
increcmental changes. In the automobile field for instancs,

in house R&D has grown +2 comparc Tavourably internationally.
It has resulted in 3 numbor of invisible imrrovancnts.

There is a technoalogy gap compercd t2 industrialiscd

countrics, but Indizu R&D has dcveloped automokiles priccd

at a lower lcvel. In manufacturing tochnology, where cos
benefit ratos favour technoleogy imports they must ke

dapted t5 Indian conditions, which oro very spocial. In
instituticnal terms, it is alse pointed cut that as we

ove from import substitution based industrialisatisn to
import liberaliscd export oromstisn bas 7 industrislisation,
intornal eompoetiticson must be promoted for assuring giowth
with ocur large labour force Reoeturning to the more practical
issucs in S&T, the July mcctiang of CSIR Directors in
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. e = . - . ... 5S
following through the Zbid Hussein Committece recommendation
on funding znc third cof the councils udget £rom its own
fund, put forward a 3 point formula, a) allowing some

b oo

n
lgkoratorice cngaged in purc Ecscarch likce the Centre €or
o

r
logy not being able ©s carn much,

Ccliular =znd Hclecular
whilc others could carn morc than a third of thoeir budget
under whnich the nrimary comoonent £ the cosre (non plan)

budget and thoe funding of this for cach institute will be

rcroperticnal to its staff strenagth and cxisting infrastructure:
L) a2 sccond source would ke funds generated through grants,
spcnsorod Drojocts cta. = boe supplomented by the oovernmoent
providing additicnal funding in the ratic of 1.5:1 to be
gradually rcduccd to bolow 1:1 in the £ifth ycary and c) the
money from consultancy scrvices and taochnology transfer to

Ked

industry snd fecs and rovalty resulting will be part of this
corpus and ncot bo approrriated kv the government. in august
1988, a rathcr important statancent wos made on agricultursl
rcscarch undertazsken by ICAR. On the one nand the Dircctor
General of ICAR states that thie research vy ICAR ccocatres an
institutes, which vrovided deotaniled techncelogical packages

£or rica, whcat, ragi, meize, sorghum, bajra and pulscs, and

s

have been worked ocut in light of thc rosources and constrainte

of thc vericus agrc ccclogical zoncs, is being starved of

resourcas; that the rescarch outlay for the Scoventh Plan hias

vecn movaed c¢own from 0.38 per cent of the tstal plan outlay
c

to 0423 per cont. On the other hand, the &ssistant Dirc

ot
0
o]

Genvral of ICAR ond the Vicce Chanccellocr of the Karnataka
= &

University =f Agricultural Scicncaes as woell as the cexpsrts

present a scminar in Bangalcre, roached & c-usensus that

ICAR has madc littlc impact oo the package of practicces
propagated by the 26 agricultural universitics. This nccds

cxamination. Is it that thcre is & conspicusus lag botweon
rogearch findings end their application to agric

practiccs and that oxteasion scrvices inclu
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access to assured irrigaticon and represcenting a highoer aspect
o€ capitel intcnsity? Or coven more disturbing, arec cur
research projccts dcecaling with agricultural proklems wholly

unreiatced to the country - as in the casc of ccertain crop

s

lscascs which arc endemic in the US snd Eurcpe, who also arc

i)

fund providers, kbut arc abscont hore? On the¢ evidence
availakble to me, I would g2 alcng with the first hypothesis.
IFinally the five technoclooy missions launchaod in 1987 in
teclecommunicaticn, drinking -rater, il secds, litcracy and
immunisation sxc important because, though cach prescnts
problems, and only sSnc is = rcal technslogy issuc, namcly
tclecocmmunicetion, in cach of tham brcakthrcughs arc urgently
= a

g iz

necdaed. In agust 1988 tws
have toeen added, - in dairy @&

1
lopment. The latter is onc of tha top p

F
8t

iority -~rcas which
has Dbeen neglocted to date and which will determine the
country’s development in the medium term. WwWhether a toohns-—

Scy missicn is the answer may be dcbhbated, but tho missicn
highlights this badly noglected arcea. The integrated monage-
ment inputs in all +the 5, nowr 7, missicon arcas, will detcrmuinc
the breakthrough necded and this calls F-or the cooporation

of scicntists and non scicntists.

Eﬂv1lonm nts

The annual Report (1987-88) of the Ministry of Environ-

ment and Forests with its accounts; of +he discrepancy on tho
country's forcst between WRSA & FST 2nd 1ts aprarcnt ro-

czneiliation, which has been denlt with under fcrosts
scction of this note; of the envircrmental impact kbocard
which aims at "develoobment with ninimal envircnmental
degradation” requiring asscossment reports, on cvery projcct
submitted for its clcarsnce, -n a) soil and watcer pollution,
k) s3il degradaticn, <) noiss impact, d) rchabilitation
master plan, and <) impact on flora and fauha; ard on this
basis states that of 59 mining procjcets aprlicstions,

8 were eleared, 32 rejccted and 21 roegquired te provide more
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informaticn; of 42 thermal projceccts submitted, 13 were
clcared, 2 rcjccted, 1 withdrawn, and additional infcormetion
reguired from 263 o©f 35 industrial projcct applicaticns,
24 were cleared, 3 raejected and 8 required to submit morc
information: of 87.river velley projecct applicatiocons, 17 werc
approved and 70 rojectad; and yet the projocts causing most
ecclogical and envirsonmental concern - namely Sardar Sarwar,
Narmada Sagar, Tchridam, Talchar Supcr thermel, Bombaoy hava
Shava port - have slippuod through. Reading throuagh the
report, it is dmportant to bear in mind that the Departmeont
r 1985. Till ohout that timo,

r

')
o
=
-
I
'l
i

was creatced only in Sor

“he ccconcnict,

ccology and tire environmen c >f no concern to tl
ncluding the agriculturel cconomist, the planner, the
administratcr and the pclicy makore. The rasult wags thet,
particularly sincc indepcndence when fivoe yvear plang werce
adopted as mcans for the rapid agricultural and industrial
development of the country develoepnental activity hes pro-
c...C0 0 on a ressurce iantensive path, which has had, zas a
consequence, largce scalce disruptisn of the cceological
stability of the cconcmy »nd 1Lts support systams. It wes ©
rcaliscd that hcavy dcmands on roesourcces - s7il, wator, alr.
flora, £a2una, mincrals, ctc. undermincd the productive
potential 2f thoese rusourcces, crcating ccslogical instebilitv.

Bchind this maothodology 2f rapid develoomont that wa

mn

i
successfully adopted, was the concept of the lincar pragroses
and the lincexrity of history borrowed from the 18th 2nd 19+h
century Europc. Under this concept of lincar progress
which crcated the idcalogy of develspment, developmont
was eguated with cconomic growth, coonomic growth cguated
with the dominence of thc market and modornity with
consumerism, with the conscguence that non market people
and non market ceonomics were cgquated with backuardness.

(Witncss oir desoorato ottanpte to identifyv backward sroas

and peoples, the quarrel over whoethoer backwardness should

7 class or castoe and thoe

A
vy

e measured Py districts or blocks, B3
planting of poles of growth among them to help them shed
their backwardness). The department, and behind it, the



conecern for ecslogy by ianumcrablce small groups including
scme illiterate rural communitics (who after all gave kirth
ts the Chipko and apks movancnts) may bo thoe start of a

holistic understanding of man and naturce, 2f man and the
bicsphcre, which hopcfully, in time, will lead a hcolistic
rclationship between cconomics and ceslcgy, and will help
us t2 turn cconomic growth around into what wve have now
come to czll sustOinablo dovelopment. Some 2f thoao

tract principles stand illustrated in the

)

t
ional droubht, which has beon a continuing thome
of this note. That drcocught hias crcated a now nationel
problem, which has bcecen roforred to, of watwr scarcity,
luding scarcity of
have incrcascd elarmingly from 17,000 in 1960 to 35,000 in
1972 and 70,000 in 1985 in UP, from 36,420 in 1980 to
50,000 in 1982 and €4,561 in MP, £rom 3,844 in 1979 tco
12,250 in 1986 in Sujorst, from 17,122 in 1979 <o 23,000 i
1984 in Msoharashtra and s2 on for all states. This has
brought home the point that drought is menmade, that watcer
scarcity is thce result of our interference with the woter
cycle, and all the varisus manifestations of drought -
meterzslogical, hvdrolcgical, land zridisation and ground
watcr séarcity -~ causcd by cxcessive cnerglscd pumping,

can and must e corrcocctaed by rostoring to the bissphoere its

=3
roscurces, which we have doizleted, and its hydroltgical
cycle ond stability which v have disrupted. Thise cen and

must bc done and must be wpert of the notisnal, state,

district and block plans, with ceslogical and cnvirsnmzontal

stakbllity Bbuilt intc all programmces of acricultural deve-s:
lopment and industrisl growth. The 1987 neoticnal watcer
policy if pursuced scricusly, and not allswed o be lost -
in political infighting and clectoral rhetoric, might bo
2 start of the long difficult road to rcsto ration of
cenvironmental sapity. This may invslve some trade sff
oL growth tc prescrve the cnvironment, but that small
sacrifice by the well to d2 is the real cell of the

S F
dcmand £or sustalinable development.

drinking water. Villeges without watoxo
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Educatizn and Hcalths

198788 markcd the continuing and in somce cascs the
full opcratiocn of the National Educetion Policy 1986 (NEF
1986) . Cnc =

training heing

its major aims is to intcgrate gducetisn and

F

uctced by ecparate ministrics and dcepart-

r)
Q
9]
3
Q

ments ~ £formal school, university, and adult cducetisn by t

ministry »f cducaticn, madiczl cducation by the ministry of

hcelth, agriculturzl cducasticn by the ministry of acriculturc
nd technician training by the ministry =f labour. In thco

arca oI rcsearch thore ig an oven grecater dispersiocon, with

the department of scicn and tachnology and its innumcrakle

T
¥
n

ac
national labcratcrics added to the absve. The our; o o
this intcgratisn has not becn spellcd out. Is it t7 helo

push human ressurcces development in an integratoed way?  Would

it be possible to aim at this, while respeoting and supportine

the specificity of cach type of cducatisn, trzining, and

research® Yhc voluminocus reports of the Ministry of Humen

Regources development report on the z2ctivities of the devpart--

ments of cducaticn, women and child developmeont, youth affesirs

and sports, and culturc in 5 volumcs. They zll rclate to
what was the Minietry of Bducsticn in the pre 1985 daovs -
that is kcfore thoe Hinistry of Humean Eosource Development
was createde It would have becocn useful if the repsrt had
given some account of tho prograess made in rogard to a) the
intcgrotion/coordination of all educetion scrvices and
related rescarch as referrod to above, b) the aextent to
which health 2nd employmont activities and information arc
being incorporated in human resourcce development. On the
other hand therc is a scparatco rcport on health which makcos
no reference to human resource deveolipment cither insts -
tutionally osr as a subjcct. Similarly the ministry of

labour reports on its accivitics scparately. Locking st

ct
o
o}
H
0
Q
t)
H
0

the annual reoort oF thoe ministry of cducatizn,
of gencral and overall progress of the comprchensive

cducaticon programme sct £orth in NEP 1986 is cncouraging.

U

From the humen regources development (HRD) point of view,
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there are a number of questicns. First the kbasce for HRD
c

i
develcpment is universzlisation of clementary cdu

(CEE) and attainment =f 100 per cent odult litcracy. The
report rofers to the cxpansicn of UEE through oporstisn
black koard and non fomal cducatios

n and the goals of tho
technslogy mission in litcracvy. At the rate ot which thesc

tws programmes aro proceeding, it scomes doubtful i€ the

-
universalising =f the first stage of clomentory 3

F

that is thce firest 5 veoars, vwill be attained hy 19
instance on opcraticn black board, tho rcecport sta
in 1887-88 funds wcre rclcascd only in 6 stntcs. Ono

important decision made y the ministry <n mcasuring the
rcal cnrolment rate in primsry/climentory educsticn i

to go by the fictiticus cnrolmont ratos, fictitious bocatisce
60 por cent of primnry schicol mupils drog sut before class V,

but to measurc it by the numbers who complotc 5 veers <f

(0]

primary schosling. Under the system ¥ automotic promcticn
uptc class 7/8 which oxists in most states, it will be

i
nccessary for the schocsls £c be trainced to meintain roeords

=

on the puovils as comrelote 5 ycecars. The statement in

the
the reposrt thet funds for sporaticn black ho-rd wers
relcascd in 6 states, raiscs the questicon of the vigbhlility of
this top down approach, porticularly in rogaréd to primary
cducaticn. Should there not be a decentralicod planning

and administraticsn of this programmc right ao

block level? The other progremme of universal ecducation
rclates to literocy. Herce thoe technolegy mission on
literscy i a puzzle. Where ~nd wvhat is the toechnology

invslved, by whet the report colls ‘intensive spplication

Fh

o€ 8 & T inputs'? CGiven the rate at which =dult illitcratces’
arc being made literatcs, the target sct for making 40 wmillinn
adults litcrate by the cnd 27 th- Soventh Plan ond o

further 40 million by the cnd ¥ the Eighth Plan is not
likely €S be attained. 2 sze~nd sorisus gap is in thc
vocetionalisaticn of sccondary cdu a2tion, where the

vecetional stream at that lovel continues to be a non

starter. At thce university andg college lovel, o start has
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been made in develosping sutonomous colleges, though giwven

~F

the resistance of the tcachers organisations, +the gocal 2£

making 500 <ol
may not be ottainced. The tcacher agitstion in 1987-88 was

cutonciucus in the Sceventh Plan also

|._1

SISO

a sct back o highcr cducation, and the g¢oszl 2f 5 uniform
scale of emolumcnts £or the tcachers is yot to be realised.
In 198788 thoe scarch for mcanc of human rescurec develop-
ent is still on, and 1988-589 will scc its continuanco.

In the Heglth and ¥emily clfsrc arca, the Znnunl Report

a
of the ministry rcfcrs to the goal

of heelth for all oy
2000, which it interprcects as a) r_,r:-vid'ng basic hzalth carc
services €to all end b) mromoting the healt status of thea
peoplc. It reports transleting this goal into 14, 4G9

cres with 5,588,219

o

Primary hcalth contres 2nd 1,02, 160 subecoen
trainced dails, 3,92,344 village hcecalth guides and 4,992 mele
mualtipurpose a2nd 1,07,593 fomale wltipurpose wirkers. Thec
contrel and cradicsticon of communicablce discascs covaer

and dental carc. Thc recport

leprosy, TB, goitrae,

measures the overall effcctivencss of +the Drogrammoes Dy
comparing lifc expectancy <7 32 vears in 1947 against 56
vears in 1987. There arc, however, scveral scrious gaps in

the programme, par ticularly in relation to intestinal and
gastro entitics discascs which can be Ffinanced and tacklaod,
if hospital bascd mcdical care is left in pPart to be
financed by the well to 8o, who usc them chiefly. The
priority as bctwoen urban based hospitzl cere with its
specialitics and supcr spoeciaslitics and the rural hcalth
coverosge has not vet been resslvad in rractice, and tho
ministry report is not voery holepful on this point. On
medical cducation, tho medical council »ill will perfcrm
an important function wheon and 1T cs and strengthens
standards of medical cducotion and stops the collcection of
capitaticn fees. On family welfere, thoe report statcecs that
courlc protection has beoen going up in the lact four vears
and stands at 37.5 pcr cont couples who have beonh protocted
by March 19€7. But the Registrar General's sample of births
shows nc decr:ase in the birth rate at an overall 220 per

thousand. This mcans that onc of > two reports is wrong -

& Fa

either the ministry's counlce pr

@]

the
cti rate or the somplc
to

of kirths. The rewort alsc rofoirs infeonts and cobildren
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bicing protected against 6 vieccinc preventirle discascs
through the univcersal immunisation pProgreamme, which has

in 1987-288 kocome a technology mission.  With reference to
report's statcament that mortslity and morkidity among
infants and children arc, as a conscguence, bcecing reduced,

it should be pointed ocut that “the child survival revolution®
programmo scems to lay sole stress on child mortality among
the under 53, paying little attention 4o health of children

after 5, whosc mortality/merbidity ratc may bo rising. The

dangcr with all these target bascd rrogramme 1s, ss is wall
known, the all ocut effort to attain or roport attoinment of
the target, while the substance of the programme, which in

o
this case is the child's futurc health =nd living is distcrtcd

i

The Natiocnal Housing Bank propcscd by the Primec Ministor
as finance ministor in the 1997.-28 budg:t

to mckhilise financo
o) ion (EDFC) has

i
a history going back to the Planning Commissicn and its tagsk

=

for the Heusing Develcpment Financial Coxrps

=

frorce, the stotement the Scventh Plan, and +the urban

lcgislation and

s in
its varicus amindments. The kill proposscs
setting up the spcx Watiosnal Housing Bank to reisc tho nccedad
funds with Rs.100 crorcs initiaol cepltal provided by the govern-—
ment.  Therce are to be local level and recgional HDFCs to
provide housing finance 2 middle and highcr income groups.
This is a good and neecssary devcelopment. Thore are, howcvor,

roject boeing sbvicusly
biascd towards the well o do, the possibility of turning to
the housing necds of the pocr, (as alsce 1927 is the Inter-
nationol Year of the Homoless), the distinctisn hotween
mortgage ond other such instrumcents f£or financing housing

and tha purchasing of land, and finally the means of raisinc

the currently low sharc (2.3 per cent of GDP) of thc
housing for the posr, and the cqually low rate cf growth

SE gross capitsl stock in hcusing (1.5 per day). Zbove all
the naticnal budget must show this priority for housing

and nct lcave it purcly €0 markct forces.
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A1) tho agetivitics sutlined and analysed so £ d
cn the volum: of saving and invesiment aveilable tc thc

ceconomy to which attenticon may now be turnced.

Savings and Investments.

As CSCO in its New Scrics of National Accounts Stotistics
with 1680-81 as tho basc yvcar has rcovisced the savings and
invegtment _stimate frowm 1980-31, a first task is set forth
the 21d scrics and ncew scrics sidc by side. Unfortunately
this serics is worked cut cnly f£or 1930-81 and onwards and
€2 1t 1s not poesikble to go kack to 1970-71 in the proscnta--
tion of savings and

investment, as was done in the 14 mid

i
vear revicws of the cecosnomy in the past. his inability to

t
Prcsont A continucus scrices and workout a trend from 1970-71
is one of the conseqgucnccs of the rovision an

. was refcrred

in general temrms in the prslegomena carlier. The domestic

o

savings and investment in thc now scerics and the NDF growt
and industrial growth olsoc at 1980-81 priccs is prosonted
the table kelows

i
—
a1



Table XV..

: Inflow ND? Indus--
Ycar Gross Domestic Net Domestic Gross Domocstic Net Domcetic of fo- grow- triel
014 New 0l New Ceplinl Famahion Gepital fatrs~ roign tb o SEOVED
Serics Serics Series Series 0ld Now 0ld Wewr rcscurﬁ(ag 11’%%’"’“‘1
Scrics Scrics  scrics Scries %COC{ \’DEE: priccs
1980-31 23 21.2 178 13.5 2447 22w 19.6 1542 N7, NA
198182 22.7 21.1 17.2 13.3 24.4 22.8 19.1 15.1 " ¥
1982-33 22.6  19.5 16,9  11.1 24,2 21.0 18.8 12,7 i !
1983~84 21.2 19.8 1644 11.8 23.5 21.0 17.8 12,9 "
1984-85 22 1.5 16.9 10.9 24,4 21.0 18.6 12.8 L i
1965-86 22.1 T 18,6 13.1 24.6 M N 15,5 2.4 4. 6.7
1986-87 21.6 A Na 12,7 22.8 1A 14.8 15.3 2.5 4.0 Sul
19€7-88 21 Iy N 11.8 20.9 Nz Nz 14.0 2.2 2.5 17

Sourccs

caC and Arnuzl Report 1987-8€ RBI



Scveral comments can be m-de on the data in thoe abosve

table. In view of the upward revision of the cstimate of
national income ond deproecisziion, the rete of savings and
capital f2ormatiosn is low. The 2l1d scries for 1985-856
rocords 22.8 per cent for gross savings and 24.68 ner cont
for gross capital formation: in the reviscd new scrics thoy

Dceccome 13.1 por cent as nct savings and 15.5 por cont @s not
capital formation. Furthcr CSC states that capital consump--
tion was undercetimested by 3 per cent, s2 that not savings

nct domostic

Q

128!

]

ls 11.1 pcr cent and not 168.% por cent

Q
ct

capitel f£ommeatiocn 1s 12.7 por cent and n 12.8 pcr cent.

(6]
)}

The report -f the working group on savings (the Roj Commiticae)
had prcdicted this revisicn 5f the investmont and saviangs
when it stated thot "if thoy (capitsl consumption and capitsel
destructicn) arc all counted in, and if thoy add up to betwecn
5.5 and & pcr cent of GDP, the not rate of fixed canitol
Eormation would only we sround 12 to 12% per cont of the
ational income (at 1970-7) price) and “the sharper increasc
ohserved in rocent yerrs (in the ratc of sevings) could have

.. H0

becen duc to transiont factors'. farthoer undor the now

0

series, net savings have renged betweon 11 and 13 per cent
and nct domestic capital Formestion has bocn between 12 and
15 per cent, rates wnich arce much lower than thosce of South
Koreca, Brazil and many developing countrics, and alss disposcs
0ff the puzzlc that pPrevicus mid yvear revicws verco grappling
with - 2s tc how a high rate of seovings 2nd investment could
g2 along with a sluggish overall cconomic growth rate and
low industrisl ratc of growth. The rovised scrics faces us
with the opposite dilcmma, of low nct rate of savings and
cepital formation going with high industrial agrowth ratcs
end alsoc go overnll economic growth rates, cxzept for the
drought ycar 1987-83. With net savings, or cyxamplc down
Lo 12.7 poer cent of NDP in 1986--87, and ICOR rising rell
above 5, hcocw were the 4 poer cent overall growth and 9 po
dustrial greowvrth ratc attsined? This cucsticn is posed
n

in
olgooc for the provious yCcar. Perhaps the clue is £5 be Fou
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in the large neortive trade bPalance duc tco the surge in
irmports in both veareg, lcading to chnlarged production --
overall and industrial -~ but not s- in veluc added torms.
The ratcs of cconomic and industrial growth arc praduction
growth rates, not valuc added ratees. “urphpr docs +the
larger deficit in the +rade and current account balances
for that vecoar and +he provious and following vears mean
that likce the US we arc living ¢ff the gavings of >ther

countrices?

The brerk down of the not Gomcstic savings botween its
three originestors, houscholds, public scotsr and the privatc
corpcrate gectcr for the 3 years 1985486, 1986~87 and 1987-89
is prcscnted in the catle baelows

(at currcnt m-rkc+ priceg)

3 Yeoar
Scctor
198586 1€85-87 1987=88
1. Househo1ld scctor's
savinags as % of KDP ia.1 14.5 13.7
- 2. Nt Public Sector's
savings as % oi¥ NDP -~ 1.4 -2..1 ~2e1
3. Net domcstic Privatc
Corprate scctortg
savings as % of NDP 0.4 C.3 0.2
4. Tctal net domestic
SaVlnGS as %4 of NDP 13.1 12.7 11.8

Scurce: annual Report 1987-88 RBI.

The tabklc shows that the total net savings which had fallon
from 13.1 pcr cocnt oFf MDP ot currcnt market priccs in 1985-86
ts 12.7 per cent in 1986-87, will fall furthor te 11.8 por

cent in 1988. This is due +o thc decline in savincgs =f all

3 componcnte - the houschold scctor from 14.5 por ccnt of

NDP t% 13.7 por cent, the public scctor whoso dissaving
increased from —1.4 Pox coent in 1985-8G to ~2,1 prer cent
for 1986-87 and 1987-88, and thc private Corporate scctoris
saving falling from 0.2 pPcr ccnt of MDP in 1986-87 to 0.2

bcer cent of NDP in 1987-88. Howovor i+ is 2nly the houschole
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scctor which is a surplus scctsr, in the sensc that it
saves more than it invests and its surplus is available to
finance thc deficits of the government and the corporate
sector, because they invest morce than their savings. it
should be notoed that domcstic savings includce NRI deposits
and dircct investments which were [s.156 crores in 1985,
P5.98 crores in 1986 and M5.43 crores uptc September 1987.
NRI portfolio investment 3t the end March 1985 was a

small fs.46.87 crorcs, at March 1986 Rs.53.54 crires, and

at March 1987 Rs.56.5 crores. But NRI and FCHNR deposits
which are loans at hicgh intcrest rates, and arc o form of
hot money, wore a high Ps.3,818.75 crorss in March 1985,
‘P3.5,649.64 crores in March 1986, and Rs.7,487.30 crorcs at
March cnd 1985. The reascns £or the pocr (negative)
savings performance of the public sector and the private
corporate scctor were carlier discusscd under the manufacturing
sector. The rising trend of the incramental capital oSutput
ratio at 1970-/1 prices from 3.06 in the First Plan to 3.73
in the Scccnd Plan, 5.36 in the Third Plan, 5.42 in the
Fourth Plan declining a littlc €2 4.83 in the Fifth Plan,
but rising again tc ncar 6 pes—eent in the Sixth and mid
way of thce Scventh Plan must alsc be takcen intc consideration,
in analysing the nct savings contribution to NDP of the

two sectors.

A further break down of the focrm of the private scctor
net savings throws some light on the HNDP movemcnts,
prices (WPI), stock markct sharc prices ctc. The table
below scts f£orth the forms of the private scector's

net savings over the threo ycars 1985-86 to 1987-88.
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Table XVIT (percentege of NDP)

Asset 198586 1986-87 198788
Physical asscts 5.9 5.5 5.5

Financial asscts a2 $.0 8.2

in the form of

currency -2 1.7

banitc deposits 4.7 4.75 4

LIC, Przovident &

Pensicon Pund 2.8 2.3 2.9
shares & dchenturcs 0.8 0.8
small savings 1.1 1.2 1.1

Financial liabilities 2.6 2.6 2.7

Source: Annual Report Roeserve Bank 198687 & 1987-8S.
The table shows that the private sccter's saving in prhysicol

to 5.5 per cent in 1986-87 is now stabiliscd at that level.
Its savings in financial asscts show 2 decline in 19237-88
due mainly <o the €£a3ll in its share of bank depceits becausa
of the gencral decclceration in the rate oF growth of bank
deposits in theat ycar, and az a rcsult the share of currcency
and bank deposits in financial asscts doclincd €£rom 53.4 pcr
cent in 1986~87 to 51.5 par cent in 1987-88. Othor savings
made a small incrcasce or slow stabilisation in 198788, cxcept
small savings wnich registers a dccline. Thus the major
decline in the household scctor's savings was in financial
asscts, mainly deposits, which was =~ reflection of +the
incrcased cxpenditure that the houscholds had to incur in

the drought vear.

In houschold scctor savings, the

o

crfcrmance of thc

rural houschclds has boen the subject il

Q
KR

uscful study.

Q

a
The study reports that tho proportion of financial assets -~
shares, debentures, insurance, deposita ctc. - in rural
savings was the samec in the 1971-72 All Indiz Debt and

Investment Survey of RBI as in +he survey in 1981--82, at
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1.1 pecr cent of total asscts in 1971 and 1.2 per cent in
1981, though thc proporticn of savings in sharcs declincd
from 0.2 per cent in 1971 June to 0.1 pcer cont in 19281 Jurnics
Unlike the urban houschcocld sector which in 1981-82 kept

10.6 per cent of its sovings in the form of shares and cther
financial asscts, thc raral houscholds sherc was a mcagra
1.2 per ccnt. It reports that the rote of mcobilisation of
deposits in the rural houscholds by institutional agencics
was poor, with 5f coursc huge unaccountced funds of the un-

ocrganiscd scctor and in the rural arcas untouched by the

P =4

Q

financial agcrncics. This is evidenced b tho Jperation
]
o]

o]
3

the large mumboer of small non banking financc companics
chit funds which will be analysed in the next scction. On

the basis of 5 casc studics of successful rural banking
ocperations, it is concludcd that: a) successful deposit moki-
lisation was a result not only of the general eccnomic growth
in the villagcs, good infrastructural f£dcilitics, prcocductive
land and irrigaticn facilitics, but mocre importantly becausc
cf the catalytic rol: of bank managanent who stood rcady to
help finaneially in strengthcecning thce rurel infrastructure and
accclerate production and growth in the villages and mcbilise

their savings: ») despite impressive growth in bank deposits

]

in the villages studied, therce werce a large segment of th
village population untouched by the banks: €) some villagcers
are not attractced by bank dcpzsits beccause of their illiteracy
and aversion to the kind of publicity of banks and their
proccdurcs: d) the bettor performence of some branchces is

not due to price differcntials but product differential -

the guality of customer scrvice, the timcliness and adequacy
of loasnss e) the development of rural depcsit business is
partly dependent on intcernal foctors to the bank, like

proper house kecping, but za2lsoc on the command arca and its
exploitation by the branch bank; and £) in commcrcial banks

an advantage over RRBs and ccoperatives duc to their organised
mothods and practices, high degrece of ligquidity, and the
abundance oSf cxpertisc in terms of human resocurces, which,

howoever they are not fully deploving.



The Rescrve Bank calls attention te the rapid incrcaso
in the deposits of non panking companics dOLOolt from
R8s« 135 crorcs in 1981 to 3s.2,267 crorcs in 1986, It als

reports that in the non be anking corporats scectzr thorc are .
1,58,99, 700 accounts with Rs418,072 crorcs deposits

s

SV

Even more decisive in this zres of houschold savings, is

the result of a study by the Indian Bank Agsoclation's
werking group on the impoact of the unincorpcrated private
financial bodiecs (UPFBs) on the deposit mobilisation of
commercial banks. The main findings arc:s a) Korals had

the largest UPFBs, with 12,000 becing 80 per cent of thc
countrys' total; b) thev offer interest at 18 to 40 per

cent on deposits: c) they Pay intcrcst above the stipulated
rates, in cash which goncrates ‘black moncy's d) they attract
depositors by making spocizl cffers of gifts for festival
scasons;y o) thoy canvass busincss on a door to door basis,
make a largc amount of loans ©o big busincssmen, offer loans
against jewellecry without a ceiling, make very lilieral loans
for acquiring land, vchicles ctc., and loans arc usually for
twice the depogits made by a clicnt; £) thce clients arc

from the low middle incona group, rctired pensicncers,
traders, hcusewives, job scckers and tho newly marriad;

g) they £51low unethical practices such as not following the

income taxx dircctives i) +5 nmake pavmcnts by cheguc or ol

=

sums akove Ps.10,000 or ii) to repsrt the names of depositors
who receive intercst above Rs« 10,000, and mislcad the prublic
by using tcerms like banks, finsnce housces ctc. There arc
three problans posecd by these unincorporated bodics:

first thecy arc a fortile ficld for developiment and growth
of unaccounted 'black') money: sccond they continue to
siphon off large sums Of domestic savings, oFf which there
is no statistical rccord; and, third with their unethical
Practices and having no stake in the busincss, the rate

of failures and varicus forms of deception is very high.
The way to counter this menaco to the gsystem of savings

is legislation on the Kerala lincs, the Kerala moncy

lenders (amendment) ~rdinance 1987, but cven morc by banks
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learning from this group and reviswing their ocwn proccdures,
so that genuinc needs arc mct quickly and fully, which
involves granting loans against Jewcllcry, maklng mcnthly
instcad of quarterly intercst payments, and continucusly
revicewing the positicsn of thesc bodies at their monthly
mectings, to sec what further adjustmcnts nced to e made t2
control this growing prcblem in the savings arca. The Indian
Banks Association has donc a signal scrvicce through this
study; information con this malignant growth necds to be
regulalrly and fully publishced by it, Particularly thcec amsunt
of deposits (im) mobiliscd by the UPFBs, and absve all for
the Rescrve Bank of India and the govermmont to move quickly
cn thc recommendations made to them sbout the ncoded legisla-
ticon. It is rcgretted that this study throws in doubt, thc
data on savings (and invcestments to lesser cextent) that the
CSO and RBI publish, on which this scction is based.

Forcign Trodc and Balance ~f Pavmcnts:

The country's foroign trade and balancce of prayments
situaticon which has been ncgative and undcer stroin from
1980-81, wcorscned sharply since 1985-86 and is in a bad way
for both 1927-83 and the current ycar 1988-89 as cablc showss

Taple XVIIT
(Rs.Crores)

Item 1981-82 1984-85 1985-86 1986-87 1987-88 1988-89
1l.Exports 7,766 11,959 11,578 13,315 16, 000 18, 500
2.Imports 13,887 18,680 21,164 22,669 25,200 28,000
3.Trade

balancce -6121 -5, 721 -9, 586 -9, 354 -9, 200 =9, 500

4. Investments 3,804 3,869 3,659 3,841 3,700 2,500

composad of

Private

transfers 2,221 3,101 2,821 3,038 3,000 3, 00C
Tourism 920 469 778 1,248 1, 300 1, 300
Investment

Income 339 -9¢5 -952 -1,250 - 1,350 = 1,400
Transpor- i -85 -274 -212 ~-60 ~100 ~100

tation
Othcecrs 409 1,549 1,224 873 850 700

5.Balance of
pav@gjtg —2 317 —2,852 “5 27 =5,613 —5 SOO "6 OOO

Source: Economic Survgy 198738 & CMIE.
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Sume tochnical comments on the jb ove tables arc necded.
It is amatter of regret that the_Eéanmic survey (Ministry

>f Finance) Ffigurcs uscd above, and the data in table 1.7 oF

the Planning Commission’s Mid Tcrm Zppraisal, and th»osc by

RBI should vary somowhiot widcly. The variatione are duc €3

the use of different mothzsdoclsgices, in the casc of RBI
beccausc of the trestiancnt of PL-480 assistance and in tho
casc of Mid Term Appraisal bccsusce of the use oF 1984-.85

exchange ratcs, and in the casc of thce Econcmic Survey
because 2f the use 2f currcent cxchangc rates. Thoe reculting
diffcrences in tho presentaticn of 3 scts of dato is un=—
necessary and confusing. In this note the Eecnomic Survey
data is becing followed.

The tabkle shows that in 1985-86, cxport carnings
declined by 7.1 per ccnt, in 1986-87 rcsc by 14 por cent,
and in 1987-88 rosc by 22 pcr cont. The trade deficit
worsencd suddenly in 1985-86, increasing by ncar 50 per cent
compared to the provious ycar and ramaining at thet high
level for the subscquent 3 ycars. The balance Sf pavments
deficit similarly more than doublcd in 1985-86, and has
remained at that high lovel duc to the course oF the trade
&ficit referred to corlicr, and the large sutgs on invoest-
ment income, which includces intercst payments on £oreion

lcans. The export income growth in the above table i

n

expressed in Rupocs, but when expressed in forcign currcncy
shows a lower growth. Thus for instance, betwecn 1978-~79
and 1986-87 oxport income in rupce term rosco by 10.3 pcr
cent per ennum, in terms of dsllars the risc was an annual
4.4 per cent, and in SDR tcrme an annual 5 per cent. Thoe
worsening of the balancc of paymentse situstion from the

start of the =seventh plan, 1985-86, shown in the tabloe is
duc to a comples of factosrs -~ fall in crude production:

rise in its international pricc: the growth of protectiznist

trends apbroad - OECD reports that 40 poer coent of impcrt
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into its rember countrics are Qubject to nen-tariff karriers:
the repayment of the 54 billiow odd IMF loan: the unfavourable
climate for aidwrelieved~s®meﬁhat.in the last 2 yearsg-the'
1987-88 national drought;iﬁﬁéidecline in the saving rate oF
the country: the faillure of ‘the pubklic sector'to‘generate

its targeted share cf resoufcess the incyéésc,in the

reliance of foreign resources includingAinternational
commercial borrowing, which is ketween Bs.1,500 to Bs.2,00C
crores per annum, and whose real burden increases with tre
depreciation of the Rupees - the rupees exchange value

between 1950--70 was revised twice, but in 1985-86 it was
revised 149 times and in 1986-87 141 times, keing devalued

38 per cent against the dollar, 26 per cent against the

Deutch marik, 54 per cent against the ven and 11 per cent
against the pound sterling between 1981-86. There should

have been a policy of importing from countries against whose
currencies, the Rupee is depreciating less, and exporting

to countries ageinst whose currencies the rupee is depreciating
more. But just'the opposite has happened because of the

lack of policy. Japan's share of India's exports rose during
this period from 9 to 10.8 per cent, West Germany to 6 per cent
and UK t2 6 per cent. Further impdrts during this pericd

from West Germany rose from 5.5 per cent to 10 per cent,

Japan from & to 12 per cent and UK from 6 to 8 per cent.

Only US's share fell from 12 per cent to 10 per cent.

It is against this general background that the
3 years Export-Import policy and the export thrust of
the 1988-89 budget might be analysed. The 1988-89
Export-Import Policy a) widens the list of raw materials,
components, spares, consumables, and capital goods that
can be imported under the 741 items OGL: b) of the abkove,
329 items of raw materials, components and 99 capitzl
goods are included to cervice the electronics, tea and

silk industry; c) enlarges the link of the inflow of
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imports to cxports undor the import replenishment schane,
and the import of capital goods permitted, even thosc
which arc produced in thce country and which is reomphasiscd
in the current budget. The budget carrics out, it mavy

be reocalled, the policy by a) giving a 5 ycar tex holidey
tc 100 par cent export oricnted f£irms, b) cxenpts 10¢

pcr cent profits from cxports from paymcnt cf income tax,
c) gives manufacturcs whe oxport benefits under 80 HEC

of the income tax, 4d) lcvics lower duties for import of
capitel goods, raw matcrials and componcnits. Under thcese
‘provisions, exporters will benefit only 1f they carn

more and thcy will cazrn morce only if they cexport morc and
to expocrt more they will have to rcduce thelr costse

Can thev? Looking at thc cxport import policy, thc
effects of which cannoct bc judged ncw, less than a fow
months after its announcanent, it can be noted, however,
that though the policy is mcant to increasc exports and is
meant for cxporters, it scems to result in larger imports,
and uses cxports as an cligibility criterion for that
purposc. The oxport policy will thus rcsult in a sizcaklc

increase in imports. The policy thrust is on export of

non traditional and valua addcd items, which will reosult
in the kind of import intensive exports, where a hichor
export cencouragoment means higher imports. Will this
happen? It is to ke hoped that it will, bcecousc

Xports need expansion. But past expericnce does not
support this hopec. Non oil imports incrcascd by 25 por
cent in 1985-86, 13.7 por cent in 1986-87 and 24.5 per

cent in 1987-88. Within this broad import arca, during



149

1980-81 to 1986-~87 imports of raw materials and intcer--
mediates incrcascd at an annual average of 7.5 per aont
and capital goods by 19.2 pcr cent. Thoe tablc below
compilced from data Ffrom the Zeonomy Survey shows theo
growth rates of somc important items during thce € yocar

pcricd.

Table xIx

Item Average snmual growth rate
%

l. Fibres (synthetic ang

natural) 9.4
2. Chamicals & componoents 24.7
2. Plastic matoerial 23.8
4. Pulp and waste papcr 68.C
5. Pcarles and precious

stoncs 23.7
6. Non electrical machincry 22.7
7. Elcctrical machinery 28.9

Source: Economic Survey 1987-88.
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What were the effects of these imports ? The exports of
manufactured goods increased at an annual average of 11.3
per cent, due mainly to exports of ready made garments,
leather and leather manufacturers, handicrafts, gems and
jewellery, which together comprised 82 per cent of the
exports of all manufactures, and had little to do with the
imports surge set forth in the above table. This suggests
that the liberal import pelicy which the 3 year poclicy
continues and expands will not lead to a significant increase
in exports. There is an increase in exports as table XIX
shows but that increase is due to traditiocnals like tea,
coffee, gems and jewellery, to better prices on these items,
to bilateral agreements: on non traditionals like engineering
it will be noticed that their increased exports are based

on double that amount (in value terms) of machinery and
components being imported for use by them. Another even
more serious effect of the export - import policy is that
its liberal import of capital goods even in the cese of goods
produced within the country, will, given the small market
for capital goods, lead to a marketed fall in investment

in Indian capital goods industry and a decline in its growth
as we move away from the import su»stitution so carefully
developed over the Plan years. Further the policy will
simply expand import intensive exports and export production,
because mogt of our exvorts are non competitive, to

counter which imports are liberalised. There is also the
effect of the domestic market for consumables being met

by the Indian msnuf:icturers following the assembly kit
culture as in computers and electronics. There is no

escape from the conclusion that the 3 year policy and the
1288-89 budget have already led to such accelerated growth

in imports and outgo of foreign exchenge, that the govern-
ment has had to come out this month, September 1988, with

a statement that imports will be pruned in the non



essential field. This is the first public admission of

there having been non essential imports.

Is India's non competitiveness in exports cue tc
their prices being higher in Indiz 2 At the macrc level,
the evidence is that Incdia has a low inflational rate.
Against the aversgs annual rate of global inflation of 11.3
per ccnt to 76,5 per cent in the lovw income, middle income
and high income countries during the pericd 1965-80 and 1¢.1
per cent to 91.6 per cent of high income countries during
1980-86, (the industrial countries recording a low 7.6 ard
.3 per cent) India's inflation rate wes 7.€ per cent and

7.8 per cent during the 2 periods.63

At the disaggregated level the evidence is that
the prices of India's exports are declining in the 70s and
80s as the table below shows:



TAALE XX

Item

sSugar

Cotton textiles
Manmade fibre
Other chemicals
Refractors

Non metal proguct
Metal containers
Bolts & nuts
Cosmetic curuge

Cement

1960
Foreign Dome
price pr
80.83 21
1845.61 230
1472,18 222
705.77 56
87.56 3
1.00
6.74
854,70 53
664.04 129
15.73 2

Source: Nambiar
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stic
ice
0.39 -
9.42 -
5.94 -
1.37
2.79
C.86
5,02
6.02
9.03 -
4,19 -

1985

% Diff

erence
160.2
25.1
52
20.4
62.5
13.1
25.4
37,2
95.6
53.7

& 1986

1870

Foreign
price
523.94
3908.66
3409.14
2391,32
285.49
4.30
11.54
1423.70
2284.53
36.14

Domestic
orice
472,30
3791.18
2431.96
1506.20
56.94
3,01
9.29
991.38
1965.49
51.0

% Diff

erence

9.8
3.0
28.6
37
80.2
31.1
19.4
30.3
13.9
- 30.6

1980

Forgign
price
302.89
7215.00
4571.66
2219.86
363.67
5.73
25.45
4848,.66
7238.99
58.93

Domestic
price
466,89

3786.93
3108.92
2012.78

97.69

2,83
14,30
1621.81
1821.35
54,93

% Diff
erence

54.14
47.51
32,05

9.33
73.14
50.72

43,80
66.62

74,84
1C.80



The lessons drswn from the data in the above table is
that India's non competitiveness in exports must be sought in
non price factors such a= : a) poor celivery systems, dis~-
tribution net works, credit termes 2nd pre and post sales
service and quality; b) adjustment to change is slow and
gracdual because of lack of knowledge, uncertinty over new
suppliers, reluctence to give up satisfactory custcmer
relations; ¢) commitment to a given type of eguipment, even
though it is nct up to dete and because of the problems of
spare parts; and @) world economic demand affccted by deep
and long recession, debt crisis crisis in the ezst block
and less developed countries, the fall in oil prices, the
volatility of exchange rates =#nd the growth of protectionism.
The poor expert performance of our major non traditionals,
engineering goods in particular, is due to a) the demznd pull
of the home market, b) inadequate production hase which is
not able to meet bulk demands, c) poor packaging, d) varying
and inceonsistent quality, ¢) non aveilability of rew
materials at the right time, and £) cbsolescent technology.

These apply 2lso to someother non traditiconal exports.

The engiheering industry in &ndia also illustrates that,
on the one hand, Indis is paying a heevy yrice for the indis-
criminate import of technology, while on the other hand,
objectives of import liberealisation are unreslisced. The tcp
100 enginecering firms in 1983-84 earned 542.55 crores in foreign
exchenge as against the outflow of Rs.2049,88 crores. Thus
the net exchange outflow during the year from the top 100
engineering companies over B.1507.29 crorcs., Further tecc-
hnology imports seem tc be the costliest imports, as the
recent collaboration agreements with EEC countries (with
whom the agrecements are 5C per cent of all foreign colla-
boration agreementis) show. A recent study of the commerce
ministry reports that despite the agreement the countriecs
are not keen to sct up units in Free Trace zones or as

export oriented schemes. They are interested primerily in



153

India's .large market and not in complementarity ot eccnomies
or skills, or imperting the product into their own countries.
The question should be asked &s to why the surge in foreign
collaborstion agreements have not increesed the country's
competitiveness in exports. Ancother study points out that
the tcchnological progress of Indisn enginecring companies
h~s been very little becsusc of their technology imports.

It points out that some cof the most successful firms shcowed
technological dynamism cfter their techneclogical import
programmes and agreements had expired, and some after thoirc
technology supplicrs failed to help them and scome cven
without any imports cof technolegy. The =analysis shows that
60 per cont of collaboration agreenents do not involve flow
of informaticn which is a vitel pert of technology develop-
ment. In the engincering ficld attention needs to be paid

to 11 thrust areas identified by CEI - electronics, dJdiescl
engines, small cutting teools, boilere, machine tools, storzge
batteries, softwere and complete vehicles. This may help

to lemve behind the stagnation record ond attain the 19288-89
terget of R, 2000 crores.

Counter trade as»part of the foreign trade is deve-
loping slowly and should be pushed. Counter tr=de is @&
form of barter, is basced on counter trade dcals has hecn
given now the status of deemed exports, so that Indian
exporters can begin to export without waiting for the
actualising of countervailing imports. It 1s &an area now )
cpened upto the private sector trading houscs, and should
result in the deemed export exransion thet it aims at.

The major counter deals undcr WAy are; a) Asian vehicles
industries and Volga autcmobiles of USSR, b) MMTC's deal
with a Japanese company for setting up an artificial
shrimp culture complcx with a buy back ratio of 100

per cent, ¢) the import of long and extre long staple
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cotten and iron into turnkey and its exports to India of
textiles, enginesring goods and transrort ecuipment, d) the
Vayudoot de=l with a2 counter purchass rsetic of 100 per cent,
e) MMTC and Zonica, Yugoslavia on ores, f) the deal between:
Marutl and cer instruments with Hungary, g) the buy back
arrangements on NTC looms with USSR, NAALCC and USSR, h) the
desl with Zimbabwe on asbestos and with Togo and Senegal on
Mopeds in exchange for rock phosphates. There are problems
in counter trade transactions. &As modt of them eare not

based on economic considerstions, there is deal of lcosenass
lezkage and non fulfilment involved., Unlike resitive counter
trade transactions the obtaining of assucd supplies is not
always associated with the counter purchase of barter consi-
derztion. Further India'c counter purchase transactions heve
not been particularly successful on the price front. The
terms of trade in some counter deals arc infericr toc those
obteined under conwentional trade chennels. Cne of the con-
siderations in favour cof counter deals is that it may open
up new m~rrkets for Indian products. But this has not happened,
The fundemental prcblem is to identify goods available for
counter deal exports and needed on counter de=l imports.
There is also tie guesztion of India's bargeining power which
depends on government pelicy and the decision on export and
imports of particular goods. Thus while counter trade Open
up new vistas in foreign trade, its prrctical aprplicstion

to date raises meny problemg, which makes a2 nead for an

overall review of this instrument of foreign trade necessery.

Overazll, both short “term and long term prospects in the
trade field are sombre. In the short run, the government
report to the monsoon session of parliament that the balance
cf teade “~r the first 2 months of the financial year, April
and May 1988 recorded a deficit of Rs.133% crores, For the

first quarter April-June 1982 the finence minister reports



a further widening of the trade deficit to Re.2074.24 crorcs.
He hes rightly pointed out that imports have tc be regulated
and that the policy of liberalisction of industrial licensing
cannot be continued, if it resulted in a lzrgc cutgo of
foreign oxchence, @s happecned in thec cose of automobiles and
other incdustries. Thesz words now must be trenslated into
~Cction. What are the imports that can be reduced; they are
machinery and components, crude and petroleum rrocducts,
fertilisers, plestic products, non ferrous metals and edible
0ils. To cut back on emch of these items will involve some
hard dezcisions which must he made. Another short terr issue
as reported in July 1988 is the record drcp in the country's
foreign cxchenge reserves of Rs.1905 crores in the first
guarter of 1988-89, meking the reserves r:.5382 crores as on
July 1988. At this level, the ressrves constitutad only
57.5 per cent of the year's trade deficit. Given the
depreciation of the Rupee, the reservcs in terms of US
dollars declined by $1817 million (32.7 per cent), in ven by
192.7 billion (27.4 per cent) »nd SDRs by 28.8 per cent. The
disturbing fact is that until the government releases the
information, the ressons for this frst drop in rescrves
cannot be explained. To minimisce the recl cost of borrowing
and obviate risks from exchsnge rote fluctuations, (the
continucus depreciatiocn of the Rupee against the major
foreign currenciecs which were referrcd to earlier), the
financial institutiors have formulated an Exchange Risk
Administration schome, whercin foreign lcans contracted by
any firm are corverted intoc ccunter part rupces at the rates
prevailing on the dete of the loon agrcements, and the
bérrowers will effect repayments against intcrect cherge s
and instalment of principal in Indian currcncy, ﬁhe cxchange
risk being borne by the finencial institution. The long
term problem is India's falling share in world trade, with

exports growing ¢t a trend rete of 3 per cent and imports
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at 3.6 per cent cver 3 decades.64

The Aid India Consortium
hazs pledged $6.3 billion for 1988-89 compared to the previous
year's $5.4 billion. But in the background of the inter-
related factors reviewed briefly of the bolance of payments
crisis, incrersed commercial borrowing, inflow cf NRI deposits
in resrconse to high interest rates, the debt service ratio
rising to 25 per cent of exprort income, 2~nd the cocnsortium
loans though with lower int=rest r~te and longer grace

period, becsuse of their tied nature involving < real volume
of about &5 billion in 1987-88, there is not much leeway

for the econemy in its extornel economic relaotions area.

Employment and Lebour Relations

It is somewhat shocking thet for the year 1987-128,
which wes a year of naticnal drought, there is no official
estimates of its employment effects, even tentetively.

The vear deprived millions of agricultural wage employment,
because over most of the rainfed f=2rm areas constituting 70
per cent of the gross cropped ares, there was little or no
crops grown @#nd labecur employed: the drought also caused
underemployment for several more millions among small and
marginal farm households. Even in non drought years, like
in 1977-78 an” 1¢83-84, the 32nd and the 38th round of NSS
show that underemployment at 20 per cent (19.07 per cent

to 21.04 per cent) of the rurecl labour force is more sericus
than full unemployment which is established for those years
at 3.5 per cent (2.74 per cent to 3.97 per cent) of the
rural workforce.65 Therefore the report on employment
generation in the ministry ofLebour's Annual report for
1987-88 is unsatisfactory. It dismisses the guesticons of the
impact of the drought year on emplcyment, unemploym=nt and
underemployment with scme reference tc the Seventh Plan

document's estimate of ususl status unemployment; estimate
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of the back log of unemployment at the stert of the Seventh
Plan; and the addition to the labour force during the Plan
and along with the provisional estimates of employment

in the organised sector which are more than a yvear old (for
1986-87) ; the overall lacenic comment is that the ovarall

generation of employment for the yesr is so “~r not availa-

ble.6b This should bs regarded =2s a hichly irresponsikle
stotement in so far as it concerns the lives ang living of

over 200 million men, women and children.

Given this unsatisfactory official background, I would
like to begin this section with gucoting in extenso, the only
(partial) estimate available so for on the volume of unemplioy-

ment created by the drought.67

"Although policies for recducing the instability
ir. production have favourable pay-offs, their
impact 1is felt essentially in the long run.

This 1is beceuse the aree subjected to drought
in India is vary large (nearly two thirds of the
cultivated area). Therefore, in the medium-run
public employment programmes must form a part of
cverall drought relief strategy. The important
questions thot deserve analysis are the scale of
works programmes, and their cost effectiveness.
The responsiveness of employment to variztions
in ocutput (employment elasticity with resrect to
output) differs across the regions and as betwesan
different crops, depending upon the degree of
labour saving technology adopted. In general
this responsiveness may be expected to be lower
in the green revolution states/regions such as
Punjab 2nd Hary~na, as compared to cther regions.
For all crops and for the country as a whole

employment elasticity for the recent period is
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estimeted to be 0.59. We assume an employment

elasticity with respect tc output of 0.6.

During the current yecr (1987-88), it is
expected thet the shortfell in fecodgrains
output may be of the order of 13.5 per cent

of the previous year's output. The loss in
employment/income in a drought yvear such ~s

the current one would then be about 8% of the
previocus year's. This of course, is &#n averoge
for the ccuntry as & whole. In some regions
such as Gujarat or Rajessthan where the output
loss is expect~d to be nearly 50%, employrent/
income loss could be substantizl (nearly 30%).
Thus, how much employment should expand depends
on the intensity of drought which differs from
region to region. According to the estirates
derived by A2.Pe Jrnvry and K.Subbarsce for the
vear 1978, neorly 80% of gross value added by
labour was contributed by the landless, sub-
marginsl and merginal holdings. Since 1978
there has becn some transfer of l1and from the
large holdings to small a&nd marginal holdings,
partly via merket forces, and partliy via
effective land reform Yregislation in some
stztes. Bearing this in mind, we assume that
ztleast two-thir s of the loss in employment

in a drought yvear would be sherced by the house-
heclds below the poverty line, i.e. the landless,
and marginal and sub—margihal holdings. Thus,
if public works programmes are to serve as a
drought rclief measurc, they need to provide
additional employment support to the tune of
1406 millior mandays to the househclds below
the poverty line."
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It will be noted that the above estimate is not an estimate
of underempleymcnt ~nd unemplovment of the total workforce -
whnt is called the usu~l status of employment of workers

who number about 320 millicon, but only of those who live
below the poverty line. EBEven so it gives some idea of the
dimensions cf the impsct of the drought on employment,
underemcloyment and unemployment of a significant part of

the rural workforce,

"If the ratios of underemployment and unemployment
indicated by the 38th round of N3SS is applied to the rural
labour force cf 240 million, then even in a non drought verr
some 64 million of sm2ll and marginal farmers and 1l=ndless
labcurers (usual status) sre underemplcved, and ¢ million
fullyvy unemployed. For the drought yvesr 1987-88 these figurcs
must be atlesgt doubled - which means far from any gene-
ration of employment, some 18 million workers were unemployed

and some 128 million underemployed.

Ageainst this kind of background, the data in the
ministry's annual report is not helpful. It begins by
repeating the Seventh Plan figures which were also stated
in its report last year. Cf a backlog of unerployed of 9.2
milliors at the stort of the Seventh Plen tc which the new
entrants to the labour force of 39.38 million is added,
giving a total of 48,58 million perscns nearing employment,
Against this, it expects thot employment generation during
the Plan will bc 40.36 million and concludes somewhst
euphorically that the back log at the end of the Seventh
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Plan of 8.22 million unemployed will be lower then thet
at the start. The report also states that employment in the
organised sector in 1986-~87 increased by 18 prar cent in the
puklic sector at 180.02 l=khs on March 31, 1987, and by 0.04
per cent in the rrivate sccteor at 73.79 lakh on thet day,
making total employment in the orgenisced sector 253.62 lakhs
on March 31, 1987. which wes a 1.3 per cent growth in
employment., The one piece of informction which is new is
that the employment of women in the organised sector which
is a lcw 1/8 cf that of men, increased, however, foster at
2.2 per cent (3.3 per cont in the public sector and 0,5
per cent in the privete sector), totmalling 33.37 lakh women
at 31 Merch 1987, There is one indication of the impact of
he drought on cmployment in the employmant excheonge figures
of those looking for employment, which shot up from 26.269
million in 1985 to 30.131 millicn in 1986 and 30.019 millicn
in January 1988, Also vacsncics notificd to our cxchrnge
declined by -~ 5.8 per cent betwcen January 1987 and

January 1988.68

The wmid term appraissl calls attention to three chenges
that arc taking plece in the structurc of the rural workforce
between 1971 and 1982/83. Cne relates that the propor-
tion of the landless hnas incressed from 9.6 per cent of
workforce in 1971 to 11.3 per cent in 1982, This retio
must have riscn much highcr in the drought year 1987-88.

The second is the decline in percentage of sclf employed
workers and = sharp and continmuing rise in casual workers

which the table below brings out.
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Table XX

(% to All workers)

Category Male : Female
1972-73 77-78 1983 1972-73 1977-78 1983

Self-employed 65,90 62.77 60.40 64.48 62.10 62.21
Wage employad 12.06 10.57 10.77 4.08 2.84 3.10
Casual labour 22.04 26,66 28.83 31.44 35,06 34.60

Source: Sarvckshana Vol 14 No.4

The increase in the incidence of casual labour brcught out in
the above table is attributed by the mid term appraisal to

a) the decline in the average size of land helding of the rural
household, with the leasing out of land by marginal holders

who then become wage or casual labourers, b) increased
commarcialisation of the rural asconomy, and c) the breakdown

of the traditional semifeudal system - sharc cropping and jagmani.
The data on female workers in the table may be incomplete
because female participation rates is highly correlated to
poverty and landlessness, which is the characteristic of women
workers, and also because even when they work within or outside
the home, it is not counted as work by the census, by the male
and even by the women themselves. But this structural
distortion which increased the number of casual labourers

over time for the reasons given above would have been deepened
and the number of casual workers increased many fold when

the factor of drought is added.

The mid term appraisal also calls attention a third
structural change in the rural workforce brought about by
migration to urban areas, and equally, if not more important,
by the shift from agricultural to non agricultural activities

as the table below indicates.
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Table XX II

{(Percentages)
Agriculture Non agriculture
Male Female Male Female
Usual status 1972-73 83,23 89.67 16.77 10.33
1977-78 80.6 88.10 19.4. 11.9
1983 76.80 86.73 23.20 13.27
Daily status 1972-73 - - - -
1977-78 78.15 83,23 21.85 16.77
1983 73.29 79.07 26.71 29,93

Scurce: Sarvekshana op cit

The mid term appraisal attributes the shift recorded in the

table of the rural workforce from agricultural activities to
non agricultural activities to commercialisation and groater
agricultural prosperity. In 1987-88 thers must have been an
additicnal factor at work pushing workers out of agriculture.

This push factor can be traced te the drought that year.

Earlier reference was made to tho increase in the demand
for employment during 1987-88 as a kind of reli=f measure from
severe underemployment and consequent semi starvation., We may
now turn to scze how far the two employment generating programmes,
NREP & RLEGP, met this demand. Against the 1986-87 union outlay
of Rs.230 crores (to be matched by thz states) and Rs.212.65 crores
for foodgrains involving the release of 16.22 lakh tonnes and
the use of 11.45 lakh tonnes, 392.63 million mandays of
. employmant were generated, well above the target of 275,082 million
mandays; during 1987-88 Rs.396 crores werc spant, 76 lakh tonnes
of foodgrains used and 274 million mandays were generated.

Under RLEGP, in 1986-87 15.633.65 crores werce provided

including 133.65 crores for foodgrains using 7.14 lakh tonnes
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and 231.88 million mandays_were generated: in 1987-88
Rs.356.6 crores were expended, 4.42 lakh tonnes of
foodgrains used and 175.13 million'mandays of employment
generated. The study referred to-earlicr estimates that
these 2 programmcs satisfied about 39per cant of the
employment demand during 1987-88, theo drought year. One
of the lasting bencefits of this programme is the physical
assets created sct forth in the table below:

TABLE XXIII

Items 1986 1987 1986 1987
upto upto
Scptember Septembar
NREP RLEGP
l. Social Forestry 2,15 0.68 1.9 97,495 hectarcs
(1aXh hectares)
2. Trees planted 6065 17.47 2772.62 749,58

(lakh Nos.)

3. Construction of
village tanks

(lakh Nos.) 0.06 0.02
4. Indira (Nos.)
Yojana 152036 70,706
5. Minor irrigation &
flood protection 0.56 0.08(hec)73586,15 7,533.94

works (lakh hectares)
6. Scil conservation -
( lakh hactares) 0.04 0.01(hec) 21954.50  2,438.66

7. Drinking water
wells & ponds

(lakh Nos.) 0.16 0.15
8. Rural roads
(1akh kms) 0.39 0.13(kms) 9062.47 2,067.57
9. School building 0.27 0.30(Nos) 7123 1,943
(lakh Nos.) .
10.Rural latrinc (Nos>59533 25,167

Source: Annual Report, Ministry of Rural Development,
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The table shows one of the major results of NREP & RLEGP.
Other benefits identified by the Debérfmemt’s concurrent
2valuation carried out by PEO 2nd some research institutions
are a) 44 per cent of the beneficiaries are agricultural
labourers, 29 per cent non agricultural labour, 8 per cant
farmﬁrs and 6 per cent marginal farmers, b) 87 per cent got
2nployment near their villages, c¢) the main source of
employmant was non NREP, NREP providing supplecmentary
employment, d) wages paid were in accordance with'the

state's minimum agricultural wages, and e) there was an
increase in the total wagez income of the beneficiary, with

23 per cent coming from NREP, There were also negative
features brought out by the evaluaticn: a) no sound reporting
system and no data base, b) excapt in Gujarat and Rajasthan,
there was no shelf of projects built up, ¢) no prioritiecs

and no involvement of beneficiaries planning, d) BDOs, VLWs
not playing their part, e) NREP funds treatad as substitute
for nlan funds, £) the asssts not evenly distributed spatially
but concentrated in some villages and districts and so the
employment provided is small. The RLEGP evaluation reports

on a) poor monitoring b) sometimes asset creation given
priority over cmployment generation and c¢) village lavel
surrogate contractors are being used. The programmes have
qeneragsgnemployment to the extent referred to eaflier,
meeting/a third of the demand for employment in the drought
yYear is creditable. Perhaps a study of Meharashtra's Employment
Guarantee Programme (EGP) which is now 16 years old and on
which 85,1905 crores have been spent, resulting in the
generation of 213 crores mandays, 1.36 lakh of works complated,
of which 72 per cent are soil conservation and 13 per cent irrigation
may have some lessons for NREP, and egually NREP certainly

has lessons for the Maharashtra scheme. For this purpose,

the Maharashtra Programme should be surveyed and evaluated
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like NREP. Bot the programmes are being restructured in

light of thz conclusicns of the evaluations,

On the labour relations side, the TLO report on
industrial accidents in Incdia is disturbing. As against the
ministry report69 that there has been a reduction in fatal
accidents which was 214 in 1984 =nd 155 in 1987 and 214
fatalities in 1986, 169 fatalitics during 1987 and that
fatalities in non coal mincs have shown a downtrend, the
ILO report statcs that in the last 3 decades total accidents
have gone up by 225 per cent and non fatal injuries by 393,
These too are under estimates a) because not all fatal. and
non fatal occurrences arc reported and the system of
survelllance is poor (b) because of the small number of health
inspectors. Purther there ar= industrial occupation induced
illness, both on the workers and their c¢children as in the
case of the gom industry, where a survey is needed. It is
to be hopead that the recently enacted Factories (Amendment)

bill will remedy this grave lacuna,

The problem of bonded labour continues to be grave,
There is still a largc gav between the official statistics of
bonded labour at 2.14 lakhs and the labour Bureau Survey
figure of 22.4 lakhs. It is also becoming clear, on the basis
of the experience of freed bonded labourers, (one landlord
quips "now I have my bonded labourcr coming back, but also
bringing with him a pair of bullocks") that there must be
demacratisation of political power, access of the freed labourers
to land, and the ond of societal caste relations on which

it is founded.
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The annual rcport refers to the work done during the
year on rural unoryanised workers referrod to in last year's
mid year review. The main instrument for improving their
condition has been found to be thz fixation and full
enforcement of the minimum wage act through the Union and
state governments. Minimum wages in the construction industry
and 32 mining cmployment have besen revised during the yesar
and the establishment of minimum wages for loading and
unloading in railway goods shed is underway. In order to
recduce the interstate disparity in Minimum wages and avoid
the flight of industry/busincss from one state to annther,
regional advisory committecs are being sct up to bring up
some standardisation in the wages. The scheme for Organising
Rural Workers now operates in 14 states and the Union
territory of Pondicherry with the help of 1500 Honorary
Rural Organisers. The schems has b:ien reviewed and dovetailed
with the Crganisation of Beneficiaries of Anti Poverty Programmes.
This is a move in the right direction and has in it the
seceds of putting the workers in the unorganis=d sector in a

position to fight for their rights.

In regard to agricultural wages, inciuding minimum
wages and related programmes, two studies,70 show a) close
relations between agricultural wagzs and the productivity
of agricultural workers, b) the raising of wages by the
employment guarantee scheme of Maharashtra and NREP and RLEGP,
c) agricultural wages ars lowest in Tamil Nadu, because of
low agricultural productivity and unstable agriculture, wharaas
Kerala has the highast wage because, though, the agricultural
output is not increasing, the power of the workers strengthenaed
by his level of literacy has count-d: 4d) agricultural wages
in Punjab which were high are stagnating and in real terms

dzclining because of the large inflow of migrant labour and
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because of the pacz of farm mechanisation, e) overall there is
an improvement in the workers standard of living through a
rise in re=al wages, though with thec incrcase in casual

labour, referred to earlier, there is now an clement of
fluctuation in the wage level, »and £) the wage lcevel over

this long period has b-en stable duc women's money and

real wages rising faster than that of men, and because of
their growing self =smoloyment activities outside the

labour fonrce.

The year 1987-88 recordced a fairly satisfactory lovel
of industrial relations with the loss of mandays dezclining
from 29.4 million mandays in 1988, to 32.47 million mandays
in 1986, down to 23 million mandays in 1987. The major
unrest has been in snginecering and cotton and jute textiles.
But too much should nnt be read into these encouraging statistics
from the Labour Bureau, bccause, as the chairman of one of the
leading tradce unions points cut, the disruption and loss of
work and productivity within the factory without involving
strikes or lock outs is about double that of the latter. The
amendments introduced in the Industrial Disputes bill, which
inter alia provide for statutory recognition of trade unions
through check off and secret ballot, the scetting up of industrial
relations commissions at the Union and states levels, making
it possible for individual workers to have direct access to
labour courts and governmental powars to prescribe conditions
of employment and ban on strikes and lock outs - all these
now are under debate and study. On the other hand, more
attention may be given to the BHEL model where the joint
committee work shows that i) in a multiple union situation,
norms for determining union representation can be evolved
by consaensus of all parties, ii) joint decisions making
on all sections by workers and management can be effected,

and iii) both workers and management can form the forum
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which becomes the directive authority. The principle of
consensus is definad as not unanimity, but sharing differences,
listening to each other, and accepting the final choice in swpito
of personal differences. O©On this basis, a more extended
programme has becn launched to try out this system

in oth2r places through thzs Nation=zl Centre for Inducstrial

Harmony, with headguarters in Madras,

Poverty and Incguality

Yhat was the effect on th2 poverty of the mass of the
paople and the inequality boetween those few with assets and
the assetless majority, of the various activities from
agriculture, the varicus fiscal policies including the budget,
the growth of manufactures, the trends in savings and investment,
the halance of payments and a@ven the cmployment profile as.
set forth in somz detail in this note. The answer is that
nothing is known for the ycar that has just been crossed,
1987-88, nor for the first 6 months of the current ycar
because there is no data availabkle for the 2 years. We are
awaiting the results of the 42nd round of NSS to throw light
on the movement of household incomezs of the various déciles
of the population, and from that derive some information

on the state of poverty and inequality currently in the country.

One important advance in this matter of enguiry into
the resuits of the activitics on the status of poverty
and inequality is that the mid term appraisal after an
overall summary of the economy's performance plunges straight
into the issue of poverty alleviation right at the start
(chapter IT). This model might also be followed by the
annual economic survey and the annual plan documents. In
the Annual Plan for 1987-88 therz is in chapter 5

recapitalation of the data containad in the annual report
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of the department of rural develcpment, but limited only

to 1986-87, but even so, with no comment nn the results

or statement of over View.,71 This absence of an over view

on poverty and insquality in 1987-88 is to be regretted,

because what evidence there is shows that many millions

who were living at or just above the poverty line, plunged
below that line in view of the massive drought in that year:

the time series data shows that in vears of good agricultural
and foodgrains production as in 1977-79 or 1983-84 millions

rise above the poverty line, with the reverse movements

in drought years. As agriculture is a labour intensive
industry and in view of labour intensive industrial development,
it is economic growth which is the main alloviator of povaerty.
As the Seventh Plan states (and is reiterated by mid term
appraisal): "it is conly in the frame work of an expanding
eccnemy and dynamic Aagricultual sector that we can hope to

make a lasting impression on the preoblem of poverty and
underdevelopment". Thecre is a hidden assumption in this
statement that the socio economic structure will not divert
investment and resources to tha production of non necessaries
as they are doing now. With the economy contracting tn a
growth rates 2.5 per cent and agriculture recording -5.4 per cent
in 1987-88, the number of families plunging into poverty

and increase in tho assetless problem must be manyfold.

But there is nc data on this.

There are two programmes however which supplementing
the main source of poverty raducticon, namely ecbnomic growth,
that provide some data -~ IRDP which is aimed at alleviating
poverty through provisicon of income. carning assets and
development of self eomployment, and land reforms which are
aimed at reducing the status of inequality inland ownership

and relations.
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IRDP's record in 1987-38 was to assist over 39 lakh
families (comprising 26 1akh old beneficiaries and 9.96
lakh new ones)with Rs613.28 crores from the Union and states
and Rs981.82 crores as bank credit. The achievement till
January 1988 was 74.22 per cent of the families targeted
were assisted (29,02 lakhs). The evaluation shows that
i) 26 per cent of thc families belonging to the destitute
group (income bclow 31226.50) and another 40 ner cent
families belonging to the V2ry very poor group {(income
®s2250-8s3500) have benefitoed from the programme: ii) 59 per
cent of the beneficiaries were sclected at meetings of the
gram saba and 37 per cent by officials: (here it necds to
be noted that dec=ntralisecd operation by itszlf does not
mean that the really poor are benefited as seen in the
zilla parishads of Karnataka, where the chairmen (Adhya-
kshans) were 33,3 per cont Lingayats owning 20 to 100 acres
of land =ach, 22.2 per cent Vokkaligas owning 20-40
acres each. The contrast is with West Bzengal, whore first
land reform was carried out; this meant that the chairmen
and members of the 3 tier structure with 46,000 clected
members, were small and marginal farmers to the extent
75 per cent, with no one having more than the ceiling land,
unlike Karnataka where 50 per cent of the zilla parishad
chairman were from the top land owning class, illustrating
the truth that democratic dzcentralisation without land
reforms negates devalopment activities for the poor:
iii) 81 per cent of bencficiaries found the subsidy and credit
adequate for acquiring the assdt: iv) 44 per cent of families
had no overdues and 31 per cz2nt less than 1000: v) in 72
ver cent of cases the ass-ts were intact in the remaining
the 1l08s of asset was duc to death or illness, or inadegquate
income generation, or high maintenance costs, vi) the ass-ts

had generated incremental income of 32000 in 28 per cant cascs,
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between Rs.1001 and 7s,2000 in 23 per cent cases, between

Rs. 501 and ?5.1000 in 17 per cent of cases and upto Rs.500

in 10 per cent of cases: vii) at the national level

59 per cent of old beneficiaries had crossed the old
poverty line of R.3500 and 12 pcr cont the revised level

of %5.6400: and viii) the increase in family income was

more than 50 por cent of their nre assistance income in

46 per cent of families and more than 100 per cent in

the case of 13 families. The defects shown up by the
evaluation of the programme were: a) 9 per cent of

selected families were ineligible: b) working capital
needed in 59 per cent cascs but not provided to 24 por cent:
c) the repayment period was l:ss than 3 yesars in 15 per cont:
d) there were lacks in insurance in 26 per cent cas=s, in
training 32 per cent cases and in after care and support

by government agencies in 54 por cent casss: and e) there
was no incremental income from the assets in 22 per cant

casaes., These defocts arc being corrected states the departmont.

To sum up, there is both macro and micro cvidence of
the positive cffects of IRDP and its relieving poverty. At
the macro level 12 per cent of beneficiaries who entered the
programme in the Sixth Plan crossed the poverty line of
Rs.6400, that in most states in the majority of cases the
assistancc meant for the moor has gone to them, the over
cmphasis on milch animals as assets has besen corrected, and
in most cases, assets arc intact after 2 years and justify
their cost. At micro lavel, thce IRDP evaluation in UP, for
instance, bring in additional positive points such as the
low ICOR of 1.66 p=r cent compared to the 2.7 per cent
assumzd in the Seventh Plan, and. that of the 76 per cent

of beneficiaries who maintainezd their assets intact, the
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poorest of the poor maintained the assets better than the
upper income beneficiarices. The basic quastions raised

by thc programme, which classifi2s the poor into a) destitutes
whose income is Rs,1 to 2265 and arc 26 per cent of the families
benefited, b) the very very poor familics whose income is
8. 2266-35,.3500 cof whom 44 por cent have been bensfitad and 79
c) the poor families with income betweszn s.3500 and 0s,6500 , ~ the
basic cuestion is not only the small numbers who crossed tho
poverty line, referred to =marli->r, but their being largely

those who are ncar the poverty line - tho upper income

group among the poor (the class ¢ above). This mcans that

thosc who are further away from the poverty line -~ the

destitutes and the very very poor will not be able to risce

above the line (their poverty) until there is a much higher
investment. Thus a very vary poor family, for instance,

carning Rs, 2500 would gect Rs.275 to Rs.300 as incremental

income from its asset (which is the VI Plan record of

11~1é per cent income growth), which will make the income

Rs. 2735 to Rs.2800. If the very very poor families are

to be brought above the leval of 85,6500, the investment

in the programme must bs doubled at the lcast. The other

problem is that even those living near the poverty lins

who rise above it, face the problem of slipning down in a

famine yz2ar, as noted earlicr, (In this connection attention

is called once more to the very serious underestimation

in the NS3 38th round of 4.27 million in the age group

5+ being uncmployed, which is in contradiction to the Fact

that 44.4 million families are below the poverty line,

of whom 50 pcr cent are the very very poor which gives

an unemployment total of 24 million.

On the only programme dirsctly attacking inequality

the record is poor as of 1988 June. The annual report states
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that upto now from the start a small 44.31 lakh acres of
surplus taken over land were distributed among 41.01 lakh
heneficiaries, of whom 14.31 lakh are scheduled castes

and 5.64 lakh scheduled tribes. This 1s a token cffort
because in addition to tho zvidence of the governments

of Himachal Pradesh, West Béengal, Rajasthan etc that the

bulk of land left over for distribution is just sand and

rock, the sccretary in charge of the programme who has just
retired =ays that the real surplus available for distribution
is 8-9 million h=ctares over above the 44 lakh acres distributad
plus 26 lakh acres vet to be distributed. In the interest of
this programme aiming at some reduction in inequality of assot
ownership, the government with tho help of NSS should arrive

at a firm figure of surplus land. Against this fuzziness, it

[

is not surprising to find that thz RBI All India dskbt and
investment survey of 1981-82 reporting that assets distribution
as boetween the 70 per cent at the lowest lavel and 10 per cent
at the top level remained practically unchanged from the

1971-72 survey, and that in addition to land, financial assets
-shares, insurance, decbentures and degrces was about th2 same -
1.1 per cent in 1971, and 1.2 ver cent in 1931 as noted earlier.
Another area of land reform, tenancy reform is still not
complete, though its completion date had been fixed at 1982. Informal
tenants and share croppers are still to be provided with secured
and ownership rights. Consolidation has not progressed beyond
Punjab and in part Haryana and West UP. The land reform

scope and coverage is incomplote,

One hopeful sign, referred to carlier is the scheme to
Oorganise the Rural Poor so that they may counter: a) the
heavy leakages, as on the average about 10 per cent of the

benefit voted for them by the parliament or state assembly



actually reaches them: b) the nzglect of the minimum wages acts
for agricultural labour: c) cxploitation of the unorganiscd
labour scctor comprising 89 per cent of the workforce

(220 million according to the 1981 census), and more gencrally
d) the neglect of their rights as votaed for tham. The
government has made available 630 staff members to hslp

launch and aid this programme. The problom is that as long as
power {(econcmic and political) resides in an elite - raral

and urban - comprising noarly less than 5 per cent of the
population, will the unorganised and 2xploitaed poor be

allowed to organise themselves to fight for their rights?
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ERRATA

The errata rectifies mainly some errors in the report.

1. Page line 3 = Re=d 'in 1987-88"'" in place of 1986-87
2. Page 1 line 4 - Read 'in 1987-88' in plnace of 1986-87

o)

3. Page 5 1line 27 -~ Read 'in power and manufacturing' in
place of in power and management

4, Page 7 1line 7 - Read '1966-67 to 1968-69' in pnlace of
1967-68 to 1969-70
5. Page 11 1line 7 - Read '8 to 9' percent in place of7 to 8

6. Page 17 1line 5 -~ Read 'Revenue increase from direct taxes'
in place of Revenue from direct taxes.

7. Page 19 1line 13 «~ Read 'the increased Rs690 crores' in place
of the %690 crores.

8. Page 23 1line 19 -~ Read 'awarding' in place of rewarding

9. Page 27 1line 19 -~ Read 'their daily transac¢tions' in place
of its daily transactions

10. Page 28 1line 12 - Read 'as the 1987-88 withdrawal' in place
of as the withdrawal

11. Page 29 1line 17 -~ Read 'speculation' in place of specualtioné

12. Page 32 1line 8 -~ Insert last column: April-October 7.8
(next to 1.6)

13. Page 35 1line 17 - Read '19388-89' instead of 1987-88

14. Page 36 1line 11 -~ Read 'the two years 1987-88 and 1988-89"'

in place ot the two years
15. Page 36 1line 28 - Read 'food crops production' in place
of crops production
16.'Page 38 line 3 - Read 'and non food crop yields' in place
of non crop vields
17. Page 39 line 7. - Read '395-416 grammes' in place of 185.3 grammes
18. Page 41 line 22 -~ Read 48 million to 50 'million' in place
of 55 million to 65 million
19. Page 42 1line 6 - Read 'at %170 per quintal' in place of
at Rs240 per quintal
20, Page 43 1line 11 - Read ‘cereals from' instead cereals for from
21. Page 47 1line 7 - Read ' million tonnes' instead of million capacity
22. Page 49 line 25 - Read '20-28 lakh bales were with' instead
20-28 lakh bales with
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23, Page 51 1line 14 - Read 116.8 lakh bales' in place of
126.8 1lakh bales
24, Page 61 1line 7 - Read 'works is 0.7 milltion' in place
of works are 0.7 million
25. Page 64 line 12 - Read 'recorded 12.7' in place of r=corded 14.4
26. Page 67 line 18 - Read 'capital goods announced' in place
of capital announced
27. Page 69 1line 28 - Read 'mass of the people' in place of
: mass of its people.
28, Page 73 1line 18 - Read 'public sector projects' in place of
public sector project .
29. Page 73 1line 22 - Read 'the supply of equipmerit' in place of
the supply eguipment )
30. Page 74 1line 28 - Read 'value of production increase' in place
of value of production
31. Page 75 1line 30 - Read 'The RBI and Commercé' in place of
. The RBI Commerce
32. Page 86 1line 11l - Read 'improvement of their viability' in
place of improve their viability
33. Page 89 1line 32 - Read 'order was relaxed' in place of order’
was released
34, Page 90 1line 16 - Read 's$1500' in nlace of $15000
35. Page 96 1line 11 - Read 'The paper industry is the one' in
place of The paper industry is one
36. Page 98 1line 7 - Read ‘“have no relation' in place of have
no relations
37. Pagel04 lihe 2 - Read '3 million tonnes a year' in place of
3 million tonnes
38. Pagel06 1line 30 - Read 'is called upon to set apart' instead
) of is called uvnon to
39, Pagel23 1line 22 - Reéd-'upto February 1933’ instead of unto
February 1987 .
40. Pagel25 1line 3 - Read '2-3 lakh plants for the year' instead
» of 2-3 lakh chulas for the year
41. Pagel40 1line 18 - Read 'the houscehold sector from 14.1 percent'
instead of the household sector from 1l4.5percent
42, Pagel40 line 17 - Read 'cent in 1987-88' in place of cent in 1988
43. Pagel4l 1line 21 - Read 'to near 6 in the Sixth' in place of
7 ‘to near 6 per cent in.the Sixth
44, Pageld4l line ZS - Read 'forms of the houseshold sector's' in

place of form of the pri%ate sector's
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Read 'forms of the household sector's'

in place of forms of the private sector‘s
Read'that the household sector's' in rlace
of that the private sector's v
Read 'or show stabilisation' in place of
or slow stabilisation

Read 'for the subseguent 2 years' in place
of for thé subsequent 3 years

Read 'lesad to a marked fall' in place of
lead to a marketed fall

Read 'by Turkey' instead of into turnkey
Read ‘there is a deal of looseness' in
place of there is deal of loose=ness

Read 'one relates to the proportion' in
place of one relates that the proportion
rR=ad ‘'about 30 per cent of the' in place
about 3 per cent

Read 'created as set forth' in plece
created set forth - '

Read 'Both the programmes NREP &RLEGP' in
place of Bot the programm=s are

Read 'from 39.4 million mandays in 1985'
in place of 29.4 million mandays in 198%
Read 'of all sections by workers' in

place of on all sections by workers



