Working Paper No.76

Mid Year Review of the
Economy 1986-87

by

Malcolm S Adiseshiah

MADRAS ¥

MADRAS INSTITUTE OF DEVELOPMENT STUDIES
79, Second Main Road, Gandhinagar,
Adyar, Madras 600 020

August 1986




Prolegomena

The year under review, 1986-87, is the second year of
the Sevénth Plan and the second operational yvear of the
govermment which came to power in early 1985, The first fact has
implications for the Seventh . Plan and the realisation of
its objectives and targets. It also brings together on a
fairly firm basis, the record and achievements of the Sixth
Plan, on which the current Plan is based. The second fact
is important because there has been some important policy
changes introduced by the government, in ecohomic pblicy and
outlock, in fiscal policy, in industrial policy., trade policy
etc, and it will be of interest to see the extent to which
the changes have or have not affected the course of develop-

ment in the area concerned.

The data for this review is as usual wide, varied and
not always ﬁpto date oromplete., The wide range of data
refers to the statistical material emanating from the National
Sample Surveys and the Central Statistical Organisation,
the Planning Commission, the Reserve Bank and the ministries
of government, about which there is a continuing problem of
attempting to reconcile the differing data being reported
on the same event, because of the differences in base years,
methodology or purpose. The varied nature of the sources is
a reference to the reports emanating from individual scholarly
studies, from the National Council of Applied Economic Researcid,
the Indian Institute of Public Cpinion Rescarch, the Centre
for Monltorlng Indian Economy, the Economic and Political
Weekly on the. one hand, the annual reports of the departments
and ministries of government, the Reserve Bank, the Planning
Commission and the official and academic assessments of
Programmes conducted by them. The incomplete nature of the.
data refers to the fact that the off1c1al statistics and/or~fﬁ
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analysis is available with a serious time lag, as in the case
of the annual Survey of Industries for 1985-86 which will not
be available till near the end of the Sevehth,blgn; or.
foreign trade statistics which appear with a 2 year time lag.
Some oithis material and/or the technique of theif collaection
is unSatisfactory.‘ In the agrlcultural area, for instance,.
there 1s still no reliable means of gstlmatlng the annual
cotton crop production or cven such a basic pommodlty as
foodgrain production, which has had to be revised for the
year 1984-85 towards the beginning 1986, There are important
areas in which there are serious statistical gaps, as in the
rural and unorganised sector employment field. With all these
limitations,'an analysis of the developments of the zconomy
in:1985-86 and a foreccast of likely trends in 1986-87 is
needed;and attempted in this note.

An Esquisge The Sixth Plan, which we no can assass,
ended with the various targets - ovcrall, agriculture, oav1ngs
and investmant and export growth - -being achisved. it;was
not an outstanding record, but was one.which moved the gconomy
forward and provided « sound base &r the SeventhrPian.h.Here
it should be noted that Seventh Plan is started on a slightly
easiet-base, at 3.5 per cent rather the 5 per cent growth for
the terminal . year of the<Slxth Plan, 1984-85, pos;ted by
the Seventh Plan.

The first year of the Sevanth Plap, 1985-56 has however,
not done well, both in regard to agriculture when the
aggcregate productionxnas niot much above that of the previous
year, which Means agriculture recorded. 0 growth, Manufactutes
did poorly at 6.3 pe: cent, not becauso of 1nfrastructu:al
constraints,, becaus; the lnfrastructural industries dld well

but because of poor management and a certaln slackness 1n



productivity, and capacity utilisation. This was particularly
regrettable because inflation during the year was well under
control at 3.8 per cent. The savings and investment for the
year weke highe; than that for the previous year. The most
disturbing facet of the first yecar was the record foreign
t;ade gap of near Rs.8000 crores, not because imports rose
very high but because exports decelerated. The balance on
current accounts is likely to be ahigh Rs.4000 crores which

could exhaust our credit and reserves.,

For the current year, the prospects lock much better,
AS a result qf the good monsoon, agricultural production could
record a growth of 6 per cent, with food grains rising to
155 million tonnes - a gocd 10 million tonnes above that of the
previous year, 1985-86. This means that the buffer stecck
could move towards 40 million tonnes calling for two actions
by the government. Pirst the use 0of the foodgrains to launch
a massive programme of poverty alleviation. Second to divert
some of the lands now drowing rice and wheat to growing pulses,
cil seeds and coarse grains, Manufactures should maka up
from the slack of the previous year, and with the modernisation,
and increased capacity uscd to meet the demand of the scale
of production, should record a 7'per cent growth., The infra-
structure industries could move forward to 10-12 per cent
growth, Savings and investment should continue at 24 per cent.
The overall growth of the economy for the year could be between
5 to 5.50 per cent.

There are, however two areas where there will be a
squeeze. First the inflation rate which wasalow 3.8 per cent
will be much higher between 8-9 per cent. Already in the
first five months of the yvear the inflationary pressures are
building. The second pressure Point is the foreign trade and



balance of payments. Here not only is it necessary for

the large firms to enter the export field which they are not
now doing to pPush up our exports, but also there is need to
review around 8-10 items of our imports to replace them by
domestic production for which we have the capacity, or cut
than somewhat drastically. Then we can meet our foreign
trade and balance of currecnt payments obligation,

1986-87 should be on the whole a good year. What it
will mean for employment and poverty alleviaticn depends on
structural changes, on which I have little hope, and the use

of our foodgrains reserve which can provide some relief.

Overall Growth and Structural Changes

With the Quick Estimates of the Central Statistical
Organisation (CsS0) published of the growth rate for 1984 /85
4t 3.15 per cent’, it is possible to estimate the growth
rate of the economy for he Sixth Plan, which was 7.6 per cent
for the first year 1980-81, 5.1 per cent for the second year
1981-82, 2.4 per cent for the third year 1982-83 and 7.8
per cent for the fourth year 1983-84, This means that the
Sixth Plan attained its target rate of growth of 5,2 per cent.
However as the base year for the Plan, 1979-80, recorded
-5.2 per cent, the real growth rate which is the trend rate
£nr the five vears 1980-81 to 1984-85 was 4,4 per cent.

1t is now possible alsc to lecok at the structural
changes that have taken place in the eccnomy over the past
25 years when planning was begun., The secctoral break up of

the Naticnal income is as fcllows in percentage terms:

Sector 1950=-51 1984-85
Agriculture 51.2 34.5
Mining & Manufactures 16.0C 25,9
Transport & Trade 17.0 21,4

Services 15.8 18.2



The sizeable shift in the decelerating proportion of agriculture's
contribution and the increase in the percencage contribution
cf the secondary sector stand cut. A further analysis of the
table during the Sixth Plan shows that the first two and

half sectors - the commodity producing sectors of agriculture,
mining and manufacturing and constructicn - increased by 4.3
per cent Per annuam while the last cne and half sectors, the
non commcdity sectors of trade, transport, hotel etc increased
at near dcuble that annual rate at 7.1 per cent. Within this
7.1 per cent, public administration and defence increased

at treble the commodity sector rate at 12.1 per cent per annum,

CSO alsc reports that per capita income at 1970-71
prices atthe end of the Sixth Plan, 1984-85 was Rs.771.5
which was /aﬁncreaSe cf 3 per cent between 1979-80 (when it
was Rs.663.9) and 1984-85, This shculd be seen along side
of the private final consumpticn expenditure having increased
by 5.6 per cent during the Sixth Plan period which was ncatx
half the rate at which government final consumption expenditure
increased during the same period at 10,5 per cent. The
structure of private final consumption expenditure during
the Plan shows a marginal declines food expenditure from 56,5
per cent to 56.4 per cent, and an increasing one in transpert
and communication from 7.1 per cent to 8,8 per cent and clothing
and footwear from 10,2 te 10,7 per cent. This is the beginning -
of the trend in national development and the extent to which

it was shared by the people will bs discussed at the end cf the

papér.

The growth rate for 1985-86 is set by government and
official documents - Economic Survcy 1985-86, Annual Report
of the Ministry of Finance 1985-86,annual Plan 1985~86, Annual
Report of the Rescrve Bank of India 1985-86° at 4.5 to 5
per cent. The available evidence at this stage on the performance



6

>f agriculture and manufactures during the year including
infrastructural items indicate that the growth rate for 1985-86
is likely to be 3.5 tc 4 per cent, with evidence pointing to
the lower rate. This conclusion derives from widely varying
gstimates of the agricultural performance in 1985-86 which the
jovermment - in the same documents referred tc earlier-sets
at'3 per cent, the Reserve Bank at 1 per cent and in &his
review is estimated at botween -1 per cent to 0. On manu-
factures, there is genaral agrecment that the growth rate was
6,3 per cent.

With regard to the current year 1986-87, it is too
early to draw even tentative estimates of growth, What can be
done is to forecast the possibilities. On the assumpticn that
the monscons - both Scuth West and North East - will be a
little more than normal, agricultura could exceed the Plan
target rate of 4 per cent, and industry (mining, manufactures,
clectricity and constructicn), record 7 tc 7.5 per cent
growth, Under these onditicns the current year's growth rate
could be 5 per cent to 5.5 per cent, At this stage three
conclusions can be drawn. First for the balance of the three
vears of the Seventh Pian, the overall annual growth rate will
have tc be 5.5 per cent, if the Plan target of 5 per cent is
te be achieved. Second and for this the industrial growth rate
will have t~ be the 8 per cent which is also the Seventh Plan
target. 1In this connecticn,it might be recalled that the 1981-82
industrial growth rate was 8.6 per Cent {though since then it
has never reached even 7 per cent). Third when the 5 per cent
targct for the Seventh Plaon was established, the base year
1984-85 growth rate was assumed to be 5 per cent, With the
reduced growth rate for 1984-85 at 3.5 per cent, there is a
bomus for the Seventh Plan (as there was the Sixth Plan) in

attaining its 5 per cent target.



A recent study of the Seventh Plan Pe:spectives3,
while positingrindustrial growth at 8 per cent, estimates
agricultural growth at 3 pcr cent which will result in the
Plan growth ¢f 4.5 per cent and not 5 per cent. (It fore-
casts rising inflaticn at 10 per cent at the end of the Plan
preriod aveiaging an annual 8 per cgnt, growing ﬁrada deficit
and balance of payment difficultics, and a rise in domestic

savings).

Plan

With the clcsing of the Sixth Plan acccunts, the
following picture for the Sixth Plan, 1980-81 tc 1984-85,
emerges. A target outlay for the Plan, Rs,97,500 crores
(with Rs.47,200 crores for the Union, Rs.48,600 crores for the
States and RS.1l,650 crores &r the unicn territories). Approved
outlay Rs.109,111 crcres(Rs.58,280 crcres for the union,
Rs.48,816 crores for the states and Rs. 2,015 crores for the
unicn territories) and actual expenditure Rs,109,649 crores
(Rs.58, 669 crores for the union, Rs.48,957 crcres for the
states and Rs. 2,019 crores for the union territories). The
excess of over Rs.12,000 crores between the planned cutlay
and actual expenditure is disturbing, as the programmes and
priorities financed by the excess have obvicusly not been
planngd as meticulously as those of the coriginal approved
outlay. The biggest jump was in the last year, 1984-85,

where the actual results arc y=t to be evaluated.

For 1985-86, the Plan cutlay is Rs.32,239 crores which
wdas a 6.86 per cant increase .over the 1984-85 Plan, with
Rs.18,500 crores for the Union and Rs.13,738.56 crores for the
state and union territcries. The increase of the unicn Plan
was 6.62'Per-cent anc¢ those of the state and unicn .territeries

7.18 per cent. The maximum incrcases in 1985~86 were for



‘Science & Technology at 28.35 per cent, fcllowed by agriculture
at 27.29 per ent, communications énd information at 10.94

per cent, transport at 10.5 per cent, while industry and
minerals had a low 1.47 per cent increase and Rural Develop-
ment a -8.39 decline., It is to be hoped that imbalance in

these allocations will be corrected in subsequent years.

For 1986-87 the union plan is Rs.22,300 crores,
(which was budgeted at Rs. 18,000 crores in 1984-85 prices
and became Rs. 20,000 cr.orcs at 1986-87 pricées), a 20.5 per cent
increase, and the states and union territcries Plan is Rs.
15,800 crores, a 21 Per cent increase. Rural Development in
this second year ctecelved some compensation for the low
allocation in the previous plan, with increased allotment
for NREP, RLEGP, & IRDF. Agriculture accounts for 29 per cent

of uhe cutlay and human resources a 40 per cent lift,

Already in the first two years, the financing of the
Plan has inveolved rather heavy contributions from the public
scetor enterprises of around Rs.11,000 crores, most of it
from retained profits plus depreciation. The other source
which has exceeded 12 per cent of the two years finances is
gquantum
fdaficit financing whose /  has well exceeded the Rs.14,000

crores provided for the entire plan period,

One general issue that is raised is that the two Plan
years have witnessed a series of important and far reaching
changes in economic and industrial policy, generally subsumed
under the terms liberalisation and modernisation., These
cover licensing, reservations,MRTP, small and ancillary enter-
prise ceilings, broad banding, authorisation to FERA and MRTP
firms tc operate in certain areas etc, which have little to
do with theludget or the finance ministry and which are
decided shd announced without any relation to the Plan. This
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calls in guestion the relevance of the Plan and planning
process in régard to major issues of economic pé&licy. The
Flan should surely be the OCCaéion and frame for discussion
and decision of thess issues.

Fiscal Policy

The budget for 1986-87 continued the process of lowering
the levels of direct taxes and increasing the proportionate
revenue contribution from indirect taxes that was intensified
in tﬁe previous vear's budget. The government claims both
in introducing the year's budget and in subsequent statements
and documents® that tax collsctions have increased (by 22.3
per cent over the previous vear and 36 per cent over the
budget estimates comprising 22 per cent for corporate tax,
24,3 per cent for income tax, 32 per cent‘er customs and
15.9 per cent for union excise) bscause of the lowering of
the tax rates and stricter collections of taxes. The second
factor, 1f trug is an admission of slackness in tax adminis-
tration in past yearsand should be Quahtified so that the -
amount of avoidable revenue losses can be known, Othemwiss
the increased tax payments may have little to do with lowered
rates. In fact lowering of income tax rates go back to the .
early seventies when year after year tax rates where lawered
from the then existing 97.5 per cent with little effect on
increasing revenue collections. In fact the share of income
tax in total revenue declined from 9,9 per cent in 1975-76
to 4.3 per cent in 1984—855. Rather tha increase in tax
collections in 1985-86 can be traced to the results of the
one time voluntary disclosure scheme, to the results of the
tax raids, to the enlargced tax base seen in the increased
non agricultural personal income which recorded for that
vear a 6.8 per cent increase in the contribution of the .
secondary and tertiary sectors to GDP, and to the efficiency

in tax collections,
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In fact it is a little difficult to compute the real
tax effort of thes union budget, which is supplemented by the
rise in administered prices (coal, wheat, rice, sugarcane,
petroleum products, steel) on the one hand, and the almost
continuous changes being announced in tax rates. 1In fact
the tax concessions annocunced on June 11 of over Rs.1l00
crores are larger than the traditional concessions amounting
to Rs.82 crores announced at the time of the passing of the
Pinance Bill by Parliament and seam to have the wrong dis~
tributional consequences.

The major tax change for 1986-87 was he introduction
of MODVAT over 37 chapters of the Central Excise Tariff Act
which, because of the lack of pri.: preparation and training
of the tax officers and the trade, involved a good deal of
initial confusion, The governments first reaction was that
MODVAT will result in direct benefit to the manufacturers to
“4he extent of Rs.700 crores through reduced production costs.
Later this estimate was varied to a profit of Rs.1l00 crores; then
to a loss of Rs. 200 crores during 1986-87, aPplying the
scheme in particular to the automobile industry. There were
strikes sad work stoppages by the small scale producers who
were confuscd by the scheme, and who had to face banning of
mOVaments of their products by tax inspectors, who were
avaiting orders from the‘department. The government has
gradually modified the regulatiors and procedures of MODVAT,
replacing the licensc by a declaration permitting self assess—
ment upto Rs.5Clakhs, and restraining the visit of excise
1nspectors and superintendents to one in a year. The ex-
pectatlon that MODVAT w1ll stop in appropriate cases the
cascading of taxes and reduce prices is yet to take effect,
but thegBvement is in the right direction justifying the
decision of the government to extend it to a wider group

of commodi ties.
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The Long Term Fiscal Policy, one of the innovations
covering the income and expenditure profile of the Seventh
Plan introduced during the vear shows6 a continuing decrease
in (a) total tax receipts from 8.2 per cent of GDP in the
Fifth Plan to 7.9 paer cent of GDP in the Sixth Plan, (b) direct
tax from 27.2 per cent of total tax receipts during 1970-71
to 1974-75 to 22.6 per cent in 1980-81 1984-85, and (c) per-
sonal income tax from 14,2 per cent to 9.1 per cent and from
3.2 per cent of GDP in 1975-76 to 1,5 per cent in 1983-84 on
the one hand, and a continuing increase in fact in deficit
financing, on the other, wherc the re&enue deficit increased
from Rs.5,601 crores to Rs.5,940 crores in 1985-86 and the
larger Rs.6)875 crores for 1986-87, in contradiction with Long
Term Fiscal Policy's promise to reduce the deficit in 1986-87,
balance it in 1987-88, and zarn a surplus in the last 2

vears of the Plan,

On the effects of the use of market borrowing as an
instrument of fiscal policy., last yvear's mid vear review
provided an dedquate analysis7. The Long Term Fiscal Policy
documant also gnvisagas a reduction in market borrowing,
which may in part account for the apparently small increase
in market borrowing from Rs.5,100 crores in 1985-86 to 53CC
crores in 1986-87: but to this should be added the 33 per cent
increase in borrowings from small savings from Rs,39,00 crores
to Rs.5,300 crores, the increése'fcom 30 per cent to 85
per cant of the provident fund accretion in spacial deposits,
plus the Rs.1,380 crores bond issues by the public sesctor
enterprises wud railways. This means the borrowing instrumen-

tality contihuss to be a major one in plan financing,

The weakness of the long Term Fiscal Policy is that
there is no plan to curb the mounting non plan expenditure,

which makes it a tax policy document rather than a fiscal
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policy document. The document states that three items,
defence, interest payments and subsidies comprise over 70
Per cent of non plan expenditure and together with other
non plan items use up the entire revenue receipts of the
government, For the Sixth Plan the total tax and ncn tax
revenue was an annual average 1C.5 per cent of the GDP, and
the non Plan expenditure was 9.8 per cent of GDP which shot.
up to 1C.9 per cent in 1985-85, the Balance from Current
Revenue being -C,3 per cent, In one sense the situation
worsens in the Seventh Plan with total revenue averaging

an annual 11.5 per cent of GIP and non Plan expenditure averaging
also 11,5 per cent,with the Balance from Current Revenue
averaging C,

Saveral issues of this situation nced attention., For
one, there is nced to curh subsidies - food and fertilisers
and foreign trade - which have shot up from Rs.337 crores in
197¢-71 toc Rs,3,7CC crorzs in 1985—86, and at this rate of
growth will exceed Rs.41,CC0 crores for the Plan period,
according to the Finance minister. The possibility of
dropping the fertiliser subsidy, which in the main assists
the well to do farmer, should bg seriously considered. Similarly
the interest payments nesd attention and review which will be
réfe:red to later, but which depends on the rate of borrowing.
Defence expenditures need to be scrutinised and reviaved as
all other expenditures. Aand 'the others' which include the
expenditure on the burgeoning administrative staff can and
should be pruned,

‘What is necded is tc get out of the situation where the
Revenue receipts are not available for financing plan expen-
ditures. The financing of the Plan has now nothing to do with tax
collections and receipts in the Seventh Plan as the Balance
from Current Revenue, which till then had been positive, has

now become zero, as the table below shows:
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Sixth Plan As percent of GDP
Seventh Plan

1. Union government
resources for the union
Flan and union territories
Plan and assistance 9.2 10. 1
for state Plans

Financed by

2. Net Capital inflow

from abroad.,including 1.2 1.4
external commercial
borrowing
3, Domestic borrowings 5.2 5.1
(a) Market borrowing 2.1 1.6
(b) Budgetary Deficit 1.3 #
(C) Othefs 2.8 2-3
4, Public Savings 2.8 3.6
(3) Balance from current 0.7
revenue
(b) Internal and Extra
budgetary resources 2.1 3.6
of public sactor
undertakings

Source: Tables 1 & 3 of the Long Term Fiscal Policy document,

The above table summarising the sources of financing of the
Seventh Plan shows c..as further disturbing features. The
depenﬂence'cn foreign savings keeps increasing from 1.2

per cent of GIF in 1985-86 to l.4 per caent in 1989-90.
Incicdentally the presentation in terms of GIP does not bring
out the fact that if GDP increascs annually between 5 and 5,5
per cent the absolute amounts borrowed will increase sizeably.
similarly the domestic borzowings, including the two key
componentss; markets borrowings and budgetary deficit, will

in absolute terms be larger in the Seventh Plan over the Sixth.
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In this connezction the government expresses a preference

for raising Plan resources by increase 'in administered prices
rather than through deficit financing because while the

rise in the administered price is a once for all effort, the
increase in deficit financing will "result in extra money
flow which would generally raise the wholesale price ingex"8
But the rise of administered prices is also not a one shot
offort, as it will mean other units have to Pay the higher
price, which will reducc their investment resources, Or
raise the price of their product, or call for aadditional
budgetary suppott, as when the rise in petfoleum prices led
to price rise in transport, construction etc, as 40 per cent
of the petrol production is consumcd by the publiec sector,
or as the most recent rise in coal prices reduccd railway
investment by Rs.40 crores. Infact in some cases a rise in
administered prices will raise the price of intarmediates
which deficit financing, which has to work the longer demand
pull route, will not do. Hence there wmay be a preference
for deficit financing over raising administered prices for
plan finance purposes, when there i8 a question of choice

between these two instrume antalities.

The report on Black Money issued by the Institute of
Public Finance and Policy and released by the govermment in
June 19859 seemed to support the major directions of its
fiscal policy, namely the lowering of the tax rates. Follawing
the fiscal approach in preference to the monctarist, national
accounts or physical inputs methodology, the report comes to
the conclusion that some 30 per cent of GDP amountlng in
1980-81 to RsS.36,780 crorcs is the black income of the country.
This restricted fiscal approach does not take account of the
agricultural sector being tax exempt, and of course the black
incomes from smuggling, under invoicing, and other illegal

activities are excluded. Furthor there is the problem of under
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estimation of national income statistics as well as the
illegal incomes below the tax exemption limit being left out.
Thus if a monetarist approach is used to compute black money
as comPrising all transactions in which cash is used for
evading taxes or undertaking an illegal activity, then the
black income is nearer 40 per cent of GDP, which using CSO
latest quick estimate for 1984-85 at Rs.2,12,208 crores would
be of the order of Rs.80,000 crores, which is nearly double
the Institute's estimate. The annual loss to the government

in tax evaded would be Rs, 30,000 crores.

During the year, there was also a reviav of monetary
policy by the Sukbwumoy Chakravarty report sct up by the
Reserve Bank of Indialo. Apart from a ccocmprehensive study of
the demand for moneay, and the relationghip between savings,
in particular time deposits and interest rates, there are
three issues raised by the report. which directly impinge on
fiscal policy. PFirst there is a broader definition of deficit
finéncing to include not only the deficit shown in the annual
budget but alse the RBI credit tc govermnment. The RBI credit
to govermment compriscs movemncnts in holding by the Reserve
Bank of India (a) ad hoc treasury bills, (b) treasury bills
purchased nd rcdiscounted, {(c) other securities of the union
govérnment and (d) rupee coins and notes adjustzd by the Union
governments deposits with the Rescrve Bank. So defincd the
RBIs net credit to the government on March 31,1985 was
Rs,.31,858 crores, compared to the revised budgcet deficit as
at March 31,1985 at Rs.3,985 croresll. The government has
agreed in future budgcts to show both the budget deficit as
usually computed and the net RBI credit to the government., A
sccond issue which scams to have been acceptzd by government
is to institute market related interest rates on government
borrowing. This is defined as allowing for the long term
inflation rate and adding to it plus 2 per cent. This has bezen

followed in the first market loans of the government as will be
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noted later. This decision will further increase the burden
of interest, which has not been taken iﬁto account in the
Long Term PFPiscal policy referred to earlier. Incidentally
this will also increase further the savings of the hcusehold
szctor. The third issuc relates to the recommendation of
the committee that the government and the Reser¥e Bank
should join>in establishing monctary and credit targets for
each vear. Oneg result will be that the target will act as a
curb on inflationary pressure., The government has accepted
this recommendation and cven if it is not strictly achered to,
the effort is worthwhile, The report aiso brings out some
gaps which need further study and research. Theﬁa is the
perennial question of the relationship between monay and
priées, whether or not mediated by output. Without some
agreement on bhis basic issue, the fiscal policy in relation
to RBI credit to gévernment and deficit financing will only
by partially <ealt with, Similarly there is need for further
work on the elasticity of savings and interest rates and that
between interest rates and time deposits.

Stock market

Ths stock market during 1985-86 and since April 1986
has recorded very high levels of its equity prices. its
high points were: Decemboer 16,1984 to January 1985 when the
in&ex‘Went up by 87.5 par cent, February 1,1985 a further
rise of 15.9 per cent, July 16,1985 a further 8 pcr cent, by
wid August 1985 share prices had risen by 104 per cent (all
india) . November 29,1985 86 per cent above the January 1985
mark; so that'by June 1986 share prices index was 13 per cent
higher than June 1986, and 91 per cent abcocve June 1984, 1In
this.whOle two'year period, June 1984-86, the only market
set backs were (a) between August 7 and Octobsr 1 1985 when
the share price index lost 48.4 per ccnt of its gainé because
the term lending institutions stepped in and scld part of their
holdings and (b) between February 28 which was the budget day
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and March 21 1986 the index fell by 21 per cont, as a first
reaction to 1986-87 budget. The two year continuing and
continuous becom in stock market sharescould not be explained
in the normal manner - the performance of the companies, as
soma companies wich were not doing well had their share prices
boosted, and (as the President of the Bombay Stock Exchange
pointed out) scme share price increases were taking place

in the rase of companies which had not even started operation.
The one constant factor which could explain this rather ex-—
traordinary (and seemingly irrational) bocom in the stock
market was belief of the market in policies cof the new govern-
ment announced from its 1984-385 budget - the deiicensing, the
cagpacity increase, automatic expansion, direct tax redﬁction,
the impor t-export .pass book scheme, the raising of the ceiling
and exemption of MRTP & FERA companies on thelr export obli-
gations on to the Finance Minister's open house and continuing
concessions leading to MRTP companies investment in the 27
exempted industries amounting to Rs, 2,900 crores, and the

non MRTP companics in 25 delicenscd industries being Rs.3,000
crores, the relaxing of FERA rules leading to record foreign
collaborationsin 1985 etec - all pointing to the market
oriented approach of the government's cconomic decisions.,

In terms of resources, bebween June 1984 to June 1985
Re.1,194 crores of capital was raised in the market. Between
June 1985 and June 1986 Rs. 2,658 crores wete raised., In fact
in past 2 months April & May 1986 Rs.3i9 crores were raised.
This means that the finances nceded by the private corporate
sector during the Sevaenth Plan estimated at Rs.52,000 crores
will be met, with a continuing increase in the nunber of share
holders, now numbering 12 million who cculd be quadrupled by

the end of the entury.
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These finances raised from the market during the
Seventh Plan compare with Rs.17,647 crores provided by union
and states term lending instituticons - IDBI, ICICI, IFCI, UTI,
LIC, GIC, SFC, SDICs. Similarly the Unit Trust records all
round expansion - with sales increasing by 127 per cent from
Rs.330.16 crores to Rs,75C,01C crores, unit holders by 13,3
per cent from 1.5 million to 1.7 million, investible resources
by 73.6 per cent from Rs.l,261.33 crores to Rs.2,19C crores
due to the change in the savings and investment behaviour
of the people, improved and efficient marketing, and judicious
investment. This heavy reliance on external resources by the
private corporate scctor together with 64 per cent of tha funds
raised referred to sarlier through non convertible debentures
means that the debt part of the debt equity ratic is rising
fast, With equities being in strong demand and over subscribed,
there is need to restore a balance in the debt equity ratio
at the time when companies are being incorporated. The Patel
Committee's final report recommendation that 5C per cent
of the total funds raised by public limited companies from
the market shculd be in the fonn/fggsh equity, not by prevanting
debenture issues but by enccuraging well managed companies to
raise funds by equities, and its further recommendation that
the noms cof debt equity ratic in project financiﬂg be re-
viavaed by development institutions toc facilitate larger issue
of equity capital will move the debt equity ratio in the right
direction,

On the equity side, part of the increased investment
resources, particulariy those of the Unit Trust which were
meant to mobilise small savings are, because cf the various
tax concessiocns, coming from wealth and higher income tax
payees. 1In this ccntext, the intervention of the term lending
instituticng in the market shcould take account of this equity
factor and not only the speculative element.
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Public Debt

There are several aspects of the country's public debt
which are disquieting.

First the volume. In March 1951, India's public debt
was Rs.2,022 crores, in March 1985 it was Rs.58,537 crores,
and in March 1986 Rs.80,642 crores. In the last 7 years,
it has been rising particularly fast at Rs.61,620 crores
compared toc the increase of Rs.17,000 crores cduring the
previcus &. ycars, ending March 1978, 1Internal debt as a
proportion of NNP at current prices in 1984-85 was 33 per cent
against 25.1 per ¢cent in 1977-78 and 22.9 per cent in 1950-51,

Second are the sericus consequences, starting with the
steep increasé in interest liability which for the current
vear is Rs.4,745 crores., If to this is added the interest
on provident funds, :ésarve funds, small savings, the interest
will total Rs.8,174 crores, which is 28 per cent of total

ravenue receipts,

Thircd, while the size is bad enough, it could be
justified if the distinction, which was maintained till
recently to use borrowed money only for creating assets, is
followaed. What is really disturbing is that thes galloping
public debt is financing the consumption expenditures of tha
government, the borrowing pocl now being further enlarged
because the government is ablc to borrow cheaply from the
captive CRR and SLR funds, which are periodically raised
for the alleged purpose &f containing inflation, Further the
Reserve Bank taking up the loans, which others do not touch,
simply fuels inflation, which the public borrowing is supposed
to dampen. What adds tc this situation is that the public
ssctor enterprises which were meant to provide rescurces to
the government (on which basis the Long Term Fiscal Policy



20

has been formulated), have become a drain on it and part of the
massive borrowing is to fund their losses. The only way to

cut this alarming increase in public debt is to reduce un-
productive government expenditure and for the public sector

to pay its way and generate resources. The Sukhumoy Chakravarty
committee recommendation which shows the true nature of the
annual’ deficit should help in this regard.

But there is another part of its recommendation, that
relating to interest rates, that is disturbing. 1In the first
group oﬁ market borrowing for 1986-87, the 20 year loan,
following the Sukhumoy Chakravarty recommendation, has offered
a 11.5 per cent interest, which for a 30 year loan would be
12.5 per cent, which is a near doubling of the 6,5 per cent
rate offered in 1977-78., There are two issues here. First
this 11.5 per cent rate breaks down into, 9 pet cent the long
term inflation rate, plus 2.5 per cent, But the 1980-81 to
1984-85 inflation rate was only 7.1 per cent. Does the offer
of 11.5 per cent interest mean that we expect the inflation
rate to rise? Second the justification for offering any thing
above 9 per cent in relation to the cost of bank deposits is
in question. 1In effect, higher interest rate means that
while net borrowing increases from Rs.5,100 crores in 1985-86
to Rs.5,300 crores in the 1986-87 budget, the interest payable
rises from Rs.3,856 crores to Rs.4,795 crores wi:.xch means
that the net addition to government funds from market borrow-
ing declines sharply from Rs.1,241 croras in 1985-86 to Rs.855
crores in 1986-87, and will in the future become negative,

The interest policy necds review, also bearing in mind the
need to rely on interest free tax revenues for its welfare

and social infrastructure functions.

There is also the country's external debt of Rs. 24,004

crores, involving a total debt servicing of Rs.1,370.3 crores
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in 1985-86, which the Economic Survey for 1985-86 states
will rise rather quickly in the coming years because of

IMF repayments.l2

Prices

The Sixth Plan recorded an average rise of 8.4 per cent
in whole sale prices -.. 2.5 per cent in consumer prices on a
point to point basis, and 9.3 per cent and 10,1 per cent

respectively on an average basis.l3

For 1985-86 the wholesale price index recorded a
rise of 3.B per cent compared to the rise of 7.6 per cent in
1984-85, Consumer Prices rose by 8 per cent during this period
compared to 5 per cent in 1984-85, There are a number of
féatures of this relatively small rise in wholesale prices
in 1985-86 that needs attention.

First there is the Ratchet effect of prices which is
that once prices gc up, they do not come down to the original
level: they keep going up at varying levels, For instance the
3.8 per cent and 8 per cent rise in 1985-86 is on top of ths
average annual price rise of 9.1 per cent for wholesale and
8.5 per cent for consumer prices between 197071 to 1984-85.
Or again wholesale prices rose by 6.1 per cent compound per
annuam between 1955-65, on top which they ross by 8.7 per cent
compound per annum between 1965-75 and at a further 8.1 par cent

compound per annum betwcen 1975-85,

Second there are the usual 3 phaszs in the 1985-86
price movements: (a) April-July 1985 when there was a
continuous and fairly steeP increase by 5.4 per cent compared
to the 7.2 per cent rise in April-July 1984: (o) august~-November
1635 when there was a decline by 2.5 per cent compared to he
rise of 1.1 per cent in that period in 1984: and (c) December
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1985-March 1986 when there was a decline by 1 per cent compared
tothe decline by 0.5 per cent in December 1984~-March 1985,

Third the low rate of whole sale price is almost

wholly due to the fall in prices

bY —9¢6 Pef Centc

the price of raw jute which also

The prices of
bumper harvests, as will be scen

of industrial raw materials
rar cotton which had two
later fell, by =28.9 per cents
had a bumper harvasst fell

by -71.6 per cent, involving a decline during the year of
36,9 per cent fibre prices.

prices of oil seeds fell by -4.3 per cent.

Following the good coconut crop.,

Fourth the prices of cecreals rose by 1l.8 per cent,
pulses by 6 per cent, fruits & vegetables by 19.2 per cent,
sugar by 4.8 per cent, with only edible oils in this group of

wage goods declining by -0.1 psr ¢

TablesIl

All commodities
Wage goods
Cereals

Rice

Wheat

Jow ar

Bajra

Pulses

Fruits & vegetables
Sug ar

Bdible oils

Industrial raw
materials

Fibres

Weight

1000
431.31
107,43

21,79
61.33
21.91
37.16

112. 66

ant as the table below showss:

Point to point Movement in

whole sale prices

1983~84 1984~85

8.9
10.9
5.3
0.7
12.5
2.0
7.7
28,0
2.5
4.8
14.5
20.1

25. 2

7.6
6.5
0.2
0.8
1.6
-0.4
22
14.9
1.1
7.0
-2.0
2.0

14.6

1985-86

3.7
6.6
11.8
4.4
16,9
10
39.1
6,0
19.2
23.1
-0.1
~-9.6

~36,9
(contd...)
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TablesII(contd)
0il seeds 25,6 -5.7 -4.3
Administered prices 1506, 67 4.4 11.6 5.3

(coal, crude, minerals
0il, electricity,
fertilisers,cement,
iron and stesl and
non ferrous metals)

Cotton textiles 81.02 3.5 4,9 -0.4
Jute Textiles 12.14 58.7 20.17 -43,4

Source:s Office of the Economic Affairs, Ministry of Labour,
Labour Bureau,
A further study of the table shows that the prices of the
group of commodities which are consumed by the mass of the
peopble, including the poor majority, rose in 1985-86 compared
to the previous year, with sharp rise in the poor man's
cereals, bajra and jowar. Further as the Reserve Bank's
annual report points out the sharp rise in the prices of rice
was not due toc the rise in its issue price which was made
in October 1985, while the 12.4 price rise took place betw een
March and Septembesr 1985, Similarly the continuous rise in
the price of wheat since July 1985 by 10,5 per cent was before
the rise in its issue price in February 1986. In fact the
annual report of the Reserve Bank constructs a price index of
24 essential commodities wth a weightage of 57.5 in the whole
sale price index which shows a rise of 7.7 per cent in 1985-86

compared to 6.5 per ent in 1984—85.14

These cereals prices gise
is puzzling and cannct really be explained, given the
bursting buffer stock which, as will be seen later, was
touching 30 million tonnes. Was it dug to some serious

shag 1. distribution? Was it because of the high cost of
storage etc of the Fcod Corporaticon? Was it due to railways
malfunctioning? There are no real firm explanations available.
The only thing clear is that while the low wholesale price
index may give satisfaction tc the Finance minister and the
statisticdian, the peoplc have been hit by a rise in the price
of the goods used by them,
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Fifth the comsumer price index _for 1985~-86 caught up
= ) Andex
and surpassed the whole sale price-/rising from +5 per cent in
1984-85 to 48 per cent in 1985-86., The sharp rise in consumer
prices was causcd by rises in the prices of cereals including

coarse grains, pulses and vegetables,

Sixth the administered priceé which rose by 5.3
per cent in 1985-86, with electricity jumping to 24.1 per cent,
coal 13.2 per cent, “ertilisers 10.1 per cent, had a cascading
effect as secen in the September 27 rise in kharif oil seeds
and sugar prices, the October 8 rise in the procurement
prices of paddy and coarse grains, the January 1986 rise in the
procurement price of wheat, the November rise in the minimum
support price of cotton, November rise in sugar cane price,
November 15 rise in the issue of price of edible oils, the
Decembar 20 rise in the retention price of aluminiua, the
January 31 rise in the statutory retail price of fertilisers,
the January 9 rise in the pithead price of coal, the January
31 rise in the prices of peticleum products,and the periodical
rise of the prices of non ferrous metals, These cascading
administered prices risas covered a multitude of purposes
among which the cover they provided for cost escalation of the
product, the possibility of reducing or atleast not further
raising subsidies, the need to mobilise resources for the Plan,
and rathor rarcly the objective of curbing consumption may be

notad.

The low ovcrall rate of increase in wholesale prices
in 1985-86 when set against a rather poor agricultural record
and indifferent industrial performance for the year as well as
a hangover from the past year's liquidity leads tc an examination
of the demand management factors, which the Reserve Bank in
its annual Report for the year characteriscs as ‘prudent'.
In any case the basic objective of credit policy for 1985-86
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(and continuing into 1986-87) has been and is to moderate the

rate of growth of M, in contrast to the objective of raising

reserve requirementz which characterised monetary management
during the years 1982-83, 1983-84 and 1984-85. Hence in
1985-86 the rate of growth of Mcney supply slackened in

the case of Ml ... 19.9 per cent {Rs.4,583 crores) in

1984-85 to 9.5 per cunt (Rs.3,760 crores), and in the case of
M, from 18.7 per cent (Rs.16,058 crores) in 1984-85 to 15.5
per cent (Rs.15,840 crores) in 1985-86. The major component
of M3 which is total deposits similarly declined from 19,2

per cent to 17.5 per cent between the two years, along with a
sharp decline in the absolute amount of demand depcsits from
Rs. 3,187 crores in 1984-85 to Rs.l1,693 crores in 1985-86,

The Reserve Bank atrributes the rather steep decline in
currency and demand deposits in 1985-86 to the fall in foocd
credit forthe year, the relative price stability, the greater
attractivenass of financial assets to the houscshecld sector,
some curbs on black money, the smaller accruals to the foreign
cxchange assets and lower credit madé available to the
commercial sector. Reserve mcney, however, rose from 9,2

per cent in 1984-85 to 20 per cent in 1985-86 (Rs. 6,290 crores),

due to the increased RBI credit tc government by Rs.9,527 crores.

The possible price increase in the current year
1986-87 is difficult t5 forecast. One thing can be stated
quite clearly. The inflation rate in 1986~87 will be higher
than the 3.8 per cent recorded in 1985-86. During the first
two months of 1986-87 the whole sale price index shows a
rise of 2.8 per cent compared to the 2.4 per cent rise in
april-May 1985. and for the 2 months of the current year
the price of wage goods rise was 5.5 per cent compared to the
4 per cent rise in April-May 1985, This also is reflected in
the 2.9 per cent rise in consumer prices between October 1984
to 1 april 1985 due to sharp rise in the prices of vegetables,
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wheat, edible 0il and sugar. Thes survey by the Delhi group
referred to earlier also forecasts arising rate of inflation
during the remaining three years of the Seventh Plan. On the
basis of the supply prospects for agriculture and industry,
the continuance of the damand (M3) restraints and the price
movements to date, the rate of inflation for 1986-87 could be
betwean 8 tb 9 per cent,

agriculture

Foodgrains production during the Sixth Plan recorded a
compound growth rate of 3 per cent per annum against the
targeted 3,9 per cent, involving an annual average of 138,38
million tonnes as the table below showss

TablesIII

Commodi ties 1980-81 1981-82 1982-83 1983-84 1984-85
Rice (million tonnes) 53,6 53.2 47,1 57.8 59,5

Wheat (million tonnes) 36,3 37,5 42,8 30,1 45,0

Coarse grains (million 29,1 31.1 27.7 33.9 31.0

tonnes)
Pulses (million tonnes) 10,6 11,5 11.9 12.7 12,5
Total foodgrains 129,.6 133.3 129.5 151.5 148.0

{(million tonnes)

Sources: Ministry of Agriculture.

on foodgrain production for 1985-86, there is a rather
wide variety estimates, which will be definitely sattled in
October~-Ngvember 1986 when the official‘data cn the production
of 42 crops will bgcome available. The Eccnomic Survey Places
the 1985-86 foodgrains production at 150 million tonnes
(+2.6 per cent) with agriculture recording a growth rate of
3 per cent. The annual Plan 1985-86 places foodgrains at
148,06 million tonnes to 150 million tonnes (1.2 to 2,61
per cent). The Ministry of agriculture in a statement in
Parliament in May 1986 {(and the RBI Annual report 1985-86)
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reduced the estimate tc 146-148,5 million tonnes (-0.2 to
1.5)°15 The Centre for Monitcring Indian Economy estimates
the 1985~-86 foodgrain output at 145 million tonnes which
involves a -0.8 per cent growth, This estimate is based on
the cofficial rain fall data in 35 meteorological subdivisions,

which show %o sub division in excess/normal and 9 deficent/
scanty. This data is however refined by it using the area
under kharif crops in each sub division tc arrive at an area
weighted rainfall index.l6 On that basis, the following
estimate of foodgrains and cash crops (leaving out plantations
crops)is arrived ats

Table:TV million tonnes
Weight Crop 1984-85 1985-86 Percentage change
(official) (estimation)
33.98 Rice 58, 64 57« 20 -2.5
12.16 Wheat 44,23 46,50 5.1
4,86 Jow arc 11,25 10.50 -6a7
3.38 Pulses 4,55 5,00 9.9
68.12 Foodgrains 146,22 145,00 -0.8
4,82 Groundnut 6.74 5.50 -18.4
1,73 Rape seed & mustard 3.03 3.10 2.3
3.01 Cotton (lakh bales 84.65 80,00 =5.5
of 170 Xkg)
0.96 Jute & mesta 79.78 90,00 12.8
(lakh bales of
180 kg)
1.41 Potatoes 12,64 13,50 6.8
7.01 Sugarcane 173,57 169,00 -246
Index: Triennium ending 1969~70 = 100
68,12 Foodgrains 155.1 154,0 -0.8
31.88 Nonfoodgrain 154.7 152.,3 -1.5
100 All commodities 155 153.5 -1.0

Source: Ministry of Agriculture for 1984/85 CMIE for 1985-86.

On the evidence at hand the 1985-86 fcodgrains production is
likely to be similar to that of 1984-85 at around 145-146

million tonnes.
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Looking at foodgrairs and agricultural production from
a long range pcint of view, it may be noted that while
production increased at 3.1 pér cent compound per annuam
between 1949-50 and 1964-65, it declined to 2.6 per cent in
the next seventeen vears between 1967-68 to 1984-85«
indicating a certain slow down in growth in the post green
revolution period (which is coentrary to the popular and
official views on that period). Further the growth in the
second period is too clecse to the populaticn gowth of 2,24
per cent, in relation to the poverty status of the mass of
the people.

L.ring the period 1970-71 to 1984-85 the input-output
relations in the foodgrains sector continued tc cause
disquiet, There was a continuous annual increase in the
inputs - in irrigation by 3.2 per cent, pumpsets by 10.12
per cent, power consumption by 12 per cent, HYV varieties
by 10 per cent and fertiliser consumption by 10 per cent.

This meant that the inputs increased annually by 4.9 per cent,

while the output increase was only 2.3 per cent,

This rising incremental capital output ratio is one
reason why from the Seventh Plan the imbalances in regions
and crops are aimed at being corrected., Dry farming which
covers 72 per cent of all cropped land and prcduces less than
40 per cent of fcodgrains, and the low paddy growing areas
of Bihar, West Bengal, Orissa and Assam are NOw being given
special attention both in micro water shed development and
seeds and fertilissrs. Similarly £he crop imbalances can be
seen in the case of coarse cereals, jowar, bajra, ragi, barley.
maize which are grown over 30 per cent of the cultivated area,
producing less than 20 per cent of total fcodgrains. In
particular, the area under jowar is stagmant at 16,1 million

hectares, with a production increase cf 1.8 per cent, similarly
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the area under bajra is stagnant, but the use of HYV seseds

has increased its annual yield by 2.1 per cent, the area

under maize has increased by 1.7 per cent, the ares under

ragi isstagnant and the yield increase 1.8 per cent and in

the case of barley there has basen an actual decline from

3.2 million hectares 1.4 million hectares because of its
diversion to whecat. There is also a problem in regard to the
area under cotton which is coming up.as we face three vears

of bunper harvests and production far in excess of domestic

and export demand at docmestic prices. As far as the stagnation
and decline in coarse grains are concerned, the naw emphasis

on dry farming and improved marketing snould arrest the decline

in area and the low yield,

amcng other gencral problems facing agriculture, a
rzoant study calls attention to the country "losing 30 to 5C
million tonnes of foodgrains every year on account of the
loss of top seil from arcund 85 million hectares of degraded
agricultural lands" representing a loss of Rs.6,000 crores
par annum, The means of correcting this drain through
differentiataed acticn on lands irrigated by major and medium
Prcjects, small surface storing gréundWNatec. as well as
unirrigated lands and flcod prone lands have been set forth

and shculd be acted upon by the states and union government.l7

With the additional irrigation potential of 2.28
million hectares, the total irrigation potential created todate
is 67.29 million hectares and its uses 60,47 million hectares.
Apart from the problem of the top soil losses referred to
above, field.studieslg show that output doesmt always
increase with the size of the farm, as the small farmer can
gain acre for acre as much bencfits from irrigation as the
large farmer if there is ¢ uality in fertiliser use. Where
such equality is absent as it is in large parts of UP &
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Maharashtra, the benefits from each unit of irrigated area
are dependent on the size of the farm, Small farmers are
restricted in thelr use of fertilisers because credit
facilities, fertiliscr price and knowhow are tilted against
them. Merely ensuring equal distribution cf fertilisers pro
rata will not helps as there are problenms of credit access,
fertiliser prices and extensicn scrvices. This is.cne of
the grounds for land reform., l_cause further, in privately
owned tube wells as well as in public canals, utilisation is
constrained by land distribution, Small holders with
fragmented holdings cannotbuse these irrigation facilities
as feorithem they mean high investment, idle capacity and
high percentage cost of irrigation., Consolidation cf hold-
ings shou.d thus be an e¢ssential part of land reform, 19 In
the case of the extent of utilisation of the irrigation po-
tential as percentacjev of area irrigated to potential created,
thece are errors because in the planning assumptions of a
project, land development may be taken as complete and for
the cropping pattzrn may be different from what is the actual
pattern., Hence it is better to estimate utilisation by comparing
the water released with what was planned and so eliminate
underutilisation., One important reason for low utilisation
thrown up by irrigation studies is the disproportionate
impo‘ftance given to engineering fecets of the projects in
comparison with its agricultural marketing aspects, which

need emphasis, 20

In the use of ground water irrigation, a frequent
complaint of farmers is. power shortage, which results in
special arrangements being made for power supply to farmers
at the cost of cther users. But an NCAER study_zj‘ shows the
wide difference between the agronoﬁ\ic norms for water use for
each crop and the actual vwater used as set forth in the

following tables
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Table:\{ (Water use per hectare continuities)
States Wheat Rice Sugarcane

Northarn region

Punjab 94 231 130
Haryana 66 177 283
Uttar Pradesh 96 164 178
Rajasthan 35 - 264
Southern Region

andhra Pradesh - 151 200
Karnataka 37 109 154
Kerala - 121 -

Tamil Nadu - 155 272
Eastern Region

Bihar 35 120 -

Orissa 85 151 171
West Bengal 63 186 134
Western Region

Gujarat . . 80 84 194
Maharashtra 94 - 131
Madhya Pradesh 109 198 124

Source: NCAER Table 6 Focus.

Comparing the water used as st forth in the above table with
the agronomic norms which for wheat vary between 40 to 60
(Punjab and UP use 50 per cent more and MP over 100 per cent);
for rice they are 120 to 168 (with Punjab, MP, and West Bengal
using excessive amounts, while S outh is in line with the
norms) : for sugarcane the norms are 100 to 130 (Karnataka,
Haryana, Tamil Nadu, Rajasthan and most states exceecd the
norm). There is 1n addition some rain water available to all
farmers and water pumped by diesel sets. In viaw of the
agronomic norms: for water use, for- irrigation there was no
power shortage in terms of the water lifted., There was in-

cfficient management by the farmer of the irrigation water.

The link between lrrlgatlon and farm 1ncome seems to

vary with the extent of drought proneness of the ared in ‘question.
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Studies”” show that in Punjab, Haryana and to some extent

in Gujarat which are drought prone, the protective rcle of
irrigation in assuring farm incomes stands cut. In Tamil Nadu
and andhra Pradesh, the link is half and half, That is, the
dimunition in farm incomes during drought is the same for
irrigated and dry farming areas. In Bihar and Madhya Pradesh,
the high rainfall areas, the irrigated segmenti guffers

more from reduced farm incomes than the dry farms du:ing the
aroughts..

Empirical studie523 also show that technology and
population growth cperate against negative growth regions in
the sanse that increase in yield through technological factors
is affected by population growth in such areas. ¥Fer contra
technology- and demographic forces are operating in favour of
high growth regions, making rich regions richer in terms of
output Per capita and output per area. The poor regions have

stagnated in terms of output per area.

Similarly the factor of agricultural productivity,
which is cnc of the thrust areas of the Seventh Plan, is a
function of the scale of operations and the size and total
value of inputs, the intensity of input use defined as the
value of inputs per unit cof land, the gize of farms and
varying prices of inputs ané farm products. .Oon this basis
studies show24 {a) a negative relation between operated area
and value of output in wet arcas, (b) this inverse relation
disappears at classand crop level, at which level crop inten-
sity determines procuctivity, and {c) the large farmers in both

wet and dry areas have class advantages and those of productivity.

There is finally the general question of the buffer
stock which raiscs several issues. First the quantum as at



July 1985 amounts to 29.2 million tonnes comprising 21
million tonnes of wheat and 8 million tonnes of rice. At
this rate, by the end of the Seventh Plan it could reach

40 million tonnges, Even at 29,2 million tonnes it is far

in excess of both operational needs and buffer stock re-
dquirements. Second there is the rate of procurement and offtake,
Procurement of rice has becen at 2.3 million tonnes and wheat
at 8.4 million tonnes, The goVernment has tried to increase
offtake by lowering the Drice of wheat to flour wmills and by
increased foodgrains allocaticns to NREP, resulting in

wheat offtake rising by 44 per cent to 9.8 million tonnes

and rice offtake to 7,2 million tonnes. This means that the
wheat stocdk is in excess of buffer stock nesds by 7.8 million
tonnes and rice by 1 million tonnes, Third there is the
question/gégrage capacity which is completely inadequate.
Already nearly 10 million tcnnes are being stored in the
open, The gquesticn of the increase in foodgrains production
was not unexpected. It was pPlanned to increase at an annual
3.2 per cent in the Sixth Plan and at 4 per cent in the Seventh
Plan. Why was storage not built te stock this increased
producticn and procurement? Fourth there is the question cof
cbst of storage which is Rs. 240 per quintal for one yeat
rising to Rs.540 per quintal fcr 2 years. In fact foodgrains
Procurement and distribution is reported by the govermment

tec invelve an annual loss of Rs.1,650 crores, How this
arises is not clear. 1In the case of wheat, the cost to the
Fcod Corporaticon is reported g€ Rs, 262.03 per quintal, the
prourement price is Rs.l1l57 per guintal, the distribution cost
is Rs3.50,59 per guintal, and the balance of Rs.54 is put down

25 Even though its sales are at

to "procurement incidentals™.,
RS, 200 per quintal, and the farmer paid only Rs.157 per quintal,
there is a reported loss of Rs.62 per quintal, which becomes

in the government's report tc parliament a subsidy of 62 paise
pér kg.26 Finally given the fact that the wheat price and

production was stagnant at 104.5 tc 104.9 million tonnes for
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the two years 1984-85 and 1985-86, the increase in the
fcodgrain stock means theré has been no increase in consumption.,
This means that increase in foodgrain production does not
increase the income ¢of the poor and of those whe produce

it, Surely instzad of piling up foodgrains which involwve
sericus losses from spoilage, it could be used to make a

dent on poverty by being made available on a massive scale to
NREP & IRDP efforts, and to that extent make up for the lack

of purchasing power ¢f the majority of the people, which gives
rise to the kuffer stocks in the first place.

For 1986-87 the foodgrain target has been established
at 165.5 million tonnes. On the basis of the existing monscon,
the kharif crop could be 89 to 90 million tonnes and rabi
cutput 63-64 million tonnes yielding a total of 152 to 154

millicon tonnes,.

Wheat

Wheat is the major rabi crop. 1Its output is esti-
mated at 47 to 48 million tonnes in 1985-86, which maintains
its growth rate of 5.6 per cent over the past two decades
(falling slightly to 5.1 per cent in 1985-86), The rise in the
wholesale price of wheat was 18 per cent on March 22, 1986
comparad to March 1984, despite its large production., Was
this a part of the government view set forth in the Economic
Survey 1985-86, that one means of correcting the growing
imbalance among crops is through changing the relative prices
of different crops. Apart from the fact that the rise in
wheat prices gives the wrong signal tc the farmer, what will
bring aboutthe desired mix of agricultural crops is the net
revenue which the farmer receives. This means that as it will
be impossible to lower the prices of crops that it is desired
to reduce, the prices of crops desired to be increased like

pulses and oil seeds will have to be raised sufficiently to
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give the farmer of these creps a higher net revenue than

that of the farmzrs growing cereals,

Rice

Rice production has been on a declining trend since
the 1%83-84 high ¢f 60,10 millicn tonnes, For 1984-85 it
declined to 58.64 million tconnes and is estimated at 57.20
million tonnes for 1985-86. This falling output bas taken
place despite the continuing increase in the paddy area uncer
high yielding varicty which was 5.6 millicn hectares ( 15
per cent of the total paddy cultivated area) in 1970-71 rising
to 22.2 million hectares (55 per cent) in 1983-84, to 25
million hectares in 1984-85 {61 per cent) and 26.5 million
hectares in 1985-86 (64 per cent), which is part of the
problem of the increasc in inputs not leading to increase in
output. A Part explanation is that both 1984-85 and 1985-86
were yvears of poor rainfall in the paddy growing regicns,
with the result that conly Punjab, Haryana, UP, Maharashtra,
Gujarat and AP were able to surpass the all India average
of paddy output increase. This also means that the Seventh
Plan's effort to move the agricultural effort to the Eastern

and Southern region has not yet taken hold,

Coarse grains

The stagnation and in scme case decline in both the
area under cultivation and yield in the case of coarse grains
have been carlier noted. The major reason for this is the
neglect of dry farming which is the areca over which 95 per cent
of coarse cercals are grown. The case of Bajra is an important.
pointcr. The result of the use of HYV seeds have been pointed
out carlier. In the casc of Jowar production, the Sixth Plan
annual average has been 11.3 million tonnes, with a decline
tc 10.50 million tonnes during the first year of the Sevanth
Plan, 1985-86. Bajra which averaged 5.98 millicn tonnes in the
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Sixth Plan has also slipped tc 5.50 million tonnes in 1985-86.
Maize which averaged 7.33 million tonnes in the Sixth Plan
has recorded about the same 7.50 million tonnes in 1985-86.
Ragi which averaged 2,52 million tonnes slipped to 2.2
million tonnes in 1985~-86, There is a lesson here for the
Seventh Plan, which must be acted upon.

Pulses

Pulses production has been stagnant over the past 20
years (1964-65 to 1984-85) at arcund 11-13 million tonnes,
including a 0.1 per cent grow:in rate. In 1985-86 prcducticn
is estimated at 12.8 millicn tonnes, With population
increasing in this pericd by over 250 pér cent, the per capita
availability of this major source of protein for the people
declined. It was 6l grammes a day in 1951, rising to 75
grammes in 1959, falling tc a low 40 grammes today. There
is no more urgent task facing the country than to increase
this fongrain. This will involve raising their procurement
price and reducing the price of inputs te make the growing of
pulses as revenue earning for the farmer as the growing of
wheat or cotton. Further ti_ R&D effort in pulses needs to
be ccncentrated to improve the quality of sceds suited to

the dry lands on which they are grcwn,

Cotton

The cotten production and market Present a series
of baffling issues. First there is nc means of establishing
the cotton output for the year so that widely varying estimates
are provided by the govermment, the Cotton Advisory Board (CAB)
which brings together government, users and trade, and the
trade. For 1984-85 the government production estimate was
76-78 lakh bales, later revised to 85 lakh bales, the CAB
estimata and the trade estimate was 101,5 lakh bales., Even

the CAB estimate keeps changing: in October 1984 it was 79.80
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iakh bales at its February 2,1985 meeting it became 84.75
lakh bales, at its third mesting in May 10,1985 it was raised
to 92 lakh bales and at its August 1985 meeting it became
101l.5 lakh bales, which was 27.2 per cent ovar the first
estimate. This situaticn beccmes tragic when the minister of
Agriculture speaking to the cotton production meecting on

July 15,1985/,ré'fers tz the 1984-85 co;ton cropP as being 77.78
lakh bales, which shcould be raised tc 95 lakh bales, at the
very. time when the Cotton Advisory Board has placed the cctton
crop at 92 lakh bales. Aas for the 1985-86 crop {(in aApril
1986, which means the cotten year is already passed its half
way mark), the estimates again vary, with the gcvernment
placing it at 84 lakh bales, in February 1986 CAB at 107 lakh
bales, and traders at 121 1lakh bales, with similar variation
as to the volume cf carry over from 1984-85 to 1985-86 at

20, 24, 41 and 31 -lakh bales. The carry over is likely te be
30 to 54 lakh bales. Second this uncertainty abcut the
guantum of the cotton crop gives rise to weng decisions in the
import export field. In 1985 the government decided to import
1 lakh bales of shert and medium staple variety from Pakistan
shich is still tr be marketed. Third the demand for cotton
vas far below the cutput. The monthly mill cconsumption in
1984.85 was 7.38 lakh bales and taking exfactory and all uses
the dgémand was 80-85 lakh bales for the year. This gap between
precduction and demand ledt® varicus rather hasty mcasures

such as {(a) incrcasing the cotton inventory of the mills,
{this increased demand by about 3 lakh bales), announcing a
record export quota of 10 lakh bales in which private trade

is to participate (the actual export was less than 2 lakh
bales) (b) the progressive reducticn of thes Minimum Export
Price and its abclition for private trade, (which was not of
nuch help as Indian cotton pPrices were well above international
prices), (c¢) the proposal for a buffer stock, Fourth what

7as done in this situation was massive purchases of cotton by
the Cotton Corporation of India (CCI) which by April 25,1986
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bought 13.84 lakh bales and sold only 5.56 lakh bales,

the Maharashtra State Cooperative Cotton Growers Federation
(MSCOGF) purchascd 27 lakh bales (Maharashtra itself produces only
17-18 lakh bales, sc that there was massive inflow of cotton
into Maharashtra from other states) and sold 7.5 lakh bales,
with another 12 lakh bales with Gujarat and other state
bodies. This means that there is alrcady in effect a

buffer stock in cotton carried by CCI and MSCOGF. The
Maharashtra Federation which has been purchasing cotton at
what it calls "guaranteed price", which is well above the
official price, which in turn is above the market price, has
incurred a loss of Rs.400 crores in 1985-86, and is pressing
CCI and the union government to come to its rescue, Fifth
in thisg situation cotton prices have bean falling rather
sharply. Its index fell from 296 in September 1984 to 185.2
in December 7, 1984, the market price being Rs.415 a quintal,
while the official support price was Rs.550. The gap betwen
the ma;ket price and support price has involved CCI in a loss
of Rs.70 crores, and the Maharashtra Federation in Rs,700
crores. The tragedy is that in the absence of regulated
markets it is not the cotton farmers who get this price,
(they sell at low, distress prices) but the traders and the
middle men. The guestion should be faced as to whether

the Magharashtra Federation shculd not be shut down- as it
does not bencfit the farmer, and even if it does there is no
naed for the cotton farmer to be tfeated specially. Sixth
the mills who were able to buy their cotton at 14-15 per cent
less because of the falling prices were able to sell their
cotton cloth at prices which were 3.6 to 4.5 per cent higher,
These higher returns are at a time when per capita cloth
consumption has dropped from 16,4 metres in 1268 tc 16,07
metres in 1985, the share of cotton cloth having fallen from
14,34 metres to 12,02 metres. Finally there is the question of
Saeventh Plan, after many ca:eful exercises, having established
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the Plan target at 95 lakh bales, on the basis of the

demand for cotton in 1989-1930, If in 1984;85 and 1985-86
we have produced 101.5 lakh bales and 107 lakh bales, and
1986-87 looks like being a similar bumper year, then the
need to cut back cotton production and divert the lands used
for growing tocton to growing the more urgently needed pulses
and oil seeds demands urgent attention, There is need for a
clear cotton policy which must begin with this cut back in
cotton production, The new textile policy has not been able
to keep its promise of providing cloth to the people at
reasonable prices nor remunerative cotton prices to growers.
The cotton production situation is one factor in this worrisome

situation,

Jute

Jute and maesta production which was 79.82 lakh bales

in 1984-85 increased to 90,05 lakh bales in 1985-86 leading

to a sharp fall in prices and intervention of the Jute Corporation
of India in purchasing jute. But a c¢risis faces this industry,
as a result of the union government asking the West Bengal
government to cut back on jute cultivation, which at prasent
faeds 106 wmills, employs 2 lakh workers, and 40 lakh jute
ccultivators. . In addition %o the decline in the export demand
for jute goods, because of:synthetic and othcr substitutes

and cheaper production by Bangladesh, the Railway ministry has
decided to discontinue the movement of salt in gunny bags. The
acreage under jute has been on the decline for sometime and
despite the purchase by the Jute Corporation, jute prices

have been falling, and so there is a demand to raise the

price of jute to help the jute farmers. The Seventh Plan

notes the declinihg demand of jute goods, particularly carpet
backing in the export market, the high cost of inputs, and

the competition from synthetic substitutes, resulting in
wideépread sickness in the industry. The West Bengal government
has becn pleading fér nationalising the jute mills industry,
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which must be resisted, as the really sick and absolete mills
necd to be'closed, There isacertain contradiction between
the union govérnment‘s directive to reduce jute cultivation
and its Seventh Plan estimates of the demand for jute

goods at 16,25 lakh tonnes in 1989-90, calling for higher
Productivity in raw jute cultivation, and in jute goods manu=-
facture, and the product mix., Here again there is necd for

a national jute policy which will give a clear signal to the
jute farmer as to his future in this crop in relation to
alternatives, and to the jute mill industry which faces a

declining domestic and export market,

Sugarcane

Sugarcane production which was 173.57 million tonnes
in 1984-85 is estimated at 169 million tonnes for 1985-86.
The govermment fixed the price of sugar cang at Rs.l4 a
gquintal linked to a recovery of 8.5 per cent for the 1984-85
Seasdn, while the state govermments have adviszd. the payment
of much higher prices ranging from Rs.20 to Rs.25 per quintal.
This confusion bitwzen the union price {(which seems to have
force only as far as the levy price of sugar is concerned)
and the state advised pricés needs to be ended and a‘singlé
price enforced as in the casc of foodgrains. The afea under
sugarcane has increased at the average rate of 2 per cent
per annum and sugarcane production, which secms to follow a
rather erratic up and down scries of cycles, averages 2.4
per cent., The per hectare yield of 56 tonnes is about 50
per cent lower than that of other developing countries like
Indonesia, Iran and Morocco, and necarly half of that of Peru.
This is one reason.why Indian sugar is non competitive in the extecrnal
market. The wastagc of.the scarce input, water, in growing
sugarcane has becn vividly brought out in table V.- The need

to raise output per hectare is emphasised.
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Oilseeds

0il seeds production was 13.5 million tonnes in
1984-85 due to the increased rabi and minor oil seeds -
soya Pbean, safflover, sunflower and.nige: seed, which raises the
total to 17.01 million tonnes. In 1985-86 the major 0il seeds
production declined to 11.6 million tonnes due to the drought
in Gujarat and andhra Pradesh. When minor and other oil
seeds are taken into account, the total is 15.86 million
tonnes as the table below shows.

TablesVI
Weights in the 0il seeds 1983-84 1984-85 1985-86
Index of agricul- Official Estimate

tural production

4.82 Groundnuts 7.09 6,74 5.50
0.62 Seasanum 0.56 0.53 0.55
1.73 Rapeseed & 2,61 3,03 3.10
Mustard

0.43 Linseed 0,44 0,39 0.40
0.11 Castor seed 0,40 0,47 0,40
0.09 Safflower 0.50 0.50 0.50
0.10 Nigerseed 0.18 0.15 0.16
1.87 Coconut copra 0.86 1;02 1.03
1.19 Cotton seed 24.17 2.88 272
- Soy abean 0.61 0,93 1.10
- Sunflower 0.30 0,37 0.40

Source: Ministry of Agriculture.
One of the features of oilseeds production is that the major
part - over 85 per cent, is grown on unirrigated lands
which explains both the fluctuating nature and itS»ldw annual
growth rate of 1,9 per cent, whereasthe demand for its
product, edible oils, grows at 4 per cent per annum, In
1985-86, both the kharif and rabi crops faced a prolonged

dry spell and scanty rains, resulting in rising prices: 1In
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the Seventh Plan, the ocil seeds target of 170 lakh tonnes
will be_short'of the demand and so the unconventional oil
seeds as referred to in my Mid Year Review for 198427

will have to be fully exploited. For this, RBI has reduced
the minimum margin'on‘bank advances on oil seeds and has
dropped credit conAtrols. But it warns that as long as
prdcutement agencies intervene in the market only when there
éx:e distress sales; the farmers will not bemeceiving
remunerative returns as a function of markest and support
prices. an anpirical study of groundnut production show s
that in the three decades 1950-1980, area and output of
groundnut declined bscause of the greater risk associated
with groundnut farming compared ®© other crops:; but the most
interesting finding is that importsof edible oils have had a
destabilising impact op domestic prices, because when domestic
production was high imports were high, and when domestic
prcduction was low imports were low, the correlation co-
efficient between imports and domestic groundnut production
beingva,high +0.7l.28 The Seventh Plan also plans to increase
oil ¢ake exports from 1,5 million tonnes to 2,35 million
tonnéé, but the precise export figures for each of the 4
major oil seeds and the 8 minor ones need to be further
worked out, which on the basis of the existing potential and
past performances could mean more than a doubling of the
target. Further the export of deciled meals should go hand
in hand with developing the domestic market for extraction
which should divert the expelilsr oil cgkes now being used as
cattle feed to augment our .solvent extracted oils., This will
increase the domestic supply of vegetable oils, reduce

edible oil imports and call for a long range Programme to
popularise deciled meals as cattle and poultry feeds

Plantation crops

Tea production in 1985 was 657 million kg against the
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year's targe§ of 685 million kg. Against the export target
of 220 million kg, 222.4 million kg.vete exported earning
Rs.709 crores, which was good, considering the sharp fall

in world tei Prices, and which lzd the government to

remove all controls and restrictions., Of the year's export
earnings, about a third was earned from the increasedsale of
packaged tea, in which increased competition both from the
West Asian buyers and producers in Sri Lanka is intensifying.
Anywhy this situation is somewhat Aifferent from the mid

year predictions of India having to import tea, if the

banning of CTC teas, fixud exports ceiling, and minimumn

export prices were to continue. The 1986 tea cutput is ex—
pected to be 665-670 million kg, with the exports being a
repeat 222 million kg, The Seventh Plan target of 716 million
kg must take account of the fact that the jump in tea pro-
duction from 1984 was due toc producers investing their profits
in the plart.iions. With prices falling and/or flattening out,
there must be supplementary sources of investment to attain
the Plan target.

Coffee output in 1984-85 was a record 1,95, 248 tonnes
which came down to 1,20,000 in 1985-86. It is usual for a
bumper crop to be followed by a lower normal one, With the
serious drought in Brazil, the world supply of coffee has
become limited and the export quotas fixed by the International
Coffee Organisation have been given up. This i1s the time for
India which exported 68,896 tcnnes valued at Rs, 209,69 crores
to expand its exports. During 1985-86, betwcen April 1985
and January 1986 coffee exports to quota and non gquota countrices
have bean 88,476 tonnes valuedat Rs. 227,69 crores, There are
some Problems facing the coffee industry. First the industry
is very heavily export based, with a very small domestic
market. The domestic consumption is lass than the exports:

this must be corrected by expanding the domestic market by
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10-15 per cent every vear during the Seventh Plan. Without
this domestic base, the industry will be subject to insta-
bility, reflecting the international coffee market. Second
there is need for the Coffee Board to widen the non quota
countries market., At present the major non quota country
customer is the Soviet Union which offers the lowest export
price (a 50 per cent discount). Thore are 64 non guota
countries and these should be survayed by the Board. aAmong
them GDR and aAlgeria have important prospects which have not
been explored,

Rubber production in 1984-85 was 1,86,450 tonnes and
consumption 2,117,500 involving imports of 40,211 tonnes.
In 1985-86 production is cstimated by the Rubber Board at
2,01,000 tonnes and consumption at 2,35,000. In 1986-87
the Board production estimate is 2,15,000 tonnes and demand
2,50,000 tonnes, calling for imports of 36,000 tommes. The
Rubber gcods industry however estimates production at 2,60,000
tonnes and demand at 3,25,000 tonnes, calling fp: import of
65,000 tonnes, Three issues in this situation stand out.
First the widening gap between production and consumption is
a constant source of fricticn between consumaers of rubber
and producsers, with the government being called on to
arbitrate, which is unsound, Second the gap betwesn supply
and demand is now permanent and growing every yvear, with
imports becoming a pa:t of the rubber industry: in 1982-83
it was 32,500 tonnes, in 1983-84 it was 35,900 and for the
following 3 vears the figures are given above, Self reliance
seems to be receding as far as the rubber industry is concerned.
Finaily the rubber strategy needs urgent revision, For one
thing the expansion of its cultivation to Assam, Tripura,
Arunachal Pradesh, Maharastra and Goa will remain a paper
plan as long as the needed investment (Rs.153 crores) is not

forth coming., The other sensitive issue which needs to be brought
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into the open is the producticn of synthetic rubber. At
present only 50 per ccnt ¢f the capacity of the firms
involvead is being used. There is here a choice cf continuing
the import of natural rubber or the increase of domestically
produced synthetic rubber,

Cardamom prcducticn, which India shares with 6 othar
countries was 29,000 tonnes in 1984-85 and exports 2,367
tonnes, In 1985-86, when the szason began in September 1985
producticn is estimated & 4200 tonnes and exports at 3000
tonnas. There is neaed tc update ocur plantations which produce
6C kg per hectare compared to 250 kg per hactare by Gautemala.
In addition to the age of our plantation, thare is little
rescarch on how to adapt to changes in rainfall, climate
etc, With the formation cof the Cardamom Board, there should

be some attenticn to these issues.

Tobacco production has been on the decline from
490,000 tonnes in 1983-84 to 470,000 in 1984-85 and further
down to 420,000 in 1985-86. 1India is ons of the countries
producing Virginia tobacco con a large scale, abcut 50 per
cent of the tobacece that is produced being exported to the
Soviet Union on a Rupec payment basis, to the tobacco state
monopolies of Japan and Egypt and to the private tracde in
the UK. Before 1974, tobacco growers brought their produce
to the market where they obtained low prices from the growers.
Hznce the Tobacco Beoard was set up to streamline and coordi-
nate production, marketing and exports. The Estimate Ccmmittze
of Parliament reviewing the functioning cf the Board points
out its many short comings, including not carrying out its
statutory function of registraﬁion of Virginia tobacco farmers
and its slackness in R&D work., Of the R&D allotment of Rs.5
lakhs in 1979-81, the committee points out that the Bcard
spent only Rs.37,737.10, Further it has not graded tobacco
at the field lgvel properly, and so has not obtained the right
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prices. Above all it reports that after 10 years of functicning,
only 10 per cent of the cultivation of Virginia tobacco is
undetctaken scientifically, which is inexplicable because over

80 per cent of tobacco growers are large farmers, who can

use the latest and most modern methods, In this situation,
extension has an important role.

Fisheries Fish producticn, according tc the Ministry's
annual report, has registered a growth of 3.1 per cent in the
Sixth Plan, from 2,34 millicon tonnes in 1979-80 to 2,85
million tonnes in 1984-85, Fer the Seventh Plan the target
is 4 million tonnes, with inland fish catch increasing by
0.70 million tonnes and marine landings by 0.45 million tonnes.,
During the Fish Farmers' Development Decade, culture cum
captive fisheries in small and medium reservoirs and increase
in fish seed production are helping inland fisheries to grow
faster than marine fisheries. To increase the quality of
fish seeds, five commercial fish sced farms in Madhya Pradesh,
Orissa, West Bengal, Bihar and UP have been commissioned and
are undey development., The Department has also recommended
to the Shipping Development Fund Committee, the grant of soft
loans to 52 companics to acquire 75 deep sea fishing travlers
at Rs.56,21 crores as a means of further developing deep
sea fishing. Marine exports are an important foreign exchange
earner at Rs.40 crores in 1985-86 and could be developed
further.

Dairy Milk production has becn steadily increasing
during the Sixth Plan and for 1985-86 is reported at 39,80
millicn tonnes. The dairy industry in ;he country has been
surrounded by the ccntinuing controversy of Operation Flcod
I & II and the preparation now under way for launching
Operation Flcod III. The evaluation of the programme has
involved: (a) assessment of Operation Flzod I by the World
Food Prograame in 1971, 1972 and in 1981; (b) assessment of
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Phase T and feasibility of Phase II by the Werld Bank in
1977; (c) the govermment of India which appointed the LK Jha
Committee in 1984; (d) ameng non official assessment are
those by Patel in 1975,8ingh and Das in 1984, Shanti Gecrge in
1985 and 1986, the Adninistrative Staff College in 1985.29

On the cne hand the assessments by the internaticnal agencies,
the government and those by Patel, Singh and the Aduinis-
trative Staff College maintain that Operation Flood has led.
tc dalry development in India, that it has met the increasing
demand formilk and its products, that it has increased the
nunber of milch cattle and the protein intake cof the rural
arcas, that it has increasad the quantitity of milk in rural
areas.  The critique of the programme centres around the
cﬁarge that it makes the ccuntry dependent on importad milk
powder, (which itsglf results from India's export of con-
centrated residues to EEC which reduces India's under
nourished milch stock, while sustaining over producticn in
Eurcpe's dairy farms) and the import of dairy machinecry,

that it has bencfited mainly the urban and rural rich, that
it is expensive, that it has produced milk at the cost of
more urgently necded coarse ccereals, Pulses and cil seeds,

and theot it has not increased milk production in the country
but has built dairies and milk factories which are languishing
for lack of milk, The issues raised are sericus and require

data for their clarification - which is not as yet available.

Manufactures

Incustrial growth in the Sixth Plan averaged 5.6
per cent par annum, which was lawer than the Fifth Plan
annual average of 5.7 per cent and the Sixth Plan target of
8 par cent, Por the five years, the growth was 4 per cent,

8.6 per cent, 3,9 per cent, 5.5 per cent and 5.6 per cent.30
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In 1985-86 industrial growth according toc CSO was 6.3
per cent. The first two quarters recorded low rates at
5 per cent in April-June compared tc 6,2 in 1984-85, at 6.6
per cent in July~-September compared tc 8,4 per cent in
1984-85: but the second two quarters recorded rising rates
at 8.3 per cent between Octcber-December 1985-86 compared to
3.9 per cent in 1984-85 and 5.6 pecr cent in January-March
1985-86 compared to 4.2 per cent in January-March 1984-85,

For 1985-86 there was a change in thes computaticn of
the index invelving two issues. First as the Economic Survey
points out therec a:e/gnmber of industries cn which fresh
annual data does not become available, and so the index
was repeating year after year the 0ld data for such items.
Now €SO has decided to drop these items from the table, and
redistribute their weights on the remaining items. On this
basis the 1984-85 incustrial growth which was earlier
reported as 5.6 per cent boccomes 6,8 per cent under the
adjusted index. The sccond issue isthat as the index is
constructed on the base ycar 1970-71, it does not include
many new industties which have since come up. Hehce it is
proposed to shift the base to 1980-81, which would reflect
these industrial items.

The year 1985-86 saw a continuation of the industrial
policy changes initiated in the previcus year 1984-85 and
commented on in the Mid Year Review 1985.°% During 1985-86

the further measures introduced weres

a) 25 brocad categories c¢f industries and 82 bulk drugs
and formulations were delicensed for non MRTP

and non FERA companies,
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c)

Q)

£)

g)

117

i)
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MRTP companiecs were zxcmpted from the provision of
sections 21 and 21 of the MRTP Act,

Delicensing was extended to MRTP & FERA companies
in respect of 22 out of 27 industries exempted
under sesction 228 of the MRTP Act, if they are

located in centrally declared backward arcas,

The broad banding scheme was extended to cover
25 industry groups,

Capacity reindorsement to all units which have
achiceved a capacity use of 80 per cent during any

of the previcus 5 yvesars Preceding 31 March 1985, the
reindorsement being the highest procduction achieved

during any of the previous years plus one third,

A reviscd and expanded list of Appendix I industries
covering 30 broad groups in which MRTP & FERA

comPanies are Permitted to sct up capwcities.,

Outside the appendix I industries, MRTP & FERA
companies can invest in any arca if 60 per cant
of the product ig for export, or 75 per cont, if

the item is reserved for the small scale sector,

MRTP licenses are to be ccnsidered along with.
other applicatiors under the Industries {Development
and Regulation) Act: to expedite matters in this
regard, the department of Company Affairs has bean
brought into the Ministry cf Industry,

In the case of telecommunication eguipment industry
which is rescrved for the public sector, manu-
facture of switching and teleccmmunication equipment

for installation at subscribers! premises has been
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opened to the private sector,

) Foreign exchange limits for the import of raw
material/ccmponents has been raised to 15

per cent of annual production orRs75 lakhs.

This process continusd in 1986-87, 33 items have been de-
canaliscd and small industry freed from licensing and its
reservations reduced. In april, it has been decided to
permit expansion tc the maximum possible economic size for
which the minimum conomic size has been prascribed for 65
industries, to start with. 1In these 65 industries naw
units will not be allowed tc set up capacities below the
prescribed level. This automatic capacity expansicn is
available to MRTP companies also. This cpening raises some
problems as in the case of pclyester fibre incdustry, where
the minimum scale has been set at 30,000 tonnes. Of the 7
firms in this field, only 2 are at this level., The other
five who are 15,000 tennes and below can expand their
capacity to this level which will make total capacity over
3 lakhs tonnéé against a Seventh Plan estimated demand

at less than 2 lakh tormnes.

As a result of the policy changes, {a) by Dccember
1986 7 MRTP companies and 27 non MRTP companies took advantage
0f broad banding - mainly in the automobile field, (b) as a
result of raising the MRTP ceiling by august 1986, of 1720
companies, 559 applied for deregistraticn, and 295 have been
deregistered. (Reply to Rajya Sabha question August 4 1986)

(c) In 1985 1457 lstters of Intent were issued, of which 291

were o MRTP & FERA companies; and 985 Industrial licenses
issued, of which 109 were t~ MRTP & FERA companies,{d62l
foreign collaboration agreémonts were approvad in 1985,
for a total investment of Rs.12,586,698 lakhs.
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On the performance of the industries in 1985-86;
using use basedbclassification, intermediste and consumption
good industries recorded high growth at 2.8 per cent
compared to the previous year's 1.9 per cent, while basic
industries decelefated at -6,2 per cent compared to 17.4
per cent in the previous year. On input classification,
agro based industries registered a growth of 1.2 per cent
compared to the previous year's -0.1 per cent, matal based
industries rose to 9.1 per cent compared to the previous
5.9 per cent, but chHemical based industries recorded a
lower 5.8 per cent compared to the previous year's 10
per ¢ent. On capacity use, the results were mixed. There
was 100 per cent capacity use in Jeeps. 3 wheelers, '
cemént iwachinery, - boilers, electric fans etc. there
was 80 to 90 per cent Capacity/giematerial handling
equipmenty food processing machinery, power transformers etc,
but there was a serious decline in aluminium, non ferrous
metals, zip fasteners, penicillin etc. There was improve-
ment in infrastructure industries, broad banding, availa-
bility of raw materials, which increased capacity use.

But thé high cost of inputs, sluggish demand, growth of
substitutes, higher duty on imports led to lower capacity

UsSee

There is a prdblem4of recession starting with parts
of the automobile industry. In commercial vehicles whose
production incréased.by 5.6 per cent in 1985-86 compared to
6,7 per éént in the previous yzar, sales decelerated to 0.4
per cent in 1985-86 compared to the previous year's
increase of 4.4 per cent. A further analysis shows that
in this sub‘g:oup medium and heavy vehicles sales declined
in éart,because of the batter performance of the railways.
The production of madium and heavy vehicle increased from
2.5 per cent in 1984-85 to 2,7 per cent in 1985-86, while
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the sales declined by 5.1 per cent in 1985-86 against a
rise of 1.3 per cent in 1984-85, 1In January 1986 slack
demand is reported also by steel, paper, refreigerators,

textile machinery and battery industries.

On industrial finance, the IDBI's report on Develop-
ment Banking 1984-85 shows some gaps. It States that
I) finances were adequate and did not constrain industrial
growth, II) till March 1985 Rs.18,502 crores were sanctioned
and 71 per cent of cumulative sanctions disbursed, which
was only 66.6 per cent during the Sixth Plan, III) there
were wide annual variatiorsin the rate of digbursement at
2.4 per cent in 1975-76, 45.3 per cent in 1979-80 and in
the Sixth Plan 18.8 per coant, 28.8 per cent, 14.2 per cent
27.7 per cent =nd 17.8 Per cent in sach of ‘the five vears.
There is no explanation offered for these fluctuations.
Further theﬁe is no information on industrial pPerfermance
and the record at the level of the 22 states.

In this connection, the Reserve Bank points out
that though credit to the industrial sector fell  from
60.6 per cent of gross bank credit in March 1968 to 37
per cznt in March 1984 due to the credit reserved for the
priority sector, there was no constraint cf credit to ;he
industries. In absolute terms, their credit increased
eight fold from Rs.1857 crores ¢ Rs.15,000 crores during
this period, and if small industry is included to Rs, 20,336
crores. To this, the credit made available by the term
lending institutions should be added as well as equities
and debenﬁures sold on the capital market.32
In regard to industrial polluticn and hazards, the
govermment announced in 1985 that legislation is being
drafted to controi 21 hazardous industries, for which purpose

a Hazardous Substances Central Board is being set up. The



wisdom of this kind of legislation is raiszd in view of the
fact that there are over 200 union =and state laws on water
and air pollution which are not being enforced and which
have no funds behind them. One way forward would be to
obtain the participation of local citizens and voluntary
bodies which will put teesth into the acts. The most hazar-
dous-industry is the nuclear industry, but it i1s surrounded
by secrecy that it appears in no Act - not even when this

hazardous industry is located in a hazardous area.

For 1986-87, manufacturing growth should, on the
basis of the performance in the first guarter and its
potential fellowing the various changes made in capacity,

technology and management, record a 7 per cent growth,

Public Scctor

The Public sector enterprises performance for 1984-85
as reported by the Bureau of Public Enterprises (which
really covers only 25 per cent of all public sector units
in the union and states) shows a 21 per cent growth in
public sector investment (from Rs.35,394 crores in 1983~84
to Rs,42,811 crores in 1984-85), the number of enterprises
increasing from 214 to 221, gross profits by 30 per cent
from Rs.3536 crorcs in 1983-84 to Rs.4637 crores in
1984-85, the prefit before tax increasing by 43.2 per cent
from Rs.1480 crores to Rs. 2119 crores, the nat internal
generaticn of resources increasing from Rs. 2828 crores to
Rs.3554 crores. The Bureau also reports that in the
first 6 mcnths April-September of 1985-86 there is a lover
loss of Rs.1l4,85 crores comparad to the loss of Rs. 248,98
crores in April-September 1984-85. The public sector
enterprises on any critsria present a sorry Picture.

Their cwntiibution to the Public Sector plan outlay has been
below 7 per cent of the total Plan outlay as the table

below indicatess
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TablesVI

Rs. crores
Plan Target Actual % to Plan outlay
Third Plan 550 435 5
annual Plan 587 409 6e2
Fourth Plan 2029 1135 7
Fifth Plan 849 2583 6.6
Sixth Plan 9395 6645 6.8
Seventh Plan 35485

Source: The Plan documents,

Their capacity use i8 equally poor, Only abcut half the
units are working at 75 per cent cof installed capacity.

Over 20 per cent are working belcw 20 per cent capacity.
Third in 1984-85 thzir cost of production was Rs.35,453 crores,
while their turn over was Rs.39,521 crores in manufacture

and was Rs.16,147 crores (costs) and Rs.15,148 crores (sales)
in services. This is a sorry record. Over 25 years, the
units earned net profits in 13 years and net losses in 12
years, s¢ that the average ratio of net profits for this
pericd is 0,7 per cent., Even the profits of the 12
petrcleum enterprises at Rs.1l,117 crores is due to the
government'!s energy policy and not to their efficiency.

For the Seventh Plan, the Plan is heavily dependent on the
sector which is expccted to contribute Rs.35,000 crores,

as noted carlicr. To cnsure the turn arcund and success

~£ the public sector units, the government has 1laid down

3 popms: a) their contribution to the Plan outlay: b) foreign
exchange earnings:s and ¢) indigenisaticn, all this is in
contrast to the 1984485 decision to write off the accumulated
losses of the chrenic public sector unit losses. What is
needad is a policy to help the units which are under new

and vigeorous management and which are burdenczd by past debts.
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These may be given debt relicf, and the other chronic
losers allaowed to die. During the year, this sezemed to be
the policy when a list of heavy loss making public éector
units was published, and the intention to close them down
was announced., Than excepticns begaﬁ to be anncunced,
until finelly not cne unit was clcsed. Ia fact the pelicy
is developing in the opposite direction, when in 1984-85
and 1985-86 49 sick private units were taken over by the
public sector, At this time when the public sector is under
attack and there is talk of privatising some of them, it
needs integrity and ccurage tc apply and adhers to economié

principles in their management.

Private Sector

The reports of ICICI, IDBI, and RBI on the perfor-
mance of the private sector are positive. ICICI reports33
improved financial performance of the Indian Corporate
Sector in 1984-85, where 372 companies recorded sales of
RS. 3,670 crores and 417 companies which represented 50
per cent of the capital of public liﬁited companies recorded
increased sales of 17.4 per cent, gross profits of 18,3
per cent, gross capital formation of l4.4 per cent. Theix
capacity use and exports rcse. IDBI in its annual report
for 1984-85°%
(42 per cent), 13.5 per cent growth in disbursements

reports record sanctions of Rs.3,617 crores

(Rs. 2,212 c:o:eé), but with a slow start cn the soft loan
scheme for modernisation under which cnly Rs.143.7 crores
was sanctioned, increascd assistance to backward areas of
Rs.1,788 crores (72 per cent) and approved 429 projects of
technici.ns and entreprencurs for Rs.179,7 crores. The

RBI su:vay35,of 535 large public limited ompanies (with paid
up capital above Rs.l crore) for 1984-85 showed a rising
trend compared tc the last 2 vears, with a 16.2 per cent

growth in value cof producticn, 15.8 per cent increase in
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sales, 15,1 per cent in net value added and 10.4 per cent
of investment in physical assets. Gross profits shot upto
20,7 per cent, cpefating pProfits toc 27.2 per cent and pre
tax profits to 29.5 per cent (compared to the previcus
year). While there was noticeable decline in the debt-equity
ratic from 82.5 per cent to 80 per cent, there was higher
reliance cn e¢xternal financing for assets formaticn. One
other comment made is that the finances of large public
limited companies show that they have failed tc change
thelr werking capital financing in accordance with the norms
of the Chore committee which recommended that industries
widen the base cof their long term funds thrcugh the capital
market, and increasecd plough back rate of prefits. In the
functioning cf the private oorporate sector, the MRTP Act
has not becn a restraint. The Commissicn's report for 1984
states that in the first 3 cases inwhich it decided to
take action in 1973 and 1974, the companiss concerned
obtained a stay order from the supreme court which till
1984 is not disposed cff. Similarly in June 1975 the
Commission tcok procesdings against a company which took
the case tc the supreme ccurt, got a stay order, and is
still not disposed off, 1In this rather toothless aAct, the
size cf assaets of a company does not tell the MRTP story,
as many companies (over 500 of them) belonging to large
hcuses have not registered with the Commission. The raising

of the MRTP ceiling has only made it more tocthless,

Industrial Sicknass

The number of sick units is growing from 23,740 in
1980, tc 60,173 in 1982, 92,282 in December 1984, of which
91,450 are small scale units and 1,832 medium and large cnes.
(In 1985 the total number increased tc 99,648). 17 per cent

of outstanding credit, Rs.3,600 crores, are locked up in them,
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(the latest figure is Rs. 3,800 crores being the overdues,
constituting 8 per cent of total bank credit). Sickness

is sericus beéause it lgdks up scarce financial rescurces
as seen above, involves wastage of capital assets, and
production IOSses,_éreates unemployment and revenue losses
to the‘exchequef. On the basis of the Tiwari Committee
report, the Reserve Bank's finding in 1984 was that the
Companias act, the MRTP Act, and the Industrial (Development
and Regulatisn) Act are inadeguate tc prevent and deal

with sickness, and sc it recommended special legislation,
Thus Parliament enacted in 1985 the Sick Industrial Companies
Act under which (a) public scctor enterprises and'small
scale units werae k;pt outsida the Act: (b) it:definzd a
sick unit, as cne registered for not less than 7 years

and has at the end of the financial year accumulated losses
equal to its net worth and has suffered cash losées for

that year and the preceding yvear: and (c) a Bpard for
Industrial and Financial Reccnstructicn {BFIR) is set up to
enquire whether a sick unit can be rehabilitated or

should be liquidated. But the Industrial Reccnsttuction
Bank of India has buen reccnstructed for this precise
purposa, of identificaticn and rehabilitaticn of sick units,
Why are guidelincs not provided to banks tc report sickness
directly to BFIR? Under the Act, the Board of Directors

of a cocmpany have.to notify BIFR abcut the cnsat of sickness,
that is if accdﬂulatad locsses at the end ¢f the year are

80 per cent cf nét worth, and the act provides for their
beiﬁg jailed on non compliance, If diractors have mis-
appropriated the cémpany funds, they are redquired to repay
it and are tc be black listed. But BIFR is too large and
urwieldy a body to apply these sancticns effectively. The
basic purpose of the legislation is timely detecticn of
sickness, specdy decision on preventive, amelicrative and
remedial mcasures, and their expenditious enforcement.
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 Where sickness. is chronic, it can ask an cperating agency
to prepare a rehabilitation scheme, involving take over of
management, reconstituticn of its bcard, amalgamation, lease
or sale to any .other company., If the rehakilitation
package is refused, BIFR may wind up the agency. Therea
are many dquestions abcut the legislation on how effective
it can be in dealing with the fast spreading industrial
sicknass. To start with, the Board could issue guicdelines
to the banks to coordinate with term lending institutions
in assessing the viability cf sick units, and frame a
suitable rehabilitaticn package in which all concessions
and reliefs should be inccrporateds In the ¢ase of units
which cannct be rehabilitated, they should be liquidated,
through sale cr mcrger, if there is any taker. On this
there should not be any ccmpromise. BIFR will have tc work
closely with IRB% tc bring scme health and sanity to the
industrial scene,

It is now possible to review briefly some of the
major industries.

Stzecl

The steel scene presents many disturbing aspects.
First the limited production prospects. In fact the Seventh
Plan present a barrenness as far as steel policy is con-
cérned. There is to be no fresh capacity addition, either
new green field plants or expansion of existing capacitiess:
also there is to be no modernisation of Durgapur, Rourkela
or IISCO. This meant that the 6 integrated steel plants
with a capacity of 12 million tonnes which should produce
8 million tonnes, produced 5.85 million tonnes in 1985-86,
to which mini’ steel plants' production of 1.5 million
tonnes (against a capacity of 4 million tonnes) shoulc be
added. This under utilisation of capacity lead to shortages,
resulting in a roaring black market in steel prices. While
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SATIL projects a production of 9.2 million tonnes in 1986-87
and 10 million tonnes in 1988-89, increasing subsequently
by 1 million tonnes per annum, the ministry in its report
says SAIL production will be 7 million tonnes in 1986-87,
7.9 million tonnes in 1989-90, 8,9 million tonnes in
1994—95.36 Taking into consideration the contribution from
TISCO, Vishakapatnam (whose first stage of 1.2 million
tonnes will be commissioned in 1988-89 and sacond stage

of 3.4 million tonnes in 1991-92), mini steel plants and
scrap rerollers, the ministry places aggregate steel supply
at 13 million fonnes in 1989-90, 17.2 million tonnes in
1994-95 and also in 1999-2000.

Second there is a widening gap between supply and
demand., Basing itself on an NCAER study on the demand
for steel, the government established demand at 11.9
million tonnes in 1986-87, 13.9 million tonnes in 1989-90,
17.7 million tonnes in 1994-95 and 22.5 million tonnes,

involving the following supply demand profiles

Eglles VIl Million tonnes of Finished steel
Seventh Plan Demand Availability Gap

1986-87 1.9 10,7 -1.2

1989-90 13.9 13.0 -0.9

Eighth Plan
1994-95 17.7 17.2 -0.5

Ninth Plan
1999- 2000 22.5 17.2 -5.3.

Here two initial comments must be made. One the estimates
of the government (through its working group) and that of
the Planning Commission vary rather widely. For 1989-~-90,

aB the above table shows, the governments suppiynestimate is
S :
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13 million tonnes, while the Planning Commission places
it at 12.4 million tonnes. The governments estimate of
the gapP between demand and availability is 0.5 wmillion
tonnes in 1994-95, the Planning Commission®s estimate of
the gap is 2.5 million tonnes. Similarly for 2000 the
governmentts estimate of the gap is 5.3 million tonnes,
while the Planning Commission estimate is 6 million tonnes.
Steel availability and demand is a crucial element is the
economy and it is nocessary that there should be no
differences between the government and the planning
commission on their estimates. Mo, there is an element
of uncertainty about the dewmand projection, . The actuals
between 1950-65 were an annual increcasz of 10 per cent

falling to an annual 3 per cent between 1965-85.

Third the above discussion shows that the reliance
on imports will continue through the next three Plan periods,
reaching a high 5-6 million tonnes at the turn of tha
century. Tho goal of self reliance as far as steel is
concerned is on the retrcate

Fourth on this basis the complete absence of any
new projects, and as the Report of the ministry.stateS'
"5t present there are no proposals under active consideration
for expanding any of the Public sector Integrated steel
plants® follows from allocating less than half of what
the sector nceeds in gne Scventh Plan, Rs.6,420 crores
against the neced of Rs.14,224. This is short sighted.
Even the suggestions for using the alternative steel
production - scrap/DRI -~ route is tied in with foreign
knowhow ,wr.ich as the RBI's Fourth Survey of foreign
collaborations during 1977-78 to 1980-81>7

make for efficient use of resources as ratio of value added

shows dc not

to total production, and tend to promote imports rather
than exports.
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Engineering and machine tocls

In the case of engineering industries there is
scmething of a s:.eming contradiction. While deomestic
production is increasing steadily from 256,2 in 1983-84
te 272.6 in 1984-85 and to 297.,7 in 1985-86, representing
a growth of 6.4 per cent and 9,2 per cent in the last
bvo years, exports of engineering goods are declining,

&gainst a target of Rs.1,750 crores for 1985-86, actual
exports declincd to Rs,1,100 crores. This declining

export trend has started in 1981-82 when an ambitious

target of Rs.9,000 crores were sst, The Seventh Plan
established a lower target at Rs.5,700 crores which alsc

looks unattainable. The reascns given by the Rescrve Bank

are (a) slow down in gulf countries constructions,

(b) payment problems of African countries, (c¢) the Iran~Irag
war, (d) Sri Lanka disturbances as well as (e) disturbances

in some parts of the country, (£f) Bombay dock workers

strike, and (g) power famine in certain parts of the country.38
But these domestic factors should have reduced domestic’
production which, as noted earlier, has been on the contrary,
expanded. Similarly the Engincering Export Promotion Cor-
poration explains the export decline in 1985-86 as being

due to (a) stiff competiticn from China, South Korea, Taiwan
and Mexico, (b) protectionism, (¢) recession in the developed
countries markats, and (d) poor infrastructure. If this

is meant to extract more concessions from the government

for the engincering industries, it is understandable, though
it looks as if the industry is at the end cf the concessions
route, as in obtaining 90 per cent of its raw material at
international prices, the increased CCS and market develcpment
assistance, the liberalisation of technology imports and the
leaway given to MRTP & FERA companies., The real reason is
that the large enginecring units sce on reascn tc go beyond

the attractive demestic market, and this is what the minister
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of Finance had in mind in stating»recently39 that the
large firms are not interested in exports, are not even
earning ‘their way on their'foreigh éxchange cutgce. 50
large engineering firms producing goods worth Rs.3, 200
crores are not exporting even 1 per cent of their product,
80 per cent of the engineering exports are from 300 small
and medium units. This needs correcticn,

In 1985-86, 148 maching tocl units with an installed

capacity of Rs.390 croras produced tccls worth Rs. 200 crores.
Thgy have begun the manufacture of scphisticated high tech
computerised - numerically - controlled machine tools,
producing CNC turning centres, CNC milling machiness, CNC
coordinate tables needed by the enginecring industry. The
Seventh Plan target is Rs.765 crores: broad banding has
been penmittud tu make producticn meet demand, And that
is the problem, The demand for sophisticated tcols is
increas&ng much faster than indigencus supply capabilities,
80 that imports of the tcols which were Rs. 21 crores in
1960 has shot upto Rs.170 crores in 1984-85, being 37

per cent of total consumption. The three year Import Policay
and placing machine tools in OGL have strengthensd impotts
-nd lowered exports from Rs.26 crores in 1983-84 to Rs. 20
crores in 1984-85. There is need te change the indigencus
machine tools technology, as with growing autcmation, CNC
terls ars necded, for which the indigencus producticn base
needs critical compenents and sub systems. Thesc have to
be importad, but customs duty on them is 85~100 per cent,
whereas whole tools are on OGL and have t© pay only 35

per cent customs. The latest budget has given the industry
some relief, which however, is inadequate and needs
strengthening.
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Mettallurgical, Non ferrous and capital
gocds industries

In the metallurgical field, there are 27 units with

the Hindustan Enginsering Ccrporation in the lead. With

an installed capacity of Rs.86 crores, HEC producticn in
1984-~-85, was Rs.75 crores. The target for 1985-86 was

Rs.80 crores which was resached. In the arca of mining
machinery, there are 17 units with an installed capacity

of Rs.110 crores, MaAaMC and Jessop being in. the lead. The
problem faced by this sector is that though it meets the
necds of the mining industry, it is coperating at 60 per cant
capacity due to the iack cf orders from thes coal sector.
Similarly o©il drilling equipment, particularly cnshore
drilling rigs, are adequately produced and for the

Seventh Plan 60-70 numbzrs are targeted. On Down Hcle
eguipment, reliance is still on imports. The 18 units
producing zarth meving equipment, as the 143 units producing
heagvy, medium and light structurals, those producing large
and medium wageons, cranes, transmission line towers, jute
and textile machinery, peaper, cement, sugar, leather and
dairy machinery face varicus and varying problems of low
capacity utilisaticn, limited demand, and in the case
leather machinery, howcver, not being able tc keep up

with demand.

The aluminium industry reccords a prcoduction of
2,76,492 tonngs in 1984-85 and in 1985-86 upto December
reports 1,98,240., With NALCO coming up at tho end of the
Seventh Plan, ali imports of aluminium (averaging 50,000
tonnes per annum) will be replaced by surplus domestic
availability, if the demand increased by 9 per cent, to
assure which licenses for manufacturing aluminium semis,
alloys and extrusions are likeralised so that they can be
used in place of stecl in electricity, transportaticn,

railways, marine aPplicaticn and building constructicn,
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The‘twq'p:oblems facing NALCO are power supply focr which
adequate provision should bejmade, and the State Electricity
Boards being short of Binds are cutting their demand for
cables which use EC grade metal. This financial

shortage should be provided for. Copper production has
increased from 44,321 tonnes in 1984-85 to 52,000 tonnes

in 1985-86. Here there is a problem of increased 17,000
tonnes copper stocks due to massiwve imports under REP and
advance licensing scheme to take advantage of the low
market price against the price fixed by the committee.

This unnecessary drain on our foreign exchange resources
should be stopped. Zinc production increased in 1985-86

by 8 per cent to 50,796 tonnes and lead to 14,160 tonnes.
The Geological - survey reports locating copper in Midnapore
district. This together with the rezcently discovered zinc
and lead deposits in the Rampura and'Agucha region will
enable imports to be reduced from 60 per cent to 40 per cent
of the demand,

The capital goods industry faces sevaral problams.

First is its low rete of growth. While the industrial
sectorts growth was 6.3 per cent in 1985-86, as noted
garlier, the growth rate of the capital goods industry

is about half of that at 3.3 per cent, with the following
break up of some of the componentss

TablesVIII

Sector Growth rate in 1985-86
Power transformers 7Te¢3

Electric motors 6e 3

Boilers 13.1

Machine tools -l6.4

Diesel engine 8.0

Boiler & roller bearings 27 4

{contd...)
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Table: VIII(contd)

Agricultural tractors -10.0
Motor starters and contractors 2e7
Railway wagons 0.8
Commercial vehicles 6.4

Source: Ministry of Industry.

Second, due to the 3 year libaral import policy under which
the capital goods committee gave approvals for import of
capital goods of Rs.745 crores in 1984-85 and Rs.871 crores
in 1985-86, (particularly in electricals, slectronics,
metals, cement, ceramics, mammade fibres, and textiles)

and the 1985-86 budget reducing the customs duty on imports
from 65 to 45 pcr cent ani for power machinery tn 25

per cent and for fertiliser machinery to nil, the domestic
capital goods industry faces empty order books and a sharp
rise in idl. plant capacity. The Planning Commission also
is of the view that the serious damage donc to the industry
in 1985-86 camnnot be regpaired, and the budget sops given

in 1986-87 (raising customs on project imports from 45 to
55 per cent and on 35 machine tools from 65 to 110 per cent)
is a case of doing too little and too late. The lesson

is clear. Before the government rushes forward with its
liberalisation schemes or innovations like conferring
deemed export status on some firms in the industry, there
should be studies made of the proposed measures and their
consequences to the economy and its development aleong self
reliant an%éproductiVB lines - and then and only then should

decisions/announced,

Iron Ore, silicon and pastics

Iron ore production in 1985-86 was 44 million tonnes
(in lumps and fines) whichwas a 4 per cent increase.

The ore is used to export mainly to Japan where there is a
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Problem, While exports toc Japan increased from 11,5 million
tonnes in 1984-85 to 13 million tonnes in 1985-86 including
2.5 million tonnes from Kudrumukh, and in addition 10
million tonnes were exported from Goa, making aggregate
exports 23 million tonnes, the industry faced 4 probleams.
First there is a pricing problem. In return for the
increased exports to it, Japan demanded and got a 5 per cent
reduction in price. Second production costs are increasing,
mineral costs, transportation costs and port fees, Third
the heavy dependence of the industry on a single customer -
Japan which has already begun using some 25 to 30 per cent
less of steel in its production of automobiles is not
healtly and clouds the future., Finally there is the

question as to whether the country should be exporting this
potentially important value added item in this raw form.

Silicon production in India is just starting. 1985-86
represented a break through for India in silicon technology.
Metkem silicon of Mettur Chemicals wés ready to produce. the
first 25 tonnes per annum of polysilicon and conversion of a
sizeable portion into monc crystalline ingots and wafers.

It is an essential raw material for the fast growing
electrionics industry in the country as well as solar power
industries, when they are commissicned. The Problem is whether
the price will be equal to the landed cost of the equivalent
imported material, not immediately but in 4 or 5 years. At
present the price difference is 3 times. There is also a
controversy over the viability of this 100 per cent Indian
effort with that of a tie up with a US company, Hemlock,

which is to be located in Baroda.

Plastics production is dependent on low density poly-
thylene (LDPE) whose production in 1985-€6 is around 1 lakh

tonnes, with about 90 per cent contributed by 3 major producars,
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Indian Petro Chemicals Corporation (IPCL), Union Carbide and
ICI. The industry\faces saveral problems. First the demand
for low density polythlzne (LPDE) is about 50 per cent above
production at 1.6 lakh tonncs. Second the wide gap between
supply and demand has resulted in unrestricted black mar-
keting, the uncfficial premium being about Rs.7,000 par

tonne in the cpen market pricé of LPDE over IPCL's delivery
price of Rs. 20,500 per tonne. Third the acute scarcity of
LPDE has led many of the 6,000 small units to stop production
and the remaining to produca at 25 to 30 per capacity.

Fourth LIPE has in the export import peclicy been placed in

OGL but the import duty of 226 per cent makes it costly.

There is a demand from the industry tec reduce the duty to the
same level as that on HDPE and other plastic raw materials at
156 per cent. This shculd be done both to make LIPE available
to small units and counter the black market and the unofficial
price ruling theresLDPE supplies will increase by the end of
the Flan period when the authorised new plants begin production,
For the balance of the Plan period, imports should be en-
couraged to meet both the increasing demand of the industry

and exports prospects.

Automcbiles

The problem of recessicn faced by cne section of the
sutomobile industry, heavy commercial vehicles, was
earlicr referred to. In 1986-87 thay faced a 6 tc 204pre
budget hike in petroleum prices to which MODVAT added fd:ther
increases. Despite the .proforma credit that MODVAT cave
manufactures, the increase in excise was SO high that prices
increased, This.was particularly so for these cars dependent
on imported components, which the hardening Japanese Yen
pushed up further. To start with, fuel efficient cars did not
benefit from MODVAT as they already had low rates. Another
problem faced by the industry was that as the result of broad



banding, there was a spurt both in new and expansion of
existing 4 wheeler production, with a consegquent possibility
of supply exceeding demand very sharply. Agsinst the

seven nev brands of passenger cars together with the existing
ones, the licensced cgpacity crosses 3 lakh cars against demand
assessed by the Planning Commission at 1.45 lakh cars by the
end of the Seventh Plan, There is also the large increase
in collaboration agreements, mostly with Japan, which could
cost by the end of the Plan period Rs.15,000 crores in
foreign exchange outge. This large Adrain in the name of
technology transfer will benefit Indian industry little,
because like the computer collaborations, the Japanese auto-—
moblle collaboraticons are for screaw driver technology. Another
issue confronting the industry is in regard to the ancillary
components industry which is facing a seriocus threat as a
result of liberal imports of components from Japan. Here

the cocncessicnal tariffs on autompbile ancillary items and
spates will block the growth of domestic industry, which has
developed a high degree of skill and which requires imported
rav materials or balancing equipment for some marginal expansion,
not covered by the current definiticn of project imports.
Finally the spectacular growth of this industry is indicated
by the fact that the different vehicles, passenger cars,
jeeps, commercial vehicles, scooters, mopeds three wheelers,
tractors and motor cycles increased from 4112 in 1950 to
71,391 ipn 1960, to 2,22,775 in 1970 and tc 1,022,072 in 1985,
with 75 per cent being 2 wheelers, The big thrust is for
commercial vehicles and the broad banding £rom January 21,
1985 give 4 wheeler manufacturesa range from passenger cars
to LCV and HCV, with no limit on engineering, The industry
ministry's projection is tc increase from the current 80,000
units to 1,4 lakh units by 1989-90, which is a bit of an

over estimate, which can be controlled by sot licensing new

units but expanding existing firms, In the industry, unlike
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the case of heavy commercial vehicles, there is a boom

in the production cf 2 wheelers which increased by 13.7 per cent
in 1984-85 and 32.4 per cent in 1985-86, with sales in the 2
Years rising by 13.5 per ccnt and 30.2 per cent, There was,
however, deceleration in tractor production by 10,4 per cent

and an 8 per cent reducticn in sales.

Iyres

Tyres production in 1985-86 was 127 lakh numbers and
tubes 137 lakh nunbers. Between July 1984 and January 1986
the government allowed two increases in bus and truck tyres
pPrices and yet in January they were selling at a premium of
Rs. 1,800 pcr tyre over the govermment fixed price. The tvre
users associations point cut that the 1982-83 5.5 per cent
excise duty relief as well as the 1985-86 excise duty relief
were not passed on to consumers, and that the tyre manu-
facturers are acting as a cartel in pushing up prices. Tyre
manufactures on their side state that all their costs have
gone up and that the govcecrnment decision tc license new
tyre units goes against the industry, which faces large
unused capacity. The Bureau of Industrial Costs and Prices
which was asked to study the cost structure of the industry
concluded that while the cost of natural rubber, nylon tyre
cord and carbon black rose by 10.4 per cent between August
81 and April 1985, tyre prices have increased by 37 to 73
per cent during the period. It points out that the 1985
March increase in prices was well zbove production costs and
has recommended that MRTP study the industry. The MRTP
commission has issued injunctions against price agresements
till its enguiry is completed. The industry's claim that
there is excess cegpacity is not true, as the ministry's
working group estimates thrt by 1989-90 the demand will be for
21.27 million tyres {(compared tc the current 10 million),
which on the assumption of 80 per cent capacity use will call
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for 26.89 millicn tyre capacity {(compared to the current
13.65 million). 1In the mean while, a goverrment committee
has racommended that a monitoring call be established in the
Industry ministry to monitor Capacity‘production, p:éduct
mix, costs, priﬁﬁs, qualit§ and distribution. It has

alsc recommended that the existing units be given preference
in capacity expansion. If these recommendations are given
effect to, there is a possibility alsc of a rather important
increase in exports,

BEloectronics

The Electronics industry which grew by 20 per cent
annually, recorded a production of Rs.300 crores in 1983
and Rs.41C crores in 1984, In 1985-86 the growth rate was
41 per cent, with consumer electronics increasing by 75.5
per cent,kcommunications and broadcasting 18 per cent,
aerospace and defence electronics by 31.5 per cent, computer
systems by 68.5 per cent, and electronic components by 35.3
per cent, Despite this record growth, it must be noted that
the quality of production is poor, costs high, the technology
used obsolete, amounting in effect to screw driver technology,
the value aided is little because the sub assemblies are
imported, Of the 3 components, active, passive and electro
magnetic, only in the passive type is the Indian electronics
industry efficient. In the case of consumer electronics in
which Indian producers act as the assembly poinch;s till
recently the major part of the industry. To start with, in
view of the simple technology involved, the government reserved
TV manufacture to the small scale sector, which flourished
but only as assémbly“points. Hence in the second stage, TV
was thrown open to large firms including ?ERA and subsidiaries
of foreign companies, which has resulted in expanded foreign
investment, enlarged dividend remittances and technology

payments, import of plant and machinery, along with transfer
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pricing butween multinationals and their Indian subsidiaries.
Here there 1s a conscious trade off between self reliance and
fast industrial growth., In the new slectronics policy,
which goes a long way in pushing the industry forward, it is
important to decide on the right priorities for technology
imports. Instead of importing main frames for whichwe

are nowhere ready, the plicy should be to manufacture mini
computers, on which a start has becen made in manufacture

of disk drives as the much in demand personal computers.
There is one arca where India is developing fast and that is
in computer software, in which exports have expanded

from Rs,35 lakhs in 1975 to Rs.10.2 crores in 1981 on to Rs. 35
crores in 1985. It covers business, enginesring, and mana-
gement and is being sold to the US, USSR, Japan and EEC.

It is expected to increase from tQ% current 0.1 per cent of
world trade in computer software/l.5 per cent by the end

of the Seventh Plan, India imports computers from the US,
the latest agracment is for the import of super computers,
but exports to it software in which India has a comparative
advantage, While the Seventh Plan técget is Rs.300 croreas,
industry feels it could well bz double that amount,

Chemicals, fartilisersand paper

The progress of the Chemical industry will be
(pharmaceuticals, fibres, fertiliscrs) and have been (LEPE)
dealt with under a number of heads. Chemical products which
carry a weight of 8.73 in the industrial production index
recordéd 244.1 in 1983-84, 262.8 in 1984-85, and 278,6 in
1985-86, being a 7.7 Per cent and 6,0 per cent increase in the
last two years. Its high growth components were industrial

alcohol, sulphuric acid and detergents.

The Fertiliser industry Presents many pProblemg., First

there is an over estimation of demand, resulting in unnseded
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imports and a glut., For instahce in December 1985

there were unsold stocks of 2.4 million tonnes which led to
blocking the Fertilisar Corporation®s working capital, rising
production costs and distress sales., The 6 million tonnes
import in 1985-86 involved the spending of Rs.1,450 crores

of foreign sxchange. This import was on top of a 12.7

per cent increase in dmestic consumption. The Sixth Plan
agsumption of a. 25 per cant increase in fertiliser con-—
sunption was way off the mark as the actual increase was

9.4 per cant, 1983-84 was on all accounts an excegptional

vear when because Of'gOOd‘NeatheE, increased HYV, reduced
fertilisers prices, fertiliser consumption went up by 20.4

par cent, but in 1984-85 it came down to 6.5 per cent and in
i985~86 to 10 per cent, The key hére in relation to demand

is to forecast it realisticélly anda reduce imports .to the
minimun necessary. The problem facing the Seventh Plan is

the delay in the completion of the 6 new fertiliser plants
which may lead to inrecased imports. Second there are

regional variations in the growth of fertiliser consumption,
Between 1976-77 to 1984-85 the eastern and western regions

near doublecd theilr fertiliser consumption, while the sbutharn
and caentral reglions maintained g stability and the north

region recorded a sharp decline., Fertiliser distribution must
tzke account of these variations. Third there is also
variation in use. 70 per cent of fertiliser consumption

is in some 125 out of he 500 districts of the country, and
whereas Nagal’end uses 2 kg. psr hectare, Punjab uses 154 kgs
per hectare. Fourth it should be noted that the compaign to.
boost fartiliS¢t useg in highly irrignted arenss results in skewed
distribution of resources, the 70 per cent of dry lands getting
little or no fertilisers. To this should be added the fertiliser
subsidy which not only heightens the disparity between farmers
in irrigated ond dry 1and areas, but provides no incentives to

the farmer who uses it to reduce his production cost.
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In the paper and paper boards industry, during the

Sixth Plan installed capacity increased from 12.65 lakh tonnes

to 23,49 lakh tonnes against the target of 20,5 lakh tonnes,

The capacity further increased in 1985-86 to 24.50 lakh tonnes,
while the térget for the Seventh Plan is 24 lakh tonnes. The
major part of the new capacity is the 226 small paper mills

which came up in the Sixth Plan with the second hand machines
which they were permitted to import, As far as production is
concerned, there has been a lag in 10.60 lakh tonnes in 1979-80,
13,50 lakh tonnes in 1984-85 and 15 lakh tonnes in 1985-86, so
that capacity use has declined steadily from 84 per cent in
1979-80 to 64 per cent in 1985-86. The reasons for this decline
as brought out in the IDBI study are (a) inadequate bagasse and
other forest produce aveailability, (pb) equipment bottlenecks,

(¢c) the rise in the price of coal to which reference will be

made later, and (d) power shortage. This has led the units

to offer price discounts to the users, ranging from 2 to 3 per
cent by large mills and [£00~-800 per tonne by small units. Hence
on the one hand there is mounting unsold stock, on the other

hand the paper control order is violated. Between 1983-84 to
1985-86 the large mills should have delivered 4,11,700 tonnes to
the iministry of education, but have delivered only about half

of that. Th;s is despite the fact that the government has been
raising the price of the 25 per cent white printing paper which
the large mills have to.deliver to it, from Rs6400 per tonne to
R7200 per tonne, to [s30,000 per tonne in 1979. There is a case for
the order, which is being violated and isallowed to

be violated, to be replaced by an additional excise which can
subsidise paper for educational purposes. The industry keeps
saying why does not the government buy its paper from the open
market, as the controlled price is so near the open market price.
The government turns the argument around and asks why the industry
cannot supply tﬁe paper when the price is so near what it can get
in.the market. This argument must stop, as what needs attention
is the spreading sickness in the industry - particularly the small

units with their obsolete second hand machines.
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Pharmaceuticals and Drugs

Drugs and pharmacéutical production increased from
Bs353 crores for bulk drugs to R377 crores, but declined from
k1760 crores for formulations to Rs1527 crores in 1985-86. The
problem in this area is the lack of a policy. This traces back
to over a decade, when the Hathi Committee made its recommenda-
tions, and in 1974, when the government declared the acceptance
of the report, involving self reliance in technology (which
meant promoting the production of 117 basic drugs), self
sufficiency in production (which meant doubling drug production),
independence from imports (which meant per contra encouraging
foreign companies to go basic and produce essential basic drugs)
and building up an export front. Lookiﬁg at the drug and
pharmaceutical industry today, it will be seen that none of this
four point strategy has been given effect to and there is no
national policy. First the most basic issue is to ensure that
the drugs necded for the people's health and well being are
available. The World Health Organisation has on this basis
dran up a list of such essential drugs for any country.as 250,
which makes 70 per cent of the existing drugs superflous. QOur
Hathi Committee has listed 117 drugs, as against the 40,000 to
60,000 formulations now in use, most of which is unnecessarye.
Second, the Hathi Committee has recommended and several consumers
groups have reiterated that generic rather than brand names

should be used. This is also the practice in the UK and US,

where generic substitution of brand names in prescriptions is
the rule, and there is nolﬁense in saying that the doctor's
clinical freedom being restricted by this.’ .It is not. Third
irrational and harmful drugs should be banned. On the other
hand, the government in the¢ Lok Sabha stategothat 7 of the

33 drugs banned in other countries are used in India, "because
these drugs are considered essential for the country". Fourth
there is need for a system of fairly . tight licensing of thg

drug industry to ensure the pattern of production that is decided
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and qguality controle Of course this is not possible with only
two testing laboratories, for the 6000 operating pharmaceutical
units, and the 600 drug inspectors deployed. Finally there is
need to counter the commercial approach to pharamaceuticals
and drugs of the ministry of chemicals and fertilisers which
has responsibility for this sector and which naturally decides
on the number and quality of drugs and their prices on the
basis of current market conditions. This is reflected in the
Seventh Plan projection of Rs1038 crores of drugs and Rs3774
crores of formulation as the need, based simply on current
sales. Here one immediate reform to counter this commercial
approach and make the drug policy reflect the health needs of
the people and the country's disease pattern is to take drugs
and pharmaceuticals out of the ministry of fertilisers and
chemicals and place them with the ministry of health. This
will enable consumers and the consumer movements to move the
government to act against the high drug prices, expose and
control specious formylations, make available the presently
unavailaple life saving drugs, and stop the sales of medicines
banned in other countries. What is happening now is the opposite.
The drug industry - both the foreign multinationals and the
large Indian firms ~ pointing to the 50-75 per cent of drugs
and formulation targets'of the Sixth Plan only being attained,
because of what it calls uneconomic pricing and too many controls,
wants in the Seventh Plan only selective price controls.
This will not, however, cnsure essential drugs at affordable
prices for the people. We have scen that betwcen 1978-1980
essential drugs production declined from a small 4.5 per cent
to a smaller 3.6 per cent, while non essential drugs increased
in production from 67.1 per cent to 86 per cent., The dangers are
increasing, with countries like the United States legislating
the export of drugs which are not cleared for use in the country
US. Ageainst this background, the decision of the government to
set up a National Development Council for the Drug Industry to

consider "growth, production, capacity use, pricing, R&D and
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availability of drugs" should bc welcomed, if this means that
a National Drug Policy (based on the Hathi Committee recommen-
dations) will at last be established.

Textiles Textiles - cotton, jute and silk - did well
in 1985-86. Cotton textiles production in 1985-86 was 1450.3

million kgs of cotton yarn (representing an increasec of 4.9 per
cent over that of 1984-85) and 3377.2 million metres of cloth
(which we@ a -1.6 per cent decline over the production in 1984-—
85) . There were several features of the cotton textiles sector
calling for attention. First, as noted earlier, while between
September 1984 and August 1985 the price of cotton fell from

296 to 229.3, which was a fall of =22.5 per cent, during that
period cloth prices rose from 256.1 to 269.6, a rise of 5.3 per
cent. This means that the fiscal concessions granted to a small
part of the industry (about 1/8 of the industry) were not

passed on to the consumer. Second the use of manmade fibres is
still very limited in the industry covering about 1/3 of composite
and 1/12 of spinning mills. Here the new textile policy which
reduces controls and gives full fléxibility in the use of fibres
will see an increase of manmadc fibres by the mills. Third, and
relatedly the 1985-86 budget reduced the excise duty on polyester
blended cotton fabrics, which was followed by further concessions
in August in regard to the excise on polyester fibre and acrylic
fibre.which will and has increased the demand elasticity of the
fibre, yarn and blended cloth and their production volumes. Thus
the 1985-86 fiscal policy aimed at increasing capacity and lowering
the price of synthetic fabric. But what has happened is to raise
the prices of polyester staple fibre (PSF) and polyester filament
yarn (PFY) by'as much as 88 per cent, so that the lower excise‘on
these have been appropriated by the producers and not passed on to
the consumers. This has led to imports‘as a means of disciplining
the producers, which has given rise to other problems concerning
the anti dumping regulations etc. There is also in this a bias

against cotton in general, which is serious given the three bumper
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cotton crops that have been and are experienced; and the

handloom industry in particular. Fourth the textile policy

has had a deleterious effect on the handloom industry. The
government's claim that its production at 3680 million metres

in 1985-86 was higher than the 3510 million metres in 1984-85

and its exports at k368,59 crores compared to the previous-

year's Bs348.86 crores41 does not take account of the fact that

(a) the share of the handloom sector in total textiles pro-
duction declined to 29 per cent from the previous two years
30-31per cent, and b) the loss suffered by the sector as a

result of the transfer of Janafha cl oth.s If the production of
Janatha cloth made the mill sector sick, its transfer to the
handloom sector is a transfer of sickness to it. The government
has made matters worse by incrcasing the target for Janatha

cloth production from 360 million square metres to 500 ﬁillion
square metres in 1986-87, Unless this low value production is
subsidised by government, there will be losses and unemployment

in the sector. The 1985 textile policy accorded the handloom
sector a smaller role. That cannot be gloésed by 6vez/statements
like_those‘made in parliament this year., Finally the effect

of the textile policy on powerlooms is yet to be worked out.

They produce 45 per cent of the total textile output and the

new policy recognises and will be 110en31ng all the unregistered
and unlicensed looms.They /. : swée01ded advantage over the

mills, which represent a high cost structure due to their outdated
machinery and obsolescent technology - which is one reason why
India is relatively silent on the ocucstion of the renewal of
GATT's multifibre agreement. One result is that the production
costs of powerlcoms are lower for weaving at 51.9 paise per metre -
against 59 paise for mills, and adding power and overheads’is
100.9 paise against 120 paise?2 One effect of this cost advantage
of the power looms and the difficulty of enforcing reservation is
that the hamidloom sectoxr will shrink vis a vis the powerloom scctor,.

Handloom weavers are switching over to powerlooms as a consequence,
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which is the right development. Jute textiles production in
1985-86 declined by -2.5 per cent to 1,108,200 tonnes. There

is the guestion of the future of jute farming and the jute

industry raised earlier. The Seventh Plan jute goods target

is placed at 1.625 million tonnes, with domestic demand at

1.355 million tonnes and exports at 2,70,000 tonnes. The
Ministry of Cémmerce reports43 that the export of jute goods
declined from 4,10,000 tonnes valued at R250.,09 crores in

1981-82 to 3,00,000 tonnes and Bs164,26 crores in 1983-84, going
up exceptionally to Rs341.07 crores-in 1984-85, due to the world
shortage of jute. -In the first 6 months of 1985-86 jute exports
were lower at 1,10,000 tonnes, earning RB129.26 crores, which

is attributed to the compectition from Bangladesh, low pro=-
ductivity, obsolescence of the India jute mills and the fast
increase in synthetic substitutes. 1In order to increase exports,
it is reported that the government has provided a higher CCS

for jute‘carpet backing, promoted the formulation of an STC « JCI
consortium on a 50-50 loss sharing‘basis for e®port of cafpet
backing to North America, and will be promoting R&D in exportable
procducts and for this constitute a new JMDC and jute fund out

of the proceeds of a jute cess. Silk Production, mainly in

handlooms, is increasing, with the increase in raw silk production

at 7600 tonnes in 1984~85 and a target of 12500 tonnes for the

Seventh Plan. This demands that sericulture output be developed

to produce 1200-1600 kg per hectare as it deces in China, as against

about one third to one half of that in India. Silk exports which

were Rs135 crores in 1985-86 is targeted at Bs1000 crores in the
which can be attained

Seventh Plan/if the product mix is modernised and export countries

diversified.,

Edible o0ils Thc ecible oils scene presents many features,
following from the fact that the demand for edible oils has over
the last 10 years been increasing at an annual compound rate of

4 per cent, while domestic production has been about half that rate.
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The short fall has been met by imports rather than by increasing
domestic production. Thus over the Sixth Plan 60.7 lakh tonnes
were imported at a cost of RB3635 crores, and the Seventh Plan
which ends 1989~90 with an estimated import of Rs909 crores
provides Bs4545 crores for imports during the Plan period. There
is no doubt that if ever half this sum is used to increase the
production of both major and minor oil seeds by moving them out
of the marginal rainfed lands (90 percent are grown in dry lands)
to areas which can be provided minor irrigation facilities,
this supply-demand gap can be closed. That is a first feature.
Second the government seems to bc realising this as may be seen
in the 1986-87 budget which provided several incentives to
increase the supply of vegetable o0ils, the supply of non convenw
tional and minor oils, namely cotton seed oil, rice bran o0il,
scya bean o0il, Mahua oil, nced oil, karani o0il, kusum o0il, sal
0il, mango seed o0il and kokum o0il, as weil as to the solvent
extraction industry. 1In particular vanaspati industry was
given excise reliefs to use these oils, soap firms were given
excise relief for use of minor oils, excise excmption was
granted to hardened inedible technical oils, fatty acids,
acid oil etc, the excise of Rs1080 a tonne on solvents was
abolished, and solvent firms' plant and machinery exempted from
excise and customs, export of deoiled meals was encouraged by a
CCS of 15 per cent, and while Bs1500 a tonne excise was levied
on refined oils such as groundnut, kardi and mustard consumed
by the rich, refined oils from minor seeds, rice bran, soya bean,
cotton seed, sunflower seced etc consumed by the poor are relieved
of this duty. So vegetable 0il prices responded immecdiately
to this action by an increase of RB250 to Bs500 a tonne on the very
day the announcement was made. During the month, edible o0il
prices soared by RB800 to B2700 a tonne, and if this action is
persisted in, the supply of edible oils will increase because
o0il seced prices will go up. There is one caveat here: the extra
excise of k1500 on rape.seed and mustard oil will work against
the fuither increase of these ¢il seeds, and use of these 2 oils

. 2 oil
which are 20 per cent of the total oil supply. The reduction in these,



80

will not be compensated by increase in minor oil seeds supplye.
Hence the increased excise on rape and mustard should be

rescinded and the minor oil sceds encouraged‘individually. A
third issue is the peculiar relationship between imported

edible oils and the vanaspathi industries which earlier mid

year reviews have analysed exhaustively.44 In 1985-86 the
government made an honest effort to cut this linkage. In mid
November 1985 the gévernmeht reduced the allocation of imported
edible 0il to the vanaspathi industry from 60 per cent to 50 per

¢ *nt which was available to it at a concessional price of Bs11000

a tonne. From January 5 the voluntary price agreement on
vanaspathi was abandoned, and the allocation of'imported oil was
reduced from 50 per cent to 40 per cent, From February end oil
prices began rising and by the end of May rose by Bs2100 to R4700

a tonne for Mahuva and ricc bran o0il, due to a sharp decline in
0il seeds production in 1985-86 by 25 lakh tonnes compared to the
output of 131 lakh tonn. s in 1984-85, and the official announce-
ment that edible oil imports will be limited to 10 lakh tonnes.

In October 24, 1985 the finance minister urgdd decreasing edible
oil imports, in December gerrnment announced in parliament

that edible o0il imports will be cut, and later the word got

arocund about the limitation to 10 lakh tonnes. With the sharp

rise in prices, particularly of edible c¢il, the government
panicked, and reversed its earlier decisions and announced tﬁe
increase of the allocation to the vanaspathi industry of imported
oils from 40 to 50 per cent in June, to 60 per cent for July-
September and 70 per cent after that at B11,500 a tonne, and any
amount at Rs13,000 a tonne, along with a fixed price of k180 per

tin of 15 kg of vanaspathi. Here several questions should be posed.
First why should the vanaspathi industry whose product is patronised
by the well to do classes in the Hindi belt be subsidised with
cheap imported 0il? The reason is political préssures. Second why
should not the vanaspathi industry like the groundnut oil industry
or the rape/mustard seed oil industfy get all its oiis in the

open market? That will push up oil prices which will lead to
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increascd growth of o0il seeds and oil supply. Third does

the government really believe that the vanaspati industry
observes the voluntary price agreement? Is it unaware of the
high prices at which it is sold in the open market and the

high profit made by the industry? In fact the Head of the
vanaspati industry Association, in disgust at the changing

policy, at its annual meeting in June has said that the govern-
ment should be fold to keep its imperted oil, but give the
industry freedom from price.control, oil utilisation, specifi-
cation on nutritional needs, on packaging material, capacity,
quality, distribution patterns etc. This is a bit of a rhetorical
stagement, because the industry knows that without the concessional
0il half the units will be closed. Fourth the injustice of

the whole matter is why when there is no price control on the

rest of the 80 per cent of the o0il consumed by the poor and
others, there should be price control for vanaspati. There is

a wider issue on imported oils, and that is its distributional
inequity through the public distribution system. The 5 states

who are fhe‘major 0il seeds producers get 60 per cent of the
imports and the other poorer states only 9 per cent. . Further

only 12 per cent of households collected edible oils from the
public distribution system, the other 60 per cent of the imported
0il supplied to the system finds its way to the black market »

The moral of this discussion is the need for a long term edible
0ils policy in place of the government coming out with a statement
that edible oils imports will be stopped, because by the Seventh
Plan domestic sources will be adecuate. The long term fiscal
policy that is needed is to continue the ehcouragement of increased
production of oil seeds - major, minor and unconventional - in

all ways, to stop the supply of edible ocils to the vanaspati
industry and let it be free to decide on its price and production,
and to cut back on imports of cdible oils because even the public

distribution system does not need it and is misusing it.
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Sugar Suger production in the sugar season 1984

(October) to 1985 (September) was a small 61.43 lakh tonnes.

The problem with sugar production and consumption is again that
there ié no long term integreted sugar policy. The new

sugar policy announcead in November 1985 is really a shoxrt.
term policy which is concerned with sugar prices and means of
keeping them low. It changes the levy rate from 60:40 to 55:45,
it fixes the minimum price for cane at Bs16.50 per gquintal for
1985-86 and Bsl7 per quintal for 1986-87, with the state advised
prices being R22.25 per quintal. Sugar production has been

since 1981-82, when it was 84 lakh tonnes, on a declining trend
at 82,3 lakh tonnes in 1981-82, 59.2 lakh tonnes in 1983-84 and
61.47 lakh tonnes in 1984-85, Consumption, however has been
rising fast being 75.65 lakh tonnes in 1983-84 (a diffcrence of
over 16 lakh tonnes with production), and was 80.64 lakh tonnes
in 1984-8% (a difference of 19 lakh tonnes). The first thing
that the long term sugar policy should deal with is to bring
production and consumption into some kind of balance, and not
continue the present policy of importing sugar (in 1984-85 17 lakh
tonnes werc imported) as a long term proposition to close the
gape. This involves 1increase in production of sugarcane, which
was dealt with earlier, but aléo demands some kind of control
over the wasteful use of 40-45 per cent of the sugar cane
procduced annually in gur and khandasari. It also involves
modernising our sugar mills, where sickness covering over 20 per
cent of the 340 mills is on the incrcase. Second there is the
guestion of sugar prices where the industry blames the government
for fixing levy prices at which its major portion has to be sold
at below its cost of production, and not allowing free sale sugar
to find its level to make up for the levy iosses, through the
devise of monthly releases of free sale sugar operated by the
government. The government on its side blames the industry and
trade for manupulating prices through hcarding and black marketing.
In this controversy between the industry and the gcvernment, the

consumer has to pay the price. The price of sugar is influenced
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by the rate of: consumption which is presently dealt with and
the price of gur. The table bhlow sets forth the relative mean

range of changes in the prices of sugar and gur at rupees per

guintal.

Table IX
Year Sugar Gur .
1980-81 563 to 865 304 to 331
1981-82 434 to 553 251 to 493
1982-83 427 to 452 261 to 342
1983-~-84 485 to 519 353 to 386

Source: P. Nageswara Rao: Economic Times, July 31.

Sugar prices are about one third above those gur, leading to
increased consumption of gur by the boor. Infact the qupstibn
can be asked whether, if gur production is technically updated,
its consumption could not become more general which the movement
of sugar prices may promote. One thing is clear, the government
must allow the free sale of sugar to find its price. And that
is the third issuc which is the high rate of annual incrcase
in sugar consumption, which no country can afford. A further
examination of sugar consumption shows that the major part of
the free sale sugar (nearly 70 per cent) is purchaéed by bulk
consumers like confectionaries, sweet meat producers, soft drinks
manufacturegs,which means household consumption is around 8 lakh
tonnes only. One question ralsed is whether W1th1n/f;g§35ale
of sugar, bulk consumers should not pay the going rising market
price (which they should in part pass on to their consumers), SO
that households needs are met by the levy sector of sugar salecse.
The 1985,86isugar prospects are hot éssuring and thc government

must move now in formulating a long term policy.

Soda Ash and Caustic soda Soda Ash production in 1985-86

was 8.49 lakh tonnes against 8.11 lakh tonnes in the previous year.
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The demand in 1985-86 was hover, for 9.1 lakh tonnes, due to

the ban on tallow imports, limitation in fatty acid supply,

and the increase in small detergent units, some 500 of whom
demanded 60,000 tonnes of soda ash, causing shortages and price
increase. The government responded to this situation by lowering
the basic import duty on soda ash from 70 per cent to 15 per cent
for the dense variety and 30 per cent for the lighter variety,

and as a result over 50,000 tonnes have been imported and a similar
amount has been ordered. The soda ash a2rea is one in which

there is always black marketingj?%%gulation. Despite there

being no demand supply gap, traders have built stocks and pushed
up prices by R250 a tonne. The black market price is much higher
at B1000 to Bs1200 a tonne over the official price of Bs3600 a tonne.
On top, many users complain that they have not been getting their
‘supplies, So government has instructured the manufacturers to
report in detail about the monthly release of the product, along
with various specific guidelines for those who withdraw from

one market and/or go to a fresh one etc. This monitoring procedure
has been of some help only because it is very complex. The small
units are not able to import soda ash, though it is on OGL because
their individual recuirements are émall. Hence they wants STC

to import the product for them. Caustic soda production in 1985-86
was 4.1 per cent higher at 7.2 lakh tonnes compared to the
production of 6., lakh tonnes in 1984-85. This is a creditable
record because the firms were facing large scale dumping of

caustic soda from Saudi Arabia, which is able to do this after paying
the customs duty of Es3500 a tonne. That is the reason why 40 per
cent of the capacity of the industry is idle. There was a hope
that NALCO will open up a fresh market for ceaustic soda producerse
That hope has not materialisced, as NALCO also is importin: caustic
soda from Saudi Arabia. There is thus ahcaseﬁfor placing caustic
soda on the restricted list, or alternatively to add countervailing

and auxiliary duties to the present customs duty.

Cement In 1985-86 cement production increased by 10 per cent
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to 33.1 million tonnes, as a result of 2,5 million tonnes of
additional capacity and higher capacity use. The Sixth/Plan
attained the capacity of 42.5 million tonnes and for the Seventh
Plan the target is 60 million tonnes and the production target

is 49 million tonnes, which means that the cement industry

must grow at one and a half times during the five year pericd.
This is a long way from the increase of capacity crcation by

2.5 per cent in the Fifth Plan (compared to 8.1 per cent in

the 50s and 60s). It was the partial decontrol introduced in
February 1982 which led to the 11.8 growth in the Sixth Plan
period. In March 1986 the levy obligation of old units was
reduced from 60 per cent to 45 per cent for production above

100 per cent of licensed capacity and for new units from 40 to

30 per cent for production above 100 per cent of capacity use.
There has taken place over time a structural change in the
industry involving a regional dispersal though somewhat

slowly, to the northern and eastern rcgion; the growth of mini
cement plants which can exploit smaller quarries, need low capital
investment and have relatively short gestation period, and are
now producing 27.2 lakh tonnes per annum which can rise to 2‘million
tonnes by the end of the Seventh Plan. The problem in the
industry is the continual raising of free sale cement prices.

The reason given is that though the licensed capacity has

reached 91 million tonnes and the government plans to freeze

it at 100 million tonnes for the Seventh Plan, the installed
capacity, as noted earlier, must be raised to 60 million tonnes
to meet the qstimated demand of 49 to 50 million tonnes at the
end of the Plan. This will call for an investment of Bs2500 crores -
51600 crores loans and Bs900 crores internally generated. To raise
that amount, the industry wants a rise in levy prices in addition
to the rise in free sale cement from the agreed Rs64 per bag to
ps69+85 per bag. Their case is, however not clear, because there
is a rush for new licenses, which means the profitability in the
industry is high, and IDBI has stopped financing new units but

is only financing extensions.
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Leather India's leather production was RB585 crores
in 1984—85,5m662.52 crores in 1985-86, and has been set a target
of BS750 crores for 1986-87. This is oné'industry wh@se horizons
are expanding fast. Another strong point is the increase in
the proportion of value added in its éxports which is around 50
per cent in 1985-86 and was 40 per cent in the previous year.
This is likely to further increase, with the high CCS rates
announced for finished leather, leather chemicalsf5 the
liberalisation of the imports of crust leather and the purchase
of cheap raw hides from the tanneries in Europe which are closing
because of pollution legislation, and the expansion of the
Australasian markets for footwear as they have abolished licensing
of these goods, This will take the industry and the government
guite naturally to the guestion of formulating a long term
leather policy, which on the production side will involve further
increase and expansion of its large firms and the updating of
the small tannerics to meet the production demand facing the
country in the export and domestic market. The policy will also
have to deal with environmental problem posed by this fast ex-
panding industry. It is somewhat of a shock that the 65 large
units registered with DGTD, accounting for 75 per cent of capacity
in skins and 25 per cent in hides have no programme for the
treatment of tannery effluents. If to this is added the
innumerable small units, the ‘effcct of the effluents on natural
resourées,:surface water, agriCultural land and acquatic life
becomes a nightmare. Hence the long term policy must provide that
the large firms which are importing technology for improving their
leather production should include in the import packége anti
pollution measures. For small tanneries, thé-technology developed
by the Central Lecather Research Institufe for individual ‘treatment
plants can be used by a consortium of small tanneries, on which
there is a pointer with regard to the joint sector plént serving
75 small tanneries fun by the Tamil Nadu Leather Developmént
Corporation. The developmcnt may COunter:thé decline in employment

of this labour intensive industry due to social stigma;'difficult
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access tp capital and skill needed to break into the mandis
and traders closed shop. To increase social mobility of
leather workers, there is need to reduce the health hazard

facing them, which is also the ecology problem,

Small Industry

Small scale industry has a record of high and fast
growth - from 2,46 lakh units in 1975-76 to 12.75 lakh units
in 1984-85, with the value of output incrcasing from Rs11,000
crores to k50,520 crores during that period, to which the khadi
and village industries (KVI) production during 1984-85 of
Rs965 crorés and handicrafts production of B750 crores (fdr 1983-
84) should be included, increasing employment from 44 lakh to
90 lakhs plus 37.89 lakh units employed in KVI, and 35 lakhs in
handicraftseBxports from the small scale sector in 1983-84
aggregated Rs2159 crores, which was 22 per cent of the total exports
from the country plus Rs400 crores from handicrafts.46 A study
of the small scale, khadi and village industries and the handi-
crafts shows that their rapid growth was due to good infrastructure,
particularly the development of industrial estates, special ‘
institutional and financial support, the recservation of over
500 items for the sector, preferential governmental purchases of
its products, c¢ncouragement of ancillerisction and excise excmption.
The National Small Industries Corporation survey emphastGS‘sbme
of its feature, namely, (2) the rapid increase of the units, as
cuantified earlier, (b) the production of a limited range of
products requiring fairly simple technology, (c) the direct sales
relations between the small scale producer and the large and
medium scale producer, (fourfifths of metal based industries
output being inputs for industrial factories) along with growing
ancillerisation and (d) facing of major competition from within
the sector, leading to low prices but only 50 per cent capacity
use. On the handicrafts side, it is noted that the rate of

increase of employment in the seétor is declining from 120 lakh
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to 87 lakh over the last two and a half decades, women lost a

net 14 lakh jobs, craftsmen face problems of poor working and
living space, health facilities, raw materials shortage, lack

of power and the need to provide training without supplanting

the traditional system; The overall conclusions on the small
scale sector ares i) registered small units have grown rapidly
after mid sixties, particularly in engineering, chemicals, and
plastics, ii) they are the major part of the value added of

the sector, iii) industries with greater productivity offer
greater employment, iv) profitability is inversely related to

the size of units and is higher in the small sector than in the
private corporate sector because of family labour, low wages and
some exploitation of labour in the smalllsector. In the handi-
crafts field, one of the major problems is lack of data, making
policy formulation difficult., Turning to the negative side of

the picture, the big issue in the small scale sector is its large
and growing sickness. The government informed parliament on

March 7, that Bs3638,39 crores of bank credit are locked up in
93,282 sick industrial units, of which 91,450 are small units,
owing 24.1 per cent of the locked up credit. Among the causes

for sickness are inadequate project appraisal, indiscriminate
sponsoring by government agencies to reach the target, c¢asy bank
credit, marketing problems, and shortages of various kinds. A
second negative factor is low wages and exploitation of unorganiéed
labour, as referred to earlier. Third there is a skewed distri-
bution of units with bigger firms having a higher share of
productive capacity, and larger capital formation and also easier
accessability to credit. In fact a study of the distribution of
priority sector credit shows that the larger among the small scale
units and the branches of the large scale units have around 70 per
cent of the small scale credit sector47. This does not however
affect the fact that the small units profitability is high because
of their intensive use of capitgl,fiscal concessions and low wagces.

In the Seventh Plan small scale production is targeted at Rs80,220crores
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calling for a 8.7 per cent annual growth rate and employment

to increase to 119 lakh persons. In order to achieve these
targets, the Seventh Plan strategy will aim at removing the

major constraints facing the industry; namely i) technological
obsolescence, ii) inadequate and irregular supply of raw
materials, iii) lack of organised marketing channels, iv) un-—
organised operations and inadecuate credit, and v) power

shortage and managerial deficiences and lack of technical skills.
Similarly for handicrafts, the strategy is to diversify markets,
modernise marketing technicues, improve and increase credit and
rationalise and reduce the fiscal burden. In face of the lack

of a higher volume of production in the large sector, the excess
capacity in the small sector, and the absence of registered
contracts which specify obligation of mother units to their
ancillarics, MODVAT attempts to correct some of these lacks to

an extent. It provides for the compulsory registration of contracts
with the small scctor to be cleared by a government body for the
benefit of MODVAT to be obtained. But therc is also the danger

of the larger scale units shifting their supply source from one
unit to another to share the benefits; The other fiscal incentives
for the small scale sector are the compensation for the rise in
thc costs of plant and machinery which led to the increase of the
investment limit of small units to B35 lakhs and ancillaries

to R4S lakhs, graded incremental slabs of excise, the exemption
level from excise doubled from Rs7+5 lakhs to Bs15 lakhs, the
procedure simplified and self assessment allowed upto 50 lakhse
With this mixed picture, 1985-86 targets will be difficult of.
attainment, the targets being RH5,225 crores production, 95 lakh’
persons for employment and is2630for exports and the further growth
of 5.6 per cent in 1986-87.

4griculture and manufactures are supported by infrastruc-

tural industries which need roview.
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Infrastructure

Electricity
Power generation in 1985-86 recorded a growth of

8.6 per cent at 170 billion units, due to thermal generation
increasing by.15.8 per cemnt, while in hydel there was a shortfall
of 5.3 per cent due to the poor monsoon. The 8 per cent power
shortage had its impact in all states except Andhra Pradesh and
Kerala, with consecuent cuts of varying degrees, and on industry,
which as the major consumer of power bore the brunt of the cuts.
The highest cuts at 70 per cznt and above were enforced in
Rajasthan, and Karnataka; 60 per cent in Haryana, Himachal Pradesh,
and Punjab and 40 ber cent in Tamil Nadu and West Bengal. For
1986~-87 the target has been fixed at 190 billion units, involving
an increase of 11.8 per cent., The actual prospects for the year
are not too gloomy. Power generation in the first two months,
April and May 1986, increased by 12.2 per cent against the 2 months
generation in 1985. What is heartening is that hydel generation
which recorded -5.3 per cent in 1985-86 recorded an increase of

12 per cent. Everything depends on the monsocn, and as the
monsoon is predicted in this review to be normal, hydel generation

should do well this year.

But there are even at this stage two negative develop-
ments to note. First Kerala which.has been perpctually .a power
surplus state, supplying power to its deficit neighbours,vKarnataka
and Tamil Nadu, for the first time faced a power crisis because
the monsoon did not feced its hydel reservoirs at Idukki and
for over a month in June/July there was a 100 per cent cut on
HT users, which was relieved a little &5 a result of power
supplied by Ramagundam, Maharashtra, Neyveli etc. This crisis
is manmade because thc savage deforecstation around Idukki is
responsibile for the monsoon not reaching there. fhe otﬁer negative
point was that there was an overall powef shortage of 7per cent

in the country, with all regions except the western facingdeficits
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ranging from 8 per cent to 17 per cent. With the spfead of the
monsoon and its being normal, the power situation should ease

during the YGHI, both for industry and agriculture.

For this, the present bias against hydel gcneration,
seen in the fact that while hydel can provide 40 per cent of the
country's electric supply, it now provides only 30 per cent, and
even in the Seventh Plan target is to provide 30 per cent must be
removed. This must be corrccted, if industry is not to be
continuously hamstrung for lack of power. There seems to be a
thermal lobby holding back hydel schemes. Hydel schemes for
generating 4785MW sanctioned by the Planning Commission way
back in 1972 are languishing for lack of funds. Similarly a
further hydel schemes for 4809 MW have been cleared by the Central
Electricity Authority; but are awaiting Planning Commission
approval. Out of 472 billion units of hydel potential, only
50 billion units (10 per cent) have been developed. The most
serious slippage is in Maharashtra which has a potential for
332 MW against which only 32 MW have been devecloped, Karnataka

has 278 MW undeveloped. This needs decision now.

Another important issue is the transmission and.Plant
Load Factor. A 10 per cent increasc in the plant load factor
will seve Rs4000 crores in power investment. The latest report
from the government in July is encouraging. It shows that the
Southern region has attained a Plant Load Factor (PLF) of over
72 per cent, If the technical arrangements are made through the
rectifying the defects in the distribution system and capacitors
and sub stations and where there is inspection and supervision
and tamper proof boxes to prevent unauthorised power tapping, the
all India PLF can move up from 50 per cent at which it has been
hovering to around 60 per cent. This together with a rise in
electricity rates might be a mcans of preventing the loss of
Rs4000 crores to Rs12000 crores by 1989~90 by the State Electricity

Boards forecast by the Seventh Plan document.
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In this regard, there is also the recommendation of
the Advisory Board on Energy that an expert committge
should examine all poorly run Electricity Bnards and pggpose
corrective action. This should be acted upon, as electricity
is a concurrent subject, and the union government by legislation,
Electricity (supply) Act of 1948 enabled the creation of State
Electricity Boards. Another area to be watched and developed is
energy conservation by industry which reguires proper maintenance
of plant and machinery. Here energy audit can guide optimal
use of electricity in the plant, indicating the correction of:
design deficiencies, the sélection of the proper motor rating,

voltage, frequency and load management.

In the area of rural energy, the energy generators are
still firewood, cowdung, and agricultural wastes. This in
part explains the lower per capita energy consumption of the
country at 175 kwh compared to 8000 kwh in the United States
and 11000 kwh in Switzerland. The increasing rural use of non
conventional energy has resulted in deforestation, soil erosion
and loss of soil fertility. Despitc the reported 64 per cent
of the 6 lakh villages that are electrified, less than 10 per
cent of the rural housecheolds can afford to use electricity, While
renewable encrgy sources, solar energy, biomass, wind and geo
thermal energy are available in abundance, the technology for
their use is beyond the reach of rural people, and recuires heavy
governmental subsidies. Furthur fural energy programmes are each
planned separately and not linked with the energy demand at the
village level for productive activities, The result is a growing
urban-~rural gap, with per capita urban energy consumption being
10 times that of the rural. The Infegrated Rural Energy Programme
(IREP) launched on a pilot basis in the Sixth Plan is being activised
in all states during the Seventh Plan around block level institutions,

training of personnel and project preparation and execution.
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Finally there is one very serious threst facing the
economy in the poWer field. The working group of the Planning
Commission on power after a careful study of the demand for
power in the Seventh Plan recommended an allocation of Rs65, 300
crores for the Plan period. The SeQenth Plan allocates a little
over half of that at Rs34,273 crores, which will add only 22000MW,
leaving 2 power gap of 7000 MW. This reduction has been cél-
culated on the basis of cutting the targets of the various components
of the_industrial sector, which reduces their demand for power.
This means that the Seventh Plan is starting with reduced rate
of growth in industrial production. The Ministry hopes to cover
this large gap by better performance of power plants. But in
alloting 8000 crores for transmission, there seems to be an
advance assurance of lower PLF. One way which needs to be acted
upon is to allow the private corporate sector to enter the power
generation field. There are proposalé-from several states with
the union government which have been hanging fire for 2-3 years.
These should be acted upon, with the firm‘understanding that

distribution will be thc responsibility of State Boards.

Crude

It will be useful to start the discussion on crude oil
production and demand,; with the prognosis of energy needs set
forth by Advisory Board on Energy.48 It states that to attain
the % per cent growth set forfh in the Seventh Plan and possibly
in the subsecuent 3 plang, 3.6 timés as much coal, 4 times as
much electricity énd 2.5 times as much oil as used in 1984-85
would be needed. Energy consumption will increase 3 times from
56 5 million tonnes of coal equivalent (mtce) in 1982-83 to
1985 mtce in 2004=2005. So commercial energy needs will grow
4 times, and while coal and energy needs will be met, a large
0il gap cstimated between 43 million tonnes in 1984-85 to 94-125
million tonnes in 2004-05 is forecast. Oil supply which was

8.4 million in 1975-76, rose sharply to 29 million tonnes in 1984-85
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because of Bombay High,and using the optimistic ONGC estimate,
cil production will be 30 million tonnes in the Seventh Plan,

35 million tonnes in Eighth Plan and 50 million tonnes in
2004-05, which can last for a further 3 years at this level.
This also means that by 2004-05 crude imports will be 44-73
million tonnes, and if there is extended use of gas, elec?ricity
and kerosene, the import could be reduced to 29 to 50 million

tonnes.

So the two questions that this oil scenario raises is
whether we should increase o0il production to a level which will
deplete the reserves in the first decade of the next century,
and second whether we should not accept the need for economies
in o0il use, by the use of fuel efficient kcrosene stoves, diesel
engines, waste heat recovery to reduce crude consumption by 10-15
per cent, toc replace road transport by railways and shipping,
and increase the use of coaleselectricity and biogas. During the
Sixth Plan crude production increased by 20 per cent compared to
the 8.1 per cent in the Fifth Plan, and in the Seventh Plan crude

production is slated to incrcase at 3.5 per cent only.

In 1985-86 there was a 4,1 per cent increase to 30.2
million tonnes. 1In 1986-87 crude production will be the same.
New finds are tapering off: ih 1985-86 only Gujarat oil fields
reported finds and increase, and in the first quarter of 1986-87
Narimanan in the South is the other oil find. With the increase
in refining capacity of the country, petroleum products production
will be 42 million tonnes against a consumption of 44.40 million
tonnes in 1986-~87, which means 15 million tonnes of crude and
2.20 million tonnes of petroleum products will be imported. There
will be no export of crude in 1986-87, but because of the fall in
crude prices to around $10-11 per barrel, there will be a saving
of Bs1400 crores on crude import. Finally there is the guestion of
petroleum prices and the rise in them affected by the government

in January/February.
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Two reasons were given for the price hike. First it
was justified on the grounds that the rate of petroleum product
consumption had near doubled from 5.3 per cent in the early
80s to 10,5 per cent. Second the need to raise additional
resources was later admitted as a recason. There is no doub®
that a rise in petroleum product prices is a means of cutting
production, though with the large use of 'black money' on
cars and petrolcum, the demand elasticity for petroleum products
is rather small.

It is in this context that the work of the Petroleum
Conservation Association becomes important. The government
reports49 that in 1985-86 the Association (a) conducted fuel
utilisation studies in 134 industries, (b) monitoring earlier
recommendations on éOnservation made to 1400 industries, saved
3+05 lakh kilo litres of fuel per annum worth RBs100 crores, plus
éaved fsl crore of fuel through the Boiler Modernisation programme,
(c) popularised 1000 fuel efficient low air burners, saving
Bsl1.5 crores per annum, (d) completed 8 model depot projects,
saving 10 per cent of diesel, and (e) upto March 1?85 sold
cumulatively 20 lakh Nutan Kerosene Wick stoves, saving 15-25
per cent fuel. 1In the Sixth Plan it effected a saving of R400
crores, and plans to achieve a target of Rs650 croies in the
Seventh Plan.

Coal
Coal production has had a chequered history. 1In the

Sixth Plan the target was first fixed at, 166 million tonnes (because
demand in the terminal yéar was estimated at 168 million

tonnes): subsequently .the production target was scaled down to

152 million tonnes, the demand estimate at that stage being 155,70
million tonnes. The actual production was 147,7 million tonnes,

due to delays in land acquisition and equipment and the usual

shortage in power supply. While therc was no problem of shbrtage
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of coal supply‘except in Tamil Nadu (thermal, cement and
textile plants), there are problems of deteriorating quality
due to the preponderance of opencast mining, poor labour ahd
management rclations, and the law and order situation in Bihar
mines., Pit head stocks mounted to 29,23 million on 31 March
1985, as the major users who had not been able to attain their
targets - steel, power, textiles, cement ctc - recuced their
demand for coal. In 1985-86 coal production picked upto 154.27
millioh tonnes, and demand on its side increased and pithead

stocks declined to 25 million tonnes.

There are two problems in the coal sector, First is
the problem of prices. One yecar after the last price riée,vcoal
prices was raised by k27 per tonne from January 8,1986. The
Bs400 crorcs generated from this rise were not to be invested
but to be used for meeting annual salary increments (&100 crcrés),
revised bonus (k65 crores). There is scope of cost control,
improved efficiency, better use of capacity and lowering of
overheads, which should have been attended to before or simultaneously
with the price hike. Coal prices have beéen increased 6 times
in the last decade and a half, when wholesale prices rose only
three and a half times. The increased investment in the coal
sector since nationalisation has led only marginally to increased
productivity. The Seventh Plan talks of an integrated energy
pricing structure. There is no sign of such structure. And
because of the prevailing cost~price relationship and the tax
structure, there is little of the interfuel substitution recommended
by Advisory Committee on Energy. Second there is the problem of
quality. The Annual Plan promises that the quality of coal
will be improved through (1) better mining methods to avoid
mix ture of over burden, (2) installation of more coal handling
_plants, (3) reconstruction of ex1st1ng washeries and (4) work
on new washeries, with the prOVISlon of B541.59 crores made for
the washery programme. It is to be ferveﬁfly hoped that these
promises will be kepte.
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Railways, Shipping and other transport

In 1985-86 (September 1985), an important dewslopment

was the establishment of the Ministry of Transport encompassing

the Railway, Road and Shipping transport, and civil aviatione.
The justification for this super ministry will be seen in the
Seventh Plan development but the task before it is.to upgrade
this run down set of services. For, taken together, the public
sector outlays in them have continucusly declined from 23.l1 per
cent in the Third Plan to 12.1 per cent in the Sixth Plan, going
up marginally in the Seventh Plan to 12.8 per cent. Also the
annual growth rate of capital formation in transporf has fallen
from 16.08 per cent in the period, 1951-52 to 1965-66, to 6.89
per cent during 1966-67 to 1982-83, and the ratio of gross capital
formation to GDP has fallen from 2.5 per cent in the 60s to

1.4 per cent in the 70s and 80s. Road transport has risen from
12,24 per cent per 100 sqg km in 1950-52 to 46 in 1983-84, but
that has been at the cost of the railways, and is infinitesimal
when compared to 412,8 for Belgium, 142,93 for UK51.

The Seventh Plan states that railway traffic will be
increased from 264.4 million tonnes in 1984-85 to 340 million
tonnes in 1989-90. 1In 1985-86 it carried 258 wmillion tonnes,
and for 198687 has set itself the target of 267 million tonnes.

The railways have set themselves the right goals - modernisation,
renewal and rehabilitation of rolling stock and rail tracks. In
the Sixth Plan 854 kms of tracks were renewed. For the Seventh
Plan it has set itself the target of 20,000 kms of track rcnewal
but the resources are not there. The Seventh Plan outlay is
Bs12,334 crores which is less than 2 per cent of the total outlays
industry gets 10.5 per cent. So once more the railways will be
limping along, with dated engines, worn out wagons, and ocutworn
tracks, with - the effect of dragging the economy down, unable

to carry the freight and the passengers that are nceded.
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In regard to shipping, with a 5000 km coast, 150
major and minor ports and 94 per cent of its foreign trade moved
by sea, there is a challenging task facing the shipping services
of the country. At present shipping is 6.4 million GRT with
54 per cent in the public sector, and the rest managed by 40
shipping lines. Of the 150 ports, 10 are major ports, egually
divided between the East and the West coast. The problems faced
by the Shipping industry are lack of berthing capacity, defici-
encies in-handling facilities, weather conditions leading to
congestion, only one port (Madras) geared to handle container
traffic, and inland transportation not geared to serve the ports.
Once more whaf is needed is a clear national shipping policy,
which will coordinate national tonnage development with export
strategy, establish guidelines for national services and freight
rates, monitor shipping conferences policies, and regulate the
business canvassing bractices of Indiam/fgg;ign vessels. Indian
shipping tonnage which was 6.36 million GRT in January 1985 is
5.95 million GRT 4n January 1986 due to‘scrapping tonnages and
lack of modernisation, lower volume of trade and world recession.
The Seventh Plan target envisages 7.5 million GRT, which involves
an increase of 2.28 lakh per annum. With limited Plan resources,
the actual achievement is likely to be around half the target.
It is important that Indian bottoms which carry 37 per cent of the
countfy's foreign trade, should develop their services to carry

50 per cent of the trade during the Seventh Plan.

In regard to roads, apart from the ongoing programme for
construction of 1100 kms of highways in 1986-87 and. the developmént
of rogds in the state sector,1440 villages are to be covered
under the MNP at a cost of R293.27 crores in 1986-87 to correct
the imbalance of 56'per cent of the villages not being connected
by any roads. Air traffic is planned to increase by 16 per cent

and»air cargo by 8 per cent during the Seventh Plan.
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Non_ conventional Energy sources

Following the Rs16.17 crores expenditure in the Sixth
Plan on biogas'and biomass, solar thermal energy and solar
photo voltaics, wind energy, drought animal power, improved
chulas, micro hydel systems, chemical encrgy, geothermal energy
and ocean energy, all of which were mainly a Research and
Demonstration effert, with some demonstfation projects parti-
cularly in bio-gas, solar thermal and photo voltaics and
improved chulas areas, the Seventh Plan continues this "R&D
for development of indigenous technologies, organisation of a
large number of demonstration projects for promotion of awareness,
and testing of systems through field conditions, creation of demand
through government intervention™ %nd for this provided
519,55 crores. .

_ For the first year of the Seventh Plan, 1985-86

Bs90 crores were expended ons (a) solar thermal energy, cocvering

1 solar power generating system, 100 solar heating systems, and

1 solar pond and the photo voltaic demonstration programme which
terminated in September 1985, but with R&D, demonstration street
lighting, and pumping water continuing. In this connection,
there is some question as to whether the 570 solar water heating
systems, 20 solar timber kilns, and 25 solar desalination systems
as well as the 1.5 lakh biogas plants which are under the subsidy
programme should be transferred to the newly established loan
scheme. This would be wrong, because this solar programme and
the biogas programme are still at the R&D and demonstration stage,
and it is not till EB%% take off as going programmes with
commercial backing/they will become attractive and eligible for
loans. (b) 1.50 lakh biogas plants which is a smaller number
than the 1,80 lakhs built the previous year. In this connection
the indepth study on the functioning of the plants bring out
elements of inefficiency and inappropriatenesss Further as

this programme (as well as other parts of renewable energy sources
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programme) has become part of the Integrated Rural Energy
Programme referred to earlier, the need for spécialised

cells in each state, with trained professional staff willing

to work in rural areas and the involvement of the local
community need to be ensured. Such a cell can monitor the
programme and ehsure that the leaks are plugged or made
minimal. For instance, the khadi and village industries
commission reports that of 13,216 biogas plants set up in

3 states 826 were not traceable. Intensive R&D can result in
cost reductions and improved gas production given the fact that
the base material is there, with 15 million rural houscholds
with the cattle necessary to feed family size bio gas plants,
c) other programmes including the 6 lakh improved chulas and
the biomass based power generation in Tamil Nadu, rice husked
based power generation in Punjab, the ethanol pilot plants, the
urban waste energy programme with the Central Ganga Authority,

and the extensive tree planting programme.

In this connection it should be recalled that the
Advisory Board on encrgy in its latest repcr?s estimates the
demand for fuel woocd will be 300 to 330 million tonnes in 2000
against about half that amount (120-170 million tonnes) today
with the urban demand at 70 million tonnes and the rural at
250 milljon tonnes., It refers to the February 1986 meeting of
the National Land Use and Wasteland Development Council which
noted that out of 123 million hectares of wasteland in the
country, 2.4 million hectares will be leased to industries which
could be asked to reserve a certain percentage of their produce
for fuel wood and fodder for the local population in part compensa—
tion of the latter's loss of those common lands. It also estimated
that 1.4 million hectares of the plantations would be achieved by
1985~86 and a fixed target of 3.25 million hectares of such
plantation during 1986-87 and 5 million hectares during 1987-88.

There are two problems facing this programme. The first is financial.
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The Bs15 crores allocated is totally inadeguate even supplemented
by some help from NABARD. The other is the problem raised
earlier under forestry, and that is the depriving of the poor
mass of the people of their ancestral and traditional common

lands under the term,. the waste land development programme.

Education and Health
In 1985=-86 the Ministry of Human Resources was
established (26 September 1985) and though it explains that

human resources development comprises science & technology,
arts and crafts, humanities and human values (why health is
left out of this enumeration is not explained), the ministry
is restricted to education, culture, arts, youth, women and

sports.54

The major event in 1985-86 was the first actjon taken

to formulate a New Education Policy. First a state of the art

document, Challenge of Education, was issued in August 1985,
which was short and recadable and so led to a nationwide debate

on the issues raised, resulting in the Resolution on the National
Policy on Education adopted by Parliament in May 1986. This

has been followed by a programmc of Action issued in August 1986
and placed before parliament. The main thrust of the New Policy
and the Action Programme is to give priority to Elementary
Education and Adult Education, and within this priority to
emphasise the role of SC, ST and women ip ite. This priority
includes priority in resource allocation. There is general
agreement on this thrust, but in actual practice a rather large
sum of money estimated at Rs600 crores duringrthe Seventth Plan

is being allocated to what are called model schéols, one of which
is to be established in each district. This will divert funds
from what the programme of action calls'operation black board,
to equip some 40 per'cent of the schools which do not have them,
~with buildings, mats, black boards, drinking water etc. The other

provision in the policy is to arrest the expansion of higher
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education and concentrate on improving its gquality and this again
is sound. Higher education faces a series of imbalances and
distortions, imbalances between technicism on the one hand and
physical and human scicnces on the other,,distorted and outdated
curricula and a moribund and outdated examination system which
makes nonsense of the whole system of higher education. It is
thegse imbalances and distortions which have to be righted. The
ministry reports in 1984-85 the extension of elementary education
in 9 educationally baékward arcas, non formal education rTunning
in 1.65 lakh centres, higher ecducation enrolling 35,39 lakh
students, technical education offered to 30,000 degree, 60,000
diplomas and 7000 post graduate students, and adult education

covering 70.43 lakh illiterates during the year 1985-86,

In the field of Health,
Annual Report of the Ministry of Health and Family Welfare reports
on the ongoing programme for child survival with universal
immunisation, the programmes for countering communicable discases,
such as diphtheria, tetanus, TB, Polio, the functioning of the
rural health centres in 11,530 PHCs, 84,103 sub centres, -using
18 lakh multi purpose hzalth wotkers, and the progress in the
Family Welfare Programme., On the negative side, the health
situation continues to be disturbing with 20 per cent of rural
deaths being due to resp%ratory disorders (which is a reflectiqn-
on the anti -TB campaign), 9 per cent due to digestive disorders
(which is due to the limitation of anti cholera and other such
programmes), and 9 per cent due to fever. Infant mortality is a
high 114 per thousand, and with 4000 children going blind every
year due to malnutrition. In féct, the Indian Council of Medical
Research reports that moré than 7 million new born babies which
is 30 per cent of all live births, every year are under weight.
The goal of Health for All by 2000 is still far away. ICMR
reéommends food supplementation as most effective in reducing the

prevalence of low birth weight delivery, along with development
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programmes like biogas plants, the availability of clean drinking

water in the vicinity, which will save the pregnant or lactating

mother walking miles for carrying the water, improve birth

weight and enhance the chances of survival of new borns. This

is supported by WHO which reports that 70 per cent of the 3 lakh

infants who died of tetanus in India every year in the rural

areas is preventable beceause the immunisation facilities and

trained etaff necessary that are now not being used can be made

available with a 1little effort. At bottom, the non realisation

of the Health for All objective, and more particularly the failure

to deliver health care to the rural poor, as the repeated positive

experiences of some rural primary health centres and all voluntary

agency programmes show is (a) not due to any lacks in modern

medical sciences which has provided both knowledge and tools at

low cost whichevery PHC can afford., (b) not due to lack of

professionals - doctors and surgeons - because the local village

dai has the capacity to absorb this knowledge and use the tools,

and (c) not due to lack of interest of the community or people

who are waiting to be invited to participate in dealing with

their health issues. The sad conclusion is that the failure

of rural health care, which is the heart of the Health for all goal,
is due to the indifference of the governmental structure,

particularly the official medical establishment, supported by

the well to do who are only interested in developing further

the very expensive urban hospital facilities., Till this human

and political problem is tackled, the health programme of the

people will face obstacles,

On. family planning, the governmentwg%gims that since the
programme started in 1952, 61 million births/averted, by March
1985 40,2 million couples or 31 per cent of totaléligible
couples in the reproductive age group have been ﬁfotected
against conception.55 Despite these claims, population has been in-
exorably increasing from 361 million in 1951 to 685 million in

1981, the average annual growth rate rising from 1.33 per cent
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in the decade 1941-51 to 2.50 per cent in 1961-71 and 1971-81.
It came down to 2.2 per cent in the Sixth Plan period, though
the absolute number increased by 7% millions against 72 millions
in the Fifth Plan. It is estimated that the population will

be 837 million by 1991, and 986 million in 2001, This will
nullify a great part of the economic growth of the country and
might even set the country's development back. This has led

the government to set, for the balance Bf the Seventh Plan,
ambitious targéts: i) to reduce the population annual growth
from 2.2 per cent to 1.9 per cent and the birth rate from 33 to
29 per 1000 between September 1986 and March 1990, ii) to attain
which, the percentage of protected couples to be raised from

3} to 42, and the average age of marriage for women to over

20 years, iii) to increase old age pension and lower insurance
premium to couples with 2 children, and form a 2 million wcmens
volunteer corp, e¢ach volunteer to motivate 60 couples, and

iv) to inc:ease sterilisation to 31 million (Sixth Plan achieve-
ment 17.4 million), IUDs to 3 million users (7.2 million in the
Sixth Plan) and 62.5 million oral pill users (31.8 million in
the VI Plan). These are high targets but they must be attempted

as the alternative is disastrous.

In achieving these targets there are 2 cautions to be
sounded. First the Planning Commission programme evaluation
organisation's finding is disturbing, that there is "heavy and
practically exclusive emphasis™ on the terminal method in the
case of lower income groups, while the higher income groups use
non-terminal methods. This finding is disturbing because not
only is it one meérs form of burdensome discrimination against the
poor, but the use of a non reversible method by the very pecple
to whom this programme is addressed, will make family planning
unpopular. The other point is the finding of the Comptroller

and Auditor General in his test check of the progremme that
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instead of the optimum 100 laparascopic operations a day,bggn
average of more than 300 operations were claimed to have/performed,
on some days 500 operations by one doctor in some centres.

There is need to monitor this programme carefully to avoid

recording unattainable claims,

Science & Technology

The Science & Technology picture is not clear. On the
one hand the énnual Reports of the Ministry and the Department56
are clear administrative documents listing the functioning of
SACC, NSTEDB, NCSTC and the Nationak Biotechnology Board as
policy formulators, the promotion of new areas such as Polymer
chemistry, origin of life, laser spectroscopy, and their
application to development, the working of the National Labora-
tories, the Antartica expedition, the rural science forum of CECCRI
& RRL, Jorhat's citronella distillation plant. On the other

hand, the prime minister, who is also minister of Science &
Technology defines the Science & Technology programme as comprising
3 layers: a) mission areas, (b) thrust areas, and (c) the blue
skys There seems to be little or no relation between this
classification and the ministry's annual reports referred to.
The Annual Plan for 1985-86 scems to usesatleast in part, the
language of the prime minister in stating that in 1985~86 the
major lines are (a) support to thrust areas resulting from
developing new technologies in frontier areas such as micro
electronics, bio technology, new materials etc, (b) identification
and implementation of missions with high science and technology
components, (c) creation of infrastructural capabilities in
arecas like information systems, ctc. (d) integration of S&T
efforts with programmes and plans in the major socio economic
sectors, (e) strengthening S5&T component of the education system
and support for basic research (what'is called the blue sky), and
(£) technology developmeﬁt in accordance with the basic pxinciples
of the technology policy statement. Equally confusing is the

lack of relation between the 13 mission areas listed in_the Seventh Plan,
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and the 5 missions referred tn by the Prime Minister for
immediate attention, which include provision of drinking

water, removal of illiteracy and vaccination of children.

Missions are areas recuiring high technology according to

him, but surely the provision of drinking water, removal of
illiteracy and vaccination do not need high technology. The
technology is known and available. What is lacking is the
political will, as noted under the education and health sector.

In fact the problem is to use our national laboreatories and

their technological capabilities instead -.of importing everything
from components to designs from the outside. The National
Laboratories need to relate their R&D research to industrial

needs and help in the absorption and adaptaticn of imported
technology, which is growing fast as measured by the 8000 foreign
collaboration agreements, but as to which there is little
assimilation , as seenin the small RBs150 crores being spent on

R&D by the private corporate sector in 1982-83. Finally reference
should be made to an impressive symposium in one of our J‘ot.l:rnalsE”7
in which 8 foreign suppliers of technclogy to India -~ UK, Benelux,
Sweden, Denmark, Japan, France, Italy and Korea, along with two
Indian economists set forth their views on the problems and
prospects of technology sales to India. The summary analysis
shows that the lack of technelogical dynamism in Indian firms -
public and private, large, medium and small is - except for some
half a dozen firms -~ due to poor managerial practices and procedures.
Second in contrast to popular opinion in India, the technology
suppliers to India aie not in a monopolistic ‘or olij&opolistic
position: but the strength of the Indian firm buying foreign
technology depends on its markcting ability and technological
capability, on whether or not the technology is in the hands of
several or a. few firms and on the demand for the latest or next

to the latest technology. Third the price depends on both the
above factors and the "gimmicks™ which make for improved products.
Thus for the analysis is useful and neutral, but when it elaborates

the general fecling that the policies that control competition -
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licensing, MRTP,FERA&, preference to public sector enterprises

and small industry - as much as the policy that controls techno-
logy imports lead to technological dependence and stagnation,

it must be stated that this generalisation does not follow from
the analysis: it is naturally the view of most foreign technology
suppliers. From this aléo follows the policy conclusion that

the government. should be neutral as between the public and
private sector, as betwesen large and small firms, which is as
valid as the causes for Indian technological stagnation as the
foreigners see them. On the other pclicy conclusions there can
be agreement, that imports and indigenously generated techno-
logy are not rivals, particularly if there was a good R&D

sectoxr in the country which can assimilate and diffuse the
imports and which can use the imports aé necessary supplements.
Also that too long have imports_been measured by the number of
collaboration agreements: they should rather be measured by their
content and the quality, by the breadth and depth of. their

contents,

All these sectoral- -activities and infrastructure are
financed by the country's Savings and Investment, to which

attention is now turned.

Savings and Investments

A first task is to update the Savings and Investments
table which has been presented in every mid year review of the

economy since 1974 as under:
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The table shows that in the first year of the Fifth Plan
1985-86 gross domestic savings as percentage of GDP was well
below the ratc assumed in the Approach Paper of the Seventh
Plan at 26 per cent, and even marginally below the

lowered 24 per cent of the Seventh Plan documcnt at 23.4 per
cent. What is encouraging is that after the decline in 1983-84
the rate has been steadily rising. It will be noted that the
Net Domestic Savings as percentage of Net National Product has
been rising from 1982-83. In fact savings which were 16.8 per
cent of GDP and 12.1 of NNP in 1970-71 have risen to 23.4 per cent
and 17.2 per cent respectively.in 1985-86.

The break up of the Net Domestic Savings as between its
three main components, namcly, the household sector, the public
sector and the private corporate sector, as well as the inflow
of foreign resources as a percentage of NNP is set forth in the
table below:

Table XI:

Sector 1983-84 1984--85 1985-86

1. Net household sector's

: savings of NNP of which 13.9 14.8 15
financial assets were - T7e7 9.6 9.3

2. Net public scctor's savings
as perccntage of NHNP 1.8 1.1 1.6

3. Net Domestic private cor-
porate sectaors savings as 0.4 0.6 0.6
percentage of NNP

4. Total net domestic savings
as percentage of NNP 16.1 16.5 17.2

5. Inflow of foreign resources
as percentage of NNP 1.7 1.3 2.0

6. Aggregate net investment
as percentage of NNP (4+6) 17.8 17.8 19.2

Source: Annual Report of Reserve Bank of India 1985-86
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It will be seen from the above that net household saving is -
87.2 per cent of total domestic savings in 1981-82, and it has
maintained this dominant position in the previous two years at
863 per cent and 89.6 per cente In 1985-86 the savings of the
household sector in financial terms declined slightly at Rs1454
crores (from RB21,973 crores in 1984-85 to Rs20,519 crores in
1985-86) due to lower savings in the form of currency holdings
from 1.5 to l.1 per cent, itself the result of the reduced rate
of currency expansion during that year, as noted earlier in the
prices sector.. Similarly the growth rate of deposits declined
from 18,8 per cent in 1984-85 tec 15.9 per cent in 1985=86, though
in absolute terms deposits increascd from 10,892 crores in
1984-85 to Bs15,916 crores in 1985-86. Hence houschold savings

in bank deposits declined from 43.2 per cent in 1984~85 to

40,9 per cent in 1985-86, due to the attractiveness of non banking
media, particularly small savings. Savings of the household
sector in bank deposits was 5.2 per cont of NNP in 1984-85

and 4.8 per cent in 1985-86. The table also shows an increase

in public sector savings, which is due to the increased profita-
bility of public sector enterprises and higher savings of the

ministrics of government in 1985-86.

The position of the relative shares of financial assets
and physical assets -~ in the domestic savings pattern of the
household sector as set forth in the table demands a comment.

In the early 70s, the physical assets formed 60 per cent of the
household assets and financial assets the residual 40 per cent.
Now the position has been reversed. The fihancial assets of the
household savings formed 64.8 per cent in 1984=85 and 62 per cent
in 1985-86. This is an indicator of the larger resources base

of the top deciles of society. There are no data on the break
down of savings between rural and urban sectors. The NCAER study
on change in the structure of household income in 1970-71 and
1981-82 provides the percentage change within each income group
from the different sources of income, agriculture, non agriculture

etec, It shows that rural households, particularly the large
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as the table below shows:

Table XII

- (s crores)
Year Total Borrowing Public Sector Private Sector
1980-81 1037.66 810.14 137.85
1981-82 1204.02 390.65 392.48
1982-83 2026.06 1543.51 240,02
1983-84 1084.84 459,33 162.15
1984-85 1905.83 1085.50 378.99
1985-86

1235, ' . .
(upto December) 235.28 663.47 160.59

Sources: Ministry of Finance

This rate of international commercial borrowing is sustainable,
it should be stepped up to $2 billion to $2.5 billion in the
Seventh Plan, provided it is combined with a policy .of moving

towards zero net aid.

The incentives offered to the so called Non Residenf
Indian group has not resulted in a sensible increase of theif
savings and investment in India. The incentives for the purpose
offered to them include (a) income tax at a flat 20 per cent
rate, (b) exemption from wealth tax and gift tax, (¢) capital
gains tax at/flat 20 per cent with total exemption if reinvested
for atlcast 3 years, (d) no tax returns required, (e) 13 per cent
interest on Non Resident External (NRE) account and 10 per cent
on Foreign Currency Non-resident (FCNR) account and other
facilities on investment in government securities, company
depoéits, investment on non repatriation and repatriation basis,
the constitution of a special cell in RBI and the Finance Ministry
to deal witﬁ their accounting; along with recent concessions
covering amendments to FERA, raising foreign exchange entitlement
from 25 to 50 per cent, customs exemptions and increased
repatriation rights. The results of all this as at December 1985
were NRI invested [s477 crores, under protfolio investment [s46,.,87 crores

of which 46,57 crores werc on repatriation basis., and the total
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landowners, more than doubled their non agricultural non wage
income during the decade, compared to the 50 per cent increase

in that source for all rural households.58 A survey of the well
to do rural farm households in Gujarat, Maharashtra and Andhra
Pradesh by the Tata Economic Consultancy Services shows that

those households deployed their savings in their own fixed capital,

in Postal Savings and bank deposits.59

Infact the savings behaviour assumed in the Seventh
Plan is that out of the £s3,22,000 crores to be invested, the
household sector savings will be [2,16,000 crores, comprising
Is1,14,000 crores in physical assets and &1,02,000 crorcs in
financial assets (which as noted earlier is likely to be reversed
as between the 2 components). This level of savings by the
household sector requires a gross rate of savings of 20.5 per cent
and a net rate of savings of 16 per cent. This is not an
impossible rate of increase vis a vis the 15 per cent current
net savings rate of the household sector. They can be recached
towards the end of the Plan, if the annual overall growth rate

averages 5.5 per cent.

Another issue thrown up by table XI is the increase in
the flow of foreign resources as a percentage of NNP which rises
by 60 per cent to 2. Here the current year, 1986-87, aid India
pledge is a good pointer to the fact that a major slice of the
$4 billion pledged is in the form of commercial loans. This will
be so alsc in the future. The World Bank forecasts that the country
will have to borrow $4.5 billion per annum mainly from the
commercial sources. This is the way to bankruptecy, and a means
of falling into a debt trap. Theé guestion is raised as to why
there is no reference at all to the beginning of the Fifth Plan's
pledge of zero net aid. Now we are in the pagsition of choosing
between the World Bank's proposal of $4.5 billion and the government's
plan of $2 billion of annual international commgrcial borrowing.

The rccord of external commercial borrowing has been reasonable
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NRI investment is 529 crores. They have also total bank deposits
of 4674 crores as at October 31,1985, of which k3088 crores

were in rupee accounts.6o What part of this is hot money needs
investigation. This whole arrangement nceds further review from
the point of view of the savings increase involved, apart from

most NRIs being foreign nationals.

There is then left the continuing question as to why
with this high rate of saving - which is what the industrial
countries attain - the growth rate should be a-low 3.5 per cent
which is not only the trend rate, but the actual rate for the
last 2 years recorded in table X, and why the industri al growth

rate is so much below the target rate of 8 per cent.

One explanation hinted at by the KN Raj Committee on
savings61 is that if the investment rate (and savings rate) is
expressed in constant prices, there is not such ‘a sharp rise

recorded as between the mid 60s and 1979-80.

This argument %as been further pushed forward by a:
recent study62 which concludes that the real rate of savings
has not moved beyond the 10 per cent of the 50s, the nominal

rise being due to inflation as set forth in the following table:

Table XIIT
GNP at Percentage rate GNP at Percentage rate Nominal Average
current of average constant of average savings Apnual
prices annual growth prices annual growth as per- Rate of
(s crores) (1970—71) centage Growth
of GNP
9523 4,6 18,375 3.9 10,0 0,7
11946 7,054
39979 10.3 39,979 4,0 16.8 6.1
164399 12,5 59,821 3.4 22.8 749

Source: IIPA (see reference 62)
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The analysis of the deta set forth in the above table concludes
that the illusory income and illusory savings operate in such a
way, that in order to induce people to save more, the government
offers a higher rate of interest on savings, and in order to pay
the higher interest on savings and for its other expenditures,

the government goes in for heavy defici%hginancing, as a result

of which prices go up and the value of/Rupee falls.' The investor
getting a higher interest rate gets it partially to compensate

for the fall in the value of the rupee, which also is reflected

in the real value of his income. If he reinvests the interest,

it gets accounted as savings, which is not real but illusory.

The grain of truth in this analysis, which calls attention to

the rate of savings at constant prices being lower than what is
set forth in Plan and official documents, which use the rate at
current prices, is marred by the fact, that even so the percentage
of savings in real terms as estimated by the Raj Committee was

15 per cent in 1970-71 and 16.9 per cent in 1982-83 and by CS0 at
13.1 per cent and 14 per cent for these two years and not stationary

at 10 per cent as sct forth in the analysis.

The other explanation for the.contradiction between
the high rate of saving and low rate of economic growth is nearer
the truth in pointing to the fact that instead increasing and
improving the volume and the rate of utilisation of the country's
capital assets, the emphasis is only on increase in Plan outlayse.
‘The long term trend rate of increase of capital goods is shown
to be 4.7 per cent, while nominal investment ocutlays (seen in
Plan outlays) increase by 15 per cent per annum. This only
pusheth the price of capital assets which in a sense is the
resu1£ (as well as the cause) of the increased investment outlays.
This means the higher rate of nominal investment does noﬁ lead
to increased production of .capital assets - steel, machinery,
transport equipment, cement, etc, and so the coexistence of higher

rate of savings and investment and low rate of production increase.



Table XIV

Year

1980-81
1981-82
1982-83
1983-84
1984~85
1985-86
1986~87
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The major reason for the growing savings and investments

not producing'accelerated economisc growtr ~~7 industrial develop-
ment ié the wésﬁeful use of capitai and low productivity which
characterises the economy. Earlier the fast growing input -
output relationship in agriculture was réferred. This is even
moré so in the case of mining, transport, d:ectricity, where the
incremental capital outpu{ ratio (ICOR) is increasing from Plan

to Plan from around 3 in the First Plan to 6 in the Sixth Plan.
The trend over the 6 plan periods has been 5.5+ There are sectors
like electricity, transport, sugar,textiles,steel wheré the ICOR
ranges from 13 to 6. Hence improved management practices, updatec
technology, fuller capacity use, widening of the market, improved
efficiency, and higher productivity are the essential disiderata
for the high savings and investments of the community to produce

high real capital assets and production output,

Foreign Trade and Balance of Payments

India's foreign trade, according to provisional figures
released by the commerce ministry64 on August 1, 1986 faced for
1985-86 a record deficit of 57951 crores, with exports dropping
by 11 per cent to 510,420.37 crores and imports increasing by
11.4 per cent to [s18,371.28 crores. It is now possible to construct
the foreign trade and balance of payments figures for the five
years of the Sixth Plan and the first year of the Fifth Plan, with a
guess about the second year, that is, 1986-87, as in the table below:

(m crores)
Expo s Imports Total Trade Invisi=iof whichBalance on
Govt. Private Imports Balance bles  Private ' current

transfer account

6576,4 7808.3 4739.3 12,543.6 -5967.,2 4310.6 2257 =1656.6
7765.,5 8629 5257.5 13,886.5 -6121,0 3803 2221 -2317,3

9137.1 9813.4 5099.8 14,913,2 -5776.1 3479.7 2527 ~2296.4
10168.5 9604,8 6434.5 16,039.3 -5870.8 3608.4 2775 -2262,4
11395.5 16,591 ~5196 3300 -2000
10420,37 18,371.28 <7951 3300 ~4651 .
12000 19,000 ~7000 3000 ~4000

s Source: RBIupto 1983-84

Ministry of Commerce for 1984-85 and 1985~86
CMIE for 1986-37
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One of the probloms in constructing the external account
figures and analysing its content is the lag of nearly two years
with which the Balance of Payments data is released. In the
above table, at this date of writing in August 1986, only the
figures upto 1982-83 are firm, the procedures for estimating
some of the invisbles were changed from December 1983 and so
time is needed to make the figures comparable. The data on
officiel reserves and debt flows are always upto date, but for
the trade data the firm ground is really upto 1982-83. This
is somewhat shocking.

The table shows eprrts rising at an annual average of
14.8 per cent during the Sixth Plan, and then declining by
11 per cent during the first year of the Seventh Plan. For the
second year 1986-87, the assumption is that improved production
which could register a growth of 5 to 5.5 per cent, and the
Qarious measures taken to improve exports will lead to a 15per cent
increase. As far as imports are concerned, it will be noted
that not only did they increase by 'an annual average of 6.4 per cent
during the Sixth Plan, imports by the private scctor increased
at the same rate as that of the public sector. Imports in
1985-86 increased by 78 per cent over the Sixth Plan rate to
11.4 per cent. Here again an assumption is made that for 1986-87
import increases will be kept down along lines to be discussed
later. While the negative trade balance has flqctuated between
~s5196 crores and-is6121 crores in the Sixth Plan, it has begun
rising sharply in the Seventh Plan. It is near -Rs8000 crores in
1985-86 and could come down to ~Rs7000 crores in 1986-87. Invisibles
on the other hand, are steadily declining because of rising interest

payments and falling remittances.

Infact the Seventh Plan, as the first twoc years show, faces
serious balance of payments pressures because therewill be
(a) no crude export earnings, (b) increased debt servicing,
particularly on IMF account, (c) poor prospects of concessional

loans, () higher Seventh Plan external financial needs,
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(e) fall in remittances and (f) slow growth in the industrial
countries and growth of the new form of,protectianism,’termed
Non Tariff Barrier (NTB). NTB has many forms and covers
(a) voluntary export restraints (as in the case of the Multi
Fibre Agreement), (b) orderly marketing arrangements, (c) anti-
dumping measures, (d) countervailing duties, (e) safeguards,
(f) codes etc. NTB is more important in restraining our exports
than tariff. A&bout 60 per cent of our exports are subject
to NTB, which is a kind of revival of mercantilism in Japan
and EEC countries, which attempt to solve or alleviate their
problems of unemployment, lagging growth and declining industries

by restricting imports and subsidising exports.

In this situation, action is needed by India on the both the

exports and imports front.

To help devclop an integrated foreign  trade policy, the
Abid Hussain Committee sets forth a serics of recommendations. It
starts scundly with stating that the external sectoer is'part of
the national economy, and as exports are 5=7 per cent of GDP,
expor ts can grow only as the economy grows. But then it proceeds
to recommends a quantum jump in exports through the usual devices
of (a) increcased- - and easy to obtain duty drawbacks, (b) enlarged
and tax free CCS, (c) exempting 50 per cent of export incomes
from tax (against the present 10 per cent), (d) abolishing
licensing and restrictions on import ef capital goods and
technology which are inputs in export production and (e) the use
of t'efficient! import substitution. These recommendations have
influenccd trade policy in import -liberalising, lowering of the
protective tariff (on which the Finance Minister makes an
announcement almost every week), free import of technology and
the relaxing of indqstriaéoggngfgés.Wizgci%ggggtcgf technology,
(very often repetitive),/ computer systems, electronic spares and
systems, import of special purpose machinery under OGL. A new
scheme of CCS has been introduced from 1 July 1986 which will
i) fix CCS on the basis of cascaded structure of taxes and

unrebated indirect taxes, ii) compensate for the high transport



119

cost of exports of perishables, iii) base it on value added

by labour for handicrafts items; and in addition (a) the duty
draw back procedures have been simplified, and (b) magket
development assistance is to facilitate the competitive character
of our exports. How far these necessary measures lead to

increase in exports can be judged next year.

the
In the case of /100 per cent export orientegd units
started in December 1,1980 by December 25/have been

approved for 609 units, with 470 units being actually set up,
and 84 of them producing Rs285 crores worth of gocds. In fact,
‘the Tata Economic Consultancy Service in a study of}hi§-5 yeafs
old project reports that of the 609 units. approved, 139 were
cancelled, only 84 went into production and against the target
of earning k500 crores could earn only 285 crores, suggesting
that this ill conceived scheme‘should be wound up. These units
are permitted to import machinery, spares, raw materials, free
of custom:duty and procure indigenous capital goods, components
and raw materials without excise, and in return must produce

for exports for 10 years, being permitted to sell 25 of their
products plus rejects upto 5 per cent indigenously. With the
liberalisation of imports, the units complain that they have
lost their relative advantage, that the supervisi on by customs
has made mattcrs for them difficult and costly. So 20 of the
units in Bombay and 10 outside Bombay have opted out of the
scheme because of failure of their exports programme and customs
harassment. They would like to be 100 per cent export oriented
but cutside of the scheme. The government is reviewing the
scheme and éhould preferably élose it down. The other special
scheme is the Free Trade Zones, of which Kandla reports exports
of Rs193 crores between April-December 1985, Santa Cruz of

Is62 crores, with Cochin, Madras, Falta and Noida being organised.
Here again there are reports of misuse of concessions and the net

exports (when customs free imports are deducted) are small. This
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scheme should also be reviewed,

What is recuired for increase in exports is not the
kind of special'incentives énd special schemes recommended
by the Abid Hussain Committec and being acted upon by the
government which will creafegdf successful, special ad hoc
islands of prosperity. The latest in this area is the 50 per
cent subsidy on the expenditure incurred in submitting tenders
for over seas projects by consulting firms. Also consul tancy
exports will receive 10 per cent project assistance. Therc arc
250 consultancy organisations in the country which canoffer
services to other countries in power generation, infrastructure,
pe tro chemicals etc. Both because the cost of submitting tenders
has shot up, and because CECD countries are subsidising their
project exporters, this new scheme has been found necessary in
India.  But the means of increasing exports is by offering high
guality services and timely completion of projects. If those
two essentials are assured, project exports will increase. The
case of eng1ne%%¥P%)exports, referred to earlicer under the
manufacturing/is typical. The scandalous part of the exports
scene is that the large units have little or no/&gpgggf; credit,
that ove¥ 6V Lér cent of the exports in some arcas arc by small
firms. What is worse is that in all fields, the lésses incurred
on exports are sought to be recovered by pu%&ng up domestic
prices, when it ought to be the other way around. Hence the
expansion of exports so urgently néeded iﬁ the Seventh Plan,
unlike the late 70s and early 80s when Indian growth stepped
up and growth in industrial countiies declined so that -India
could expand its exports and contain its imports, tnday the
country will have not only to produce more of its tradltlonal
and non traditional exports, but adapt them to the export mark“t
and sell them there. The key to expanding exports is an

efficient and productive production structure.
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On the import‘side, a lock at the major import items is
needed, as the high and fast growing imports are a problem.

The table below:'sets forth some of the major imports:

Item 1982-83 198384 1984-85 1985-86

l. - Machinery &

transport 2232 2834 2618 3600
equipment

2., Crude o0il and 5598 4812 5345 4700
petroleum products
3. Iron & Steel 1146 963 777 1000
4. Fertilisers 278 365 1435 1465
5. Edible o0ils 418 846 1309 166
6. Sugar - - 114 131
7. Cement 100 152 25 20
8. Wheat & rice 350 587 158 45

Source: Ministry of Commerce, except for 1935-~36 CMIE

The eight import items listed above are those in which there

is unused capacity in the country to replace impofts, as in

‘the case of iron and steel, edible oils, sugar, cement and wheat
and rice, and/or the possibility of reducing the import. guantum
by economising, as in the case of crude oil, fertilisers and
machinery. The problem of import of machinery and eguipment
also raises the guestion of the import of capital goods under
the concessionary terms provided in the 1984-85 budgct and only
partially reversed in the 1985-86 budget, as noted undcr the
manufacturing section. - An official committee of government,
after a review of the effects of cépital goods imports, concluded
that it is damaging the domestic industry because (1) the
liberalisation of capital goods for 13 industries in 1978 has,
in April 1985, been eztended to 200 items of machinery which
have been included in OGL and their customs duty drastically
reduced, (2) the government budget; as noted earlier, reduced

customs duty on capital goods across the board and actually
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abolished it for capital goods for fertiliser and power
projects, 3) the shortage of rupee resources resulted in
capitel goods imports in the public sector with the help of
"tied aid " funds, and (4) technology imports lead. to

capital goods and machinery imports.

The import of technology does not appear as an item
in the table, partly because it is part of the import of capital
goods and machinery, partly because it has begun géthering
momentum from 1985-86, and partly bccause the responsibility
for coordinating and assembling the information on it vests
with the Department of Science and Industrial Research which
gives no information on them in its annual reports. The
features of technology imports which need attention are:
i) the need to diffuse technology that is imported and for
this purpose not to accept restrictions on diffusion placed
by the suppliers: ii) the assimilation of the technology which
is imported is prevented by clauses prohibiting changes in the
design, and this again should not be accepted: and iii) most
important, is the local R&D both in-house in the public and
private sector, and in laboratories and institutions, which
will have to develop in face of the resistance of the technology
suppliers., It can .be done, as demonstrated by some of our

firms who have imported technology.

Thus on the imports side what is needed to reliewe the
growing - trade deficit and the looming balance of payments
crisis is - for the country to produce more machinery, more
iron and steel, more edible oils, more fertilisers and the other
jitems which now appear on the import list. This is not a question
of going back on the liberalised‘policics, but of staying
within the Bs40,000 crores trade gap estimated for the Seventh
Plan by Planning Commission, involving -Rs6500 crores for 1985-86
(wherc we are»already in excess by Rs1400 crores) and. keeping

our current account deficit to -RBs2200 crorés as planned.
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The situation on debt servicing is not a too happy one,
as it has to take into account the large trade deficits which
will face us in Seventh Plan, reducing our servicing margin,
the need to maintain our exchange reserves to cover atleaét
2/3 months imports, and the maturing debt servicing obligation
during the next 10 years arising out of the existing external
debt of $27 billion as set forth in the table b low: (to this
should be added the additional debt that will be contracted
in the next 10 years).

Table XVI

Repayment of I (B crores) .
Y- Principal nterest Total Debt Service
1985-86 1,438 1,405 2,843
1986-87 1,987 1,469 3,456
1987-88 2,355 1,483 3,838
1988-89 2,596 1,449 4,045
198990 2,610 1,181 3,791

10,986 6,987 17,973
1990=91" 1,516 658 2,174
1991-92 1,326 608 1,934
1992-93 1,196 543 1,739
199394 1,046 517 1,563
199495 969 478 1,447
Grand total 17,039 9,791 26,830

198586 -~ 1994-95

Sources: Economic Survey & RBI

Foreign exchange Reserves are in not too bad a shape.
They rose fést during 1976=77 to 1978~79, declined in the
next 3 years. Since then they aggen increasing, and in
1985-86 the reserves as at 24 January 1986 stood at Bs6365.81 crores.
(The small draw down of B450.97 crores during thé year kept

the inflation rate down.) Gold and SDRs amounted to Rs379.97 crores.
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Is the rupce over valued? This is a serious gquestion,
because over valuation of the rupee is eguivalent to an
import subsidy and export taxation. Many goods and services
that would normally be exported with equilibrium exchange
rates will be imported with an overvalued Rupee. In the
case of the rupee, linked as it is for its exchange value
to a basket of 12 currencies, which is periodicaliy adjusted
(in 1985-86 there were 22 adjustments), during the year it
was adjusted downward by 10.43 per cent against the pc¢
sterling and upward by 0.47 per cent against the US do..ar -

the currencies of its two main trading partners.

The Rupee trading arrangement was expanded during the
year. A study of Indo-Soviet trade in 12 commodities showed
(a) increase in Indian exports to the Soviet Union of tea,
coffee, pepper, jute textiles ard declihes in raw leather,
tobacco and‘coffee, (b) the unit value of most Sgoviet imports
from India rose by 20-30 per cent, except recently in the
case of jute bags, tobacco and coffee (in coffee, USSR
being a non guota country,demands and get its coffee at cut
prices), (c) there have been annual fluctuations in Soviet
imports from India because the consumer goods which are
imported arc not controlled by the Soviet Plan, and (d) there
is little evidence of switch tradinge The future of the trade

is one of modest but necessary expansion.

Emplovment and Labour Problems

What is the impact of the developments in agriculture,
manufacturing, and services reviewed so far on employment
during 1985-36.

The Seventh Plan ‘estimates that employment must be created
during the plan period for 48.7 million persons, which involves
. additional :
an average of 9-10 mllllon/bersons being employed a year. To
start with there are scme problems to be faced. The Seventh

Plan, unlike¢ the Sixth Plan, does not define employment and so
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we are left with no clue as to whether this aggregate refers
to what the Sixth Plan calls 'usual status' of employment,

or 'weekly status' or 'daily status'. We shall assume that
the 48,7 million persons employment to be created is in terms
of 'usual status' and that it means employment has to be
generated on an annual average of 9 million person years. A
second problem is that the Seventh Plan employment aggregates
leaves out some 3,5 million jobless who spill over from the
Sixth Plan. If this is added, the task before the Seventh
Plan is over 51 million persons or an annual average of

‘creating 9.5 million person years of employment.

As usual, we have no data on the employment generated
in the first year of the Plan, 1985-86, as is the case for
each of the preceeding yearsy, We can only proceed by indirection
and making certain assumptions. The Employment Information
Service tells us that for 1984-85, employment in the organised
sector (which is the public sector and the non agricultural
private corporate sector) increased by 1.2 per cent over employ-
ment in 1983-84, that is by 3 lakh to 243 lakhs. Using the
trend rate of embloyment generation in the organised sector,
in 1985-86 some 4-5 lakh employment opportunitieé could have
been generated, which was an increase of 1.7 per cent over
that of the preceding year, making a total employment of 250lakhs.
It will be noted that cmployment in the organised sector is about
10 pér cent of the iabour force, and this proportion has held
over the last decade and a half.

Second some hints at employment generation can also be
6btained by examining the monthly statistical abstract of the
Central Statistical Organisation. On the basis of information
supplied by the DirectorGeneral of Employment and Training,
Ministry of Labour, it reports that employment in the organised

scctor rose by 1.8 per cent in 1984 (January-December) and l.4per cent



Year

1980-81
1981-82
1982-83
1983-84
1984-85
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in 1983, Using these rates, employment generation in the
organised sector in 1985-86 would have been 3,7 lakhs which
is lower than the Employment information projection used in

the previous paragraph.

Uéing the NSS data, the 38th round shows that 87 lakh were
unemployed at the end of the Sixth Plan out of the total
labour force of 290 millions. It also reports that some 15 lakh
of employment was created in the agricultural sector every year.
We may therefore aséume that in 1985-86 some 15 lakh jobs were
created in the agricultural sector as a resuli of agricultural

development.

The small scale sector reports an increase in employment

of 6 lakh persons in 1984-85, and has a target of 4 lakh persons

for 1985~86, For that year an additional 4 lakh persons of
employment is reported by the Khadi and Village industries.

Under the National Rural Employment Programme, the VI Plan
record is (a) utilisation of 151834.25 crores against the
allocation of Rs2444.56 crores, (b) usc of 20.51 lakh tonnes of
foodgrains zgainst the allotment of 28.43 tonnes and (c) the
generation of 1775,18 million mandays against the target of

2000 million mandays as the following table shows:

Table XVII
Funds (fs crores) Foodgrains(tonnos) Employpent generation

?million mandays)

Allocation Use Allotment Use Target Achievement

348,11 225,28 15,63 13.34 - 413.58

454,02 318.48 . 3.43 2,33 335;73 354,92

524.49 396,12 3.57 1.72 353.22 351.20

529,24 329.89 2,88 1.47 323,23 302,76

592,70 501.48 2,92 1.71  309.13 353.12

Source: Ministry of Rural Development
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It will be noted from the table that though the target of generating
more than 300 miilion mandays each year was attained, neither

the funds nor the foodgrains allocated were used fully in any

year. For 1985-86 Bs460 crores (plus the carry over of Rs91.22 crores)
and 7.31 lakh tonnes of foodgrains (which includes the additional

5 lakh tonnes for the year) and a spccial 6.9 lakh tonnes of wheat
have been allocated., The cemployment target is 228 million mandays,
of which 172.58 million mandays were achicved by January 1986, so
that the target is likely to be achieved for the yaar.

_Under the Rural Landless Employment Guarantee Programme
(RLEGP),/1£377.9; crores were expended, 1.09 lakh tonnes of foodgrains
used and 260.44 million mandays of employment generated. (The
programme was launched in 1983-84). For 1985-86 a target of 205.73
million mandays of employment has been fixed, of which 134,38 million
mandays have been achieved upto Deccmber 1985, so that here again

the target may be'exceeded.66

On the basis of these somewhat dispersed and uncoordinated
sources, it looks as if some 4-5 million perscn years of additional
employment were generated in.1985~-86, the first year of the Seventh
Plan. The Seventh Plan states that during the Plan 40 million
will be added to tﬁe labour force, and with the unemployed backlog
of 8.7 million, employment will have to be gencrated for some
50 millions during the Plan. It states that the Seventh Plan will
generate additional employment at the rate of 4 per cent annually,
mos tly in agriculture. Out of the 40 million standard person
years to be employed, 6.9 million will be in cultivation, 11 million
in related agricultural works, 6.7 million in manufactures and others
in housing, works, mining etc. . It may be noted that during the
first year of the Plan, employment generation has been less than
half this target. There is alsc the question of how many of the

in India (unlike in industrial  countries) are not the poor

4-5 millign additiznalll employed were gainfully employed, because
e
the poo;/who are idle, but are the working poor, what are termed

the income uncmployed.
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Employment generation in the Seventh Plan is to be
through (a) increase in cropping intensity made possible throughv
expansion in irrigation, extension of new agricultural techniques
to low productive regions and to small farmers, and (b) the
creation of productivity assets which is one of the aims of :
IRDP,'NREP and RLEGP,$o0 that the employment and income generated
is not a passing phase but is a permanent one. If the creation
of durable assets is thus one of the major aims of these programmes,
then provision should be made for their use in a manner similar
to the subsidising of both fixed capital and working capitai in
industry and agriculture. In these employment generation
programmes, there should be provision for subsidising the use
of the productive assets created, This means that the wage
cost for and maintenance and utilisation of the created rural
assets should be providéd, similar to the prbvision for wages

for agricultural land, irrigation system, cotton textiles ctc.

I end this rather disjointed employment - unemployment
section by repeating my plea that nothing is more urgent than
setting up an information gathering system on employment in the
unorganised sector, on what is happcning on employment in the
rural countryside, block by block, district by district and
state by state. We can start by using the existing net work of
higher education institutions for this data gathering task,

which c¢an then be analysed and processed by CSO.

The Labour Bureau reports that the applicants on the
live registers of the Employment Exchanges increased from 23,546;000
in December 1984 to 26,270,000 in Deccmber 1985. The number of
educated uemployed, that is those with matriculation quélification
and above increased from 5,5 million to 6 million during this
period. The 32nd round of the NSS (1977-78) reports that 12 per
cent of the 47.7 million matriculates and above, that is, 5.9 millions
were unemployed. The 38th round (January~June 1983) however,
found only 8 per cent of the educated as unemployed, that is
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3.7 million. We are on somewhat firmer ground in regard to the
number of educated emﬁloyed and educated unemployed. The
Employment Exchange records show‘that the number and percentage
of the éducated unemployed are increasing, while NSS finds
that they are decreasing. This difference may in part be due
to the fact that some 20 per cent of those who register at
Employment Exchanges are looking for better jobs rather than

for first employment. But even so, there i€ an unexplained

residue in the Employment Exchange data, which calls for
investigation. There are two reports that impinge on this
analysis, One is the fall in the rate of growth of employment
in the organised sector during the 38th round survey, which may
mean that the increase in employment exchange registration is an
urban phenomenon and that rural migration declined in that
period. This needs investigation. Also based on the 38th
round of NSS and on the assumption that there will be no further
deterioration; the Seventh Plan forecasts the number of educated
manpower during the Plan increasing from 47.22 million in 1985
to 64,39 million in 1990, involving an increase of educated
manpower by 1.2 million to 4,9 million in 1990. This is

rowing unemployment recorded by

scrious, and has to be reconciled against the?employment exc%ange

data, calling for action both by the economy and education sides.

In regard to labour relations, 1985 was a poor year, as
the number of mandays lost climbed steeply from 10,318,000 in
1983 and 18,870,000 in 1984 to 219,188,000 in 1985, with West
Bengal being in the lead with 13,375,000 mandays lost, followed
by Maharashtra 3,623,000 and Tamil Nadu 3,360,000, Manufactures
had the largest number of disputes and within manufactures, cotton
textiles registered the maximum. -Another feature is that strikes
are double the number of lockouts, but the mandays lost under

lockouts are more than double than those lost under strikes.

Two schemes to give workers a share in equity of the

company were in parliament in August. One is the .stock option



130

scheme wherein the employees will be given 3 6ptions of savings
at 3 different rates - RS00, R1000, Bs2000 a year under the
employeel's savings linked to the scheme. The savirngs will be

for 5 years, at the end of which the savings will get compulsorijy
converted into equity shares at a price to be determined in the
year in which the scheme is introduced. In the second scheme,
the companies have been advised that while proposing a further
issue of capital to the controller of capital issues, they
reserve 5 per cont for their employees on an eouitable basis.
‘The extent to which these schemes will attract the workers, whose
surplus savings are limited, and the role that they will then
have to assuﬁe in management are issuces to be watched when the

schemes become operational.

The problem of industrial accidents and deatﬁ is
becoming serious and calls for effective regulatory action. The
Bhopal accident has bcecen followed by 3 accidents involving geas
lecakages and 4 involving nuclear. fall oute. The Central Labour
Institute reports that in 30 ycars 36,000 workers have been killed
and 644 million injured in industrial accidents. The Simla
Bureau and the National Institute of Occupational Hcalth,
Ahmedabad state that over 7000 deaths occur per annum as a result
of industrial accidents - at 0,14 per 1000 workers, which is
5,7 times ‘higher than that of Japan (0.02), UK (0.03) and US
(0.03). 5 scctors - textiles, metallurgy, machinery manufacturing,
chemicals and trahsport account for 80 per cent of the accidents.
4 states - Maharashtra, West Bengal, Gujarat and Tamil Nadu = with.
49.6 per cent of all factory employment account for 66 per cent of
accidents., As a result, nearly 5 million days and Rs2000 crores of
production are lost, and State Insurance Corporations and other
compensation boards pay out.m180 crores to the injured. To start
with, the rigorous inspection of these 5 sectors in the 4 states
would recuce the rate of accidents. The inspectorate should be
concentrated in this area, without being sprcad out thinly over the

whole country.
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The freeing and rehabilitation of bonded labour faces
several probiems. First it has proceeded so slowly in the
Sixth Plan that it has split over/iggo Seventh Plan. Second
as at March 1985 12 states report identifying and freeing 1,77,062
bonded labourers and rehabilitating 1,34,802 of them. Goirng
by the experience in Tamil Nadu, thcse states figures need to
be checked by an outside agency. Third the numbers involved
are still unsettled. The states'! estimate is 1.2 lakh bonded
labourers (which is already surpassed by their reports as at
March 1985), the 32nd round of NSS enumerates 3.5 lakh bonded
labourers, the Gandhi Peace Foundation and the National Labour
Institute as a result of their national survey eétimate the
number at 22 lakhs. There is need to mount a campaign to free
and rehabilitate bonded labourers, and use voluntary agencics

in this area.

Despitecggggrégws like the’Factories Act, Minimum Wages
Act, Employment of/Act, ESIG and-PFA, the plight of children
empioyed in the match and fire works industries blatantly violate
every one of the above laws. Employment of children in the

6~10 age group is dominant, working hours are 12 to 14 against

the law of four and a half hours, basic amenities are lacking,
wages to children are paid on a picce rate basis, the ban on
setting up new units in Sivakasi is ignored and a large number

of new units spring up daily, factory inspectors do not implément
the law and the department has not punished the violators. Under
these conditions, it is not surprising that the government draft
bill on child lsbour is based on the belief that, in its opinion,
it is neither feasible nor opportune to prevent children from
working, that the bill should only aim at humanising child
empioymcnt, because work develops the crcative potential of the
child, amnd it should only be kept away from hazardous occupations,
which are however, not defined, and the child workers unions

are not allowed to be affiliated to the regular trade union.
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It is in line with this philosophy of child labour, that the
government4of India has launched a National Child Labour Project
at Sivaksi to provide non formal cducation and heealth care to
the children and their mothers. It is necessary to strengthen
the part of the projecct which will reduce the dependence of
children on employment in match factories by providing the kind
of employment which will raise the income levels of the parents.
The tragedy of course is that this reasoning on work developing
the creative potential of the child does not apply to children

from the well to do familiese

Poverty

What effect has all this economic growth, recorded through
the sub sector of agriculture, manufacturing, infrastructure,
savings and investment, lgading to and accompanied by certain
directions in employment, and the means of financing all of them,
reviewed in this note, had on the standard of living of thé
people? By standard of living'of the people, is mcant in this
country: the number of people living in poverty. In other words,
‘what effect has all thec economic growth ‘and development reviewed
H%g%g515%¥e had on the level, gquantum and dimension of poverﬁyand

n the country? For that is the only purpose of all the develop-

mentsthat have bcen revicwed.

To begin with, where as in every sector and sub sector
upto now we have examined developments annually, as to what
happened in 1985-86 and have atktempted a forecast of what is
likely to happen in 1986-87, in the case of poverty, we have
even less data on an annual basis than in the case of employment,
and so the analysis will be for five year periods, which is

roughly the plan period, for which some data is available.

We have broad agreement on what is meant by poverty, Using
income as the means of measuring poverty, and in the absence of

nationwide data on income, gsing expenditure data as the only



133

available proxy for income, we have the Planning Commission's
definitions of the expenditure of Rs65 per capita per month

in rural -and K75 per capita per month in urban areas at 1977-78
prices, which will assure the individual 2400 calories of food
in rural and 2100 calories of food in the urban areas to live
above poverty. These expenditure figures have been updated by
the Seventh Plan to Bs107 in rural and Rs122 in urban areas at
198485 prices.

On the basis of this definitional agreemcnt, there are
today broadly three groups or points of-view on the status of
poverty in the country. One view is that there is a sensible
reduction in the number living in poverty, and that this movement
will continue in the current and future plans . A second view
is that the poverty status of the country remainsﬁy and large
unchanged. A third view is that therc have been‘snme changes

but they are marginal and are not measurable.

The first view is set forth on a national basis by the
Planning Commission, and on the basis of pilot studies referring
to certain areas, wherc the studies were made by NCAER and the

National Institute of Nutritione.

The Planning Commission, using the results of the
revised 32nd round of the NSS (1977-73) and comparing it with
the result of the provisional data thrown up by the 38th round
of the NSS (January ~ June 1983) comes to the conclusion that
poverty in the country has declined by ll'per centage points,
that is by 22.6 per cent in that period, as the following table

shows

Table XVIIT

Area Percentage of peeple below poverty 1n
1977-78 1983-84

Rural 51.2 40.4

Urban 33.2 ] 28.1

Total 48.3 37.4

Scurce: Planning Commission
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I have referred above to the aggigggUQQQg round of NSS because
when the Planning Commission/publish . the above table, I wrote
to the then chairman of the group working on the 38thhround
results, saying that the published 32nd round shows that the
poverty peércentage in 1977-78 was 45,67, while the 38th round
shows 39.61 per cent living in poverty, so that the decline between
1977-78 and 1983-84 was only 6,06 percentage points, to which

the chairman's reply was that the 32nd round results were revised
on the basis NSO data on private consumption and the population
‘figures and deflator used for both rounds are different, and it
was on this revised basis that the above table is established.

I shall return to this question of revisians of the rounds later.
The Planning Commission has beged tﬁe VII Plan on a further
reduction of both the percentage and the absolute number of the
people living in poverty, which by the end of thc Plan will
decline to 25.8 per cent, though the number will still be well
above 200 million as the table below shows: (with the process
continuing so that by the turn of the century the people living
in poverty would be 5 per cent, the absoclute numbers being around
50 million).

Tablce XIX

Year >‘P§;ce%tage Ratio No of poor (million)
Rural Urban Total Rural Urban Total

197778 1.2 38.2 4843 253.1 53.7 306.8

1934-85 39.9 27 .7 36,9 232,.,2 5045 272.7

1989-90 20,2 19.3 25.8 1683.6 42 .2 210.8

Source: Planning Commission

For the Plam, the mcansof thus reducing poverty is "the combined
result of the contemplated growth pattern and the more effective
implementation of variocus poverty alleviation programmes™, with

emphasis on the crucial role of the growth factor in the economy
and particularly in agriculture. This is somewhat close to the

World Bank's remedy for poverty set forth in its latest World
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Development Report which concludes with the comment,
"progress in the battle against malnutrition and poverty
can be sustained if, and only if, there is satisfactory

economic growth".67

The Planning Commission has also worked out the
rural poverty ratio by region and state, the average per
capita rural consumption expenditure and per capita ezpenditure on
poverty alleviation, and poverty trends in one region as
set forth in table below, which show some interesting
correlations:
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Accepting for the present the validity of the NSS
methodology, the table confirms as well as shatters some well
known judgements and coirelations. The lowest levels of rurzl
poverty in 1983-84 are recorded in Punjab and Haryana (which
are aécounted for by their high agricultural production base),
and Kerala (which is the major receiver of expatriate remittances
and has the most advanced social security system in the country).
But when it comes to percentage decline in rural poverty, apart
from Kerala which is explained above, the largest decline is in
Gujarat and Haryana followed by Orissa and Maharashtra which
need investigation. Rajasthan records an actual increase in
rural poverty. The Eastern and Central regions share of rural
poverty has increased in 1983-84 compared to that of 1977=78,
which is a reflection of the lower decline in the poverty ratio
of the 6 states comprising the region. The correlation between
increased per capita expenditure on poverty alleviation and
increased per capita consumption expenditure exists only for
Punjab and Haryana, and is contradicted in the case of Tamil Nadu
and Rajasthan, and in a reversc sense in the case of Maharashtra.
In the Eastern region there is a correlation between 1and1essnesé
and high growth rates, as the districts with high growth attract

landless labour migrants.

A second approach supporting the Planning Commission
conclusion of a reduction of people living in poverty is that of
the NCAER68 which goes cven further than the Planning Commission in
claiming not only that a percentage of those living in poverty
rose above the poverty line, but that somé of those living above
poverty were pulled down to poverty within the 10 year period
of its study. This is based on a survey in 1970-71 of 4363 rural
households in 261 villages spread over the country, and a/§§;Vey

of these households in 1981-82 of whom 72.5 per cent were the same,
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but only 50 per cent with the same household head and members,
which makes it a rather small sample from which to draw wider
conclusions, On this basis, the data shows that persons living
in poverty in 1970-71 were reduced by 8.4 percentage points in
1980-81, and a portion of those above the poverty line in 1970-71
descended below the poverty line due to the break up of the
family and shariné out of the family assets, which if it had not
happened, says the report, would have meant a more than three
fold decline in the reduction of poverty - that is by 27.31

perccntagé points. The table below brings out these concldsions.

Table XXI
1979“71 Percentage of Per- Percentage of Persons percghtage of
Deciles sons below the below the poverty line persons above
Poverty line in 1970-71 but above the poverty
the poverty line in line in 1970~
1970-71 1981-82  1981-82 71 but below
the poverty line
in 1981-82
1 100,00 53,66 46,86
2 100,00 59,40 40,60
3 100.00 45,64 54,36
4 100.00 63,71 36.29
5 100,00 40.54 59.46
6 27,09 44,06 16,97
7 0.0 51.12 51.12
8 0.0 49.45 49.45
9 0.0 40.90 40,90
10 0.0 32,61 32.61
Overall 56,90 48,54

Source :NCAER
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This is supported by an analysis of the per capita
annual consumcr expenditurec of the various incom: groups as
between 1970-71 and 1981-82 which shows increased expenditure
on food by the low income deciles, the preference of these
deciles for superior cercals against minor cereals, and a relative
preference for non cereal foods. With increase in incomes
of the lower deciles,bthis kind of change in the structure of
demand should be expected, and if supply does. not meet this
chargcd demand as in the case of pulses, cdible oils>or sugar,
there will follow either an incrcease in their prices or imports
or both. The table below shows the improved incomes and food

and non food consumption of the lower deciles.
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The table shows a correlation between increased incomes
and increased food consumption, though its all India coverage is
limited by the fact that it is rather heavily weighted in

favour of rice consuming rural households.

A third study is that of the National Nutrition
Monitoring Bureau69 where the results of a survey of the
changes in calorie intake in ~ : some of the rural areas

are set forth in Figure I and Figure,II.
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Similarly the table below compared the National
Nutrition Monitoring Bureau (NNMB) data on calorie intake
per capita per day with that of the Protein Food and Development
Association (FEND).>

Table XXITI

Year of Survey Average Range Source
1569-71 1993 1820~2166 PEND
1975 2296 1926-~2911 NNMB
1980 2404 2115-2992 NNMB

Sources NNMB

The main. time trends shown in both the figures and the above
table are that during the Seventies i) there has been an increase
in the average level of calorie consumption, ji) that the
inérease in the average intakes of calories was accompanied by

a concomitant reduction in the percentage of houscholds consuming
inadeguatec levels of caloriecs as shown in Figure I, iii) that the
increase 'is due mainly to increased consumption of rice rathe#fhan
millets, iv) that the consumption level of protective foods like
pulses and vegetables did not show much change, and v) that the
lowest income group (with Rs30 per capita monthly incomes) have
benefited most. Like the NCAER study, this study also is heavily

concentrated on the rice eating belt.

The other view that the poverty status of the country is
by and large unchanged derives from a series of technical criticisms
of the Planning Commission methodology including its conclusions.
The NSS methodology has errors and biases built into it, in
designing its sampling, its sampling biases, its errors in data
collection and its non sampling errors, so that great care is
needed in using the data to judge trends in consumption and poverty
status.7o There are also problems of the methods used in interpreting
the NSS data. As noted earlier, the undoctored 32nd and 38th round
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show that poverty has decrcased by 5.18 percentage points in
rural areas (and not by 10.8 percentage points as calculated by
the Planning Commission -~ sec table XVIII) and by 10.29 percen-
tage points for the urban areas which is near enough to the

10.1 points of the Planning Commission. This mcans that even
using the NS5 data the numer of people lifted from poverty in

the 5 years is 8.38 million and not 34.1 million as claimed by
the Planning Commission. The Planning Commission states that

it has adjusted the monthly per capita consumption from the

NSS distribution to the CSO private consumption estimate and

has used a different deflator to avoid the embarrassment of
showing a largeproportion of people in poverty. To put it in
technical language, the expenditure vector underlying the NSS
distribution data has becn multiplied by the ratio of ﬁhe Cso
mean consumption to the NSS mean consumption. In fact one study71
shows that 8 different poverty profiles can be drawn by the use
of NSS and CSO data and the mean derived from them. I attach

a summary of the study as an Annex for those interested. At
this point, however, we are in danger of making the tragic human

problem of poverty a matter of statistical jugglery.

Therc are other substantive doubts about the Planning
Commission data on poverty reduction. It is well known by Montek
Ahluwalia's study72that rural well being or ill being varies with
the state of agricultural production and the estimates of rural
poverty vary with the fluctuations in farm output - going down
when farm production 1ncreases and increasing when agricultural
output decreases. Both 1977—78/%2§e1gggasigrlcultural years, and
to base poverty calculations on these years on which NSS rounds
are baéed is to take two good unrepresentative yecars and generalise
from them. This may have no relevance to the state of poverty
in the intervening years., This fixed points of time methodology
also applies&o the NCAER study.
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Poverty and Inequality

Poverty is not only measured by the distribution of
expenditures but also by the distribution of income on which
there is no data. The attempt made by NSS to collect rural
‘income data (from the 19th to 25th round) was given up because
when processing them, it was found that they could not allow
for the seasonality of rural incomes. This is to be regretted
because the inequality in consumer expenditures will always be
less than inecuality in incomes, because as thc NCAER data
show,even the poorest spend on food. This means that another
limitation of the aggregate Planning Commission methodology on
poverty is that it does not take account of the fact that poverty
is income specific. Even the regional and state data on poverty
set forth in Table XX need to be further refined into data on
poverty by blocks or districts,as is dewveloped for the Eastern

region in the last column of that table.

A further question mark about the Planning Commission's
poverty reduction profile is that agricultural growth, on the
one hand, has/osgr 3 decades been at the rate of 2.2vpef cent which
has also been the rural population growth rate, and, on the
othef, the poverty alleviation and beneficiary oriented programmes
like IRDP, NREP, TRYSEM have so many leakages and limitations which
official evaluations have brought out. This means the two
forces -~ agricultural growth and the poVerty alleviation programmes =
could not have been very effective means of reducing poverty. In
the case 6f IRDP the evaluations by NABARD, PEO, RBI and other
official agencies show that the interpretation of eligibility to
be a beneficiary (kQOOO for a family of 5) is not observed, that
even attempts at decentralised planning through DRDA are ﬁisplaced,
that it calls on the poor illiterate or semi literate villagé’to fill
in and deal with 2 lot of documentation,/Eggtassets are inflated
awd there is lack of follow up. Hence it has been suggested that
to improve execution the unit field Qf actiod _ should neot be the

family as in IRDP, or area as in RLEGP, but the decentralised village,
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that in place of the present system of survey and registration,
each benceficiary should be issued a pass book so'that he may
have direct access to the assistance available to him, and that
the system of monitoring and evaluation should be changed to
sustain the income generating activities. The major problem
with NREP is its discontinuities, and with TRYSEM the lack of
follow up . self employment. These can be corrected by re-
structuring the programméi but now thcre is a pathetic reporting
that "17 per cent of the sample households according to the

RBI study, 47 per cent according to the NABARD study, and 49.4
per cent according to the PEO study crossed the poverty line“.73
What is needed is a system which will permanently increase the

income earning capacity of those living in poverty.

Finally the doubts about the Planning Commission reporting
on povertf reduction are linked to the stagnationoghat we face
in the field of assets distribution or the state/equality in
society. As confirmed by the several field studj%% income from
hiiing out machinery and labour is more unéqualﬁy distributed
than income from crop and dairying. Ineguality in the consumption
of wheat and rice is shown in these studies to be lower than
ineguality in household income. Again work efforts represented
by annual working hours of family workers record higher 1eveis
of inegquality than consumption. Above all access to draught
animals, to ownership, access and use of tractors and equipment,
and more particularly access to land, its ownership and use

(1easing in and leasing out) are more unequal than income inequality.

It is at this point that land reform story adds to the
doubts about claims of poverty reduction. That is, even if
there be some reduction in poverty, this could go along with
increased inequalities in assets distribution. The Sixth Plan
stated that ownership rights of tenants will be recognised by
1981-=82, This has not happened in Andhra Pradesh, Bihar, Haryana,
Punjab, Tamil Nadu and West Bengal. It also stated that. the
takeover and distribution of surplus land will be completed by 1982-83.



149

This has not happened anywhere. Further there are no ceiling
laws in 3 states — Meghalaya, Sikkim and Nagaland. Sinee the
inception of this programme, 2.97 million hectares have bcen
declared surplus, out of a possible 9.8 million hectares which
are surplus, According to the Agricultural Census 1981, holdings
above 10 hectarcs have fallen a little from 2,31 million to

2,15 million, being 2.4 per cent of all holdings but operating
37.33 million hectares at 22.8 per cent of the total operated
arcae. The number of marginal holdings below 1 hectare increcased
from 36,20 million in 1970-71 to 50.52 millions in 1980-81, which
means an annual rate of increase of 1.1 million marginal holdings
a year. Small holdings below 2 hectares increased from 49.63
million_in 197071 to 66.6 million in 1980-81. This means that
the annual rate of growth of marginalisation is 4 per cent in
the %0s, when the annual rate of growth of the rural population
was 1.9 per cent, which may be an indication of the fact that
marginalisation may be due to more to immiseration of the
peasantry rather than land reform or the normal devolution of
property/asI:aggfglggffsfgfdtgqﬁalk of the people living in
poverty being reduced by 25 or 35 per cent seems unreal. What
is needed for land reforms and rural assets distribution to
become effective is for the poor to organise themselves and
fight for their rights. (At this point poverty reduction
merges with the fight for equality;) At present, this
organisation of the poor faces problems of administrative
obstruction, except in West Bengal and Kerala. This opposition
from the officer class stems in /parfrom their class linkages,
for which there is no cure except the structural change of
society. But wherc it is, in the other part, due to the usual
administrative sloth and easy going bureaucratic tradition,

that can be cured by the top administration exerting some
pressure against the official obstruction of the organisation
of the poor. There can thon be an early reduction in poverty

brought about by the poor themselves.
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All this is not to deny that there has been some
reduction in poverty, which is the third view. There has
been three decades of 3.5 per cent growth: in the Sixth Plan
the growth has been over 5 per cent. Some benefits have
filtered down to the poor, despite 211 the obstacles. Further
some agricultural regions have had high and rising per capita
incomes (secen in the NCAER and NNMB studies), which unfortunately
are nullified by the stagnant or declining per capita incomes
in the majority of the other regions, seen even in the 38th
round of NSS. Abovce all, there is no programme of income redistri-
bution and really none of assets equalisation. That is why
the record on the whole is a discouraging onc, and certainly
not one where the reduction of the country's poverty can be
measured in terms set forth in tables XVIII and XIX.
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ILLUSIONS?
- A Brief Notes

According to recent estimates made by the Plamning
Commission (see the draft Seventh Five Year Plan 1985-90
(Volume I)), there has been a phenomenal decline in the
proportion of people in poverty between the years 1977-78
and 1983~84. The head count ratio has declined, at the
all-India lavel, from 48.3 per cent to 37.4 per cent over
this period; this is a product of a decline in the rural
head count ratio from 51.2 per cent to 40.4 per cent and in
the urban head count ratio from 38:2 per cent to-28.1 per cente.
A good part of this apparent success in combating poverty has
been. attributed to the implementation of poverty-allsviation
programmes such as the IRDP, the NREP and the RLEGP. Nouw these
are rather strong and significant claims, and, as such, deserve
close scrutiny. In particular, it is a matter.of no little
importance to be able to diagnose to what extent poverty statis=-
tics reflect esvents on the ground, and to what extent they
simply reflect certain rules of arithmetic that govern these

statisticse.

In this context it is appropriate to state the
(admittedly self-svident) proposition that the magnitude
of the head count ratio is a function of the pouerty llne

employed for computing the head count ratio. This proposition
assumes relevance when we note that the Planning Commission
poverty calculations mark some departure from fconventional!
norms ralating to the choice of poverty line, price deflator
and distribution.

Thus, while authars like M.S.Ahluwalia and P.K.Bardhan

have, in their respective rural poverty calculations, employed



a poverty line of consumer expenditure amounting to Rs.l5 per
per capita per month at 1960-61 prices (which is a norm
fixed by a special Task Force of the PlanninngDmmission in
the early 'sixties), the Planning Commission has, in its
latest poverty calculations, chosen to employ a poverty line
amounting to a consumer expenditure level of Rse49.09 per
capita per month at 197374 prices (which norm corresponds
to the sxpenditure aestimated to be required in order to

have command over food of the calorific value of 2400
kilocalories per day). We may call these two poverty lines
the 'conventional' and the 'nutritionzl' poverty lines res-
pectively. It is to be noted that the 'nutritional'! poverty
line is higher than the 'conventicnal! one. The implication
of this for the magnitude of the head count ratio is obvious
from the following trivially straightforward proposition:

PROPCSITION 1: Other things equal, the higher the poverty

O L ey

line, the larger is the hesad count ratio.

Next, the price deflator employed by the Planning
Comhission to express the rural poverty line at current
prices is the Central Statistical Organization's (CS50) final
private consumption deflator. This again marks a deviation
from common practice where (as in ths works, agains of
Ahluwalia and Bardhan) the price deflator used is the
Consumer Price Index of Agricultural Labourers (CPIAL). It
is to bé noted that the CS0 index has risen by a factor of
1.23 from 197374 to 1977-78 and by a factor of 2 .07 from
1973-74 to 198B3-B4, while the corresponding figures for the
CPIAL are lowsr, at 1.14 and .l.84 respectively. On the other
hand, the CS0 index has risen by a factor of. 3.04 from 1960-61
to 1977-78 and by a factor of 5.11 from 1960-61 to 198384,
while the correspohding’figures for the CPIAL are higher,
at 3.23 and 5.22 respectively. The implication of this for the
magnitude of the head count ratio, and how this will vary with



what combination of poverty line and price deflator is
chosen, 1is immediately apparent from the following very

simple proposition:

PROPOSITICON 23 From one time-period to anothery, the greater
the proportionaté increase in the price index, the larger is
the magnitude of the head count ratio in the tsrminal

time=-perind,other things remaining equal.

Finally, we need to examine the consumer expenditure
distribution that has been employed by the Planning Commission
for its poverty calculations. Here we observe that the
Commission has tended to rely on rather rough~and-readyy,
not to say simplistic, assumptions. Specifically, the only
available source of data on the distribution of consumer
axpenditure across different gxpenditure size-classes is the
National Sample Survey (N55) of consumer expenditure. Now
the NSS distribution's mean has in general tended tc be
lower than the mean rapcrted by the CSO's National Accounts
Statistics; the twoc means we shall hereafter refer to as the
'NSS!' mean and the 'CSO' mean respectively. The Commission
is probably right in judging that the CSO mean is a rather
better representation of the 'true'mean than is the NSS mean.
But to infer -=- as the Commission has done -- that a fair
scaling the NSS distribution up-g;-;-F;;tor equal to the
ratio of the CSO0 mean tc the NSS mean appears to be a
dubious procedure ¢ for note that any number of widely

differing distributions are compatible with a given mean.

Under the circumstances, to assume, in effect, that
the NSS distribution understates each person's expenditure
level by the same factor by which the NSS mean understates

the CS0 mean would seem to commit oneself to a drastically



gross simplificétion; and one that arguably demanded less
precipitate acceptance given the seriousness of the context -~
that of intertemporal poverty calculations -- than has
apparently been forthcoming. The implications of employing
'adjusted' expenditure distributions ('adjusted' ror the
difference betwsen the N55 and the CSC means) for the magnituae
and trend of the head count ratio are a trifle difficult to
work out; it is useful, in working out thaese implications,

to note (a) that the ratio of the CSO mean-to the NS5

mean was lower in 1977-78 than in 1983-84 -- the two ratios
beingy respectively, 1.09 and 1.22; (b) that the NS5 dis-
tributions have betrayed a certain stationmarity in the real
mean over time -~ the 197778 and 198384 means at 1960-61
prices, using the CPIAL as price deflator, being, respectively,
Rs.21.27 and Rs.21.54; and (c) that the NS5 distributions

for 1977-78 and 1983-84 do not exhibit ap increasé- innin-
gquality from 1977<78 to 1983-84 ~~ the Gini ratios of
inequality in the two years being, respectively, ;34 and «30.
OCbservations (a), (b) and (c) will be used in the following
stylised examination of the consequences of working with

'adjusted' expenditure distributions.

Let x = (xgy=eoyx;500,x ) be an ordered m-vector of

individual expenditure levels in period 1, with xig X141

Vi. Let y = (yl,,..,yi,,..,yn) be similarly defined for
periocd 2, with n>m to take account of population increasse.
The vectors X and y may be seen as corresponding to the NSS
expenditure distributions in 197778 and 1983-84 respectively.
Let the ratic of the CSO mean to the NSS mean in time periods
1 and 2 be denoted by 61 and 62 resp ectively, with 61 < 62

in conformity with observation (a) made earlier. The
'adjusted! expenditure vectors in time periods 1 and 2 will

then be given by §A = 615 and zA =8,y « Let p be the ratio



of the price level in period 2 to the price level in period
1, so that if z is the poverty line at current prices in
period 1, Az is the poverty line at current prices in period
2. Letting q(x;z) and q(z;xz) stand for the numbers of
people in poverty corresponding to the NSS distributions in
time periods 1 and 2 respBCtively, given that the poverty
lines at current prices in the two periods arse z and Az
respectively, the head count ratios in the two periods can

be written, respectively, as g(x;z)/m and g(y;Az)/n. Assuming
a non-increasing change in the head count ratio from period 1
to period 2, let 0y stand for the proportionate change over
the two time periods, so that

it dma/m s A n e )

il

Next, let q(§A;z) and q(ZA;kZ) denote the numbers of people in
poverty corresponding to the 'adjusted' expenditure distri-
butions in periods 1 and 2 respectively, given that the
poverty lines at current prices in the two periods are z and
Az respectively. Note that if the X5 and the Y in the .
vectors x and y are sufficiently 'densely packed’ ; then it
should follow straightway that the head count ratios corres-
ponding to the 'adjusted'! expenditure distributions will be
smaller than those corresponding to the NS5 distributions,
Vizae, q(§A;z)/m < q(ﬁ;z)/m and q(zA;kz)/n< q(x;kz)/n.

Further,
let f; 2= q(ggA;z)/q (x52) and B,:= q(zA;?\z)/q (ysnz),e-o (2)
with Lal, b, <1 . B (i = 1,2) is the proportion by
which the "adjusted' expenditure vector understates the

head count ratio vis a vis the NSS expenditure vector in timse

* This is awkward terminology, ‘occasioned by the fact that
we are dealing with discrete distributionse.

o -



perioq‘i- What can we say of the relative magnitudes of

Bl and p, ? The observations (a), (b) and (c) made sarlier
are usetul in deriving an answer to this question. Before
coming to that, we take note of the fact that the slopeﬁof the
Lorenz curve at any point corresponding to an expenditure
level x is given by x/, where { is the mean of the distri-
bution. At constant (i.ec., period 1) prices, the poverty

line is z. If W is the mean of the NS5 distribution in
period 1 at pseriod 1 prices, then, in ling with observation
(b, ¥ is also the mean of the NSS distribution in period 2

at period 2 prices. A somawhat stringent -- and also inexact,
if simplifying -~ translation of observation (c) would be

to require that the Lorenz curves corresponding to the vectors
X and y coincide. The head count ratio corresponding to the
'adjusted! expenditure distribution 5A will then be given

by the horizontal ordinate of that point on the Lorenz curve
at which the slope of the curve is Z/SIP; similarly, the head
count ratio corresponding to the 'adjusted' distribution

y® will be given by the horizontal ordinate of that point on

;he Lorenz curve at which the slope of the curve is z/sz.
Since, by assumption, the Lorenz curves for both distributians
EA and ZA coincide, and since §;< §, so that 2/, > 2/629,
the point at which the slope of the Lorenz curve is greater
(viz., at which the slope is z/élu) will be to the right of
the point at which the slop is smaller (viz., at which the
slope is 2/629). In other mprds, tge head count ratio
corresponding to the distribution X will be closer (than

the head count ratioc corresponding to the distribution yA)

to the head count ratio shared by the distributions X a;d Yy

This is to say, precisely, that Bl will be greater than pz.

Next, let o, be the proportionate decline in the head
count ratios corresponding to the ‘adjustedf gxpenditure
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vectors xR and y over the periods 1 to 2:

oot a2/ - ! )

_ alx"52) /m
Making use of the identities in (1), (2) and (3), it can be
verified; through suitable manipulation and rearrangement,
that o, = o) 2= (pl-b2) q{ys;Az) >0 since, as we have just
seen @, > 52 .

We are now in a position to state the following propositions:

PROPOSITION 3 : Under the conditions discussed above, and
other things remaining asqual, (i) the head count ratios
corresponding to the 'adjusted’ expenditure distributions
will be smaller than those corresponding to the NS5S distri=-
"butions; and (ii) the proportionatse decline over two time
periods of the head count ratio will be greater for the

tadjusted! than for the NSS distributionsoe
®

Given that there are at least two poverty lines
(tbe conventional and the nutritional); at least two price
deflators (the CPIAL and the CSO private consumption); and
at least two expenditure distributions (the NSS and the
'adjusted'): we are im a position to gensrate at least
eight (=Q3) variants =~ esach variant corresponding to a
particular combination of poverty line, price deflator and
expenditure vector. Table 1 presents the head count ratios
in 1977-78 and 1983-84 and the proportionate decline in the
head count ratio over the period 1977-78 to 1983 -84 for each
of the eight variants.

Armed as we are with Propositions 1,2, and 3, we can
see from Table 1 that our prior expectations ars fully
confirmed. First, note that for the variants in the pairs
1l and 3, 2 and 4, 5 and 7 and 6 and 8, only the poverty line
differs. In line with Proposition 1, the head count ratio

corresponding to the nutritional poverty line is always greater

than that corresponding to the conventional poverty line. Next,

for the variants in the pairs 1 and 2, 3 and 4, 5 and 6 and 7 and



only the price deflator varies. In line with Propoéition 2,
the head count ratio corresponding to the CPIAL deflator is
greater than that ‘corresponding to the CS0 deflator when the
conventional poverty line is used -- and just the converse

when the QHEE&E&EQQ% line is used. Finally, for the variants
in the pairs 1 and 5, 2 and 6, 3 and 7 and 4 and B, only the
distribution empldyed differse. In line with Proposition 3,

the head count retio corresponding to the adjusted distribution
is always lower than that corresponding to the NSS distribution;

is always greater when the distribution employsd is the
tadjustaed! one.

The variant that appears to have been most widsly
used in the Indian poverty literature is variamt 1. The
variant employed by the Planning Commission is variant 8.
Variant 8 differs from variant 1 in respect of all three
factors =- the poverty lina, the price deflator and the
distribution -- on which the magnitude of ths head count ratio
dependse. The net effect on the magnitude and behaviour of
the head count ratic over time is difficult to predict
a priori, when all three factors are allowed to vary
simultaneously. But the numbers in Table 1 seem tc suggest
that variant 8 is a politic chwicet: it reflects a sort of
optimum decision in favour of the greatest decline in the
head count ratioc that is compatible with credible absoluts

levels of the ratio.

Propositions 1,2 .and 3 reveal what one may expect --
from purely logical prior considerations -- that poverty
statistics will exhibit, without necessarily any knowledge
of poverty, as such. Table 1 shows that -- depending on
what combination of poverty line, price deflator and expen=-

diture distribution we may be disposed to favour «- the head



count ratio could vary from 29 per cent to 59 per cent in
1977-78, and from 2% per cent to 56 per cent in 1983-84;
from 1977-78 to 1983-84 could vary from 4 per cent to

37 per cent.

In the end, numbers are brutes, governed by the
inflexible laws of arithmetic; and when the numbers purport
to describe what is happening to poverty in our acocnomy,
it might be as well to keep at least one gya cocked on the

rules of arithmaetice.

* % * w
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TABLEs1l: POQVERTY PROFILES UNDER ALTEZRNATIVE COMBINATIONS OF
POVERTY LINE, PRICE DEFLATOR AND EXPENDITURE

DISTRIBUTION
Variant VARIANT Head count Ratio Percen-
No Poverty Price Expen- (per_cent) zgiige
line Decfla- diture : i1 head
tor vector 1977-78 1983-84 .-
ratio
from
1977-78
to
1983-84
1. Conventional CPIAL NSS 41,25 35,93 -12.90
o Cenventional CSO NSS 36,39 34,22 = 5,96
3. Nutritional CPIAL NSS 52.91 47,45 =10.,32
4, Nutritional Cs0 N3S 58,90 56,45 - 4,16
S5e Conventional CPIAL Adjus- 34.12 21,57 =36.78
ted
6e Conventional CSO Adjus~ 29.45 20,12 -31.68
ted
Te Nutritional CPIAL Adjus- 45,79 32,11 =-29.88
ted
8. Nutritional cso Adjus- 51,20 40,40 =21,09

ted

- s mr e e e En em m ew e e M= e e es wm Am e e e T em e e = m e T e e
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