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DYNAMICS OF SECTORAL GROWTH AND
TERMS OF TRADE IN INDIA

Tarlok Singh

The paper analyses the growth patterns of different sectors of the economy, such as agriculture,
the industries, and the services, and their sub-sectors. It examines the inter-sectoral and inter-
temporal growth differentials. The analysis of inter-sectoral terms of trade provides a separate
treatment for the service sector. Section I presents a bird's eye-view of the growth and structural
changes while Sectionll provides anin-depth and micro analysis of the growthpatterns of agriculture
and industrial sectors. Section Ill analyses the inter-sectoral terms of trade. In view of the changes
in the policy regime, the sectoral growth performance during the 1990s is treated separately in
Section IV. The last Section sums up the conclusions emanating from the study.

The growth performance of Indian economy is
characterised by the inter-sectoral and inter-
temporal growth differentials. In the agriculture
sector, the growth rates of production of most of
the crops displayed general declines in the post-
Green revolution period. Similarly the industrial
sector, after an improvement engendered by the
large public sector investment in the Second Plan,
witnessed stagnation in the mid-sixties and sev-
enties, followed by the fairly good performance
in the 1980s. The small scale sub-sector of
industry, witnessed increasing incidence of
sickness. However, the service sector performed
in arelatively more stable manner. Moreover, the
inter-sectoral terms of trade also tended to tilt in
favour of the service vis-a-vis the agriculture and
industrial sectors. The present study is an attempt
to analyse the growth pattern of different sectors
and sub-sectors of the economy. The study also
extends the analysis of inter-sectoral terms of
trade to provide a separate treatment for the ser-
vice sector.

The scheme of the study is as follows. Section-I
which provides an overview of growth and
structural changes, is followed by Section-1I
which provides an in-depth and micro analysis of
the growth pattern of agriculture and industrial
sectors. Section-III analyses the inter-sectoral
terms of trade. In view of the change in policy
regime, an analysis of the sectoral growth per-
formance during the 1990s is given a scparate
treatment in Section-IV. Section-V sums up.the
conclusions emanating from the study. The data
used in the study have been taken from various
issues of the Central Statistical Organisation
(CSO) publications, viz., National Accounts
Statistics (NAS) and Annual Survey of Industries

(ASI), the Reserve Bank of India (RBI) Publica-
tions, viz., Report on Currency and Finance and
RBI Bulletin, the Govemment of India
publications, viz., Economic Survey and Five
Year Plan documents, and the Tata Services,
Limited, publication, viz., Statistical Outline of
India.

I-GROWTH AND STRUCTURAL CHANGES:
AN OVERVIEW

Our analysis of growth and structural changes
in Indian economy is based on the data culied out
from various issues of the National Accounts
Statistics [CSO].

L1 Growth and Structural Changes During
Planning Period

As a natural corollary of the process of eco-
nomic growth in India, the sectoral shares of
industry and service sectors in the total gross
domestic product (GDP) have shown increases,
while the share of agricultural sector displayed a
steady decline during the planning period. The
share of industry increased from 13.4 per cent in
the First Plan to 24.0 per cent in the Seventh Plan
and that of service sector increased from 31.7 per
cent to 43.2 per cent during the same period. On
the contrary, the share of agriculture declined
from 49.0 per cent in the First Plan to 30.3 per
cent in the Seventh Plan (Table 1). In the service
sector, the share of trade, hotels and restaurants
rose by 4.2 percentage points from 8.6 per cent in
the First Plan to 12.8 percent in the Seventh Plan,
while the sectoral shares of transport, storage and
communication, and public administration and
defence displayed more than twofold increase to
5.3 per cent and 5.5 per cent, respectively, over

Tarlok Singh is with the School of Economics, The University of New South Wales, Kensington-2033, Australia.
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the period. The share of banking and insurance
showed a still higher increase of more than
three-fold from 1.3 per cent in the First Plan to
4.3 per cent in the Seventh Plan. An analysis in
terms of the sectoral composition and pattern of
NDP, also revealed, more or less, the similar
scenario (Table 2).

Anincrease in the share of a particular sector is
associated with its growth performance. The rate
of growth of gross value added (GDP) originating
from agriculture improved from 3.2 per cent in
the First Plan to 3.6 per cent in the Second Plan,
despite the change in emphasis from agriculture
to industry over the Plan and the failure of
monsoons during 1957-58 and 1959-60 (Table 3).
Subsequently, despite the unabated plan empha-
sis on agriculture, the growth rate of agriculture
declined to an abysmal low of (-} 0.75 per cent in
the Third Plan. The second consecutive drought
of 1966-67 resulted in negative growth in agri-
culture, but the exceptionally good performance
with an all time high agriculture growth rate of
17.1 per cent in 1967-68 yielded an overall
average growth 4.8 per cent during the Three
Annual Plan period. Thereafter, the growth of
GDP originating from agriculture which declined
t0 2.96 per cent in the Fourth Plan, improved to
3.97 per cent in the Fifth Plan. In the Annual Plan
1979-80, the severe drought situation dipped the
growth of agriculture to the trough of (-) 13.4 per
cent. The subsequent record performance of
agriculture with its growth average at 6.2 per cent
in the Sixth Plan was dampened again by the
drought conditions in 1986 and 1987 in the
Seventh Plan when the growth of agriculture
receded to an average of 3.6 per cent. Even such
growth average was dueto an outlier year 1988-89
in which the growth of agriculture was as high as
16.3 per cent. Such sudden jump in the growth
rate in 1988-89 was partly due to the lower base
figure of 1987-88 when the growth of agriculture
was only 0.7 per cent. In the otherremaining years
of the Seventh Plan, the growth of agriculture was
low at 0.31 per cent in 1985-86, (-) 1.7 per cent
in 1986-87 and 2.3 per cent in 1989-90.

An analysis of the gross value added (GDP)
originating from industrial sector indicates that
the growth rate of industry rose from 5.8 per cent
intheFirst Plan t0 6.5 per centin the Second Plan,
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reflecting the policy emphasis laid on the devel-
opment of heavy and basic industries in the
Second Plan. The growth rate of industry rose
further to 6.9 per cent in the Third Plan, followed
by the substantial decline to 2.7 per cent in the
Three Annual Plans. In the subsequent Plans, the
growth rate of industry recorded rise to 4.8 per
cent in the Fourth Plan, 6.6 per cent in the Fifth
Plan and after remaining virtually steady at 6.5
per centin the Sixth Plan, it rose further to 7.1 per-
cent in the Seventh Plan. The only exception to
such increases in the growth rate of industry was
the Annual Plan of 1979-80 in which the rate of
growth dipped to (-) 2.6 per cent. In the industrial
sector, the constituent sub-sectors like manufac-
turing, mining and quarrying and electricity, gas
and water supply exhibited the varying growth
pattern during the planning period (Table 3).

The rate of growth of service sectoraccelerated
from 4.0 per cent in the First Plan to 4.8 per cent
inthe Second Plan and then to 5.3 per centin the
Third Plan (Table 3). Thereafter, such growth rate
declined to4.1 per cent in the Three Annual Plan
period and then to 3.4 per cent in the Fourth Plan.
Subsequently, in the Fifth, Sixth and Seventh
Plans, the growth rates of service sector were
impressive at 5.5 per cent, 5.4 per cent and 6.7
per cent, respectively. In the service sector, the
GDP originating from banking and insurance
sub-sector recorded the highest rate of growth
especially after the nationalisation of banks in
July 1969. In descending order of growth per-
formance during the Seventh Plan, the other
sub-sectors can be ranked as public
administration and defence (8.2 per cent), trans-
port, storage and communication (7.8 per cent),
trade, hotels and restaurants (7.0 per cent), other
services 4.3 per cent) and construction (3.8 per
cent)(Table 3). An analysis of the sectoral growth
in terms of real NDP revealed largely the similar
trends and pattern (Table 4).

1.2 Organised and Unorganised Counterparts of
Sectoral Output

The data regarding net output originating from
the organised and unorganised counterparts of
diffcrent sectors were available fora short period
and at current prices. The NDP deflators for such
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organised and unorganised bifurcation were also
not available and, therefore, we could not work
out the real NDP figures and the corresponding
growthrates. It seems very much unreasonable to
report even the sectoral composition of NDP at
current prices, as such figures will be inclusive of
the effect of inflation and hence may mask the
true picture. However, in the absence of any other
data, we have reported the sectoral composition
of NDP (at current prices) just for the purpose of
broad and rough comparison. Thus, the analysis
presented here should be interpreted, keeping in
view that suchfigures are inclusive of the inflation
effect.

The sectors like mining and quarrying, man-
ufacturing, transport, storage and communication
and banking and insurance were largely organised
in nature (Table 5). In the total NDP originating

‘from mining and quarrying and banking and
insurance, the organised segment shared a pre-
dominant proportion of 90.4 per cent and 98.8 per
cent,respectively, during 1980-90. The organised
component also constituted a relatively larger
share in the NDP originating from manufacturing
(58.2 per cent) during the same period. The
electricity, gas and water supply and the public
administration and defence were completely
organised in character. The sectors in which an
overwhelming proportion of their total NDP was
contributed by their unorganised segments
included agriculture (97.4 per cent), trade, hotels
and restaurants (89.9 per cent) and other services
(62.7 per cent) during 1980-90. The NDP origi-
nating from the sub-sectors like construction and
transport, storage and communication was almost
equally shared by their organised and unorga-
nised counterparts. At the aggregate level, two-
third of the total NDP emanates from the
unorganised sector while the remaining only
one-third originates from the organised sector
(Table 5). In view of the predominance of unor-
ganised sector, the approaches to the estimation
of national income are guided largely by the
availability of data. Nearly 60-65 per cent of the
output of different industry-groups is estimated
on the basis of directly available current data,
while the remaining output is estimated on the
basis of old sample surveys and ad hoc studics
[CSO, 1989].
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1.3 Public and Private Sector Segments of
Industry-wise Output

The industry-wise data regarding the gross
value added (GDP) originating from private
sector were not directly available and, therefor,
we have derived such statistics by deducting the
real GDP figures available for public sector since
1960-61, from the total real GDP (ar 1980-81
prices). A cursory glanceat Table 6 indicates that
the growth rate of GDP originating from the
public and private sectors displayed not only the
inter-temporal but also the intra-sectoral varia-
tions across different industry-groups. Similarly,
an analysis of the composition of GDP indicated
that the share of private sector which was over-
whelmingly high at 90.5 per cent during 1960-65
displayed continuous declines in the subsequent
period and reached to still remain at a predomi-
nant proportion of 76.4 per cent during 1985-90.
During the overall period 1960-90, the private
sector shared 83.5 per cent of the total GDP, while
only the remaining 16.5 per cent was shared by
the public sector (Table 7). An industry-group
wise analysis of the composition of public and
private sector GDP indicates that during 1960-90,
the private sector occupied a predominant share
of more than 85 per cent in the sectors and
sub-sectors like agriculture, manufacturing,
trade, hotels and restaurants and other services.
In the overall industrial and service sectors also,
the private sector shared a predominant propor-
tion of GDP. The private sector shared 79.0 per
cent of the GDP originating from industry and
72.0 per cent of the GDP emanating from the
service sector during 1960-90. The sectors where
the public sector occupied a predominant position
were the transport, storage and communication
and the banking and insurance, with their shares
at 53.6 per cent and 68.1 per cent, respectively,
during the overall period 1960-90. Before the
nationalisation of banks in July 1969, the share of
private sector was higher even in the case of
banking and insurance. As a matter of fact, the
pre-nationalisation period was largely charac-
terised by the predominance of the private money
lender who, with his deceptively informal
approach and pressurized salesmanship, used to
entrap the small and marginal farmers as well as
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the small scale industry owners into his wel-
coming folds. During 1960-65, the share of pri-
vate sector in the GDP originating from banking
and insurance was predominant at 64.6 per cent.
Subsequently such share showed continuous
declines to 49.4 per cent during 1965-70, 27.9 per

cent during 1970-75, 20.1 per cent during

1975-80, 15.4 per cent during 1980-85 and 14.0
per cent during 1985-90. The public administra-
tion and defence were exclusively under the
control of public sector for its obvious reasons.
Intertemporally during 1960-90, the share of the
private sector has shown only marginal declines
in all the industry-groups (except transport,
storage and communication) and kecping in view
the time span of three decades involved, even such
declines were virtually very negligibie. It can,
thus, be inferrcd from this that the private sector
makes a predominant contribution to the output
originating largely from the directly productive
sectors.

14 Public and Private Sector Segments of
Industry-wise Employment

Ouranalysis of employment is based on the data
obtained from various issucs of Economic Survey
{Government of India]. An analysis of the growth
in sectoral employment indicates that the growth
rates of employment in the public sector segment
were substantially higher than those in private
sector segments of the industry groups like
agriculture and industry during the sub as well as
stretch periods of 1961-90 (Table 8). The only
exception to such trends was a short period of
early sixtics (1961-65) in which the growth rate
of employment in private sector component was
higher than that in the public sector component
of the agricultural sector. In the service sector, the
growthrates of employment in private sector were
substantially higher than those of public sector
during the sub-periods of the sixtics. However,
during the sub-periods of the seventics and the
first half of the eighties, the growth rates of
employment in public sector were higher than
those of private sector scgment of the service
sector. In the latter half of the eightics (1986-90),
the growth rates of employment in the public and
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private components of service sector were virtu-
ally the same at around 1.8 per cent. At the
aggregale level, the growth rate of employment
in the public sector continued to remain higher
than that in the private sector. i

As a result of these trends, the share of public
sector employment showed nearly twofold
increase from 19.5 per centin 1961-65t039.2 in
1986-90 in the agricultural sector and from 19.0
to 44.5 per cent during the same period in the
industrial sector (Table 9). The relative shares of
public and privaie sector employment in the
service sector remained stagnant overtime. At the
aggregate level, the public sector contribution to
total employment which remained around 59-60
per cent during 1961-70, increased to 63.5 per
cent in 1971-75, 66.9 per cent in 1976-80, 68.8
per cent in 1981-85 and then to 71.1 per cent in
1986-90. During the overall period 1961-90, the
public sector absorbed 64.9 per cent, while the
private sector absorbed the remaining 35.1 per
cent of total employment,

A comparative analysis of the composition of
employmentindicates that the public sectormade
the major contribution and absorbed the largest
proportion of employment in the service sector,
while the private sector played a prominent role
in providing employment in agriculture and
industrial sectors (Table 9). In the service seclor,
the public sector absorbed the largest proportion
in construction (87.8), transpori, storage and
communication (96.6 per cent), finance, insur-
ance and real cstate (79.5 per cent) and the
community, social and personalservices (86.8 per
cent) during 1961-90. However, in the sub-sector
like wholesalc and retail trade, the private sector
absorbed the largest proportion (64.7 per cent)
during the same period. As regards agriculture
and industry, the private sector absorbed 70.6 per
cent of the people employed in agriculture and
67.7 per centof those in industry during 1961-90.
In the manufacturing sub-sector of industry, the
private scctor absorbed the largest proportion,
78.8 per cent during 1961-90. However, in the
mining and quarrying, and electricity, gas and
walter supply sub-scctors of industry, the public
sector employed the largest proportion of 62.6 per
cent and 92.0 per cent, respectively, during
1961-90.
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II- AGRICULTURE-INDUSTRY GROWTH:
A MICRO ANALYSIS

The growth rates of different sectors computed

on the basis of value added data discussed in the.

previous Section-I, enable only a limited inter-
sectoral comparison. Therefore, with a view to
going into the intra-sectoral and micro details, we
have supplemented our analysis with more dis-
aggregative data for the agriculture and industrial
sectors.

I1.1 Growth of Agriculture

For the agriculture sector, we have used the
index numbers of area, production and yield to
compute the growth rates of different crops in the
pre- and post-Green Revolution period The
crop-wise analysis based on the index numbers of
area, production and yield indicates thatthere was
a general deceleration in the agricultural sector,
as the growth rates of the production of individnal
as well as aggregate foodgrains, non-foodgrains
and all-crops displayed declines in the post- as
compared {0 the pre-Green Revolution period
(Table 10). The only exceptions to such declines,
were the improvements in the growth rates of
production of a few crops like wheat, tur, and
other pulses in the foodgrains group and those of
sesame, rapeseed and mustard, and potato in the
non-foodgrains group in the post- as compared to
the pre-Green Revolution period. The general
deceleration in the growth rates of agricultural
production is due to the decline in the growth rate
of area under crops unaccompanied by the off-
seiting increase in the growth rate of yield.

112 Growth of Industry

As discussed carlier, the value added data
regarding the use-based classification of industry
are not available in NAS. Therefore, for the
purpose of such analysis, we have used the index
numbers of production of different industry
groups in the industrial sector (Table 11). An
analysis of the growth rate measured in terms of
such index numbers of industrial production
indicates that the industry began with an average
growth rate of 8.99 per cent during 1961-66 and
went through a precarious period of negative
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growth rates during 1966-68, followed by the
subsequent recovery during 1968-71. The aver-
age growth rate of 3.7 per cent during 1966-71,

‘which was sustained during 1971-76, increased

to4.8 percent during 1976-81,7.3 per centduring
1981-86 and then to 8.4 per cent during 1986-90.
During these six quinquennial phases, the
industrial sector showed substantial intra-sectoral
imbalances in the growth rates of different
industries. The basic goods industries recorded
the growth rates of 10.5,6.3, 54,5.1, 84 and 7.5
per cent, while the capital goods industries had
the corresponding growth rates of 19.7, (-) 1.4,
5.6, 53, 7.1 and 159 per cent during each
successive quinquennial phase (Table 11). The
high growth rates of capital goods industrics
during 1961-66 may be attributed to the forward
lag effects of the emphasis laid on the develop-
ment of these industrics by the Mahalanobis
model in the Second Five Year Plan. Othcr
industries received relatively less attention and,
hence, had registered lower rates of growth. The
declines in the output of mainly consumer goods
industries in 1967-68, 1973-74, 1975-76,
1979-80 and 1982-83 can be attributed to the
situation in agriculture which partly explains the
changes in industrial production. During the
overall period of three decades 1961-90, the
consumer-durable goods industries recorded the
highest rate of growth of 9.2 per cent, followed
by the capital goods industries (8.4 per cent) and
basic goods industries (7.2 per cent). The rates of
growth in these industries were higher than the
overall rate of growth of all-industrics (6.1 per
cent). The rates of growth in other industries like
intermediate goods (4.8 per cent), consumer
non-durable goods (3.8 per cent) and consumer
goods (total) (4.7 per cent) were lower than the
overall growth of all-industries during 1961-90.
An analysis of the trendsin the use of factors of
production, namely, capital and labour in the
industrial sector during 1960-90 indicates that
there has been an increase in the use of capital
relative to that of labour. The capital intensity
(i.e., the capital-labour ratio (K/L)) showed more
than twofold increase from 0.3 in the first half of
the sixties to 0.7 in the second half of the eighties
{Table 12). Consequently, the capital-outputratio
(K/Y) has also shown an increasing trend during



612

the sixties reflecting the emphasis on heavy
industry as laid down in the Mahalanobis model,
followed by the declining trend in the seventies.

Capital-output ratio resumed its increasing trend

in the eighties. The decennial averages indicate
that the capital-output ratio which declined from
2.6 in the sixties to 2.4 in the seventies, recouped
to 2.6 in the eighties. Such trends are further
corroborated by the trends in incremental
capital-output ratio (ICOR). The average ICOR
which was 9.1 in the sixties declined to the low
of 1.2 in the seventies, followed by the marginal
rise to 1.4 in the cighties. These trends are also
reflected in capital productivity (Y/K), - hich
recorded a moderate improvement in the seven-
ties, followed by a marginal decline in the
eighties. On the other hand, labour productivity
(Y/L) increased by nearly twofold from 0.13 in
the sixties to 0.24 in the eighties. The increases
in labour productivity are attributable not only to
the technical progress but also to the accumula-
tion of capital per worker, as indicated by the
increases in capital intensity.

11.2.1.Changesin the Structure of Manufacturing
Industries and Factor Use

The manufacturing sector is the most dynamic
component of the industrial sector. Table 13
presents an overview of the changes in the
structure of various industries in the manufac-
turing sector’ during 1974-90. At the beginning
of the seventies, ie., 1973-74, agro-based
industries such as food products, tobacco prod-
ucts, cotton textiles, wool products and jute tex-
tiles absorbed nearly one-fifth of the fixed capital
stock and one-half of the work-force in the
organised manufacturing sector. These industries
accounted for nearly two-fifths of manufacturing
output (net value added). But by the end of the
eighties (i.e., 1989-90), the share of such agro-
based industries in fixed capital stock and
employment declined by 2-3 percentage points,
while their share in manufacturing output
declined drastically by nearly 14 percentage
points, Engineering group (basic metals, alloy
products, electrical machinery and transport
equipment) constituted slightly more than two-
fifths of the fixed capital and employment also
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witnessed a marginal decline (by 2 percentage
points). The share of chemicals group (rubber,
petroleum and chemical products), however, has
shown an increasing trend in output, fixed capital
and employment, with most of the increases in
employment being confined to petroleum sector.*
Their share in manufacturing output nearly
doubled during 1974-90 (from 7 per cent in
1973-74 10 13 per cent in 1989-90). In most of the
industries in the chemicals group, the share of
fixed capital has shownan increasing trend. These
trends are further corroborated by the trends in
factor use (Table 14).

Capital intensity in the manufacturing sector
has increased quite sharply in the eighties; from
an average of 0.23 in the seventies (1974-80) to
0.39 in the eighties (1981-90) (Table 14). Most
of the industries in the manufacturing sector
witnessed capital deepening in the eighties, with
substantial increases in capital intensity in some
of the traditional agro-based industries like wool
and synthetic textiles (from .19 in the 1970s to
0.40 in the 1980s), paper industry (from 0.26 in
the 1970s t0 0.51 in the 1980s). The increase in
capital intensity in some of the capital goods
industries can be attributed to the strategy of
increasing investment in certain core sectors, so
as to generate forward and backward linkages for
other industrics. Among the industries in the
engincering group, transport equipment industry
witnessed sharp increases in capital intensity in
the cighties (from 0.26 in the 1970s 10 0.40 inthe
1980s). The capital-output (K/Y) ratio has also
shown increases in all the manufacturing indus-
tries, except for the manufacture of food products,
manufacture of rubber, plastic, petroleum and
coal products, manufacture of chemicals and
chemical products, and the manufacture of elec-
trical machinery, apparatus, appliances and sup-
plies and parts, where such ratio has displayed
declines during the eighties as compared to the
seventics. In the aggregate manufacturing
industries, the capital-output ratioincreased from
1.3 in the seventies to 1.6 in the eighties.
Accordingly, most of the industries witnessed
decreases in capital productivity in the eighties,
with the exception of the industries such as food
products, rubber products, chemicals and chem-
ical products, and the electrical machinery,
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apparatus, appliances and supplies industries
which recorded marginal improvements.

The labour productivity has shown substantial
improvements in the eightics in most of the
industries, except some of the traditional indus-
tries like tobacco products and cotton and jute
textiles industries (Table 14). Most of the
industriesinthe chemical group (including rubber
products) and engineering group have recorded
substantial improvements in labour productivity
in the eighties. Labour productivity in the man-
ufacturing sector as a whole increased from 0,17
in the seventies to 0.24 in the eighties.

1122, Returns To Scale in the Manufacturing
Industries

We have computed the returns to scale for the
manufacturing sector, using the production
functions estimated on the basis of the ASI data
for the period 1974-90 [Singh and Ajit, 1995b,
Pp. 125-155]. The methodological details
regarding the specification of various production
functionsaswell as the definitions of the variables
used therein, are given inthe Technical Appendix.
The comparative picture of the returns to scale
estimated from the Cobb-Douglas (CD), Constant
Elasticity of Substitution (CES) and Bairam
production functions for various industries in the
manufacturing sector, is given in Table 15. At the
aggregative level, the CD (0.72), CES (0.91) and
Bairam (0.76) production functions consistently
indicated the existence of decreasing returns to
scale in the manufacturing sector in India during
1974-90. At the disaggregative level, the CD
production function indicated that half (9) of the
manufacturing groups registered increasing
returns to scale (IRS), while the remaining half
recorded decreasing returns to scale (DRS). For
most of the industries, the returns to scale results
obtained from the CD and Bairam production
functions were broadly in the same direction,
except for the industries such as cotton textiles,
non-metallic mineral products and the electrical
machinery industries.

113 Growth of Small Scale Industrial Sector

The promotion of small scale industries’ was
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listed as one of the major objectives in the Five
Year Plan documents. In various industrial policy
statements also, the government showed its
continued concern for this sector and various
programmes were initiated and measures were
adopted to promote the growth of this sector. Such
measures included the reservation of commodi-
ties to immunize small scale units against com-
petition from the large industries, provision of
finance on easy terms and various other facilities
relating to materials, marketing, technology
support, etc. In the distribution of bank credit, the
small scale industries were treated as one of the
priority sectors. With a view to encouraging the
tiny units, the banks and financial institutions
have been advised not to insist on securities for
advancing loans to these units. In May 1986, the
Industrial Development Bank of India set up a
Small Industries Development Fund (SIDF) with
a view to providing refinance facility to the small
scale sector. The various promotional policy
measures helped in encouraging the growth of the
small sector in India.

The number of small scale industries (hereafter
SSIs) have increased at an annual average rate of
8.6 per cent, from 5.86 lakhs in 1976-77 to 23.84
lakhs in 1939-94 (Table 16). The rate of growth
inthe number of units was generally higher during
the seventies and early eighties, as compared to
the second half of the eighties and the nineties so
far. As aresult of the increase in number of units,
the employment in the small scale sector has
increased at an annual average rate of 5.5 per cent
during 1976-94. The production and exports have
also recorded the increase of 19.3 per cent and
22.6 per cent per annum, respectively, during the
same period. The share of exports in production
of SSIs which remained around 6 per cent during
1976-91, showed a substantial rise to 7.8 per cent
in 1991-92, 8.5 per cent in 1992-93 and then to
9.4 per cent in 1993-94, Such increases in the
share of exports can be attributed to various
measures adopted to boost exports under the
structural adjustment programme launched in
July 1991.

The sub-period analysis indicates that though

- the absolute amount of output in the small scale

sector® has increased, the growth rate of such
output displayed deceleration from 16.2 per cent
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in 1974-80 to 14.4 per cent in 1980-85 and then
to 8.8 per cent in 1985-90 (Table 17). The similar
behaviour was noticed for the traditional indus-
tries sub-sector of SSIs. The amount of output in
the traditional industries has increased, but the
compound growth rates of such output displayed
declines from 12.6 per centin 1974-80to 11.7 per
cent in 1980-85 and then to 8.8 per cent in
1985-90. In the modern industries segment of
small scale sector, the growthrate of output which
was sustained at 18 per cent in both the periods
of 1974-80 and 1980-85, also declined to 8.9 per
cent in 1985-90. It may be noted that the growth
rates of output in the traditional industries group
were substantially lower than those in the modem
industries group, except for the period 1985-90 in
which such growth rates were virtually the same.
The compound growth rates of output in the other
industries segment declined from 11.1 percent in
1974-80 to as low as (-)24.1 per cent in 1980-85.
During 1985-90, the compound growth rate of
other industries output recovered, but remained
negligible at 0.72 per cent. This phenomenon of
increasing output at a decreasing rate is further
corroborated by the decreasing returns to scale in
the small scale industries, discussed subse-
quently.

Moreover, the traditional industries which
absorbed more than half of the total labour force
employed in the small scale sector, could con-
tribute more than 16.1 per cent to the total output
of such sector in 1973-74, Even such contribution
declined to 13.3 per cent in 1979-80 and then to
remain at 11.8 per cent in 1984-85 and 1989-90
(Table 17). On the contrary, themodem industries
segment, which absorbed a relatively lower pro--
portion of the total labour employed in the small
scale sector, made amajor and rising contribution
to output. Of the total labour employed in the
small scale sector, the modern industries group
absorbed 28.2 per cent in 1973-74, 33.4 per cent
in 1979-80, 38.8 per centin 1984-85 and 38.6 per
cent in 1989-90. In contrast to the proportion of
labour absorption, the contribution of modern
industries to total small industries output, which
was as high as 67.5 per cent in 1973-74, rose
further to 74.2 per cent in 1979-80, 86.6 per cent
in 1984-85, and to 87.2 per cent in 1989-90. On
an average, such contribution worked out to be
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more than 75 per cent during the entire period of
1974-90. As compared to the traditional indus-
tries, the modern industries use more capital and
hence are able to make relatively more
contribution to the overall output of the small
scale sector. Such a phenomenon of low output
with high labour absorption observed in tradi-
tional industries, and high output with low labour
absorption found in the modem industries, brings
into focus the trade off between employment and
growth.

In the growth of small scale sector, the gov-
ernment played an important role in terms of the
provision of various incentives. However, the
allocation of public sector outlay for the small
scale sector during different Five Year Plans was
quite disproportionate to the much proclaimed
policy support provided to this sector. Of the
public sector outlay, 4.9 per cent was allocated to
industry and 2.1 per cent was provided to the small
scale sector in the First Plan, The Second Plan
laid stress on the developmentof heavy and basic
industries and accordingly the allocation of public
sector outlay for industry jumped to24.1 per cent
in thatPlan. However, the small scale sector could
getonly asmall share of 4.0 per cent of suchpublic
sectoroutlay inthe Second Plan (Table 18). Inthe
subsequent Plans until the Annual Plan
(1979-80), the share of industry in the public
sectoroutlay ranged between 19.7t024.7 per cent
and such share declined to 15.5 per cent in the
Sixth Plan and thento 12.5 per cent inthe Seventh
Plan. The share of the small scale sector which
attained the highest peak of only 4.0 per cent in
the Second Plan, showed declines in the subse-
quent Plans and reached the lowest at 1.5 per cent
in the Fifth Plan. In the Seventh Plan also, the
small scale sector shared the similar proportion
(1.5 per cent) of the public sector outlay. Thus,
the small scale was accorded very low priority in
terms of the allocation of public sector outlay
during different Five Year Plans.

11.3.1. Sickness in Small Scale Industrial Sector

A notable feature and a cause of concern is the
increasing incidence of industrial sickness. A
large number (nearly 98 per cent) of the sick units
are in the small scale sector. Moreover, over a
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span of nearly one decade, the number of sick
units in the small scale sector has displayed a
dramatic increase from 422 units as at end-June
1981 to as high as 245,575 units as at end-March
1992 (Table 19). However, despite such a per-
ceptible increase in the number of sick smallscale
industry (SSI) units, the amount of bank credit
locked up in these units has displayed a relatively
much lower increase from Rs 1,453.3 crore to Rs
3,100.7 crore, during the corresponding period.
Moreover, the amount of bank credit outstanding
against these units constituted only a small pro-
portion (nearly 26 per cent) of the aggregate bank
credit locked up in both SSI and non-SSI sick
units, as atend-Scptember, 1992 [Government of
India, Economic Survey, 1994-95, Pp. 116-117].

An analysis of the industry-wise distribution of
sick SSI units indicates that the largest number of
sick SSI units as at end-June 1981 were in the
Textiles (22.3 per cent) and the Engineering and
Electrical industry groups (21.8 per cent), fol-
lowed by the units in the miscellaneous industry
group (15.4 per cent) and then the Sugar (11.4 per
cent), Iron and Steel (11.1 per cent) and the Jute
(8.3 per cent) industry groups (Table 19). The
amount of bank credit outstanding against these
units largely followed the similar pattern and
distribution. As at end-March 1992, the pattern
underwent some change and the largest number
of sick SSI units were in the miscellaneous
industry group (69.8 per cent), followed by the
units in the Engineering and Electrical (13.9 per
cent), Textiles (7.8 per cent) and the Chemical
(4.1 per cent) industry groups.

An analysis ofthe state/region-wise distribution
of sick SSI units indicates that as at end-June
1982, the largest number of sick SSI units were
in the Western Region (34.5 per cent) followed,
in descending order, by Eastern (29.7 per cent),
SouthernRegion (20.0 per cent) and the Northern
(159 per cent) regions (Table 20). The distribu-
tion of the amount of bank credit locked up in
these sick SSI units also followed the similar
pattern. In terms of the states, West Bengal (25.5
per cent) accounted for the largest proportion of
sick SSI units, followed by Maharashira (20.2 per
cent) and Uttar Pradesh (12.2 per cent) as at
end-June 1982. As at end-September 1992, the
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pattern underwent a change and the largest
number of sick SSI units were in the Southern
Region (31.6 per cent) followed, in descending
order, by the Northemn (27.1 per cent), Eastern
(26.1 per cent) and the Western (15.3 per cent)
regions. State-wise, the largest proportion of sick
SS1 units wasin Uttar Pradesh (13.7 per cent) and
West Bengal (13.6 per cent), followed by Andhra
Pradesh (12.9 per cent) and Maharashtra (8.5 per
cent). As regards the amount of bank credit
outstanding against these sick units, the Southern
Region accounted for the maximum proportion
(31.2 per cent), followed by the Western (29.6 per
cent), Northern (24.9 per cent) and the Eastern
(14.4 per cent) regions.

The problem of prolonged sickness coupled
with the finance and marketing problems led to
the closure of many units, The incidence of
closure was more preponderant in industrially
advanced states that in the other states.” Even the
surviving sick units are struggling for their exis-
tence. The gravity of the situation gets further
aggravated, when we look at viability status of
these units. A large proportion (nearly 90percent)
of these sick units are non-viable.

In view of the seriousness of the situation,
various studies have attempted to identify the
underlying reasons for such sickness, so as to
suggest for a suitable policy fraimework. In most
of such studies, the industrial sickness has been
attributed to the combined effect of a host of
factors such as the lack of sound management
practices, non-availability of adequate credit
facilities, pricing and taxation of the government,
competitiveness in the product market, etc.
However, these arguments explain only a tip of
the problem and fail to diagnose the root cause of
the problem. As far as the competition is con-
cerned, a large number of items® have been
reserved for the small scale sector so as to
immunize them against competition from the
large units. But, despite such patronage, the
performance of the reserved industries was no
better than the performance of the unreserved
small scale industries. Itis perhaps because of the
lack of proper identification of the root cause of
the industrial sickness problem that the policy
measures, adopted hitherto, could provide only
the short term solutions,
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We have adopted the production function
framework and estimated the CD, CES and Bai-
ram production functions separately for the small
scale. industries (SSIs), medium and large
industries (M&LIs) and the overall industrial
sector for the period 1974-92. All the three
production functions consistently indicated the
existence of decreasing returns to scale (DRS) in
these industry groups (Table 21). Thus, the major
reason for the persistent sicknessinthe smallscale
sector can be explained, inter alia, in terms of the
decreasing returns to scale. Moreover, the aver-
age cost per unit of output in the small scale sector
ishigh and this results in a lower surplus per unit
of labour and capital. The existence of decreasing
returns to scale in the industrial, and especially
the small scale sector, can be mainly attributed to
the use of outdated and obsolete technology and
the disproportionality in factor use arising from
the increasing use of labour relative to capital.
Moreover, there is no incentive and, in fact, there
isdisincentive for the small scale units to expand
their size interms of their fixed capital assets. The
government provides various concessions and
subsidies to the small scale units. If these units
crosstheir prescribed capital limit, then such units
no more remain the small units and hence they
lose all the concessions and subsidies from the
government. In view of this, these units prefer to
remain deliberately small instead of becoming
large, so astoretain the subsidy benefits from the
govemnment. The government subsidies seem to
have sapped their incentive to expand the capital
base and use the optimal combination of capital
and labour in the production process. Moreover,
the policy of reservation also protects the obsolete
technology and hence results in inefficiency in the
reserved sector. As a result of all these factors,
the small scale units continue to opcrate under the
decreasing returns to scale and hence slog in
sickness.

The long term solution for the problem of
sustained sickness is to improve the efficiency
and productivity by upgrading the technology in
the small scale sector. The subsidies should be
oriented towards encouraging them to upgrade
and modernize their technology. Similarly, the
solution for decreasing retums to scale in the
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mediom and large industries also lies in
improving their efficiency and productivity,
through modernisation of their technology.

II1- INTER-SECTORAL TERMS OF TRADE

The theoretical underpinning for the inter-
sectoral terms of trade mainly derives from the
sectoral linkages and interdependence. At
constant prices, the sectors are inter-linked
through the demand and supply of real output, but
also the prices. The prices play an important role
not only in the exchange of goods and services,
but also in the transfer of resources from one
sector of the economy to another. In the regime
of government interventions and market imper-
fections, the prices are not the true reflections of
the functioning of the pure demand and supply
forces in the market mechanism. In India, the
government intervenes the market and fixes the
Minimum Support Prices of certain essential
commodities and also undertakes the price sup-
port and commercial purchase operations.
Moreover, the taxes levied and subsidies provided
by the government to different commodities also
reflect on the sectoral as well as overall prices.

In India, the studies regarding the terms of trade
focussed on the computation of terms of trade
between agriculture and non-agriculture sectors,
with no cognizance of the terms of trade sepa-
rately for the service sector. Besides, suchstudies®
have used either the crop harvest prices or more
commonly the Index Numbers of Agricultural
and those of Manufactured Product Prices to
compute the terms of trade. Itis wellaccepted that
as compared to the index numbers of wholesale
prices, the GDP (or NDP) deflators have wider
coverage and hence such deflators provide better
reflections of the prices. In the present study, we
have used such GDP and NDP deflators to com-
pute the inter-sectoral terms of trade. We have
measured the terms of trade as the ratios of
sectoral prices. Moreover, the service sector
whichsellsits services to and purchases the goods
from the agricultural and industrial sectors, made
anincreasing contribution to output. As discussed
earlier in Section I, the scrvice sector constituted
the predominant proportion of aggregate output
(GDP/NDP) during the eighties and the nineties
so far. In view of the important role of the service
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sector, we have provided a separate treatment to
such sector in the computation of inter-sectoral
terms of trade (hereafter TOT) in India.

An analysis of the trends in TOT between
agriculture and industry indicates that the TOT
remained against agriculture during the entire
pre-Green Revolution period 1950-64 (Table 22).
The ratio of agricultural prices to industrial prices
generally remained less than unity till the mid-
sixties. Subsequently, suchratio crossed the unity
quotient and the TOT were favourable to
agriculture during 1965-75. During 1975-90,
there was a virtual balance between agricultural
and industrial prices and the TOT largely
remained neutral in this period. During 1990-93,
the TOT again became favourable to agriculture.
As regards the TOT between agriculture and
service sector, the ratio of agricultural prices to
service sector prices remained less than unity and
the TOT remained against agriculture for the
period 1951-65 and 1975-90. For the remaining
years, the ratio of agricultural prices to service
sector prices was almost equal to unity and hence
the TOT were neutral and there was a virtual
balance between agricultural and service sector
prices. As regards the TOT between industry and
service sector, the ratio of industrial prices to
service sector prices remained less than unity
during the entire period 1950-93, except for a few
years like 1951-52, 1979-80 and 1980-82, in
which such ratio was unity, indicating the neu-
trality of TOT between two sectors. Thus, except
for these few years, the TOT remained against
industry vis-a-vis service sector during the entire
period under consideration. An analysis of the
inter-sectoral TOT computed on the basis of NDP
g;t)'lators yielded largely similar results (Table

IV- POLICY REFORMS OF THE 1990s AND THE
SECTORAL PERFORMANCE:
AN APPRAISAL

IV.1. Policy Reforms of 1990s - An Overview

In 1990-92, India faced an unprecedented
economic crisis in both the internal and external
sectors. In the internal sector, the rate of inflation
which started accelerating in 1990, reached its
peak of 16.7 per cent in August 1991. In the
external sector, payments crisis reached its zenith
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in June 1991 when the foreign currency reserves
dipped so low that they were barely enough to
finance only two weeks of imports. The short- -
term and long-term causes for such crises
included the Gulf War in 1990 which led to the
hike in oil prices and the consequential infla-
tionary spiral, repatriation of workers from
Kuwait and cessation of their remittances,
cessation of exports to Iraq in view of the UN
trade embargo, the collapse of the Eastern Bloc,
the ever enlarging budget deficits and public
sector dissavings since the beginning of the
eighties, and the lack of efficiency and interna-
tional competitiveness in the industrial sector.
The situation was further aggravated by the
drying up of short-term credit and commercial
loans, and the net outflow of NRI deposits during
the period.

To correct the deteriorating situation and to put
the economy on the path of sustained economic
growth, a macroeconomic stabilisation pro-
gramme was launched in July 1991 and bold
policy initiatives were undertaken by the
government in the fiscal and external sectors
supplemented with the simultaneous reforms in
the financial, industrial and agricultural sectors.
The reform process has been a step-by-step
gradual approach. In the financial sector, the need
for an integrated and well developed financial
infrastructure was recognised and accordingly the
reforms in such sector were initiated gencrally
following the Narasimham Commiitee recom-
mendations [Narasimham, 1991].

In the fiscal area, the major steps included the
monitoring of fiscal deficit, the adoption of the
internal debt management policies and the market
related coupon rates through regular auctions, the
use of open market operations and the limiton the
quantum of short term treasury bills issued to the
government by the Reserve Bank. In the interest
of long-term stable growth, the govemment
realised the need to reduce its reliance on all the
three present sources of funds, viz., the banking
sector, the Reserve Bank and the foreign savings.

As regards the industrial and public sectors,
with a view to imparting inherent competitive
strength to the industrial economy, a programme
of structural reforms of trade, industry and public
sector was initiated. The objective wasto evolve
an industrial and trade policy framework which
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would promote efficiency, reduce the bias in
favour of capital intensity and encourage an
employment oriented pattern of industrialisation.

In the external sector, the major policy initia-
tives included the two-step depreciation of
exchange rate of Rupee in July 1991, the move
towards a dual exchange rate in march 1992, the
unification of exchange rate in march 1993 and
the steps towards current account convertibility
initiated in March 1994 and completed in August
1994, Besides, the trade policy reforms reversed
the earlier policy framework which had an
implicit bias against exports. These policy
reforms in the external sector, have resulted in an
improvement in the balance of payments, an
increase in the foreign exchange reserves to their
record levels and an increase in the Foreign Direct
Investment (FDI).!°

IV.2 Sectoral Performance During 1990s

The detailed data for the period 1990-95 were
not available uniformly which could enable a
disaggregative analysis of the sectoral perform-
ance, on the similar lines discussed in the earlier
sections. In view of this, we have focussed only
on the major and broad sectors and sub-sectors.
Moreover, the period of analysis during the
nineties is so far very short and most of the data
available for such period are also provisional. In
view of such limitation, we could make only ad
hoc rather than assertive observations.

The growth rate of GDP which dipped from 4.9
per cent in 1990-91 to 1.1 per cent in 1991-92,
recovered to 4.3 per cent in 1992-93 and such
growth was sustained in 1993-94 (Table 23). In
1994-95, the rate of growth of GDP rose to 5.3
per cent. The sharp decline in the growth rate of
GDP in 1991-92 was due to the poor performance
and negative growth in both the agricuitural and
industrial sectors during the year. The growth rate
of GDP originating from agriculture dipped from
4.1 per cent in 1990-91 to (-) 2.7 per cent in
1991-92 and that of GDP originating from
industry dipped from 6.6 per cent to (-) 1.7 per
cent during the same period. In 1991-92, the
agricultural sector suffered a set back due to the
fallin Kharif production which was caused by the
delayed South-West monsoons followed by its
erratic behaviour. The decline in industrial output
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can be atiributed to the import compressions
arising from the trade and monetary policy
actions, the exchange rate adjustments effected in
1991, the reduction in demand from the govern-
ment sector in view of the stringent control on
deficit, and the disruption of the rupee trade with
the Eastern Bloc. In the industrial sector, the
setback was mainly in the capital goods, inter-
mediate goods and consumer-durable goods
industries (Table 24). i

An analysis of the growth ratgs of agriculture
and industry computed on the basis of their
production indices also revealed largely the
similar trends and pattern. In the agricultural
sector, good performance in one year was fol-
lowed by the poor performance in the next and
hence there was no stable pattern of agricultural
growth (Table 24). In the industrial sector, the rate
of growth of production which dipped from 8.3
per cent in 1990-91 to as low as 0.6 per cent in
1991-92, started recovering subsequentlytoreach
2.3 per cent in 1992-93, 5.6 per cent in 1993-94
and 8.4 per cent in 1994-95. It may be noted here
that after passing through the precarious phases,
the growth of industrial sector is restored back to
its initial position from where it started in
1990-91. The growth of the industrial sector at
8.4 per cent in 1994-95 was virtually the same as
the growth in 1990-91 at 8.3 per cent. Moreover,
the growth rate of industry at 8.4 per cent in
1994-95 was not much different from its growth
recorded during the 1980s and, in fact, it waseven
lower for some of the years in the 1980s. The
average rate of growth of industrial productionat
5.0 per cent during 1990-95 was also lower than
the average growth rates recorded in the quin-
quennial periods during the 1980s; 7.3 per cent
during 1981-86 and 8.4 per cent during 1986-90
[see Tables 11 and 24].

An analysis of the comparative performance of
the five year period till mid-1990s, vis-a-vis the
previous Five Year Plans, indicates that during
the five year period 1990-95, the annual average
growth rate of overall GDP was 4.0 per centand
that of GDP originating from agriculture was 2.4
per cent, industry 4.1 per cent and service sector
5.1percent. Suchoverall as well as sectoral GDP
growthrates during 1990-95 were lower than their
corresponding annual average growth rates
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recorded in all the Fifth, Sixth and Seventh Plans,
During these Fifth, Sixth and Seventh Plans, the
annual average growth rates of overall GDP
worked out at 4.9, 5.7 and 5.6 per cent, agricul-
tural GDP at4.0, 6.2 and 3.6 per cent, industrial
sector GDP at6.6,6.5and 7.1 per centand service
sector GDP at 5.5, 5.4 and 6.7 per cent, respec-
tively (Table 3). From this entire analysis, it can
be construed that during the five year period till
mid-1990s, the economy and especially its
directly productive sectors like agriculture and
industry could not make any discernible drift in
their growth trajectories. So far, these sectors
could only recover from their initial shocks in
1991-92.

V - SUMMING UP

It can be inferred from the foregoing analysis
that the rate of growth of GDP rose from 3.6 per
cent in the First Plan to 5.7 per cent in the Sixth
Plan and such growth was virtually sustained in
the Seventh Plan. Subsequently during 1990-95,
the rate of growth of GDP declined to4.0 per cent,
mainly due to the stochastic shocks of two con-
secutive droughts. In the overall GDP, the private
sector shared a predominant proportion of 83.5
per cent, while the public sector shared the
remaining proportion of only 16.5 per cent during
1960-90. At the industry-group level, the private
sectoroccupieda predominantplace with its share
of more than 85 per cent in the ovtput (GDP)
originating from agriculture, manufacturing,
trade, hotels and restaurants and other services
during 1960-90. The private sector shared 79 per
cent of the GDP emanating from the overall
industrialsector and 72 per centof that originating
from the service during the same period. The
sectors where the public sector contributed a
relatively larger proportion of GDP were trans-
port, storage and communication and the banking
andinsurance. Even in banking and insurance, the
private sector shared arelatively larger proportion
of output in the pre-nationalisation period.
Intertemporally during 1960-90, the share of the
private sector has shown only marginal declines
in all the industry-groups (except transport,
storage and communication) and, keeping in view
the time span of the two decades involved, even
such declines were virtually very negligible. The
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public sector made the major contribution and
absorbed the largest proportion of employment in
thé service sector, while the private sector played
a prominent role in providing employment in
agriculture and industrial sectors. The unorga-
nised sector still dominates the Indian economy
with its as high as two-thirds share in the total
GDP.

In the manufacturing sector, the agro-based
industries like food products, tobacco products,
cotton textiles, wool products and jute textiles
have lost their shares not only in manufacturing
output but also in fixed capital and employment
during 1974-90. Similar trends were evident in
engineering industries. However, the shares of
chemical industries in manufacturing output,
fixed capital and employment have shown
improvements. There has been an increase in the
use of capital relative to that of labour in most of
the industries inthe manufacturing sector in India.
Capital  productivity recorded marginal
improvements in the seventies followed by the
gradual declines in the eighties. The labour pro-
ductivity has shown steady improvements during
1974-90, with the signs of significant
improvements in the eighties. In the manufac-
turing sector, nearly half of the industries
recorded decreasing returns to scale, while the
remaining half registered increasing returns to
scale,

The small scale industrial sector was also
characterised by the existence of decreasing
returns to scale (DRS). The decreasing returns to
scale, inter alia, led to the persistent sickness in
the industrial and especially the small scale sector
in India. As a result of the problem of prolonged
sickness, a large number of sick industrial units
have been closed and a major proportion of the
remaining units is non-viable. The long term
solution for such problem of sustained sickness
lies in improving the efficiency and productivity
by upgrading the technology in the small scale
sector. The government concessions and subsi-
dies should be oriented towards encouraging the
small scale units to modemize their technology.

Ananalysis of the terms of trade (TOT) between
agriculture and industry indicated that the TOT,
which generally remained against agriculture
during the entire pre-Green Revolution period
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1950-64, subsequently became favourable to
agriculture during 1965-75 and then became
neutral during 1975-90. A short period of 1990-93
was characterised by the favourable TOT to
agriculture, As regards the TOT between agri-
culture and service sector, the TOT remained
against agriculture during 1951-65 and 1975-90
and for the remaining years the TOT were neutral.
An analysis of the TOT between industry and
service sector indicated that the TOT remained
against industry during the entire period 1950-93,
except for a few years like 1951-52,1979-80 and
1980-82 in which the TOT were neutral between
two sectors.

NOTES

1. The sectoral analysis of the growth rates of agriculiare
and industry, made on the basis of production indices, will be
somewhat different from that made onthe basis of value added
(gross/net) data, due to the obvious conceptual difference
between the two terms - production and value added.

2. The term ‘post-Green Revolution period’ has been
broadlyused here to cover the period from 1967-68t01990-91
which includes both Green Revolution period (which spans
up to nearly 1974-75) as well as the subsequent period. Hence
the term ‘post-Green Revolution period’ may not be confused
with the period after Green Revolution.

3. Our analysis of the manufacturing sector is based on the
Annual Survey of Industries (ASI) data. The industrial clas-
sification in AST was changed to National Industrial Classi-
fication (NIC) in 1973-74 and, hence, the data prior to that
period are not strictly comparable with the data in the latter
years. In view of this, our analysis here was restricted to the
period 1974-90.

4. The share of chemical products (Item 11in Table 13) in
manufacturing employment has shown a decline from 6.25
per cent in 1973-74 10 3.37 per cent in 1989-90.

5. The small scale industries are defined on the basis of the
number of workers employed and the amount of capital used.
In terms of the value of fixed assets excluding land and
building (gross, undepreciated plant and machinery), the
definition of such industries has undergone changes over a
period of time. In 1960, the cut-offinvestment limit (in terms
of fixed assets), used for defining small scale industries, was
Rs 5 lakh. The cut-off investment limit was changed period-
ically and at present such limit is Rs 60 lakh. Similarly, the
cut-off investment limit for the ancillary unit is given at Rs
75 lakh. A unit, which produces and supplies more than 50
per cent of its products to one or many companies, is called
the ancillary unit. The industrial policy statement of 1977
introduced a distinction between the small scale and tiny units.
A unit, which has an investment limit in plant machinery up
to Rs 1 lakh, was defined as the tiny unit, Such investment
limit for the tiny units was raised to Rs 2 lakh in 1980 and
then 10 Rs 5 lakh in June 1991. A large part (nearly 95 per
cent)of the small scale industrial units belongs to the category
of tiny units.

6. For this sub-period and intra-sectoral analysis of the small
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sector, we have used the data taken from the Planning
Commission reports. These data are somewhat different from
those of the RBI data, reported in Table 16.

7. For a detailed discussion regarding the closure of sick
small units, see Sandesara [1993, Pp. 223-229].

8. Atpresent, as many as 836 number of iterns are reserved
for the small scale sector.

9. For an overview of the survey of literature on the terms
of trade between agriculture and non-agriculture sectors in
India, see Ahluwalia [1985].

10. As a result of the liberalisation of the foreign investment
policy and the other reforms in trade and industrial sectors,
the foreign investment climate has undergone a significant
change, as reflected in the higher value of approvals and rising
trend in actual flows. The total stock of Foreign Direct
Investment (FDI) at the end of March 1991 was barely Rs 32.1
billion. The total value of FDI approvals granted as at the end
of August 1994 stood at Rs 217 billion. The actual total inflow
during July 1991 10 August 1994 amounted to Rs 46 billion.
The majority of foreign investment approvals have been in
the core sectors such as power, oil refinery, food processing,
chemicals, computers, pharmaceuticals and finance [RB/
Bulletin, January 1995, p. 85 and RBI Annual Report 1995,
Pp. 82-83].

TECHNICAL APPENDIX

L. Specification of Production Functions

The production functions used to compute the
returns to scale are specified as under:

1. Conventional Cobb-Douglas and CES Pro-
duction Functions

The theoretical framework for the conventional
Cobb-Douglas (CD) and Constant Elasticity of
Substitution (CES) production functions is well
documented in the literature and, therefore, we
would present only a brief description of such
production functions. At the outset, it may be
mentioned that X would denote capital and L
labour. The usual log-linear specification of CD
production function is given by:

InY=InA+oaInK+BInL+p 1
where A is the efficiency parameter, o and
indicate the returns to a factor or the partial
elasticities of output with regard to capital and
labour, respectively. The sum of the exponents
(o + B) indicates the returns to scale.

The Kmenta’s approximation of the CES pro-
duction function ()1 omitted) is given by:
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InY=®,+®,nK+®,InL+®, Ink/iL} (2)

For ¢, =0, the CES production function reduces
to CD production function.

2. New Production Function

The aforementioned conventional production
functions are specified on a priori assumption
about their functional form and hence are sus-
ceptible to the specification bias. Recently, Bai-
ram [1989] has introduced a more generalised
approach to the estimation of production function
in which the data determine the appropriate
functional form of the production function. The
Bairam production function is specified as:

(P*~1)/ A =TI+ 1, [(K* 1)/ ]

+TL [(LM~1)/ N +¢, 3)

where ~e< <A<+ e and I, > 0,11,>0

So long as A < 1, the Bairam production func-
tion (3) satisfies the properties of the Neo-
Classical production function and hence
approximates to the CES production function.
The Bairam production function reduces to linear
form when A = 1 and log-linear form when A = 0.
The mean elasticities of output with regard to
capital (K) and labour (L) can be computed as:

no=B.(fA) md n=R(FH)

Where n,, indicates the elasticity of output with
regard to capital (K) and n, stands for the elas-

ticity of output with regard to labour (L). The sum
of the elasticity parameters (n, + M) can be used

to measure the returns to scale.

The estimation of Bairam production requires
the estimation of a set of several equations for
different values of A for each industry group. For
each industry, we estimated 20 equations for the
different values of A [-0.1, -0.2,
+0.2+.............1.0] and we selected the equation
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with the value of A that maximised the log-
likelihood function {see Singh and Ajit, 1995b,
Pp. 125-155]. Such selected equations were then
subjected to the log-likelihood ratio (LR) test with
aview to test for the restrictionof A=0and A=1
and hence to decide as to which functional form
(linear or log-linear) was more appropriate. The
LR test statistics is given by:

Lou3) = Lons®) < (V2 (@) Q)

The LR test indicated that the log-linear model
is accepted, while the linear model is rejected for
all the industries in the manufacturing sector at
the aggregative as well as disaggregative levels.
Thus, the Bairam production function confirmed
the conventionally accepted log-linear form of the
production function. The concentrated log-
likelihood function (L*) for the given A is spe-
cified, except for a constant, as:

L*(\, p;Y,K,L)=~(N/2)In6> (\)
+(1/2)In(1-p?

&)

where G2 is the constant variance of the error
distribution and N is sample size.

N
+(-1)XInY,

II. Definitions of the Variables Used

The variables used in the estimation of afore-
mentioned production functions are defined as
under:

Notation Definition of the Variable

Y Net Value Added (real) - Nominal net value added
(in Rs Lakh) deflated by wholesale price index of
manufactured products [Base: 1981-82 = 100;
weight = 57.04].

K Fixed capital stock (real) - Nominal fixed capital
stock (in Rs Lakh) deflated by wholesale price
index of machine and machine tools [Base:
1981-82 = 100; weight =6.27].

L Number of Employees including supervisory
staff.
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TABLE 1. PLAN-WISE SECTORAL COMPOSITION OF GROSS DOMESTIC PRODUCT (GDP) AT FACTOR COST
AT 198081 PRICES (ANNUAL AVERAGES)

(Per cent)

Sector First  Second Third Annual Fourth  Fifth  Annual Sixth  Seventh
Plan Plan Plan Plans Plan Plan Plan Plan Plan
1951-52 1956-57 1961-62 1966-67 1969-70 1974-75 1979-80 1980-81 1985-86

to to to 10 o to 10 to
1955-56 1960-61 1965-66 1968-69 1973-74 1978-79 1984-85 1989-90
) @) 3 1)) ) (6) ) 8 ® (10)
1. Agriculture and Allied 5491 518 4661 43.57 4293 40.62 3617 3717 3278
Activities
of which ‘
1.1 Agriculture 48.96 4655 41.64 3833 3814 3629 3248 3402 3025
1.2. Forestry and Logging 523 4.52 421 443 3.98 3.52 290 240 1.78
1.3. Fishing 0.72 0.80 0.77 0.82 0.81 0.82 0.79 0.75 0.75
2. Industry: 1340 1517 1796  18.61 1934 2039 2210 2196 24.01
of which
2.1. Manufacturing 11.88 13.46 1577 1604 1672  17.48 18.91 1851 2007
2.2. Mining and Quarrying 1.15 1.18 1.40 1.50 137 1.43 1.47 1.66 1.78
2.3. Electricity, Gas and 0.38 0.53 0.79 1.07 1.25 1.49 1.71 178 2.15
Water Supply
3. Services: » 31.69 32.97 3543 37.82 37.73 38.9 41.73 4087 43.21
3.1. Trade, Hotels and 8.62 9.33 1046 1088 1083 11.55 1224 1211 1277
Restaurants

3.2. Transport, Storage and 2.51 2.84 324 3.53 3.65 4.20 470 469 520
Communication

3.3. Banking and Insurance 1.28 1.51 1.75 1.80 2.15 2.50 299 3.07 429

3.4. Public Administration 224 2.48 3.05 3.56 3.97 4.22 476 476 5.46
and Defence

3.5. Construction 3.37 3.89 4.56 5.44 5.00 4.76 4.73 472 4.43

3.6. Other Services @ 13.67 12.87 1237 1261 1212 11.77 1232 1151 1100

Total Gross Domestic Product  100.00  100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
(GDP)

Note: @: Other Services include i) Real Estate, Ownership of Dwellings and Business Services, ii) Community, Social and

.Personal Services, and iii) Certain Other Services.
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TABLE 2. PLAN-WISE SECTORAL COMPOSITION OF NET DOMESTIC PRODUCT (NDP) AT FACTOR COST
AT 1980-81 PRICES (ANNUAL AVERAGES)
(Per cent)
Sector FirstPlan Second Third Annual  Fourth Fifth Annual Sixth  Seventh
1951-52  Plan Plan Plans Plan Plan Plan Plan Plan
to 1956-57 1961-62 1966-67 1969-70 1974-7S 1979-80 1980-81 1985-86
1955-56 to to to to to to to
1960-61 1965-66 1968-69 1973-74 1978-79 1984-85 1989-90
1) 2) 3) 4) (5) (6) ) (8) 9 (10)
1. Agriculture and Allied 5665  53.61 48.40 45.48 4493 4258 37.85 39.05 3461
Activities
of which
1.1. Agriculture 5042 48.08 43.18 39.92 3985 3795 33.89 35.68 3194
2. Industry 1323 14.66 17.18 1743 1797 1883 20.42 20.10 2191
of which
22. Manufacturing 11.77 13.11 15.29 15.33 1596 1673 18.27 17.88 19.60
3. Services 3012 31.72 34.42 37.09 37.09 3859 41.73 40.85 4348
of which
3.1. Trade, Hotels and 8.96 9.83 11.09 11.66 11.60 1239 13.25 13.09 13.87
Restaurants
3.2. Transport, Storage and 185 2.11 227 236 245 296 337 3.39 387
Communication
3.3. Banking and Insurance 133 1.58 1.85 1.92 231 269 326 335 469
34. Public and Administration 221 245 3.04 358 400 424 4.84 4.82 556
and Defence
3.5. Other Services @ 15.76 15.74 16.18 17.58 1673 1631 17.00 1621 1549
Total Net Domestic Product 100.00 100.00 100.00 10000 10000 100.00 100.00 100.00 100.00
(NDP)

Note: @: Other Services include i) Construction, ii) Real Estate, Ownership of Dwellings and Business Services, and iii) Community,
social and Personal Services, and iv) Certain Other Services.

TABLE 3. PLAN-WISE SECTORAL GROWTH RATES OF GROSS DOMESTIC PRODUCT (GDP) AT FACTOR COST AT 1980-81 PRICES

(ANNUAL AVER AGES)
(Per cent)
Sector First  Second Third Annual Fourth  Fifth  Annual Sixth Seventh
Plan Plan Plan Plans Plan Plan Plan Plan Plan
1951-52 1956-57 1961-62 1966-67 1969-70 1974-75 1979-80 1980-81 1985-86
to to to o 1o 10 to to
1955-56 1960-61 1965-66 1968-69 1973-74 1978-79 1984-85 1989-90
1) 2) (3) ) ) 6) (7) (8) ©9) (10)
1. Agriculture and Allied 288 335 -0.28 443 2.76 3.5 -12.7m 5.68 337
Activities
of which
1.1 Agriculture 322 3.60 -0.75 481 2.96 397 -13.3 620 358
1.2. Forestry and Logging -0.21 0.82 4,34 1.63 1.06 0.42 -8.89 -0.78 -0.56
1.3. Fishing 5.89 5.1 3.42 4,66 341 3.05 -0.66 632 475
2. Industry 579 6.51 6.88 273 4.76 6.57 2.61 6.49 712
of which
2.1. Manufacturing 584 6.28 6.62 224 494 6.47 -3.22 6.23 6.80
2.2. Mining and Quarrying 440 6.97 6.76 274 1.64 5.28 1.08 8.25 773
2.3. Electricity, Gas ’ 8.68 12.00 12.84 10.84 6.04 9.36 1.24 7.90 972
and Water Supply
3. Services - 4.00 4.30 525 412 341 5.51 0.98 536 6.68
3.1. Trade, Hotels and 479 5.77 5.39 3.47 345 6.88 3.23 538 698
Restaurants
3.2. Transport, Storage 438 6.99 6.27 481 475 6.93 5.65 638 777
and Communication
3.3, Banking and Insurance 8.77 5.80 6.48 497 7.20 10.98 3.45 872 1251
3.4. Public Administra- 345 6.83 8.97 5.66 6.54 4.94 1.07 6.55 8.16
tion and Defence
3.5. Construction 6.80 6.70 6.83 6.30 -0.16 5.75 -5.28 4.96 3.80
3.6. Other Services @ 248 272 3.33 3.09 2.89 2.88 5.27 3.82 426
Total Gross Domestic Product 361 4.27 2.84 392 335 488 -5.20 5.68 561

(GDP)

Note: @: Same as for Table 1.
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TABLE 4, PLAN-WISE SECTORAL GROWTH RATES OF NET DOMESTIC PRODUCT (NDF) AT FACTOR COST
AT 1980-81 PRICES (ANNUAL AVERAGES)
(Per cent)

Sector First  Second Third Annual Fourth Fifth Annual Sixth Seventh
Plan Plan Plan Plans Plan Plan Plan Plan Plan
1951-52 1956-57 1961-62 196667 1969-70 1974-75 1979-80 1980-81 1985-86

to to 1o to to to to to
1955-56 1960-61 1965-66 1968-69 1973-74 1978-79 1984-85 1989-90

0) @ 6 @ ® ©® O ® O
1. Agriculture and Allied 2.75 330 -0.49 4.44 2.72 3.53  -13.76 578 349

Activities

of which

1.1 Agriculture 3.09 3.57 -0.99 4.84 2.92 394 -14.43 634 3.74
2. Industry 545 582 637 1.81 4.57 6.55 -4.14 6.22 708

of which

2.2. Mining and Quarrying 5.56 5.61 6.33 1.46 496 6.64 -4.27 6.30 6.90
3. Services 4.17 4.82 518 4.08 332 5.66 0.56 532 6.77

3.1. Trade, Hotels and 4.79 5.78 538 343 331 6.86 -3.49 532 7.03

Restaurants
3.2. Transpon, Storage 4.81 6.62 4.03 452 4.68 8.19 5.38 6.55 8.14

and Communication
3.3. Banking and Insurance 8.75 572 6.45 495 721 11.09 3.57 870 1235

3.4. Public Administra- 3.05 6.86 8.93 5.62 6.41 4.90 7.08 638 8.26
tion and Defence
3.5. Construction 3.55 3.66 445 408 1.96 3.74 2.04 410 4.19
Total Net Domestic Product 3.52 4.12 2.52 3.76 3.23 4.85 -6.27 563 5.60
(NDP)

Notes: @ Same as for Table 2.

TABLE 5. SECTORAL COMPOSITION OF NET DOMESTIC PRODUCT (NDP) AT FACTOR COST - ORGANISED AND UNORGANISED
SECTORS (AT CURRENT PRICES) (ANNUAL AVERAGES)
(Per cent)

Industry-group Over-all Period
1980-81 to 1984-85 1985-86 to 1989-90 1980-81 to0 1989-90

Organised  Unorga-  Organised  Unorga-  Organised  Unorga-

Sector nised Sector nised Sector nised
Sector Sector Sector
2 @ ©) @ ) ©) o)
1. Agriculture and Allied 4.40 95.60 4.50 95.50 444 95.56
Activities
of which
1.1, Agriculture 2.30 97.70 2.90 97.10 257 97.43
2. Mining and Quarrying 90.40 9.60 90.40 9.60 90.40 9.60
3. Manufacturing 57.00 43.00 59.70 40.30 5820 41.80
4. Electricity, Gas and Water Supply 100.00 0.00 100.00 0.00 100.00 0.00
5. Construction 51.30 48.70 52.70 41.30 5192 48.08
6. Trade, Hotels and Restaurants 10.10 89.90 10.10 89.90 10.10 89.90
7. Transport, Storage and Communication 53.90 46.10 52.50 47.50 5328 46.72
9. Banking and Insurance 98.90 1.10 98.70 1.30 98.81 1.19
10. Public Administration and Defence 100.00 000 - 100.00 0.00 100.00 0.00
11. Other Services 34.60 65.40 40.70 59.30 3731 62.69
Total Net Domestic Product (NDP) 32.50 67.50 36.10 63.90 34.10 65.90

SO\lN_:e: Computed on the basis of data taken from the National Accounts Statistics (NAS) (various issues), Central Statiscal
Orgnisation (CSO), Government of India.
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TABLE 10. ALLINDIA COMPOUND GROWTH RATES OF AREA(A), PRODUCTION(P) AND YIELIXY) OF PRINCIPAL CroPS
(Per cent per annum)

Pre-Green Revolution Post-Green Revolution Over-all Period
1949-50 to 1964-65 1967-68 to 1990-91 1949-50 to 1990-91
Crop A P Y A P Y A P Y
m ) @A) @ ) ®) &) ®) ) (10)
1. Total Foodgrains 141 293 15 020 280 260 058 269  2.10
Rice 133 349 213 058 282 226 08 262 LT
Wheat 268 399 127 18 505 316 248 578 3.2
Jowar 099 250 150 073 130 204 030 121 1.5
Bajra 108 234 124 08 052 133 006 170 164
Maize 266 387 118 006 135 141 142 241 0.9
Ragi 084 308 222 019 131 150 003 150 147
Small Millets 030 020 009 284 218 068 140  -134 005
Barley 064 028 036 -507 297 220 283  -1.28 1.60
Coarse Cereals 09 223 132 -101 066 169 022 124 146
Total Cereals 130 324 187 016 300 28 066 301 234
Gnm 164 266 100 065 038 026 066 009 058
Tur 057 134 190 158 202 043 091 081  0.09
Other Pulses 207 128 077 061 166 © 105 070 086  0.16
Total Pulses 190 139 050 033 093 05 028 046 019
2.Total Non-Foodgrains 25 354 099 0548 2828 2278 098 2.6%  L6%
Sugarcane 327 426 095 162 291 128 184 30l 115
Groundnut 401 433 031 038 153 1.14 116 186 069
Sesamum 0.14 032 046 010 189 209 001 086 085
Rapeseed and Mustard 297 336 037 185 467 276 1.8 378 191
Seven Oilseeds 264 334 068 055 252 19 098 225 126
Total Oilseeds 269 311 048 036 237 201 08 218 131
Cotion 247 456 204 028 227 255 021 235 213
Tute 300 351 049 009 223 213 059 157 097
Mesta 6.2t 197 166 1.9 002 1.1l 0.60 1.00 040
Jute and Mesta 38 420 033 001 189 191 058 147 089
Total Fibres 257 445 184 026 214 241 021 209 188
Pouto 437 427 011 347 649 292 379 599 211
Tobacco 166 279 111 051 1.63 217 037 195 158
3. All Crops (1+2) 161 313 150 028 281 2535 0665 2698 202§

Notes: 1. §: Provisional.

2. A: Area, P: Production, Y: Yield.

3. Seven Qﬂsuds include groundnut, castorseed, sesamum, rapeseed and mustard, linseed, nigerseed and safflower.
4. Toxal oilsecds include seven oilseeds, cottonseed and coconut.
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TABLE 11. TRENDS IN THE GROWTH RATES OF INDUSTRIAL PRODUCTION (USE-BASED CLASSIFICATION) (1961 TO 1990)

(Per cent)
Year Basic Goods Capital Intermediate All Industries
Industries Goods Goods Consumer Goods
Industries Industries
Durables Non- Total
Durables
1) @ )] (€Y (&) ) (O] @®)
1961-62 12.64 17.98 5N 10.72 578 6.66 9.21
1962-63 13.78 29.71 736 1.35 130 131 9.61
1963-64 14.36 1116 8.25 6.44 1.41 229 8.31
1964-65 3.78 21.27 7.62 11.69 6.58 742 852
1965-66 7.87 1830 6.00 24.67 4.04 743 9.29
Annual
Average
(1961-1966) 10.49 19.68 6.99 10.97 3.82 5.02 8.99
1966-67 5.81 -13.54 -2.49 7.80 3.08 413 -0.48
1967-68 1.66 -2.66 221 3.48 -153 -524 -0.36
1968-69 10.30 241 6.02 14.38 2.16 492 6.76
1969-70 8.88 1.82 418 12.93 9.26 10.08 7.58
1970-T1 4.60 493 2.88 4.06 130 6.50 5.15
Annual
Average
(1966-1971) 6.25 -141 2.56 8.53 2.85 4.08 3.73
1971-72 4.60 5.60 4.40 10.90 2.70 3.60 4.40
1972-73 8.03 057 1.47 0.72 497 444 5.56
1973-74 -3.10 16.38 1.78 1.16 -0.56 -037 1.63
1974-75 3.93 4.77 -1.66 10.80 0.56 1.76 2.05
1975-76 13.36 0.46 1.25 -15.34 -0.19 -2.10 4.72
Annual .
Average
(1971-1976) 536 5.56 2.65 1.65 1.50 147 3.67
1976-77 14.57 10.30 7139 14.06 10.13 1061 10.53
1977-78 4.87 571 3.03 13.32 5.15 6.06 4.54
1978-79 4.77 3.36 195 7.96 10.03 9.76 6.87
1979-80 234 230 272 6.02 -3.21 -2.17 1.15
1980-81 -0.96 4.80 0.86 3.51 -0.08 0.44 0.80
Annual
Average
(1976-1981) 5.12 529 439 8.97 4.40 4,94 4.78
1981-82 1090 670 3.70 10.90 14.10 13.80 9.30
1982-83 7.03 3.66 0.87 9.11 -2.80 -1.58 - 3.20
1983-34 590 11.66 9.85 16.12 -0.36 1.61 6.74
1984-85 11.14 3.00 9.75 21.57 5.07 71.21 8.55
1985-86 6.80 10.61 7.45 18.74 11.46 12.54 8.72
Annual
Average
(1981-1986) 835 713 6.32 15.29 549 6.72 7.30
1986-87 925 18.19 4.43 18.93 4.87 1.14 9.15
1987-88 564 15.94 4.81 7.84 6.19 6.46 7.29
1988-89 9.87 6.95 11.53 11.96 2.50 . 421 8.71
1989-90 539 22.36 4.29 1.68 7.45 6.31 8.57
Annual
Average
(1986-1990) 154 15.86 6.27 10.10 5.25 6.03 8.43
Annual
Average
Over-All
(1961-1990) 717 8.44 4.81 922 3.84 4.66 6.07

Note: Growth rates have been worked out on the basis of Index Numbers of Industrial Production (Base: 1980 =100).
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TABLE 12. TRENDS IN FACTOR USE AND PRODUCTIVITY RATIOS IN THE INDUSTRIAL SECTOR IN INDIA: 1960-90

i Capital Intensit; Capital- Incremental Capital-  Capital Productivity ~Labour Productivity
Period * XL Y Ou 51 Ratio On( &5 l‘!(;lio (YK) e g0
/Y)
(1) 2) 3 @) ) (6)
Quinquennial Averages
1960-65 030 2.35 7.52 043 0.13
1966-70 041 2.92 10.73 0.34 0.14
197175 039 2.60 -0.81 0.39 0.15
1976-80 040 2.2 325 0.44 0.18
1981-85 052 2.55 1.90 0.39 0.20
1986-90 0.74 2.70 092 0.37 0.27
Decennial Averages
1960-70 0.35 2.61 9.12 0.39 0.13
1971-80 0.40 2.43 1.22 0.42 0.16
1981-90 0.63 2.63 141 0.38 0.24
Overall Averages
1960-80 0.37 2.52 517 0.40 0.15
1960-90 045 2.56 392 0.40 0.18

Source: Computed on the basis of data taken from the Reports of the Annual Survey of Industries (ASI) (various issues), Central Statistical
Organisation (CSO), Government of India.

TABLE 13. STRUCTURE OF MANUFACTURING INDUSTRIES IN INDIA-SHARES OF V ARIOUS INDUSTRIES IN MANUFACTURING SECTOR OUTPUT,
FxED CAPITAL AND EMPLOYMENT (PERIOD: 1974-90)

(Per cent)
Net Value Added Fixed Capital Employment
Industries
1973-74 1979-80 1989-90 1973-74 1979-80 1989-90 1973-74 1979-30 1989-90
(1) (2) (3) ) (5) (6) ) 8) (9 (10)
1. Manufacture of Food Products 851 878 1091 7.89 7.50 161 13.53 1729 1552
2. Manufacture of Beverages, Tobacco 524 275 2.86 0.99 0.82 1.08 4.31 593 742
and Tobacco Products
3. Manufacture of Cotton Textiles 1933 1593 7.02 799 6.24 478 18.89 1664 12.27
4. Manufacture of Wool, Silkk and Syn- 3.82 4.16 4.22 231 229 426 3.12 325 4.09
thetic Fibre Textiles
5. ¥angxlfacmre of Jute, Hemp and Mesta 3.13 383 .13 114 0.59 0.64 522 424 3.03
extiles
6. Manufacture of Textile Products (incl. 1.10 1.28 1.86 044 0.53 074 1.30 1.55 2.32
wearing apparel other than footwear)
7. Manufacture of Wood and Wood Prod-  0.80 077 0.38 040 0.35 035 1.47 126 1.04
ucts, Furniture and Fixtures
8. Manufacture of Paﬁr and Paper Prod- 5.17 4.85 3.65 4.70 4.08 401 4.88 403 3.91
ucts, Printing and Publishing and
Allied Industries
9. Manufacture of Leather, Leather and 0.68 0.87 0.85 023 0.46 043 0.87 0.39 1.47
Fur Products (except repair)
10. Manufacture of Rubber, Plastics, Petro-  3.94 566 1436 493 6.58 2077 22 268 8.05
leum and Coal Products.
11. Manufacture of Chemicals and Chemi-  3.26 347 813 2101 22.18 728 6.25 721 3.37
cal Products (except products of petro-
leum and coal).
12. Manufacture of Non-Metallic Mineral 3.79 4.16 4.46 504 3.54 84S 5.51 498 6.23
ucts. :
13, IL:;nu;:cune of Basic Metal and Alloy 11.60 1244 11.91 2283 478 2103 8.90 318 8.45
ustries.
14. Manufacture of Metal Products and 3.64 383 2.70 198 1.48 1.48 3.42 297 3.10
gzﬁ; except Machinery and Transport
ipment.
15. Manufacture of Machinery, Machine 8.09 912 7.74 594 5.00 4.63 6.31 618 6.24
Tools and Parts,
16. Manufacture of Electrical Machinery, 8.25 840 9.01 528 4.14 522 4.91 462 5.47
A[.:raratus, Appliances and Supplies
and Parts.
17. xadn;:'::sm of Transport Equipment 8.38 882 7.51 6.04 8.86 6.33 7.61 7.09 6.77
18. Other Manufacturing Industries. 1.26 088 1.28 0.86 0.59 0.92 1.33 1.01 1.26
Manufacturing Industries (1 10 18) 100 10 100 100 160 100 160 % 108
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TABLE 14. TRENDS IN FACTOR USE AND PRODUCTIVITY RATIOS (AVERAGES) IN MANUFACTURING IN INDIA (PERIOD: 1974-90)

Capital Intensity ~ Capital Output ~ Capital Produc-  Labour Produc-
Industries K/L) Ratio (K/Y) tivity (Y/K) tivity (Y/L)
1974-80 1981-90 1974-80 1981-90 1974-80 1981-90 1974-80 1981-90
1)) €)) 3 @ 5) ©) Q)] ®) )
1. Manufacture of Food Products 0.11 0.18 1.39 1.32 072 0.76 0.08 0.14
2. Manufacture of Beverages, Tobacco and 0.05 0.07 0.44 0.63 225 1.59 0.11 0.10
Tobacco Products
3. Manufacture of Cotton Textile 0.10 0.18 0.75 1.30 1.33 0.77 0.13 0.13
4. Manufacture of Wool, Silk and Synthetic  0.19 0.40 0.99 1.69 1.01 0.59 0.19 0.23
Fibre Textiles
5. Manufacture of Jute, Hemp and Mesta 0.04 0.07 043 0.62 234 1.62 0.1 0.10
Textiles )
6. Manufacture of Textile Products (incl. 0.08 0.13 0.62 0.72 1.61 1.38 0.13 0.18
wearing apparel other than footwear)
7. Manufacture of Wood and Wood Prod- 0.07 0.13 0.83 1.1t 12 09 0.09 0.11
ucts, Fumiture and Fixtures
8. Manufacture of Paper and Paper Prod- 0.26 0.51 141 2.44 071 0.41 0.18 020
ucts, Printing and Publishing and Allied
industries
9. Manufacture of Leather, Leatherand Fur ~ 0.10 016 075 1.03 134 097 0.13 0.15
Products (except repair)
10. Manufacture of Rubber, Plastics, Petro- 0.66 1.00 1.82 1.79 055 056 0.36 0.55
leum and Coal Products
11. Manufacture of Chemicals and Chemical 0.8 097 1111 5.88 009 017 0.07 0.17
Products (except products of petroleum
and coal)
12. Manufacture of Non-Metallic Mineral 0.2 0.48 1.61 2.33 062 043 0.12 0.18
Products
13, Manufacture of Basic Metal and Alloy 0.75 11 323 357 031 028 023 031
Industries
14. Manufacture of Metal Products and Parts, 0.13 0.21 0.79 0.93 127 1.08 0.17 022
except Machinery and Transport Equip-
ment
15. Manufacture of Machine Tools and Parts ~ 0.23 0.31 1.02 1.02 098 098 0.23 030
16. Manufacture of Electrical Machinery, 0.26 036 096 094 1.04 1.06 0.27 038
Apparatus, Appliances and Supplies and
Pans.
17. Manufacture of Transport Equipmentand  0.26 0.4 123 1.52 0.81 0.66 0.19 0.26
Parts
18. Other Manufacturing Industries 0.15 0.27 087 0.93 L15 1.08 0.18 028
Manufacturing Industries (110 18) 0.23 0.39 1.33 1.64 0.75 0.61 0.17 024
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TABLE 15. RETURNS TO SCALE IN MANUFACTURING INDUSTRIES IN INDIA (PERIOD: 1974-90)

Retums to Scale
AsperCD  Staws Asper Status As per Status
Industrics Production CES. . Bairam
Function Production Production
Function Function
) @ 3) Q) 5) (6) )
1. Manufacture of Food Products 121 IRS 1.00 CRS 125 IRS
2. Manufacture of Beverages, Tobacco and Tobacco 0.42 DRS 0.67 DRS 0.34 DRS
Products
3. Manufacture of Cotton Textiles 1.29 IRS 0.68 DRS 0.67 DRS
4. Manufacture of Wool, Silk and Synthetic Fibre 0.07 DRS 0.75 DRS 0.77 DRS
Textiles
5. Manufacture of Jute, Hemp and Mesta Textiles 1.40 IRS 127 IRS 140 IRS
6. Manufacture of Textile Products (incl. wearing 1.36 IRS 137 IRS 136 IRS
apparel other than footwear)
7. Manufacture of Wood and Wood Products, Fumi- 035 DRS 033 DRS 034 DRS
wre and Fixtures
8. Manufacture of Paper and Paper Products, Print- -0.55 DRS -0.81 DRS -0.86 DRS
ing and Publishing and Allied Industries.
9. Manufacture of Leather, Leather and Fur 123 IRS 1.21 IRS 122 IRS
Products (cxccpt repair)
10. Manufacture of Rubber, Plastics, Petroleum and 1.51 IRS 0.78 DRS 122 RS
Coal Products
11. Manufacture of Chemicals and Chemical 0.04 DRS -0.05 DRS 0.66 DRS
Products (except products of petroleum and coal)
12. Manufacture of Non-Metallic Mineral Products 2.19 IRS 221 IRS 0.74 DRS
13. Manufacturc of Basic Metal and Alloy Industries 0.10 DRS 029 DRS 0.08 DRS
14, Manufacture of Mctal Products and Parts, except 133 RS 131 IRS 136 IRS
Machinery and Transport Equipment
15. Manufacture of Machine Tools and Parts 1.64 IRS 1.62 IRS 1.66 RS
16. Manufacture of Electrical Machinery, Apparatus, 099 DRS 1.74 IRS 175 IRS
Appliances and Supplics and Parts.
17. Manufacture of Transport Equipment and Parts 091 DRS 091 DRS 095 DRS
18. Other Manufacturing Industrics 0.79 DRS 0.72 DRS 0.79 DRS
Manufacturing Industries (1 10 18) 0.72 DRS 0.91 DRS 076 DRS

Notes: 1. DRS indicates decreasing returns to scale, CRS: constant returns to scale and IRS: increasing returns to scale.
2. The negative values are due to the negative signs and predominant magnitudes of the elasticities of output with regard to labour.

TABLE 16. GROWTH OF SMALL SCALE INDUSTRIES IN INDIA

Year Numberof Growth Employ- Growth Production Growth  Exports, Growth ExponisAs
Units Rate ment Rate at gutrem Rate Rate  Percentage
ices of

(Lakh)  (Percent) (Million) (Percent) (RsCrore) (Per cent) (Rs Crore) (Percem) Production
(1) 2) (3) @) (5) (6) ) @) 9) (10)
1976-77 5.86 56 12,400 766 6.18
197778 6.63 13.14 59 5.36 14,300 15.32 845 1031 591
1978-79 734 1071 64 8.47 15,790 10.42 1,069 2651 6.77
1979-80 8.05 967 70 9.38 21,635 37.02 1,226 14.69 567
1980-81 8.74 857 7.1 143 28,060 29.70 1,643 34.01 586
1981-82 9.62 1007 15 5.63 32,600 16.18 2,070 2599 635
1982-83 10.55 9.67 79 533 35,000 7.36 2,095 121 599
1983-84 11.50 9.00 84 6.33 41,300 18.00 2350 12.17 5.69
1984-85 12.42 8.00 9.0 7.14 50,520 2.32 2,563 9,06 507
1985-86 13.56 9.18 9.6 6.67 61,228 21.20 2,785 8.66 4.55
1986-87 14.64 796 10.1 521 72,250 18.00 3,631 3038 503
1987-88 15.86 833 107 5.94 87,300 20.83 4,373 2044 501
1988-89 17.12 794 113 561 106,400 21.88 5490 25.54 5.16
1989-90 18.26 6.66 12.0 6.19 132,320 24.36 1,626 3891 5.76
1990-91 19.48 668 125 4.17 155,340 17.40 9,763 28.02 628
199192 20.82 6.38 130 4.00 178,699 15.04 13,883 4220 177
1992-93 22.35 735 134 3.08 209,300 17.12 17,785 28.11 850
1993-94 23.84 6.67 139 373 241,648 15.46 22,764 28.00 942

Average Growth
Rate (Per cent)

(1976-94) - 8.62 551 19.27 22.60 616
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TABLE 18. TRENDS IN PLAN-WISE PUBLIC SECTOR OUTLAY ON INDUSTRY
(Rs Crore)

Industry First Second Third Annual Fourth  Fifth Annual Sixth  Seventh
Plan Plan Plan  Plans Plan Plan Plan Plan Plan
1951-52 1956-57 1961-62 1966-67 1969-70 1974-75 1979-80 1980-81 1985-86

w0 1o to to © to to 10
1955-56 1960-61 1965-66 1968-69 1973-74 1978-79 1984-85 1989-90
(Planned)
) Q@) 3) “ 6)] ©) ) 8) ©) (10)
1. Village and Small Industries 42 187 241 126 243 593 256 1,945 2,753
2. Industry and Minerals 55 938 1,726 1,510 2,864 8989 2384 15002 19,708
L. Total Industry (142) 97 1,125 1967 1636 3,107 9582 2640 16947 22461

II. Total Outlay on All heads 1960 4,672 8577 6625 15719 39426 12,177 109,292 180,000

1. Share of Village & Small 2.14 4.00 2.81 1.90 1.54 1.50 210 1.78 153
Industries in Total Outlay
(Per cent)

2, Share of Industry & Minerals 281 2008 2012 2279 18.15 2280 1958 1373 1095
in Total Outlay (Per cent)

3. Share of Total Industry in 495 2408 2293 2469 19.69 2430 21.68 1551 1248
Total Qutlay (Per cent)

TABLE 19. INDUSTRY-WISE CLASSIFICATION OF SICK SMALL SCALE UNITS AND OUTSTANDING BANK CREDIT

End-June 1981 End-March 1992
Industry Number of Percentage Amount of Percentage Number of Percentage Amountof Percentage
Units Sharein  Qutstanding  Sharein Units Sharein  OQOutstanding  Share in
the Total Bank Credit the Total the Total Bank Credit the Total
(Rs Crore) (Rs Crore)
)] ¥)] 3 @ (5 ©) M ® )
1. Engineering & 92 21.80 319.61 21.9 34,171 13.91 813.64 2624
Electrical
2, Textiles 94 22.27 406.48 21.97 19,162 7.80 210.67 679
3. Jute 35 8.29 92.26 6.35 204 0.08 552 018
4, Paper NA NA NA NA 2,533 1.03 54.23 175
5. Rubber 12 2.84 64.95 4.47 2,989 1.22 50.50 1.63
6. Cement 3 071 13.20 0.91 1,296 0.53 2241 072
7. Iron & Steel 47 11.14 105.89 7.29 3,403 1.39 157.05 507
8. Sugar 48 1137 117.00 8.05 374 0.15 16.04 052
9. Chemicals 26 6.16 186.12 12.81 10,027 4.08 318.56 1027
10. Miscellaneous 65 15.40 14778 10.17 171,416 69.80 1,452.06 46.83
Total 422 10000 1,453.29 100,00 245,575 10000  3,100.68 100.00

Note: NA: Not available. .

ISno‘;xi:e: Corl:)a[;lfted on the basis of data taken from the Report on Currency and Finance (various issues), Reserve bank of
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TABLE20. STATE-WISE DISTRIBUTION OF SICK SMALL SCALE INDUSTRIAL UNITS AND OUTSTANDING BANK CREDIT
(Rs Crore)
End-June 1982 End-June 1987 End-Septermnber 1992
State/Union
Territories No.of Per- Amount Per- No.of Per- Amount Per- No.of  Per- Amount Per-
Units centage of Out- centage Units centage of Qui- centage Units centage of Oul- centage
Share in standing Share in Share in standing Share in Share in standing Share in
Total Bank  Total Total Bank  Total Totat  Bank  Total
Credit Credit Credit
I. Northern Region
Chandigarh NA NA 204 0.13 572 0.37 299 0.13 978 0.29
Delhi 1 023 7.82 0.45 2,577 1.63 8349 541 4,634 1.99 22251 6.65
Haryana 6 138 1243 072 1,819 1.15 3844 249 3,613 1.55 107.00 320
Himachal
Pradesh NA NA 665 0.42 8.08 0.52 1,509 0.65 197 0.59
Jammu &
Kashmir NA NA 2,290 1.45 9.66 0.63 681 0.29 8.16 0.24
Punjab 3 0.69 431 0.25 1,834 1.16 3551 230 5,673 2.43 10723 321
Rajasthan 6 138 3507 2.03 8,657 547 3961 257 14,813 6.35 69.83 209
Uttar Pradesh 53 1218 1836 10.62 16,287 1029 12574 815 31,949 13.69 28795 8.61
Total Northern .
Region 69 1586 24323 1407 34333 2170 34625 2245 63,171 27.06 83216 24.87
11. Southern Region
Andhra Pradesh 13 299 3164 1.83 14,064 8.89 108.19 7.02 30,044 12.87 30895 9.23
Karnataka 20 460 14064 8.13 5,105 323 9564 6.20 17,458 7.48 22567 6.75
Kerala 17 391 7351 425 11805 746 9276 6.01 14,754 6.32 17686 529
Pondicherry 2 046 578 0.33 366 023 331 0.21 461 0.20 783 0.23
Tamit Nadu 35 805 21633 1251 25146 1589 16748 1086 10,953 4.69 32315 9.66
Total Southern
Region 87 2000 4679 27.06 56486 3570 46738 3031 73,670 31.56 1,04246 31.16
1ll. Eastern Region
Assam 2 046 228 0.13 3,542 224 1266 0.82 5483 235 3369 1.01
Arunachal
Pradesh NA NA 22 0.01 0.02 0.00 62 0.03 037 0.01
Andaman &
Nicobar Islands NA NA NA NA 22 0.01 0.03 0.00
Bihar 13 299 4116 238 7870 497 6112 3.96 8,254 354 9439 2.82
Manipur NA NA 932  0.59 0.86 0.06 2,341 1.00 148 0.04
Meghalaya NA NA 122 0.08 1.56 0.10 171 0.07 075 0.02
Mizoram NA NA NA NA 37 0.02 024 0.01
Nagaland NA NA 14 0.01 0.13 0.01 2,039 0.87 765 0.23
Orissa 3 069 1836 1.06 7229 457 325 2.1 9,862 422 6673 1.99
Sikkim NA NA 1 0.00 0.01 0.00 75 0.03 044 0.01
Tripura NA NA 556  0.35 0.53 0.03 661 0.28 227 0.07
West Bengal 111 2552 42617 2465 18,129 1146 16737 10.85 31849 1364 27295 8.16
Total Eastern
Region 129 2966 48797 2822 38417 2428 27676 1795 60856 2607 48099 14.38
1V. Western Region
Daman & Diu NA NA 3 0.00 012 0.01 26 0.01 153 0.05
Dadra, Nagar NA NA 5 0.00 0.14 0.01 11 0.00 156 0.05
Haveli
Goa 4 092 732 0.42 1,261 0.80 1357 0.88 1,149 049 1711 0.51
Gujarat 42 9.66 131.73 7.62 5211 329 11499 7.46 6,391 274 22816 6.82
Madhya
Pradesh 16 368  35.58 206 11,053 699 4549 2.95 8232 3.53 10879 3.25
Maharashtra 88 2023 35522 2055 11457 724 27755 18.00 19935 854 63278 18.91
Total Western
Region 150 3448 529.85 3065 28990 1832 45186 2930 35744 1531 98993  29.59
Grand Total 435 10000 1,728.95 100.00 158226 100.00 1,542.25 100.00 233441 100.00 334554 100.00

Note: NA: Not available. L :
Source: Computed onthe basis of data taken from the Report on Currency and Finance (various issues), Reserve Bank of India (RBI),

Bombay.
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TABLE 21. RETURNS TO SCALE IN DIFFERENT INDUSTRY GROUPS IN INDIA AS PER
CoBB-DOUGLAS, BAIRAM AND CES PRODUCTION FUNCTIONS: 1974-92
Returns to Scale
Industry
Group As per CD Status As per Bairam Status _Asper CES Status
Production Production Production
Function Function Function
(1) () 3) 4) (5) (6) )
SSIs 0.8860 DRS 0.9524 DRS 0.9293 DRS
M&LIs 0.9774 DRS 0.9695 DRS 0.9317 DRS
Over-All Industria; 0.9463 DRS 0.9508 DRS 0.9470 DRS
Sector

Note: DRS: indicates decreasing returns to scale, CRS: Constant retums to scale and IRS: Increasing retums to scale.

TABLE 22. TRENDS IN TERMS OF TRADE BETWEEN AGRICULTUR &5, INDUSTRY AND SER VICE SECTORS

Terms of Trade (TOT) Between

v Agriculure and Industry Industry and Service Agriculure and Service
cars
Gross Net Gross Net Gross Net

(1) 2) 3) “) ) ©) (7)
1950-51 1.04 1.02 0.97 098 1.0t 1.00
1951-52 0.99 097 1.00 1.00 0.98 0.97
1952-53 1.02 1.00 0.91 0.92 0.93 0.92
1953-54 1.00 0.98 0.93 093 0.92 091
A95 4-5’5A 858’3 0.83 0.91 091 0.77 0.75

nnual Average . 0.96 0.94 0.9 A 0.
(1950-55) > 052 !
1955-56 0.86 085 0.86 0.86 0.75 073
1956-57 0.94 0.92 0.92 093 0.86 0.85
1957-58 093 091 0.90 092 0.85 0.84
1958-59 0.97 0.95 0.89 0.90 0.86 0.85
}‘959 -6[0A 83; 8.92 0.90 091 0.85 0.84

nnual Average . .91 0.89 ! . .
11955.60) 0.90 0.83 0.82
1960-61 0.86 0.85 0.92 0.93 0.80 0.79
1961-62 0.88 0.86 093 0.94 0.82 081
1962-63 0.89 0.87 092 0.93 0.81 0.81
1963-64 098 0.97 092 0.93 0.90 090
/11224“;6’5/‘ v (1)(9)3 (l’gg 0.89 0.89 0.94 093

verag X . .
Ansual A 092 0.92 0.85 085
1965-66 113 1.13 0388 0.88 0
1966-67 123 1.24 038 0.87 107 Lo
1967-68 125 1.27 0.85 0.84 1.06 1.06
1968-69 126 1.27 085 0.84 1.07 1.07
11432?‘-‘:71% i 3‘21 1.24 0.86 0.85 1.06 1.06
verage .
(1965.70) 8 1.23 0.86 0.86 1.05 1.05
1970-71 1.11 1.11 0.89 0.88
. . 8 099 098

}g;;-‘l% 1.09 1.08 0.89 0.89 097 096

d -7 1.18 1.19 0.89 0.89 1.05 1.05
1973-74 1.26 1.26 0.92 0.92 1.16 1.17
zzﬂsmm ) 112 112 097 0.97 1.09 1.09
(1970-75) € : 115 0.91 0.91 105 1.05
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TABLE 22. (CONCLD.)

Terms of Trade (TOT) Between

Agriculture and Industry Industry and Service Agriculture and Service

Years

Gross Net Gross Net Gross Net
[4)) (2) 3) 4) ) ©® )
1975-76 0.96 0.97 0.94 0.93 0.90 0.89
1976-77 1.01 1.01 0.92 0.91 093 0.92
1977-18 1.02 1.02 0.93 0.93 095 0.94
1978-79 1.00 1.00 0.94 0.93 093 0.92
1979-80 1.00 1.00 1.00 1.00 1.00 1.00
Annual Average 1.00 1.00 0.95 0.94 0.94 0.93
(1975-80)
1980-81 1.00 1.00 1.00 1.00 1.00 1.00
1981-82 0.95 095 1.00 1.00 095 0.95
1982-83 0.97 097 0.97 0.97 0.94 0.94
1983-34 0.98 0.98 0.95 096 094 0.94
1984-85 0.98 0.98 0.93 0.94 092 0.92
Annual Average 0.98 0.98 0.97 097 0.95 0.95
(1980-85)
1985-86 0.97 0.97 0.94 0.94 091 0.91
1986-87 1.03 1.04 - 0.90 0.89 092 0.93
1987-88 1.08 1.09 0.88 0.87 095 0.95
1988-89 1.06 1.07 0.88 0.87 093 0.93
1989-90 1.06 1.07 0.90 0.88 0.95 0.95
Annual Average 1.04 1.05 0.90 0.89 093 0.93
(1985-90)
1990-91 1.09 1.11 0.87 0.86 0.96 0.95
1991-92 1.20 1.23 0.87 0.85 1.05 1.05
1992-93 1.18 121 0.87 0.85 1.03 1.03
Annual Average 1.16 1.18 0.87 0.85 1.01 1.01
(1990-93)

Notes: 1. The ‘Gross’ refers to the terms of trade computed on the basis of the ratio of GDP deflators, while the ‘Nc}' refers
to the terms of trade computed on the basis of the ratio of NDP deflators. 2. The TOT between (i) agricualture and industry
indicate the ratio of agriculture to industrial prices, (ii) industry and services stand for the ratio of indusiry service sector
prices, and (iii) agriculture and services indicate the ratio of agriculture Lo service sector prices.

TABLE 23. SECTORAL GROWTH RATES OF GROSS DOMESTIC PRODUCT (GDP) AT FACTOR COST
) AT 1980-81 PRICES])

(Per cent)
Sector Weights in terms Growth Rates of GDP
of Sectoral
Shares 199091 199192 199293  1993-94  1994-95 Annual
Average Average
199091 to 199091 10
1994-95 1994-95
@ ) 3) (4) ) (6) M ®)
1. Agriculture and 30.02 .78 2.47 5.10 2.90 240 234
Allied Activities
of which
L1, Agriculure 22.49 4.14 274 530 3.00 NA 2.43
2. Industry 24.91 6.62 -1.73 340 3.90 830 4.10
of which
2.1. Manufacturing 20.42 623 323 3.10 3.60 870 368
3. Services 45.07 4.64 5.35 4.40 5.40 550 506
Total Gross Domestic 100.00 487 1.11 430 430 530 398
Product (GDP)

Note: NA: Not available.
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TABLE 24. RATES OF GROWTH OF AGRICULTURAL AND INDUSTRIAL PRODUCTION

(Per cent)
. 1990-91 1991-92 1992-93 1993-94 1994-95  Annual Aver-
Item ®) age 199091 to
1994-9
M ) (3) 4 () 6) 7)
1. Agriculture § 3.00 -2.00 4.10 2.80 4.79 2.52
of which
1.1. Foodgrains* 316 -4.54 6.59 145 423 2.18
a)Rice 095 0.54 -2.41 8.37 3.29 2.15
b) Wheat 10.64 1.09 2.69 332 6.60 4.87
¢) Coarse Cereals -6.03 -20.49 40.77 -15.57 129 . -0.01
d) Pulses 1172 -16.08 6.67 2.34 6.11 2.15
1.2. Oilseeds* 10,06 0.00 8.06 6.97 372 5.76
1.3. Sugarcane* 6.87 5.35 -10.24 039 1422 3.16
1.4. Cotton* -14.04 -1.02 17.53 -6.14 561 0.39
1.5. Jute and Mesta* 10.34 11.96 -16.50 -1.16 941 291
2. Industry # 825 0.61 234 557 839 5.03
of which )
a) Minin? and Quarrying 4.54 0.59 0.54 335 631 3.07
b) Manufacturing 897 0.77 2.13 556 877 493
¢) Electricity ] 718 8.53 5.02 745 848 1.45
2.1, Use-based Classification
a) Basic Industries 6.87 6.48 2.64 8.84 379 5.72
b) Capital Goods 16.13 -8.50 Q.15 -503 2395 528
c) Intermediate Goods 4.68 -2.04 543 11.56 4.37 4.80
d) Consumer Goods 6.78 0.95 1.78 4,07 821 436
_i) Durables 10.68 -10.87 -0.75 1572 951 4.86
ii) Non-durables 5.78 3.98 240 151 791 431

Notes: (1) P: Provisional. (2) $: Based on the Index Numbers of Agricultural Production (Base: Triennium ending 1981-82
= {%g (3) * : Derived from production figures. (4) # : Based on the Index Number of Industrial Production (Base: 1980-81



INDIA’S FOOD POLICY SINCE INDEPENDENCE

F.K. Wadia

The food policy followed by the Government of India has been dependent, to a large extent,upon
the availability of foodgrains in the country. In periods of shortages, stringent controls on movement,
procurement of foodgrains and rationing have been resorted to. In periods of good production, on
the other hand, a relaxation in these measures has taken place. Over the years, the fair price shop
system has become the major instrument for supplies of foodgrains from government stocks to

consumers.
Food Policy During 1947-1951

The food policy in the country, at the time of
Independence in August 1947, comprised a
‘comprchensive scheme of controls involving
internal procurement, imports from abroad on
government account, planned movement of sup-
plies and the rationing of supplies’ [Ministry of

policy had been introduced during the World War
1I period by Orders issued under the Defence of
IndiaRules and later, after the war ended in 1945,
by the Essential Supplies (Temporary Powers)
Act, 1946. In view of the shortage of availability
of foodgrains both within the country and from
abroad, the control measures were tightened
further during the immediate post-war period of
1945-47. The partition of the country at the
attainment of Independence meant a further loss
‘to the Indian Union of 8 to 10 lakh tons of
foodgrains from the surplus areas that went over
to Pakistan’ [Ministry of Food and Agriculture,
1954, Pp. ii and iii].

The main features of controls as they operated
in1947 couldbe broadly divided into two groups,
namely, ‘All India Control” and ‘Local Control’.
The two principal features of ‘Al India Control’
were first, the procurement of foodgrains from
abroad on a monopoly basis by the Central
Governmentand secondly, the implementation of
what was called the All India Basic Plan. There
were two principal features of ‘Local Controls’
in each province and state. First, there was what
was called “Rationing and Controlled Distribu-
tion’ which broadly determined the commitments
of the provincial (or state) government concerned
to its own people. Secondly, there was ‘Pro-
curement’ which meant the securing from local
sources, of the quantities of grain required for
meeting those commitmentsas well as (in the case
of surplus units) for meeting the ‘export’ quotas

under the All India Basic Plan. There were
numerous other controls, such as control on
‘wholesale prices and retail prices, control of
movements from one district to another, or of
movements from area to area in the same district,
control of stocks held by consumers, traders,
producers, and so on’ [Ministry of Food, 1947, p.
4].

Basic Plan: ‘The Basic Plan implied the allo-
cation by the Government of India of internal
surplus and foreign imports to the deficit areas.
After ascertaining from the states their estimates
of requirements, procurement and surplus or
deficit, the Central Government allocated the
surplus and the availability from imports to the
deficit areas’ [Ministry of Food and Agriculture,
1954, p. xvil.

Rationing: The systems of rationing adopted in
that period were mainly of ‘three types, namely,
(i) statutory rationing, (ii) non-statutory rationing
and (iii) controlled distribution. The object of
each type was the same- to ensure that the people
who had to buy foodgrains for consumption
obtained the rationed quantity regularly at rea-
sonable prices. Statutory rationing bound the
Government legally to provide a specific ration
to every card holder and made it illegal for the
card holder to buy grain except from the ration
shop. Under non-statutory rationing and con-
trolled distribution, there was no legal obligation
either on the part of the Government or on the part
of the rationed population, and purchases from
the open market were permissible. In 1948 a new
form of distribution through relief quota/fair-
price shops was also devised’ [Ministry of Food
and Agriculture, 1954, p.xx]. By December 1947,
the population covered by all forms of rationing
was 144.6 milion persons.

Miss F.K. Wadia is a former Research Fellow in the Indian School of Political Economy.
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Procurement: ‘Procurement implied pur-
chases by Government of the surpluses of pro-
ducers and traders at pre-determined fair prices.
The surplus thus mopped up was utilised to feed
the rationed population while the quantities left
with the producers and traders fed the non-
rationed population. .... Broadly speaking, six
main systems of procurement were utilised: - (1)
The Intensive Procurement System; (2) The
Levy-cum-Monopoly System; (3) The Levy
System; (4) The Monopoly System; (5) The
Trader Levy System; and (6) Open Market Pur-
chases’ [Ministry of Food and Agriculture, 1954,
Pp. viii-xi]. The aim of the Intensive Procurement
Systern was to obtain the whole surplus of all
foodgrains into Government hands, at a fixed
price, by assessment of the surplus of each pro-
ducer and direct from him. The system acted on
the principle of universal procurement and
universal rationing, the only exception being the
producer who was allowed to retain his produce
to the extent of his estimated consumption
requirements. In its rigid form, the system did not
permit any free market in foodgrains. This system
was prevalent in Madras and, with certain devi-
ations, in Travancore, Cochin and Mysore. The
Levy-cum-Monopoly System was identical with
the Intensive Procurement System except that it
did not aim at taking the whole surplus of each
producer. It limited itself to taking, by compul-
sion, at fixed prices from the producer direct, the
substantial surplus available with him, calculated
noton the basis of his production in each field but
on a series of formulae designed to relieve the
producer from harassment. The balance of surplus
left with the producer was required to be sold,
subject to a small specified quantity, to the
Government. The bestexample of this system was
Bombay and, 10 a certain extent, Hyderabad.
Under the Levy System, the Government took a
fixed quantity from the producer direct at a fixed
price. The balance was left with the producer and
allowed tobe sold in the open market. This system
was prevalent mainly in Saurashtra, Rajasthan
and Hyderabad. The producer was not tackled
directly under the Monopoly System, but the
Government allowed no transaction in grains
outside the village, excepttoitself, at afixed price.
There were, however, several variations of this
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system, both in point of rigidity and exclusive-
ness. The most intensive form of this system was
worked in Punjab where the Government
permitted practically no transaction or movement
of grain as between villages but allowed freedom
within the villageitself. Anything which came out
of the village had to be sold through the Gov-
ermnment or a Government agent at a fixed price.
In West Bengal, on the other hand, surplus areas
were cordoned off, but within a cordoned area
which comprised several villages, transactions
and movements were permitted side by side with
the Government purchases. Similar variations of
this system were observed in other states also,
mainly Uttar Pradesh, Bihar and Orissa, the
monopoly in the latter two types being generally
of a loose type. Under the Trader Levy System,
which was prevalent in Madhya Pradesh, the
Government took a fixed proportion of the sup-
plies passing through each trader’s hands at a
fixed price. For the balance, the trader was
allowed to do as he wished. The Government
purchased grains from the open market through
the trader or its own agents at or below the
maximum price fixed by the Government under
the system of Open Market Purchases. The private
trader was, however, also permitted to purchase
from the market along with the Government. This
system was prevalent mainly in Vindhya Pradesh
and PEPSU. In PEPSU, purchases were made
through grain-dealers’ associations and were
generally intended for export. In Vindhya Pra-
desh, purchases were made through trade. ‘Pro-
curement operations commenced from the kharif
year 1943-44, The working of the different
systems of procurement during the first four years
revealed that the total quantity procured, did not
show any significant variation from year to year
and fluctuated around 4 million tons’ (4.06 mil-
lion tonnes) [Ministry of Food and Agriculture,
1954, Pp. viii-xi].

Imports: Imports of cereals on private account
were prohibited from September 1943, and pur-
chases from abroad became the monopoly of the
Government. With the incrcase in rationing
commitments and near stagnation of the quantum
of procurement, imports of foodgrains increased.
The Government of India imported about 2.74
million tonnes of foodgrains in 1947, Since 1946,
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the landed cost of imported wheat became higher
than the market prices of indigenous grains; a
scheme of subsidy was therefore introduced by
the Government of India for maintaining parity
between the prices of imported and indigenous
grains. The share of the subsidy borne by the
Government on imported cereals rose from Rs
20.65 crore in 1946-47 to Rs 26.57 crore in
1947-48 [Ministry of Food and Agriculture, 1954,
Pp. xii-xv].

Price Palicy: The price policy followed during
the period of controls aimed at procuring food-
grains from the cultivators at a price which would
assure them of a fair return and at supplying
foodgrains to consumers at a price which would
not unduly raise the cost of living. In pursuance
of this objective, the Government of India fixed
(a) the procurement prices payable to producers
in respect of the surplus procured by them, and
(b) the issue rates at which rationed foodgrains
were to be issued to ration card holders. The state
governments were expected to take measures {0
ensure that the open market prices did not rise
above these prices. Guaranteed minimum prices
were fixed for wheat (Rs7.50 per md. or Rs. 20.09
per qtl.), jowar (Rs 5.50 per md. or Rs. 14.74 per
qtl.) and bajra (Rs 6.00 per md. or Rs. 16.08 per
qil.) from April 1944, which were continued until
November 1947, with minor modifications in
their prices. No purchases at the guaranteed
minimum prices were however made, in view of
the rising trend in market prices. Statutory max-
imum prices for wheat, barley, jowar, bajra, maize
and gram were also fixed from 1944,
accompanied by procurement and rationing, By
1946, there was a rise in market prices of food-
grainsas alsoof imported cereals. The landed cost
of imported foodgrains became higher than that
ofindigenous grains. In April, 1946 it wasdecided
10 hold the controlled prices at the then levels,
This necessitated subsidising of the imported
grains by the Government. The procurement and
issue prices thus remained unaltered till about the
end of 1947 [Ministry of Food and Agriculture,
1954, Pp. xxiv-xxv].

At the advent of Independence, therefore, the
Government faced a double strain on its financial
resources. On the one hand, it had to spend a large
amount of foreign exchange on purchases of
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foodgrains from abroad; on the other, it had to
bear a heavy loss on the sale of these grains at
home. There was also gradually growing popular
discontentagainst the rigours and inconveniences
of controls and the country was divided on the
merits of food controls.

Foodgrains Policy Committee, 1947

On September 27, 1947, the Government
appointed the Foodgrains Policy Committee with
Sir Purshotamdas Thakurdas as Chairman to
examine the position of foodgrains in India and
the perspective position during the next five years
in the light of considerations of production, pro-
curement, imports, distribution and controls and
advise the Government on (i) the measures which
could be taken to increase domestic production
and procurement, (ii) the extent to which reliance
could and should be placed on imports, and (iii)
the modifications which may be necessary in the
foodgrains policy so far pursued. The Committee
submitted its Interim Report in December 1947,
It came to the conclusion that the system of food
controls was unable to fulfil the purposes for
which it was intended and drew attention to three
features of the situation, namely, (i) decreasing
procurement attended by increasing difficulties;
(ii) decreasing scales of ration, attended by
increasing difficulty in maintaining the scalesand
depletion of government stocks; and (iii) steadily
increasing demands for imports from abroad. The
country appeared to have fallen intoa rut in which
the condition of continuing food crisis was likely
to perpetuate itself in an artificial manner. Every
decrease in the scale of ration allowed resulted in
an increase in demand in the free market, thereby
widening the gap between the controlled priceand
the price prevalent in the free market. The ten-
dency for the market to convert itself into an
illegal black market also increased. The more
grain was sold in the black market, the greater was
the drop in procurement, necessitating a further
decrease in the scale of ration. A vicious circle
was thus set up [Ministry of Food, 1947, p. 11].



The Committee therefore recommended that an
entirely new approach to the food problem of the
country was necessary. This approach was to be
based on two main objectives. ‘First, the depen-
dence of the country on imports from abroad
should be liquidated by orderly and planned
stages. Secondly, the commitments undertaken
by the Governments of the country under the
presentsystem of food controls- involving asthey
do an undesirable degree of dependence of the
people on the administrative agencies of
Governments- should be liquidated by similar
orderly and planned stages. Unless this policy is
accepied immediately and the process of lig-
uidation begun without delay, the present crisis
would continue indefinitely .... The real solution
is not imports or controls on procurement and
distribution, It is only a substantial increase of
domestic production within the earliest possible
time that can solve the Indian food problem’
[Ministry of Food, 1947, Pp. 12-13].

Progressive Decontrol of Foodgrains, November
1947

Even before the Foodgrains Policy Coramitiee
could submit its interim report, the Government
of India decided in November 1947, to give a trial
to the policy of progressive decontrol of food-
grains. The salient features of this policy were:
gradual withdrawal of rationing and price control,
removal of restrictions on movement of food-
grains and greater emphasis on internal procure-
ment rather than onimports. As a safety measure,
the ban on inter-state movement was not lifted
and imports on government account were also
continued. Basic quotas for movement of food-
grains out of the surplus areas and into the deficit
areas were fixed. The state governments were
asked to reduce their rationing commitments and,
as far as possible, to meet their commitments out
of internal procurement, instead of relying on the
Centre. To augment internal procurement, the
states were allowed a food bonus at the rate of 8
annas (as) per maund (Rs 1.34 per quintal) of
foodgrains procured and another 8 annas per
maund of foodgrains ‘exported’ [Ministry of
Food and Agriculture, 1954, p. iii].

The revival of free trade in the de-rationed areas,
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it was hoped, would provide an incentive for
increased production, and thereby, prevent a rise
in market prices. It was also hoped that iniernal
procurement would be stepped up and the demand
on government stocks would ease. These expec-
tations, however, did not materialise, as evi-
denced by shortfall in procurement and low
Government stocks. This was because of an
increase in demand following decontrol; prices
took an upward tum. By July 1948, the rise
became steep. The Economic Adviser’s Index
Numbers of Wholesale Prices in September 1948
showed an increase of 56 per cent in the case of
rice, 127 per cent in the case of wheat and 62 per
cent in the case of other cereals in comparison
with December 1947. The consumer was hithard
and the Government had to step in to provide
relief. Relief-quota shops and fair price shops
were opened to supply certain quantities of
foodgrains to the vulnerable sections of the
population at reasonable prices. As a conse-
quence, the state governments increased their
demand on the Centre, which in turn led to an
increase in the imports of foodgrains from abroad.
The policy of progressive decontrol could no
longer be pursued and in September 1943, con-
trols were re-imposed. Itwas decided that the state
governments should, by October 1949, retum to
the system of control which operated incach state,
in December 1947 [Dandekar, 1966, Pp. 23-24].

Controls on Foodgrains, September 1948

The revised food policy commencing Septem-
ber 1948 comprised the following: (a) the control
of rice, wheat, gram, maize, jowar, bajra, barley
and ragi (where it was an important crop); (b) the
provincial state govemments could decide
whether the prices of foodgrains should be con-
trolled by fixing a maximum price statutorily or
otherwise, but all provincial/state governments
had to declare a price at which they would have
the power to requisition or procure compulsorily;
(c) maximum internal procurement and rationing
in each arca, with the aim of enforcing uniform
standards of rationing and monopoly procure-
ment as soon as possible; (d) procurement prices
indifferent parts of the country could be fixed at
different levels, although the general policy was
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to be to bring about a gradual reduction of
foodgrains prices to reasonable levels; - by the
time the controls were re-imposed, market prices
had risen very high. Procurement prices had to be
fixed at 25 to 50 per cent higher than those
prevailing prior to the adoption of the policy of
gradual decontrol. - (€) there wasto be no increase
inthe prices at which grain was to be issued from
Government shops except that adjustment was to
be made between the prices of coarse grains and
of rice or wheat; (f) sufficient quantities of
foodgrains were to be imported to facilitate the
transition from decontrol to control; (g) no sub-
sidy was to be payable by the Centre in respect of
grain procured in India. In respect of imported
grain, the subsidy was to be shared between the
provinces and the Centre in the proportion of 1:3
and between the princely states and the Centre in
equal proportion; (h) the provinces and states
were to get a bonus of 8 as per md. (Rs 1.34 per
quintal) of foodgrains procured by them and an
additional 8 as per md. (Rs 1.34 per quintal) on
quantities exported by them under the Basic Plan
with effect from October 1, 1948; and (i) the
polishing of rice was to be banned in order to
augment supplies and procure nutritively better
rice. The policy was re-affirmed at a conference
of the Food Ministers of the states in October,
1949 and again in January, 1950 [Maitra, 1950,
Pp. 1-4].

With the gradual intensification of procurement
and rationing the scope of the free market got
restricted. Market prices turned easier. In Sep-
tember, 1949, the Indian Rupee was devalued,
along with the pound sterling. To counter the
inflationary potential of devaluation, a cut vary-
ing from 7to 15 per cent was effected in the issue
pricc of kharif cereals in November 1949
simultaneously with a reduction in the prices of
certain other essential commoedities [Ministry of
Food and Agriculture, 1954, Pp. i-iv]. By August
1949, the Government of India had started
receiving complaints from various scctions of the
public, that the quality of foodgrains issued to
consumers in rationed arcas was bad and also that
the pricescharged were highand outof proportion
to the price paid for procuring the grains. The
Government therefore appointed the Foodgrains
Investigation Committee to examine the above
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complaints [Maitra, 1950, p. il.

The Committee submitted its reporton April 30,
1950 [Maitra, 1950]. Itagreed thatthe complaints
of the working of controls, namely, the cost of
administration and quality of the grains, were well
founded. There was also substance in most of the
other complaints of heavy losses sustained in the
storage and transport of grains and corruption and
maladministration in the different stages of pro-
curement, movement, storage and distribution of
supplies. The conditions that prevailed were an
argument for an extension of the open market
system. The Committee however recommended
thatin view of the generaldistrust of private trade,
the time was not yet ripe for complete decontrol.
Still, the country should be prepared for the
abandonment of controls and return to normalcy,
with the goal of self sufficiency by 1951. In the
transition period, vulnerable sections such as
industrial areas, highly deficit pockets and large
cities should continue to be statutorily rationed.
In other areas, a system of controlled distribution
along with a free market should function for some
timetoactasacheck on the rise of prices. A sense
of self-sufficiency should be created in the minds
of people. For this purpose, steps should be taken
to build up buffer stocks. Thus, within a year of
the decision to return to a policy of controls, the
policy wasregarded to beno more than transitory,
the aim being to return to normalcy, that is
decontrol, within another year [ Dandekar, 1966,
Pp. 24-25].

Foodgrains Procurement Committee, 1950

Before the Foodgrains Investigation Commiittee
could submititsreport, aFoodgrains Procurement
Committee was appointed on February 8, 1950,
in pursuance of the reccommendations of the All
India Food Ministers’ Conference held in August
1949, with Shri M. Thirumala Rao, M.P. as
Chairman, to enquire into the systems of pro-
curement and distribution adopted in the states;
and to recommend such changes as may be
necessary in the existing system of procurement
and distribution to minimise imports in the case
of a deficit state and to maximise exports in the
case of a surplus state and to reduce the difference
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between the prices in the market and the pre-
scribed control prices. The Committee submitted
its report on June 26, 1950 [Rao, 1950, p. 1].
The Committee observed that the systems of
procurement and distribution in the various states
did not show a picture of a coordinated all-India
policy. There wasconfusion, even acontradiction
in the objectives of food policy, without a defi-
nition of priorities, or an absorption of them into
a single system. Some of the more important
examples of the confusion were: (1) A determined
attempt was very rightly being made to Grow
More Food. No solution, however, was indicated
of the contradiction between the controlled prices
for foodgrains as against uncontrolled prices of
other crops grown by the same producer. (2) The
Government was endeavouring to feed the con-
sumer, or at least vulnerable sections of the
population at a reasonable price, simultaneously
with reduction of imports, the extent of this
reduction being determined largely by financial,
not supply considerations. Some attempt at
reconciling this had been found in the formula,
‘reduction of commitments’, but the implications
of this on prices were largely ignored. (3) Food-
grains prices were to be lowered simultaneously
with a declared and widely publicised policy of
reducing and then stopping imports. And (4) the
Government was endeavouring to bring down, or
atleast stabilising, food prices, simultaneous with
permitting open market prices to find their own
level. The result was wide divergence between
procurement prices fixed by states and market
prices, in those very states. In the circumstances,
the pressure of facts, unchecked and unregulated
bya firm and well-thought out policy and lacking,
consequently, a standard for assessment and
valuation not only made practical administration
extremely difficult and hazardous, but accentu-
ated contradictions in policy [Rao, 1950, p. 7].
The Committee further pointed out that in
practice, the system of procurement and distri-
bution had varied among the states, the variations
tending to be much wider as between deficit and
surplus states. Each state found its own answer to
the problems of procurement and distribution;
control and decontrol flourished simultaneously
and variously in several states and even in dif-
ferent parts or at different seasons, in the same
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state. A logical, consistent food policy had not
been defined and had, therefore, not been
enforced. The main aim of food policy and
administration, in the circumstances of the
country, should be to achieve a stable and rea-
sonable price level for foodgrains, whichincluded
supplies of foodgrains to the consumer at that
price and fair remuneration to the producer. The
Government had no alternative except by means
of control to establish the food policy planks
referred to.

The Committee recommended that a uniform
system of procurement should be established
which gave a monopoly of grain to the Govemn-
mentat the first point of marketing. Such a system
would imply procurement by the Government at
fixed prices at the primary level, with the Gov-
ernmentsupervision of all distribution beyond the
village at fixed prices, procurement by means of
a levy or through the Madras system of intensive
procurement wherever necessary, particularly in
deficit areas, and small and defined exemptions
from procurement in surplus areas. The system of
monopoly procurement would entail the distri-
bution of grain to all consumers in urban areas
and to those consumers in rural areas whose
villages were deficit, or where surplus producers
had disposed off their grain, who were unable to
obtain supplies in the village itself. The Gov-
ernment commitment was to extend (1) statutory
rationing, with a total prohibition on private
imports, to all towns with a population of and
above 50,000; (2) informal rationing to other
urban areas, and (3) provision of a rough system
of distribution to deficit rural areas, when and if
necessary. The Committee stressed that the sys-
tem of procurement and distribution recom-
mended by it, would depend for its successlargely
on good administration and a satisfactory
standard of efficiency, It believed that a sub-
stantial contribution in the reduction of depen-
dence on imports could be made by greater
administrative efficiency in procurement and
distribution.

The outbreak of the Korean War in June 1950,
however, generated a new inflationary pressure.
The situation was aggravated by a succession of
natural calamities, beginning with severe floods
inNorth Bihar. This led to a worsening of the crop
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prospects, a sharp rise in prices and a tendency
towards hoarding and profiteering. To meet the

situation, the Essential Supplies (Temporary-

Powers) Act was amended in August 1950 so as
to provide for severe punishment in the case of
hoarding of foodgrains; rationing was also
extended and larger imports were arranged. Even
with increased imports the demand on govemn-
ment stocks outstripped the supply incertain parts
of the country. By the beginning of 1951, the
Government of India had to approach the Gov-
ernment of the United States of America for an
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ad-hoc assistance of 2.03 m tonnes of wheat to
meet the internal food shortage. It was increas-
ingly realised that the controlled economy should
be continued and prices maintained at reasonable
levels. This was particularly important in view of
the fact that the general price level had reached
an all-time peak by April 1951 [Ministry of Food
and Agriculture, 1954, Pp. iv-v].

The food policy between 1947 and 1951
entailed Government commitments at the fol-
lowing levels (Table 1).

TABLE 1. GOVERNMENT’S COMMITMENTS, 1947-51

. Procurement Imports Distribution Subsidy Bome
Year (thousand tonnes) (Rs Crore)
1947 4279 2,696 7,181 26.57
1948 2,737 3254 5213 25.48
1949 4,685 4,068 7,817 17.22
1950 4,692 2916 7,676 20.76
1951 3,826 4927 7,991 44.32
1952 3,477 3,987 6,800 23.04

Note: * Financial years since 1947-48.
Source: Food Situation in India, 1939-53.

First Plan Period 1951-52 - 1955-56

The First Plan document iterated the continu-
ation of controls for the Plan period. It referred to
the systems of control developed since 1943 in
the country and concluded that the free market
was not a dependable mechanism when the
economy was, or was likely to be, under pressure
due either to short supplies in the country or
unfavourable developments abroad. It was not
without significance that most proposals for
decontrol and the restoration of the free market
visualised certain safeguards like cheap grain
shops, licensing of traders, requisitioning of
stocks if necessary, etc. But, these forms of
control were tried in the early stages, and it was
because they proved unsatisfactory that more
stringent control and rationing had to be adopted.
A plan for development involves large outlays on
investment and this, in the early stages, increases
money incomes faster than the available supply
of consumer goods. In a planned economy, food
controls had thus certain positive functions, such
as safeguarding the minimum consumption

standards of the poorer classes, preventing
excessive or ostentatious consumption by the
well-to-do, and facilitating the country’s pro-
gramme of direct utilisation of unemployed
manpower for investment.

The average net absorption of imported food-
grains into the country had been around three
million tons between 1947 and 1952, the
minimum being 2.44 m tonnes in 1948 and the
maximum being 4.17 m tonnes in 1951. The net
absorption of imports was indicative of the
measure of deficiency that had to be made good.
The country had at the same time been paying
heavily for the imported grain, the total cost of
imported grain since 1948 working out at over Rs
750 crore. Any change in food policy likely to
reduce procurement and increase the dependence
on imports, which, in turn, might mean further
expenditure on subsidies, had to be avoided. In
fact, according to the Plan document, the aim
should be to reduce imports progressively. The
optimum utilisation of the resources available to
the country demanded that for meecting the
requirements of the food administration, the
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system of internal procurement must not only be
maintained but must be steadily improved. Food
policy had to be based on the assumption of a
continuance of the condition of relative scarcity
and strain in spite of a progressive increase in
production, if serious risks in a vital matter like
food were to be avoided. This meant that for the
period of the Plan, rationing and procurement
together with certain minimum imports, must be
regarded as the key to the maintenance of a stable
system of food controls. The need for a disinfla-
tionary price policy also continued.

The Plan repeated that if ‘food for all” was to
be the effective basis of policy and if the invest-
menttargets in the Plan were to be adhered to, the
basic structure of food controls had to be kept
intact during the period of the Plan. Until
domestic production of foodgrains was stepped
up to the extent of 7.62 m tonnes, as envisaged in
the Plan, the country could not be considered to
have an adequate and assured food supply. Con-
trols might be relaxed or their form altered after
the target of additional production had been
achieved. The extent to which such relaxation or
. changes could be made would depend upon the
investment targets that the country might then
have and the alternative demands for additional
production of raw materials like cotton, jute and
oil seeds.

As regards price policy, the Plan emphasised
that the problem was todefinea level which could
be considered reasonable under given circum-
stances and to ensure, through direct controls or
throughfiscal and other devices, that the producer
of foodgrains was not placed at an undue disad-
vantage. A policy of price stabilisation must have
inview certain maximaas well as certain minima.
At the time when the economy was subject to
inflationary pressures, the emphasis was inevi-
tably on the maintenance of the maxima. If the
trend in prices was persistently downward, a
system of controls with defined procurement
prices could be used to safeguard the interest of
producers and to prevent the prices from falling
unduly. Judicious purchases by the Government
at the defined prices are thus an excellent device
for stabilising prices and for evening out, to some
extent, the inter-state disparities. State trading in
a few essential commodities was all the more
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desirable asit would play a vital partinstabilising
or reducing the cost of living and in diverting to
the public sector, the surpluses which might
accrue [Planning Commission, 1952, Pp.
173-183].

Progress during the First Plan Period

In practice, however, prices, production and
food policy fluctuated sharply during the First
Plan period. Just before the First Plan was
launched, the country had been in the grip of a
serious food shortage and food prices were ruling
at high levels. There was a strong latent infla-
tionary pressure which wassought to berepressed
through a system of country-wide procurement
and rationing. Yet prices could be kept under
check only with considerable difficulty. On the
one hand, rationing commitments increased
steadily, new areas had often to be brought under
rationing and ghost cards tended to multiply to
abnormal proportions; on the other, procurement
registered a sharp fall. It appeared as though after
a few years of successful operation, the system of
rationing and procurement was ending up in a
vicious circle of reduced supplies and enlarged
demand for foodgrains as a result of impairment
of the incentive to produce under the schemes of
procurement in force. An atiempt was made to
counteract the effect of lower production and
reduced procurement by stepping up imports. In
1951, there were as many as 122 million persons
under rationing of whom 47 million were stat-
utorily rationed, 3.86 mtonnes of foodgrains were
procured within the country and 4.78 m tonnes
valued at Rs 217 crore were imported. The Food
Administration itself cost Rs 10 crore for the
Centre and the states. A total subsidy of Rs 44.60
crore had to be paid for reducing the price of
imported cereals to the level of domestic prices,
although the latter had reached an all-time high
peak [Mehta, 1957, Pp. 5-6, 17].

There were, however, indications fairly early in
1952 that the worst phase of the food shortage had
perhaps passed. The production index for cereals
wentupto 101.4in 1952-53 or an increase of 12.3
per centover 1950-51. At the same time, money
supply declined by 12.1 per cent. The price index
for cereals was 8.1 per centlower thanin 1950-51.
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There wasa general feeling thatstability had been
largely restored. In fact, 1952-53 proved to be one
of the most stable years in that period. This
stability was, however, short lived. The 1953-54
crop was even better than that in 1952-53, the
production index for cereals went up from 101.4
to 120.1 between the two years. This large
increase in production had a significant impacton
the food economy; prices declined and the net
releases from imported stocks declined from 3.35
m tonnes in 1952 10 2.54 m tonnes in 1953 and
0.71 mtonnesin 1954. The year 1953 also opened
with a comfortable stock of 19 lakh tonnes with
the Central and state governments which was a
record. Because of increased availability of
foodgrains in the open market at lower prices, the
demand on rationing and fair price shops
declined. The state governments’ offtake from the
Central Governments’ stocks also diminished
month by month, while the arrivals of foodgrains
from abroad which had been arranged during
1951 continued. The Government of India was
thus confronted with the problem of storage of
imported grains. To meet this ‘storage crisis’,
imports to the tune of half a million tonnes from
abroad were cancelled and further imports stag-
gered [Mehta, 1957, Pp. 32-33].

In March 1952, the Ministry of Food and
Agriculture made proposals for a gradual relax-
ation of controls. The essential features of these
proposals were a progressive reduction in the
rationed population, restoration of free markets
with adequate buffer stocks being maintained for
emergency purposes, control of bank credit and
licensing of traders with a view to keeping a
minimum administrative control over them. For
financial reasons, the subsidy on imported food-
grains had been withdrawn with a few minor
exceptions, with effect from March 1952. Thisled
to some rise in the issue price from ration shops
and reduced the attraction of the rationed grains
for many people. It was recognised that any
scheme of decontrol would be attended with
certain risks, and that it was necessary to take
adequate measures before any substantial relax-
ation could be considered. The Foodgrains (Li-

‘censing and Procurement) Order, 1952 was
therefore issued on July 8, 1952. Under this order
no person was to engage in any business which
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involved purchase, sale or storage for sale of any
foodgrains, except under and in accordance with
a licence issued by the state governments. The
Order empowered the state governments to
require any banking company to furnish infor-
mationrelating to any financial assistance granted
by it to any dealer. It also empowered them to
require any dealer, in case they considered it
necessary or expedient, to sell his stocks to
specified persons at the procurement price plus
10 per cent; in the event of his not doing so, the
state government could seize his stocks and sell
them to the needy at procurement price plus 10
per cent. The Order gave powers to the state
governments to enter and search the dealers’
premises and tocollect from them periodic returns
about stocks. The Order was at first made appli-
cable to wheat, paddy, rice, jowar and bajra but
was later extended to maize, barley and minor
millets. The promulgation of this Order was
followed by gradual relaxation of controls during
the second half of 1952 [Mehta, 1957, Pp. 18-19).

The salient features of the scheme of gradual
relaxation that was introduced during 1952 were
(i) reduction in statutory rationing commitments,
(i) restoration of free trade within the states, and
(iif) suspension or modification of procurement.
While introducing these relaxations, care was
taken to see that the erstwhile rationed population
was not thrown suddenly to the working of the
open market, Hence, wherever statutory rationing
was withdrawn the ration shops were converted
into fair price shops, so that at least the minimum
requirement of the de-rationed population could
be met from these shops at reasonable prices
[Mehta, 1957, p. 33].

Madras was the first province to give a trial to
the policy of decontrol. The main features of the
decontrol scheme introduced by Madras in June
1952 were (a) suspension of procurement in
respect of cereals; (b) withdrawal of statutory
rationing and opening of fair price shops; (c)
division of the state into six self-sufficient zones,
each zone comprising surplus and deficit areas
within which movement was permitted; and (d)
removal of price control. Following the steps
takenby Madras, statutory rationing wasreplaced
by distribution through fair price shops in Bihar,
Uttar Pradesh, West Bengal, Hyderabad, Madhya
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Bharat, Mysore city and Saurashtra during 1952.
In other states, the number of towns under stat-
utory rationing were reduced further, and
decontrol of rice was formally announced on July
10, 1954. Ration shops were substituted by fair
price shops in practically all parts of the country.
The volume of procurement was reduced and
inter-state ban on movement of foodgrains was
replaced by zones. However, as foodgrains prices
continued to fall further, rationing, procurement,
fair price shops, and zones were all abandoned
during 1953-54. Imports of foodgrains were also
reduced and instead, for the first time since the
beginning of the Second World War, exports of
foodgrains in small quantities were allowed so as
to arrest the declining trend in foodgrains prices
during this period [Mehta, 1957, p. 33). A policy
of offering support to the producer was enunci-
ated and floor prices were announced for jowar,
bajra and maize in December 1954, for wheat in
April1955 and gramin June 1955, In August 1955
the price support scheme was extended to rice.
Small quantities of foodgrains were purchased
under the price support scheme during 1954-55;
these included 77.63 thousand tonnes of wheat,
1.32 thousand tonnes of gram, 38.40 thousand
tonnes of jowar and 0.41 tonnes of maize [Mi-
nistry of Food and Agriculture, 1956, p. 22].

On January 26, 1955 the Essential Supplies
(Temporary Powers) Act, 1946 lapsed and with
it the Foodgrains (Licensing and Procurement)
Order, 1952 also lapsed automatically. In order
toretain the control system over commodities on
the expiry of the Essential Supplies (Temporary
Powers) Act, 1946, an Essential Commodities
Ordinance was promulgated in January 1955. The
Ordinance was subsequently replaced by the
Essential Commodities Act, 1955. Inter-zonal
restrictions on the movement of wheat and its
products, the last vestiges of controls, disap-
peared with effect from March 18, 1956.

Although during 1954 and 1955 the general
supply position appeared to be quite easy, the
Ministry of Food and Agriculture started
exploring possibilities of regular imports on a
large scale to meet the deficit in the country’s food
requirements that was visualised on a long term
assessment of demand and domestic supplies.
Their estimate was that the country would require
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8 to 10 million tonnes of wheat and 4 to S million
tonnes of rice from abroad for the Second Plan
period [Mehta, 1957, p. 21}. Consequently, in
May 1955, even when the prices of cereals in the
country were low, rather than procuring and
stocking supplies from the domestic market, the
Govermnment initiated negotiations for the import
of substantial quantities of wheat and rice from
the United States under the PL 480 [Dandekar,
1966, p. 34]. The conclusion of negotiations,
however, took some time. In June, 1956 an
agreement was signed with Burma for the import
of 2 million tonnes of rice during the next five
years and in August 1956 an agreement was
signed with the United States of America for
importing 3.1 million tonnes of wheat and 0.19
million tonnes of rice under Public Law 480
during the next three years. While the Burmese
purchase was on a cash basis, the purchase from
the U.S.A. was on a loan basis, repayable in 30
years [Mehta, 1957, p. 21].

In the meanwhile, the break in prices ended and
the food situation in the country took a rapid turn
for the worse. The millet crop in 1955 was poor
and in October 1955, as soon as the reports of the
shortfall reached the market, prices began torise.
The price index of jowar rose from 55 to 71, of
bajra from 73 to 99 and of wheat from 60 to 80
between June and December 1955. The rise in
prices was helped to a certain extent by the
knowledge that the Government had no stock of
millets and its stock of wheat was also low.
Speculative elements took advantage of the sit-
uation and the rise in wheat prices was rather
marked in Calcutta and Bombay. The
Government sought to keep the prices under
control by releasing wheat to the market in these
cities and in Delhi from their own stocks, which
were about S lakh tonnes at the end of November
1955. Between January and August, 1956 over 5
lakh tonnes of wheat were sold. Atthe sametime,
the Government placed orders for wheat mainly
from Australia on normal commercial terms to
replenish its stocks. Exports of foodgrains
including those of wheat products were prohib-
itedearly in 1956. It was announcedin April, 1956
that the Government had decided to build up a
buffer stock of 2 million tonnes, of which 1
million tonnes would be wheat and 1 million
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tonnes rice [Mehta, 1957, Pp. 11, 22-23].

Rice prices started rising from January 1956. It
was found that the amount of advances granted
by banks against hypothecation of rice and paddy
was on the increase; in April, 1956 the amount of
bank credit was 100 per cent higher than in the
corresponding period of the previous year. With
a view to discouraging speculative holding of
stocks with the help of bank finance, in the middle
of May, 1956 the Reserve Bank issued a directive
to banks requiring them to increase the margins
in respect of their loans against paddy and rice
and to refrain from granting fresh advances in
excess 0fRs 50,000 against this security. Demand
documentary bills were subsequently exempted
from the purview of the directive as these repre-
sented movement of crops and it was not the
intention to hinder suchmovement. As in the case
of wheat, although there were no imports of rice
in the first six months of 1956, releases from the
Union Government stocks which stood at over 5
lakh tonnes at the beginning of January 1956
continued at an average rate of 50,000 tonnes a
month. Commencing 1956, the Government thus
tried to influence prices of foodgrains by
increasing releases from its stocks (largely of
imported grain) which were distributed through
fair price shops opened in different parts of the
country [Mehta, 1957, Pp. 22-23].

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

The Second Five Year Plan began with rising
prices, and from 1956-57 itself, the efforts of the
Government had to be directed to finding ways
and means of keeping down prices. Whereas in
previous years, the policy was to dispose of large
stocks of foodgrains in government stocks by
auction or tender, to avoid possible loss to the
Government by deterioration, the policy during
1956-57 was to conserve and build up stocks by
imports and to regulate distribution by issues
through fair price shops. The steps taken to bring
down prices included measures like stopping
exports of foodgrains, desisting from internal
purchases on government account; restricting
bank credit for advances on foodgrains; cordon-
ing off the cities of Bombay, Calcutta, and Delhi
against imports of indigenous wheat, issuing
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wheat to flour mills with restrictions on sale price
of their products; opening a large number of fair
price shops all over the country; and entering into
long term contracts with United States of America
and Burma to ensure large imports of wheat and
rice [Ministry of Food and Agriculture, 1957, p.
1].

The measures taken during 1956-57 were
intended to augment market supplies of food-
grains and to make effective use of the limited
government stocks. In October 1956, it appeared
that the rise in the prices of rice and wheat had
been somewhat arrested. There was, however,
little impression on the prices of jowar which
continued to rise. Then came the Suez Crisis. The
Suez Canal remained closed for all navigation
between November 1, 1956 and March 28, 1957.
This imparted a certain bullish trend to the wheat
market and wheat prices once again started
moving up. This was, however, the time for the
1956-57 kharif harvests to flow into the market.
The rice crop was expected to be a bumper one.
It was also felt that instead of spending scarce
foreign exchange on import of rice, an attempt
might be made to purchase certain quantities of
rice from within the country for building up
stocks. Necessary arrangements for making pur-
chases of rice in the open market were completed
in December. But contrary to expectations, the
seasonal fall in rice prices was small, and no
internal purchases of rice were made by the Union
Government. With the new rice marketing sea-
son, the Reserve Bank had been requested to
withdraw its credit restrictions to rice. However,
with the prices of rice remaining firm, and a fresh
tendency to accumulate stocks with the help of
bank finance becoming noticeable, creditcontrols
were re-imposed on rice with effect from Feb-
ruary 9, 1957 requiring banks to maintain a
minimum margin of 35 per cent in respect of all
advances against paddy and rice. Banks were also
asked to endeavour to maintain after March 15,
1957, a level of aggregate advances, not higher
than 75 per cent of the corresponding period in
1956 [Mehta, 1957, Pp. 22-23].

The foodgrains economy was seriously upsetin
1957-58 on account of severe set back to pro-
duction following unprecedented weather con-
ditions. The various measures taken in the
1956-57 season were therefore strengthened for
the 1957-58 season. The Essential Commodities
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Act, 1955 was amended in June 1957, enabling
the Government to requisition stocks from dealers
at the average of the prices prevailing during the
three months prior to the issue of the notification
applying the Acttoa particularlocality. The state
governments were also delegated powers under
the Act to regulate trade through the licensing of
wholesale traders. Three wheat zones were
formed in June 1957 with free movement within
each zone, but ban on movement of wheat into or
outside the zone from or to any other part of the
country. The zones were (a) Himachal Pradesh,
Delhi and Punjab, (b) Uttar Pradesh, and (c)
Rajasthan, Madhya Pradesh and Bombay (excl-
uding Bombay City). Movement of rice and
paddy were prohibited by the Government of
India from Orissa, at the request of the state
government, during the same month. The
Southern Rice Zone comprising the states of
Andhra Pradesh, Madras, Mysore and Kerala was
created inJuly 1957. Movement of paddy and rice
were banned from Punjab on September 30,1957
(1ater relaxed for movement to Himachal Pradesh
and Delhi) and from Madhya Pradesh and certain
specified districts in Uttar Pradesh on December
20, 1957. The movement of rice, paddy, wheat,
gram, barley and maize were also prohibited from
Bihar from December 20, 1957. The cordons
around the cities of Bombay and Calcutta for
wheat and rice continued during the year. Owing
to difficulties of procuring rice from abroad,
limited purchases were made by the Government
internally from the rice surplus areas which were
cordoned off for the purpose. Maximum con-
trolled prices of rice were fixed in several areas
where government purchases were undertaken,
Distribution of imported and intemally procured
foodgrains through fair price shops continued. In
order to tighten further the control on credit by
banks, the minimum margin on advances to
foodgrains was raised to 40 per cent and the
aggregate level of advances reduced to two-thirds
of that given in the preceding years with effect
from June 7,1957. Forward trading in foodgrains
including non-transferable specific delivery
contracts were also prohibited [Ministry of Food
gx;d 2lggriculture, 1958, Pp. 4-7; Mehta, 1957, Pp.
26).
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Report of the Foodgrains Enquiry Committee,
November 1957

In June 1957, the Government appointed the
Foodgrains Enquiry Committee, with Shri Asoka
Mehta as Chairman to (i) review the food
situation and to examine the causes of the rising
trend of food price since about the middle of 1955;
(ii) assess the likely trends in demand and avail-
ability of foodgrains over the next few years; and
(iii) make recommendations to ensure a level of
prices which would provide the necessary
incentive to the producer with due regard to the
interest of the consumer and the maintenance of
areasonable cost structure in the economy. Later,
the Committee was also requested to examine
problems of those areas where the food problem
was one of recurring nature and pay more atten-
tion to the food problem of eastern Uttar Pradesh.
The Committee submitted its report by Novembe
1957. -

The Committee concluded that in a developing
economy a secular tendency to pricerise existed,
although prices fluctuated. It was part of eco-
nomic growth to achieve adjustments between
production, incomes, employment, demand,
costs, prices, elc., at successive levels. However,
sharp and abrupt rise or fall in prices in even one
sector of the economy could cause wide dispari-
ties all round. The Committee pointed out that it
was the relative instability in food prices which
caused wide fluctuations in prices all round.
Further, there were scarcity pockets in the country
which were the epicentres of the rise in prices;
these included (a) areas with dense population,
extremely small holdings, low per-capita incomes
and prone to heavy rainfall and floods like eastemn
Uttar Pradesh and northern Bihar; (b) areas with
similar economic and demographic conditions
but burdened with the pressure of demand from
a metropolitan city like the districts of West
Bengal and Calcutta; (¢) the dry millet growing
areas of Western India and the Deccan Plateau
with limited population, sparse rainfall and low
yields; and (d) the tribal areas. Failure of crops in
any of these areas influenced the rise in prices in
all parts of the country.

The Foodgrains Enquiry Committee recom-
mended that ordinarily it should be sufficient for
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the Government to undertake open market
purchase and sale of foodgrains as a regular
measure, socialise. part of the wholesale trade,
exercise control over traders operating in the rest
of the market through a system of licensing,
maintain a sizeable reserve stock of wheat and
rice, arrange for the regular import of a certain
quantity of rice and wheat and organise propa-
ganda for the consumption and production of
subsidiary food. But in a period of rising prices
the above measures would need to be supplem-
ented by much larger imports, direct sales of
cereals by the Government through modified
ration shops, formation of zones and limited
compulsory procurement by the Government in
surplus areas for replenishing its reserve stocks.
In periods of sharper inflationary trends the above
measures could be further supplemented by
compulsory issue of wheat along with rice from
modified ration shops, announcement of prices at
which the Government would requisition surplus
stocks and temporary cordoning off of big cities
like Calcutta, Madras, Bombay, etc., if the overall
food situation deteriorated [Mehta, 1957, p. 80].

The Committee emphasised that until there was
social control over the wholesale trade it would
not be possible to bring about stabilisation of
foodgrains prices. The Government’s policy
should, therefore, be that of progressive and
planned socialisation of the wholesale trade in
foodgrains. It therefore recommended (a) the
formation of a Price Stabilisation Board, (b)
establishment of a Foodgrains Stabilisation
Organisation for undertaking open market pur-
chase and sale of foodgrains, (c) a non-official
Central Food Advisory Council, and (d) the

_ creation of an Intelligence Organisation to assist
the Price Stabilisation Board. -

The general food position showed considerable
improvement during 1958-59 when the produc-
tion of foodgrains in the country rose to 74.68
million tonnes, the highest on record. Consequent
on the increased output, prices of foodgrains
dropped appreciable in the post-harvest months
of the 1958-59 crop, as compared to the preceding
season. In November 1958, the National Devel-
opment Council (NDC) decided that the State
should take over the wholesale trade in
foodgrains. It was also decided that an adequate
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number of primary marketing societies should be
setup and linked with village cooperatives which
should serve as agencies for collection and sale
at assured prices at the village level. A Working
Group was constituted to work out the details of
a scheme for the implementation of the decision.

Working Group of the NDC on State Trading

The Working Group had recommended that the
primary objective of state trading in foodgrains
was to maintain price levels which were fair to
the producer and to the consumer throughout the
season and over an agricultural cycle. The pro-
posals made by the Working Group involved the
steady expansion of purchases by the
Government with control over the market and the
intensification of existing measures, such as
licensing of wholesale traders and imposing
certain obligations on them, the system of dis-
tribution at the retail stage through fair price
shops, and statutory price control at the wholesale
stage. The scheme suggested by the Working
Group also provided for the progressive devel-
opment of cooperatives so that a comprehensive
network of marketing cooperatives, capable of
taking over the entire marketable surplus might
be built up. As an interim measure, the scheme
provided for the regulation of wholesale trade by
licensing of dealers with obligations to submit
returns regarding purchases, sales, stocks, etc.
[Dandekar, 1966, p. 411.

The Government of India considered the report
of the Working Group and decided that (i) the
ultimate pattern of state trading in foodgrains was
to consist of a system which provided for the
collection of the farm surpluses through the ser-
vice cooperatives and the apex marketing coop-
eratives for distribution through retailers and
through consumers’ cooperatives; (ii) in the
interim period the wholesale traders were (o be
permitted tofunction aslicensed traders and make
purchases on their own behalf on specified
minimum prices. While the Government had the
right to acquire the whole or aportion of the stocks
from the licensed traders at controlled prices, the
traders were at liberty to sell their remaining
stocks to the retailers at prices not exceeding the
controlled prices. They were required to maintain
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proper accounts -of their purchase and sale
transactions and of their stocks, and submit
periodical returns to government; (iii) in the
initial stages, state trading was to be confined only
to the two major cereals, namely, rice and wheat;
and (iv) in order to ensure that the producers get
the minimum prices, the Government proposed
to set up an agency for making direct purchase of
foodgrains from the producers who were desirous
of selling their surplus produce to government
[Dandekar, 1966, Pp. 41-42].

With the decision on state trading, the purcha-
se/procurement operations which were confined
largely to surplus areas were extended to deficit
and marginally placed areas also in the 1958-59
scason, But the system of procurement/purchases
differed from state to state. The state trading led
to adifficult situation in the deficit and marginally
placed states. Open market prices tended to rise
appreciably above the maximum controlled
prices. The general experience was that the pro-
curement of foodgrains in deficit states from
wholesale traders and millers was an extremely
difficult proposition and efforts in that direction
created more problems than they solved. Hence,
withinone year, state trading in deficit states was
suspended. Procurement of wheat was suspended
in Rajasthan from March 5, 1960, in Punjab from
July 18, 1960, in Uttar Pradesh from August 7,
1960 and in Madhya Pradesh from September 15,
1960. The Statutory Price Control on wheat in
Uttar Pradesh was also withdrawn from August
7, 1960. The effect of suspension of purchase
operations in the deficit and marginally placed
states on the market arrivals was quite beneficial.
Encouraged by this experience, the Government
stopped purchasing rice/paddy even inthe surplus

states except in Madhya Pradesh and Punjab.

[Dandekar, 1966, p. 42].

There was general evidence to show that a
shrinkage in market arrivals was one of the major
reasons forrise in prices in 1959. To ascertain the
exact behaviour of the market arrivals of rice and
wheat from the 1958-59 crops, a special enquiry
was conducted in July-August 1959 through the
Agro-Economic Research/Farm Management
Centres under the Directorate of Economics and
Statistics, Ministry of Food and Agriculture. The
report of the enquiry which was conducted within
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a record period of three weeks, revealed that
market arrivals of wheat were lower in Uttar
Pradesh, Punjab and Madhya Pradesh in the
post-harvest months of 1959 than the corre-
sponding months of 1958 on account of price
consciousness and the greater holding power of
the producer and the procurement and price
control policies adopted under the scheme of state
trading. InUttar Pradesh, market arrivalsof wheat
were stated to be significant only up to May 5,
1959, the date on which the Food and Civil
Supplies authorities of the state government
raided the various markets under the provisions
of the U.P. Wheat Procurement (Levy) Order and
the U.P. Wheat Price Control Order. After this,
market arrivals diminished considerably and at
many markets became negligible. In Madhya
Pradesh the ‘market arrivals were low till May
1959, in apprehension of a compulsory levy, but
thereafter with the announcement of purchase
policy on voluntary offers, the arrivals increased.
InPunjab, since the Government did notinterfere
with the normal process of price formation, the
procurement policy had no adverse effects on
market arrivals [Dandekar, 1966, Pp. 42-43].

In the case of rice, the flow of market supplies
from the 1958-59 crop showed an increase in the
surplus states of Madhya Pradesh, Orissa, Andhra
Pradesh and Punjab. In other states, either the
increase in output was not associated with an
increase in market arrivals, as in Bihar, or there
was actually a substantial diminution in these
arrivals as in Uttar Pradesh, Madras and Mysore.
The situation was worst in West Bengal, where
the effect of other factors was aggravated by the
decline in outputin the 1958-59 season. Asin the
case of wheat, diminution of market arrivals of
rice in the deficit areas was due largely to the
regulatory measures adopted under the scheme of
state trading. The effect of this policy in different
areas varied according to the extent to which
market prices had tended to rise above the max-
imum controlled rates and the extent to which
these controlled rates were enforced. Market
prices of rice were generally higher than the
maximum controlled rates in the areas, except
‘lgadhya Pradesh and Orissa [Dandekar, 1966, p.

1. .
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The Government’s policy during the 1959-60
and 1960-61 seasons was more relaxed. With the
suspension of state trading in foodgrains, the
purchase and procurement operations in the
country were gradually reduced, being confined
largely tosurplus states and one or two marginally
placed states. The quantum of procurement was
reduced and the manner, relaxed. By May 1960,
the Government concluded a long-term Agree-
ment with the U.S.A. under PL 480 for the import
of rice and wheat. Under this Agreement, 16
million tonnes of wheat and one million tonnes
of rice were to be imported from the U.S.A. over
a period of four years, 1960-64, in order to meet
the current consumption requirements and also to
enable the Government to build up areserve stock
of Smilliontonnesof foodgrains. This Agreement
led to a psychology of de-hoarding on the part of
traders and producers and helped in curbing
speculative tendencies. With the decline in prices
in the later part of 1960, the demand for food-
grains from government stocks dropped consid-
erably. This factor, coupled with steady imports
from the U.S.A. and other countries, enabled the
Government to build up some reserves of food-
grains (2.31 million tonnes by December end,
1961) [Ministry of Food and Agriculture, 1961,
p.1].

The movement of cereals on trade account
which had been restricted during the period of
state trading was also gradually relaxed. The
Eastern Rice Zone, comprising the states of West
Bengal and Orissa was formed in December 1959.
Movement of rice and wheat from Madhya Pra-
desh to Gujarat and Maharashtra by traders spe-
cially licensed for the purpose was allowed from
November 1960. Earlier, in August 1960,
restrictions on the movement of wheat within the
state of Uttar Pradesh, which were imposed in
1959, were withdrawn. Credit restrictions were
also modified. InJanuary 1960, the Reserve Bank
issued directives to scheduled commercial banks
toincrease the ceiling limiton aggregate advances
against paddy and rice for each month from
February 1960 at the level of credit permitted to
be maintained for the corresponding month in
1958 or 1959, whichever was higher. Separate
ceiling limit on advances against wheat, as pre-
scribed for Punjab, Himachal Pradesh, Dethi and
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Jammu and Kashmir, was abolished from August
1960 and made uniform for all the states. The
ceiling limit on aggregate advances against wheat
for each month from September 1960 was fixed
for the country as a whole at the level of credit
actually maintained in the corresponding month
in 1958. In August 1960, temporary relaxations
in ceiling limit on advances against rice and
paddy, up to 200 per cent of the level of credit
permitted in the corresponding month of 1959,
were granted in favour of traders in Kerala for the
period August to October 1960. The relaxations
were further extended up to December 1960. The
minimum margin requirements in respect of
advances for rice and paddy were lowered from
40 to 25 per cent for licensed millers and traders
in Punjab from October 1960, By February 1961,
the minimum margins for all foodgrains were
reduced from 40 to 35 per cent and the ceiling
limit for advances against paddy and rice raised
to 110 per cent of the permissible level in 1960
in all the states other than Andhra Pradesh.
Austerity measures imposed in 1957 for serving
of foodgrains and entertainment of guests were
also relaxed with effect from August 1960. Dis-
tribution of foodgrains through fair price shops
was, however, continued [Ministry of Food and
Agricultare, 1961].

Third Five Year Plan, 1961-62 to 1965-66

Commencing 1960-61, therefore, and until
1963-64, the Government's policy for foodgrains
continued to be one of relaxation of most of the
control measures. All foodgrains, except rice,
were allowed to move freely throughout the
country and there were no restrictions on their
prices, purchase or sale. With the assured supplies
of wheat from the U.S.A., the prices of food-
grains, especially of wheat, could be stabilised at
arelatively low level. In the case ofrice, fourlarge
zones comprising contiguous deficitand surplus
states were formed, namely, (a) Punjab, Himachal
Pradesh and Delhi; (b) Madhya Pradesh, Gujarat
and Maharashtra; (c) Andhra Pradesh, Mysore,
Madras and Kerala; and (d) West Bengal and
Orissa. Some purchases of paddy and rice were
continued in the states of Assam, Jammu and
Kashmir, Madhya Pradesh, Orissa, Punjab, Uttar
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Pradesh and Tripura. Procurement operations
were undertaken either through a system of levy
on traders or rice millers or through open market
purchases. The Government also announced in
1962 a minimum support price for the 1961-62
wheatcrop, to be marketed in the 1962-63 season,
at Rs 34.83 per quintal for the common white
varieties of wheat in the country. Procurement
prices were also announced for rice. By 1963,
minimum support prices were fixed for rice and
jowar and raised by Rs 2.68 per quintal for wheat.

The easy price situation did not continue for
long. There was a shortfall in the production of
foodgrains for two consecutive years, 1962-63
and 1963-64. Despite larger supplies of food-
grains through the fair price shops system, prices
of foodgrains started rising from the latter half of
1963. By March 1964, restrictions were re-
imposed on the movement of wheat through the
formation of larger wheat zones. Single state
zones were constituted for rice and the states were
authorised to ban movement of coarse grains too.
Procurement operations were stepped up through
levy, monopoly and open market purchases and,
although minimum support prices were
announced for the major cereals, maximum
controlled prices were also fixed to facilitate
procurement operations. By 1965, statutory
rationing was introduced in the major cities of
Bombay, Calcutta, Delhi and Madras and
extended to a number of important industrial
centres and towns by the end of 1966, With a view
tomaintaining supplies in the market, the imports
of wheat and rice were considerably increased.
The importof wheat which used to be of the order
0f2.50 to 3.001akh tonnes permonth, was stepped
upto4 to 5 lakh tonnes per month until September
1964 and to about 6 lakh tonnes per month
thereafter. Armangements were also made to
import rice from Pakistan, Thailand, Cambodia
and the U.S.A. Other steps taken by the Gov-
emment included restrictions on bank advances
against stocks of foodgrains, fixation of
maximum wholesaleand retail prices, substantial
stepping up of supplies out of the central stocks
through an enlarged network of fair price shops,
suitable modifications in the zonal system, pro-
mulgation of anti-hoarding measures, strength-
ening of the administrative and enforcement
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machinery in the states and amendment of the
Essential Commodities Act, 1955 providing for
summary trial of offenders of the food laws
[Ministry of Food and Agriculture, 1965(a), p. 2].

The Government of India enunciated the major
objectives of its food policy in April 1965 as
follows: (i) To ensure a reasonable support price
which will induce the farmer to adopt improved
methods of cultivation for increasing production.
(ii) To ensure that consumer prices do not rise
unduly. (iii) Toavoidexcessive price fluctuations
and reduce the disparity of prices between state
and state. (iv) To build a sizeable buffer stock of
wheat and rice from imports and internal pro-
curement. (v) To enable the Food Corporation to
assume a commanding position in the market as
acountervailing force to the speculative activities
of traders. vi) To introduce regulatory and dis-
tributive measuresinthe bigger cities, witha view
to diminishing the draw on the market of these
high purchasing power pockets. (vii) To relax
gradually restrictions on the movement of food-
grains in the country which have been found
necessary to meet the current situation. And (viii)
tointroduce such regulatory measures on the trade
as are necessary to secure the above objectives
[Ministry of Food and Agriculture, 1965(b), p. 6].

Foodgrains Prices (Jha) Committee, 1964

Earlier, in August 1964, the Government of
India had appointed the Foodgrains Prices
Committee under the Chairmanship of ShriL.K.
Tha, to advise on the determination of the prices
of rice, wheat and coarse grains for the 1964-65
season. The Committee was also asked to advise
onthe terms of reference which would be suitable
for an agency to provide such advice on a con-
tinuous basis in respect of future seasons, the
suitable form of such agency, and the kind of
personnel it should have, and the best manner in
which the work of such an agency could be fitted
in with arrangements being made for advice on
policy in regard to wages, incomes and savings.

The Foodgrains Prices (Jha) Committee rec-
ommended producer prices for paddy and
wholesale and retail prices for rice as also
producer prices for wheat and coarse grains for
the 1964-65 scason. The Committee referred to
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the trends in the foodgrains economy which had
its effects on long-term policy. The trends
included (a) the shortages in domestic production
vis-a-vis demand; (b) the resultant upward trend
infoodgrains prices which could actasa stimulant
to increased production; (c) an upward trend in
prices could however lead to increased inventory
demand, artificial reduction of supplies and fur-
ther price increases; and (d) uncoordinated
attempts at varying levels of authority at
reconciling the conflicting claims of producers,
traders and consumers leading to imposition of
restrictions and other impediments to free
movement of foodgrains. Based on the recom-
mendations of the Foodgrains Prices Committee,
the Government fixed the producer, wholesale
and retail prices for foodgrains for the 1964-65
season.

The Committee recommended the terms of
reference and composition of the Agricultural
Prices Commission. Based on these recom-
mendations, the Government of India set up the
Agricultural Prices Commission (APC) in
January 1965. The Commission was to advise on
the price policy for agricultural commodities,
particularly paddy, rice, wheat, jowar, bajra,
maize, gram and other pulses, sugarcane,
oilseeds, cotton and jute. While recommending
the price policy and the relative price structure,
the Commission wasto keep in view (i) the need
to provide incentive to the producer for adopting
improved technology and for maximising pro-
duction; (ii) the need to ensure rational utilisation
of land and other production resources; and (iii)
the likely effect of the price policy on the rest of
the economy, particularly on the cost of living,
~ level of wages, industrial cost structure, etc. The
Commission was also to suggest such non-price
measures as would facilitate the achievement of
the policy objectives. The Commission was to
recommend measures to reduce costs of market-
ing of agricultural commeodities and suggest fair
price margins for different stages of marketing.

The Government also established the Food
Corporation of India in January 1965. The Cor-
poration was to undertake purchase, storage,
movement, transport, distribution and sale of
foodgrains and other foodstuffs. It could, with the
previous approval of the Central Government,
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promote the production of foodgrains and other
foodstuffs. It would set up or assist in the setting
up of rice mills, flour mills and other undertakings
for the processing of foodgrains and other food-
stuffs. The Corporation would be encouraged to
function generally as an autonomous organisation
working on commercial lines. It was expected to
secure for itself a strategic and commanding
position in the foodgrains trade of the country
[Ministry of Food and Agriculture, 1965(a)].
The APC submitted its first Report on price
policy for kharif cereals for the 1965-66 season
in May-June 1965. The Commission observed
thatin a situation of shortages as prevalent in the
country, the most important strategy was for the
state to acquire and continuously maintain its
command over reasonably large stocks, so that it
secured a position of strength in the foodgrains
market. Such stocks would enable the Govern-
ment to influence the course of prices, through
continuous purchase and sale operations over a
wide front and throughout the season. The
Commission indicated three areas where regu-
lation or control was most essential, namely, (a)
regulation of inter-state trade, (b) procurement/
purchase and distribution, and (c) price control.
The Commission recommended its preference for
single state zones, particularly in a period of
shortages. It also recommended a partial levy
amounting to 15 to 25 per cent of the marketable
surplus of each producer. The marketing orga-
nisation on which Government could rely for its
purchases could consist of marketing
cooperatives, the Food Corporation of India (FCI)
and the state and Central government procure-
mentadministrations. As regards distribution, the
fair price shop system was suggested as the
instrument for distribution through which the two
objectives of bringing price relief to consumers
and price stabilisation, could be realised. The
Commission also recommended the drawing up
of aNational Food Budgetassessing the surpluses
and deficits of the states and their requirements.
The Commission’s recommendations were
generally accepted by the Government and the
following food policy was announced in August
1965 for the 1965-66 season: ‘(1) The existing
zonal restrictions on the movement of rice and
wheat should continue, except that after statutory
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rationing is introduced in Delhi, the Northern
Zone will consist of Punjab and Himachal Pra-
desh. (2) The existing restrictions on the move-
ment of coarse grains and gram will continue. (3)
The surpluses and deficits of the different states
in the Union will be assessed and periodically
revised, if necessary, by the Planning Commis-
sion, assisted by the Agricultural Prices Com-
mission. The decisions of the Planning
Commission will be binding on all states. The
Planning Commission will thereafter draw up a
National Food Budget on the basis of availabili-
ties by way of imports and internal procurement.
Each of the surplus states will be expected to
deliver to the Central pool such quantities as may
be determined by the Planning Commission.
Deficit states will be required to plan their dis-
tribution in accordance with the allocation made
to them under the National Food Budget plus such
additional procurement that they may find nec-
essary in order to meet their commitments. (4)
The method of procurement in various states may
be decided by the state governments concerned
though the objective should be to achieve as far
as possible uniformity in the method of pro-
curement. It was recognised that it would not be
feasible tointroduce on a national scale monopoly
procurement. (5) The Food Corporation of India
should be entrusted as far as possible with the
procurement, storage and movement of food-
grains. In particular, the FCI should take up the
purchase of coarse grains and gram in the surplus
states and arrange for their movement to the
deficit states in accordance with the directions
which may be issued by the Central Government.
(6) Statutory rationing should be introduced in the
first instance in cities having a population of one
million and above, namely, Calcutta, Bombay,
Delhi, Madras, Hyderabad, and Secunderabad,
Bangalore, Ahmedabad and Kanpur, and also in
areas having heavy concentration of industrial
workers. The latter areas will be selected in
consultation with the state governments con-
cemed. Statutory rationing will be introduced in
the above cities as soon as the necessary
administrative arrangements can be completed
and the required stocks built up. (7) The proposal
of the Committee of Chief Ministers that the cost
of introducing and enforcing statutory rationing
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in cities should be borne wholly by the Govern-
ment of India should be examined’ [Ministry of
Food and Agriculture, 1965(b), Pp. 10-11].

Thus commencing 1965-66, the pattern of APC
recommending on food policy and prices, and the
Governmentexamining the same became a hardy
ritual.

The foodgrains position worsened during
1965-66, as the country witnessed one of the
worst droughts in recent history. The production
of foodgrains suffered a severe setback and
declined to 72.3 million tonnes from 89 million
tonnes in 1964-65. Arrivals from rural areas also
recorded a sharp decline resulting in an acute
shortage of market supply. This called for inten-
sification of procurement efforts, stepping up of
imports and further strengthening of the public
distribution system. Despite a shortfall of over 17
million tonnes in production in 1965-66, the level
of procurement of cereals was higher than in the
previous year and reached 4 million tonnes.
Imports were also higher and exceeded 10 million
tonnesin 1966 benefiting 30 million people under
statutory rationing and 211 million people under
informal rationing. A major catastrophe, threat-
ened by the precipitous fall in production, was
averted by the timely and effective action taken,
the massive food and other aid received from
foreign countries and the discipline and fortitude
shown by the people at all levels [Department of
Food, 1967, p. 11.

Two Committees which had been set up in the
1964-65 and 1965-66 seasons submitted their
reports during 1966. The Study Team on Fair
Price Shops, set up in 1964 with V. M. Dandekar
as Leadersubmitted its report in April 1966. Later
in September 1966, the Foodgrains Policy
Committee with B. Venkatappiah as Chairman
gave its report to the Government.

The Study Team on Fair Price Shops had been
asked to review (i) the working of the fair price
shops for foodgrains, (ii) the pricing of the grains
sold through these shops, and (iii) to examine the -
general impact of the sale of foodgrains through
fair price shops on the foodgrains market and to
make recommendations relevant on the subject
[Dandekar, 1966, p. 1]. The Study Team pointed
out that its review was being conducted under
extreme crisis-ridden conditions when the
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atmosphere of the working of fair price shops was
no longer one of relaxed abundance which pre-
vailed during the period 1956-63. The system had
also not yet geared itself to meet the challenge of
the situation where the demand from fair price
shops expanded rapidly and supplies from abroad
proved inadequate to meet demand. According to
the Study Team, of the two commonly stated
objectives of fair price distribution, namely, to
bring down the prices in the foodgrains market
and to protect the vulnerable sections of the
population, the first was more primary because to
the extent that this was fulfilled, the second would
not be necessary. The system of fair price shops
established in the country since 1956 functioned
mainly on the basis of imported supplies and,
consequently, the fair price shop system came to
be equated with release of additional supplies on
the market. This led to the common belief that
distribution through fair price shops helped to
bring down prices in the market. When additional
supplies had not been available from outside, and
distribution at subsidised prices had been
dependent on internal procurement, the fair price
shopssystem notonly could not bring down prices
in the residual market but made itself vulnerable
to the pressures of the residual market. The Study
Team had therefore recommended that if the
“system of fair price shops was to function
alongside a free market, the price in the fair price
shops should be neither producer nor consumer
oriented but market oriented. The system should
maximise its share in the total market and acquire
command over a larger share in the total distri-
bution system. As regards imports, the Study
Team recommended that they should berestricted
to such quantities as were required by the market
and for building reserve stocks. It was necessary
for the Government to maximise its revenue from
the sale of imported foodgrains, and to meet from
such revenue part of the distribution costs, and
thus improve the competitive position of the
public marketing agency vis-a-vis the free market,
to expand its own operations in the purchase and
sale of domestic grain. A public marketing agency
would be able to achieve an effective position in
the market only if its operations were placed on
a permanent footing. A certain amount of regu-
lation of consumer demand at fair price shops was
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necessary by means of identity cards, fixation of
quantum of issue, etc.

The Foodgrains Policy Commiitee was
expected to (i) examine the existing zonal
arrangements in regard to the movement of
foodgrains and the systems of procurement and
distribution in the country; and (ii) make rec-
ommendations for modifications, if any, in these
arrangements and these systems for bringing
about an equitable distribution of foodgrains at
reasonable prices between different regions and
sections of the country. The Committee analysed
the various factors responsible for the food situ-
ation and came to the conclusion that food con-
trols were inescapable for a number of years (o
come, and that long-term food planning coupled
with prudent management of resources with
active role of Central and state governments was
essential. The Committee advocated the formu-
lation of a National Food Budget on the basis of
the zonal restrictions, introduction of statutory
rationing in bigger urban areas, intensification of
procurement, building of buffer stock and a more
important role for the Food Corporation of India
in the inter-state trade. The Committee did not
find any justification for continuing a subsidy on
foodgrains for consumers in general [Venkatap-
piah, 1966).

For the 1966-67 season, the APC gave its
recommendations for price policy for kharif
cereals in May-September 1966. Itrecommended
the continuation of the minimum prices fixed for
the 1965-66 season in the ensuing season too, as
it felt that minimum support prices were to pro-
vide a long-term guarantee to the producer and
should be revised only if warranted by long-term
secular forces. (The Government accepted this
recommendation). For procurement prices, the
Commission pointed out that a number of states
had raised prices in the 1965-66 season, and also
provided bonus over and above the procurement
price because of the adverse production in that
year. As a result, the inter-state parity in pro-
curement prices which had been attained in
1965-66, underwent a considerable change. The
Commission took into account the belter crop
prospects in 1966-67, as compared to 1965-66,
which would help farmers obtain relatively higher
incomes. It recommended a set of procurement
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prices for rice and paddy as also other kharif
coarse cereals which, it felt, would provide suf-
ficient incentive to the farmers. The procurement
prices for kharif cereals subsequently announced
by the Government were generally somewhat
higher than those recommended by the Com-
mission.

The APC also made recommendations for the
1965-66rabi cereals (wheat and gram), marketed
in the 1966-67 season. It recommended a set of
minimum prices of wheat and gram, but these
were not announced by the Government. As
regards procurement prices and policy, the
Commission examined three alternative policy
measures for the 1966-67 marketing season,
namely, (a) continuance of the restrictions on
inter-state movement of wheat; (b) cordoning off
of the cities/industrial areas with high purchasing
power and introduction of statutory rationing
therein with no restrictions on movement in the
rest of the country; and (c) extending the network
of fair price shops, together with removal of
restrictions on inter-state movement. The Com-
mission recommended a combination of a net-
work of fair price shops, with selective statutory
rationing and inter-state movement of foodgrains
only through licensed traders who would be
required to submit periodically detailed infor-
mation regarding all inter-state transactions. The
Government’s policy should be to reduce
dependence on imports over a period of time.
However, for maintaining the public distribution
system, there was no escape from an extensive
and effective system of procurement from
domestic supplies. It conmended a procurement
system of partial graded levy on producers, the
rate and extent of levy being dependent on
arrangements regarding restrictions on inter-state
movement. In those parts of the country where
the pre-emptory purchases in the open market had
succeeded, they could continue. The Food Cor-
poration of India should constitute an important
agency for acquiring supplies for the
Government,and on an increasing scale from year
10 year even in competition with the trade, The
Commission recommended two sets of procure-
ment prices of wheat, one for the major wheat
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producing states of Bihar, Madhya Pradesh,
Punjab, Rajasthan and UttarPradeshand the other
for the deficit states of Gujarat and Maharashtra,

During the major part of 1967, the food situation
in the country continued to be extremely difficult
due to the widespread drought and the conse-
quential failure of crops for the second year in
succession. In 1966-67, not only the same states
were affected again, but the drought in Bihar,
Eastern Uttar Pradesh and some areas of Madhya
Pradesh was of an unprecedented intensity and
resulted inacute scarcity conditions in these areas.
The production of foodgrains which had regis-
tered a sharp decline of 17 million tonnes in
1965-66 showed a marginal increase in 1966-67
but was still 14 million tonnes lower than the
1964-65 level of 89 million tonnes. Altogether
there was a decline of 31 million tonnes in
production over the two years, 1965-66 and
1966-67. The virtual absence of carry-overstocks
from the previous year’s crops made the food
situation during 1967 much more difficult than
during 1966. In view of the difficult food situa-
tion, the Government continued the policy of
controlled distribution to ensure regular supplies
of foodgrains at reasonable prices to as large a
number of people as possible, especially to the
vulnerable sections. By the end of 1967, about 31
million people had been brought under statutory
rationing and 245 million under informal ration-
ingmaking atotal of 276 million, i.e.,alittle more
than half the population. Distribution of
foodgrains on such a massive scale could be
maintained only by importing large quantities
from abroad and by maximising internal pro-
curement. The total imports of foodgrains during
the year 1967 amounted to 8.7 million tonnes as
against 10.4 million tonnes during 1966. Due to
the vigorous efforts made by the Government,
internal procurement during 1966-67 exceeded 4
million tonnes (as in the previous year), in spite
of a second successive year of low production.
Though procurement of rice was lower, pro-
curement of wheat and coarse cereals was sub-
stantially higher than that of the preceding year.
Despite the limited availability, supplies of
foodgrains from the Central pool to variousstates,
particularly those affected by drought, were kept
atahigh level. Therice position became difficult
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but all efforts were made to avoid any major
break-down, and the shortfall in rice issues was
made good by increased supplies of wheat to the
extent possible [Department of Food, 1968, Pp.
1-2].

In view of the difficultfoodgrains situation, the
single state zones for rice and coarse grains were
continued. The bigger wheat and gram zone
comprising the states of Punjab, Uttar Pradesh
and Haryana and the Union Territories of
Himachal Pradesh, Chandigarh and Delhi (excl-
uding areas under statutory rationing) was split in
April 1967 and each state/Union Territory was
formed into an independent zone, except Delhi
Union Territory which was added to Haryana for
gram. The states of Punjab and Haryana and the
Union Territories of Chandigarh and Himachal
Pradesh were also formed into single state zones
for rice, paddy and maize. Movement of wheat,
rice, gram and maize from Punjab and Haryana
to Chandigarh was however kept free. The zonal
arrangements were again reviewed at the Chief
Ministers® Conference held in September 1967.
The continuance of the restrictions was consid-
ered necessary in view of the importance of
maximising procurement [Department of Food,
1968, Pp. 1-2].

The prospects for the 1967-68 foodgrains crop
were quite good. In its report on Minimum Sup-
port Prices for Kharif Cereals for 1967-68 season,
the APC felt that the minimum support prices
could play only a marginal role in stimulating
agricultural growth. The dominating influences
were (a) the open market prices, (b) the purchase
prices fixed for government procurement, and (c)
the relative price movements between kharif
cereals and competing crops in different states.
‘With the general buoyancy in market prices as a
resultof two bad crop years, maximum stress was
needed to be placed on the development and
extension programmes since the state of price
expectations was generally conducive to a
breakthrough in foodgrains production. The
Commission, however, did not consider the fix-
ation of minimum prices as an irrelevant exercise
as the prices of foodgrains could become unduly
depressed in certain pockets, due to the imper-
fections in the market or other institutional fac-
tors. Keeping in view the factors mentioned
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earlier as also the relevant past data on the costs
of production, suitably adjusted to changes in the
prices of important inputs, the Commission rec-
ommended minimum support prices for the
standard varieties of paddy, jowar, bajra, maize
and ragi. In September 1967, the APC recom-
mended that (a) in view of the prospects of a
considerable increase in foodgrains output for
1967-68, the country’s dependence on food
imports should be substantially reduced; (b) a
beginning should be made to build a buffer stock
of foodgrains of the order of 2t0 3 milliontonnes;
(c) a domestic procurement target of more than 8
million tonnes should be set for 1967-68 of which
at least 7 million tonnes should be from the kharif
crop consisting of 5.1 million tonnes of rice and
1.9 million tonnes of coarse grains; (d)a producer
levy should be introduced in all states and for all
crops for which procurement targets were set; (¢)
the quantum of domestic coarse grains made
available through the public distribution system
should be raised appreciably; (f) the subsidies in
the issue prices of imported foodgrains should be
dispensed with; (g} the level of procurement
prices for 1967-68 should reflect both the likely
improvement in foodgrains output as well as the
need for restraining the inflationary pressures
prevalent in the economy; and (h) the distortions
that had crept into the structure of inter-state and
inter-grain price relationships should be graduaily
eliminated.

For wheat and gram of the 1966-67 crop to be
marketed in the 1967-68 season, the Commission
reiterated that support prices were in the nature
of a long-term guarantee to the producers and
recommended minimum support prices for wheat
and gram, These prices were accepted and
announced by the Government. The Commission
had also recommended in March 1967 that (a)
releases of wheat from the stocks with the Gov-
ernment of India should be reduced by 25 per cent
with immediate effect; (b) the subsidy inthe issue
price of wheat as well as other foodgrains be
withdrawn gradually; (c) a producer levy on
ownership holdings of 10 acres and above be
enforced to the extent of 10 per cent of the wheat
output of such holdings; (d) a second order
procurement of wheat on behalf of the Govern-
ment be undertaken either through pre-emptive
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purchases or open market operations; (¢) the total
quantity of wheatto be procured should be atleast
one million tonnes, whatever may be the systems
of procurement which the autherities decide; (f)
for the producer levy, the prices recommended
were Rs 57.50,Rs61.50 and Rs 65.50 per quintal
for the red, common white and superior farm
varieties, respectively, in the principal wheat
producing states and Rs 64.00, Rs 69.00 and Rs

74.00 per quintal, respectively, for other states
including Gujarat, Maharashtra and Mysore; (g)
for the high yielding varieties of wheat, a bonus
ofRs2.50 per quintal was recommended overand
above the corresponding producer levy price; (h)
for gram, the Food Corporation of India could be
entrusted with purchases either through the dis-
cretion of pre-emption or open market transac-
tions.

The country harvested a record foodgrains crop
of 95.6 million tonnes during 1967-68. This was
21.4 million tonnes higher than the production of
1966-67 and 6.6 million tonnes higher than the
previous record attained in 1964-65. The increase
in production of foodgrains led to an all-round
improvement in the food situation. Market
availability of foodgrains increased considerably
and prices registered asignificantfall, The offtake
from the public distribution system declined
appreciably from 13.2 million tonnes in 1967 to
10.3 million tonnes in 1968, while procurement
on government account rose 1o a record figure of
6.7 million tonnes, being over 2 million tonnes
higher than the quantity procured in 1967. The
Central and state reserves of foodgrains which at
the beginning of 1968 had reached an all-time
low- barely sufficient for a formight’s
requirements- stood at 3.8 million tonnes at the
beginning of 1969. Imports declined from 8.7
million tonnes in 1967 to 5.7 million tonnes in
1968. The Govemnment also announced the
building of a buffer stock of 5 million tonnes
during the Fourth Five Year Plan [Department of
Food, 1969, Pp. 1-27].

With the improvement of the foodgrains
availability position for the 1967-68 scason, the
zonal arrangements were reviewed in the Chief
Ministers” Conference held in March 1968. In
accordance with theirrecommendations, a bigger
northern zone comprising Punjab, Haryana,
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Jammu and Kashmir, Chandigarh, Delhi and
Himachal Pradesh was constituted. Movement of
rice, wheat and wheat products within this zone
was made free. However, movement of paddy
from Punjab and Haryana was restricted to ensure
thatrice levy on millsin those states was collected
in full. Movement of gram and barley was made
free throughout the country on March 28, 1968.
Movement of jowar, bajra, and maize was also
allowed from the producing states of Punjab,
Haryanaand Rajasthan on March 28, 1968. Thus,
restrictions on movement which were tightened
for the 1966-67 season were relaxed in the fol-
lowing year itself. Procurement operations,
however, continued either through (a) the system
of monopoly procurement as in Assam and Orissa
for paddy/rice and Maharashtra for paddy/rice
and jowar; (b) levy on producers as in Andhra
Pradesh, Bihar, Kerala, Gujarat and West Bengal
for paddy, Madhya Pradesh for wheat, Uttar
Pradesh for wheat and paddy, and Mysore for
paddy and coarse kharif grains; (c¢) levy on
licensed millers and traders as in Andhra Pradesh,
Bihar, Haryana, Punjab, Madhya Pradesh and
West Bengal for rice, and Uttar Pradesh forrice,
jowar, bajra and maize; or (d) the right of pre-
emption as in Punjab and Haryana for wheat. The
procurement prices announced for the cereals
were higher than those recommended by the APC
for the 1967-68 season. With the improvement in
the food situation of the country, it was decided
to make some relaxations in the austerity orders.
The state governments were advised to issue
revised austerity orders relaxing restrictions on
the number of people who could be entertained at
parties and functions and also the items of food
that could be served to them. Instead of building
up the much needed foodgrains stocks from
internal purchases, with improvement in pro-
duction in only one year, restrictive measures
started being eased out.

In November 1967, the APC recommended an
upward hike in the minimum prices of wheat and
gram of the 1967-68 crop to be marketed in the
1968-69 season. It mentioned that the assurance
of support to the producer could not be effective
unless it was backed by actual support operations
whenever the need arose. There had been occa-
sions when prices had been allowed to fall below
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the announced suppont levels. The Government
accepted the recommendations of the Commis-
sion. :

InMarch 1968, the Commission referred to the
shortfall in kharif procurement in the 1967-68
season from the target of 7million tonnes to about
4 million tonnes. In view of this shortfall, the
Commission recommended that the opportunity
provided by the prospects of an excellent rabi crop
should be availed of by procuring 2 million tonnes
or more of wheat in the 1968-69 season. The
Commission held the view that, in fixing the level
of procurcment prices, attention should be given
to the trend in open market prices, as also to the
objective of reducing progressively the inter-state
and inter-grain disparities in prices. The Com-
mission recommended that procurement prices
for the 1968-69 season be fixed at Rs 66.00, Rs
70.00 and Rs 74.00 per quintal for the red,
common white and superior (farm) varieties of
wheat, respectively, in Haryana, Madhya Pra-
desh, Punjab, Rajasthan and Utlar Pradesh and at
Rs 73.00, Rs 78.00 and Rs 83.00 per quintal,
respectively, in other states. However, following
the Chief Ministers’ Conference 1o examine the
recommendations, the Government decided to fix
the procurcment prices higher than those sug-
gested by the APC. ‘

The APC had also referred to the alterations at
frequent intervals in zonal arrangements for
movement of foodgrains. Such shuffling raised
doubts about the stabilily of the Government’s
policy measures, and affected the state of
expectation of the produccrs. Any decision taken
should be consonant with the Government’s
long-term policy on food procurement and dis-
tribution. The Commission emphasised that (a)
the consideration of larger procurement should

remain paramount for the next few years and at

least until the dependence on imported food was
appreciably reduced, and (b) before any alteration
in the arrangements were introduced, a buffer
stock of a sizeable quantity should be built.
Further, experience spanning over a few years
should be asscssed before any fundamental
rcordering was effected in the system of public
distribution, the actual building of an adequate
buffer being the minimum pre-condition for a
possible switch-over.
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In April 1968 the APC submitted its recom-
mendations for minimum support prices for
kharif cereals for the 1968-69 season. It
recommended that (a) the minimum support
prices for the standard varieties of paddy, jowar,
bajra, maize and ragi be fixed uniformly at Rs
44.00 per quintal throughout the country; and (b)
organisational details for undertaking price sup-
portoperations be worked out between the Union
and the state governments, and arrangements
made regarding the financial requirements.
However, as the Government had decided to
purchase all foodgrains of fair average quality
offered for sale at the procurement prices, which
were considerably higher than the minimum
support prices and included an element of
incentive to the farmers, the minimum support
prices for 1968-69 kharif and 1969-70 rabi sea-
sons were not announced.

In September 1968, the APC submitted its
report on other aspects of price policy for kharif
cereals for the 1968-69 season. In determining the
procurement targets for the kharif season, the
Commission had kept in view the objective of
national self-sufficiency in foodgrains by
1970-71; this meant the cessation of imports by
1971. It had also borne in mind the other stated
objective of food policy that the buffer stock
under the control of the Government should reach
7 million tonnes by 1971. Keeping the two
objectives in view, the Commission had recom-
mended an aggregate procurement target of § to
9 million tonnes from out of the 1968-69
foodgrains crop, of which procurement of kharif
cereals should be 5.7 million tonnes, consisting
of4.2 milliontonnes of rice and 1.5 milliontonnes
of coarse grains. In arriving at the procurement
prices, the Commission took noteof the declining
trend in market prices, and the effect of highprices
on real incomes, agricultural wages and cost of
cultivation, thus feeding the cost-price spiral in
agriculture. 1t recommended asetof prices which
were generally lower than those fixed by the state
governments for the 1967-68 season. The Com-
mission’s recommendations were examined by
the state governments and the Govemnment of
India, and the targets for procurement recom-
mended by the Commission were considered to
be somewhat high in view of the shortfall in
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production on account of drought and scarcity in
some parts of the country and floods in others.
The procurement prices as in force during the
previous season were continued with marginal
adjustments in some states. This was done to
provide an incentive to the farmer for increasing
agricuitural production.

The production of foodgrains during 1968-69
turncdouttobe only slightly lowerat 94.0 million
tonnesthan in 1967-68 (95.1 million tonnes). The
increased level of production had brought about
a large measure of stability on the food front.
Market availability of foodgrains remained gen-
erally easy during 1969 and the seasonal fluc-
tuations in their prices were by and large normal.
Internal procurement of foodgrains crossed the 6
million mark for the second year in succession
while imports of foodgrains were reduced further,
from 5.7 million tonnes in 1968 to 3.9 million
tonnes. The offtake from the public distribution
system declined from 10.4 million tonnes in 1968
to 9.6 million tonnes in 1969. The Government
plans for building up a buffer stock made further
progress during the year, the total stocks with the
Government having gone up from 3.9 million
tonnes at the end of 1968 to 4.4 million tonnes at
the end of 1969. Considering the general
improvementin the availability of foodgrains and
the increase in government stocks, restrictions on
the movement and distribution of foodgrains were
further relaxed during 1969. An enlarged
Northern Wheat Zone was formed.

With the improvement in supplies, statutory
rationing of foodgrains was discontinued in
Siliguri, Kanpur, Delhi, Hyderabad and Secun-
derabad during 1968. In Greater Calcutta,
Madras, Coimbatore, Visakhapatnam, Greater
Bombay, Poona, Sholapur, Nagpur, Asansol and
Durgapur Complex areas which continued to be
under statutory rationing, the overall quantum of
ration was advised to be increased to 2,500 grams

per adult per week, by increasing the quantum of

foodgrains other than rice [Department of Food,
1970, Pp. 1-2]. Informal rationing continued in
oth;:r areasonthebasisofidentity cards. Statutory
rationing was discontinued in some of the towns
in Maharashtra and West Bengal during 1969. In
view of a substantial increase in market supplies,
following the record production of 1967-68,
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restrictions on bank advances against foodgrains
were relaxed at different stages during the year
under report in the light of the price situation,
Further, because of easy availability of coarse
cereals, movement restrictions were lified on
these grains from Uttar Pradesh on December 19,
1968, Bihar on January 18, 1969 and Mysore
(maizeand bajra) onJanuary 17, 1969. Movement
of wheat from Uttar Pradesh to Delhi was also
permitted with effect from January 13, 1969.
Movement restrictions on the ‘export’ of coarse
cereals from Madhya Pradesh were relaxed on
February 6, 1969. By the beginning of the Fourth
Plan, therefore, movement of coarse grains was
more or less free throughout the country; ration-
ing commitments were reduced, procurement
operations for coarse grains was reduced and
wheat procurement was largely limited to the
surplus states.

Fourth Five Year Plan, 1969-74

The objectives of food policy in the Fourth Plan
document included: (i) to ensure that consumer
prices are stabilised and, in particular, that the
interests of the low income consumers are safe-
guarded; (ii) to ensure that the producers get
reasonable prices and continue to have adequate
incentives for increasing production; and (iii) to
build up an adequate buffer stock of foodgrains
with a view to ensuring both the objectives
mentioned above. The following instruments of
policy were to be employed, to achieve the
objectives: (a) The continuance of the public
distribution system; (b) the acquisition by the
public sector of a sizeable percentage of mar-
ketable surplus of foodgrains with a view to
meeting the commitments under the public
distribution system and maintaining the buffer
stock at the desired level; (¢) the imposition of
such restrictions on the movement of foodgrains
as may be necessary to help the attainment of
procurement targets or to prevent, in a condition
of shortage, an excessive rise in prices throughout
the country; (d) the regulation of private trade to
curb speculation and hoarding; and (¢) the con-
tinuance of the ban on forward trading [Planning
Commission, 1970, Pp. 233-236].

The Plan document laid stress on the setting up
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of cooperative consumer stores or shops of mul-
tipurpose societies as the principal apparatus of
foodgrains distribution in place of the fair price
shop system. The cooperative shops could also
cover the sale of other goods of mass consump-
tion. As early cessation of concessional imports
of foodgrains was contemplated, commitments
for the public distribution system and buffer stock
operations would have to be increasingly met
from internal procurement. The procurement
target for the country as a whole would have to
benot less than 8 to 10 million tonnes inany given
year. The choice of the methods of procurement
and the restrictions on movement of foodgrains
could be made by individual states with the aim
of fulfilling their obligations of procurement. The
Fourth Plan recommended the building up of a
buffer stock of 5 million tonnes by 1974 to be
managed by the Food Corporation of India, which
would be the principal agency for the imple-
mentation of the food policy. The Food Corpo-
ration of India was to atlain a commanding
position in the distribution of foodgrains and
stabilisation of prices. It was expected to have
adequate autonomy and flexibility in its opera-
tion, as it would have to go increasingly into the
open market. Its pricing strategy would have to
be determined not on the basis of individual
transactions but with reference to their total vol-
ume.

As in the previous seasons, the APC submitted
its recommendations for rabi and kharif food-
grains for the 1969-70 season. It recommended a
uniform minimum support price of Rs 44.00 per
quintal for the standard variety of paddy as well
as for jowar, bajra, maize and ragi. The Com-
mission pointed out that even though the Gov-
ernment had not announced minimum support
prices for the previous season as it had assured
that it would provide support at the procurement
prices, market prices of a number of grains - both
rabi and kharif - for a number of weeks were
below the levels of procurement prices. In the
aggregale, the Government had been purchasing

only 7108 per cent of the total output of cereals

in the country, It was also necessary to take
cognizance of the fact that the scale of purchases
that would be required to offer support at the level
of procurement prices could well exceed the

INDIA’S FOOD POLICY SINCE INDEPENDENCE

665

capacities of the existing organisation and stor-
age. In recommending the level of minimum
prices, the Commission had observed that it did
not scem that any marked change in the cost of
production had occurred since the previous year.
For the rabi cereals, the Commission recom-
mended the maintenance of the minimum support
prices for wheat and gram of the 1968-69 crop to
be marketed in the 1969-70 season at the same
levels as in the preceding season. The Govern-
ment did not announce the minimum prices for
rabicereals for the 1969-70 marketing season. For
the kharif cereals, it accepted the Commission’s
recommendation of Rs 44.00 per quintal for the
coarse cereals, but raised the minimum support
price for the standard variety of paddy toRs45.00
per quintal to provide a slight edge over the price
of coarse grains, in view of the extra labour and
care involved in growing paddy.

The Commission recommended in March 1969
that the opportunity provided by the further
increase in wheat production should be taken into
account for working out the targets of procure-
ment for the 1969-70 marketing season which
should be not less than 3.6 million tonnes. The
Commission referred to the hike in the procure-
ment prices of wheat for the 1968-69 season, and
the subsidy that had to be bome by the
Government in its issues through the public dis-
tribution system. Part of the subsidy was made
good by the lower prices at which imports of
wheat were being made. This factor would have
10 be kept in mind with the Govemment’s policy
of reduction of imports of wheat and the issue
through the public distribution system. The pro-
curement prices of wheat for the 196%-70 mar-
keting season should not only reflect the success
with the high yielding varietics and the realities
of the market, but also the desirability of lowering
the import content of the aggregate public dis-
tribution of the grain. As against the procurement
prices of Rs 76.00 per quintal for the common
white and Mexican varieties of wheat and Rs
81.00 per quintal for the superior farm varieties
fixed by the Government for the 1968-69 mar-
keting season, the Commission recommended for
the 1969-70 season, procurement prices of Rs
66.00 per quintal for the indigenousred, Rs 70.00
per quintal for the common white and Mexican



666

varieties and Rs 74.00 per quintal for the superior
(farm) varieties of wheat uniformly in all states.
The Food Corporation of India should be
encouraged to undertake, wherever economical,
direct purchases from the producer, of wheat as
also gram and barley. The success of the Food
Corporation’s operations would depend upon its
efficiency in rationalising its costs and margins
in line with those of the trade. The Commission
stressed the need for intensive research in
evolving high yielding varieties of gram and
barley.

The Report of the Commission was considered
at the Chief Ministers’ Conference held in April
1969. The procurement/purchase prices of all
varieties of wheat, other than the indigenous red
wheat, was fixed at Rs 76.00 per quintal and not
reduced as recommended by the Commission as
it was felt that such a step would have acted asa
disincentive to the farmer. The issue price of all
varicties of wheat was raised to Rs 78.00 per
quintal, because of the larger component of
indigenous wheat in the total quantity likely to be
available with Government for distribution,

As regards kharif cereals for the 1969-70 sea-
son, the Commission recommended that (a)
procurement operations should be maintained
during 1969-70 on a sizeable scale in the interest
of.rendering the transition from a regime of high
prices smooth, soasnottohurt the nascent process
of induction of modem technology into agricul-
ture; (b) the programme of imports be appro-
priately scaled down; (c) the procurement target
for the 1969-70 season be fixed at 4.5 million
tonnes of rice and at least 1 million tonnes of
coarse cereals; (d) the system of public distribu-
tion to the vulnerable sections be extended to the
rural' areas; and (e) attention be given to the
requirements of storage in the rural areas. For
fixing the levels of procurement prices for kharif
cereals, the Commission took into account (i) the
downward drift in market prices, (ii) the realities
of the rural society, (iii) the latest available data
on cost of cultivation, etc., and recommended for
tht? 1969-70 season slightly lower procurement

pn(;es.than those fixed in 1968-69 for the standard
vaneuqs of paddy, rice and coarse grains. The
Commission suggested that commencing the
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1969-70 procurement season, a scheme be insti-
tuted for the deferred payment of a certain pro-
poriion of the procurement price for different
foodgrains and the proceeds be used for providing
credit and other types of development assistance
to the small farmers and agricultural labourers.
The Government of India accepted the Com-
mission’s recommendation for fixing the pro-
curement prices for all coarse kharif grains atRs
52.00 per quintal for purchase for the Central
pool. The procurement prices for paddy/rice were
continued at the previous year’s levels.

The production of foodgrains again touched a
new record of 99.5 million tonnes in 1969-70
surpassing the previous record of 95.1 million
tonnesattained in 1967-68 by 4.6 percent. A still
bigger crop was expected during 1970-71. The
continuing increase in production of foodgrains
led to an all round improvement in the food
situation. Market arrivals were larger and food-
grains prices generally easy. Procurement had
shown an increase while imports and public
distribution had gone down. Procurement of
foodgrains out of the 1969-70 crop was 6.6
million tonnes which was over 0.2 million tonnes
higher than that of the previous year. On the other
hand, importsduring 1970 were lowerbya similar
amount; the total quantity imported during the
year was only 3.6 million tonnes. With the
increase in market availability of foodgrains, the
offtake from public distribution system also
declined further from 9.5 million tonnes in 1969
to about 8.9 million tonnes in 1970. Foodgrains
stocks with the Government also marked an
increase of nearly 1.0 milliontonnes during 1970,
the total stocks at the end of the year being 5.4
million tonnes as against 4.4 million tonnes at the
end of 1969. In view of the continuing
improvementin the food situation, restrictions on
the movementand distribution of foodgrainswere
further relaxed during 1970 [Departmentof Food,
1971, Pp. 1-2].

Considering the easy availability of foodgrains
statutory rationing was discontinued in certain
areas of Asansol group of towns, Nagpur, Sho-
lapur and Pune during 1969, and in Madras and
Coimbatore in January 1970. Rice was
de-rationed in Hyderabad-Secunderabad from
April 1, 1968 and statutory rationing was totally
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withdrawn from Andhra Pradesh from February
15, 1970. In certain statutorily rationed areas, card
holders were permitted to bring limited quantities
of foodgrains from outside the rationed areas. The
entire state of Kerala and the Union Territories of
Goa, Daman and Diu and Pondicherry continued
to be covered by informal rationing The total
number of fair price/ration shops functioning in
the country at the end of 1969 was 138 thousand
as against 140 thousand at the end of 1968. The
total population covered under statutory and
informal rationing was about 22.6 million and
249.0 million, respectively, at the end of 1969 as
against 25.6 million and 233.4 million, respec-
tively, at the end of 1968 [Department of Food,
1970, p. 19].

The Government revised upward the issue
prices of rice and wheat during 1969. The issue
prices of rice which ranged between Rs 96.00 and
Rs 125.00 per quintal since January 1, 1968 were
raised to range between Rs 100.00and Rs 128.00
per quintal from May 1969. This revision in the
issue prices was necessitated by the revised
economic cost of various varieties of rice. In the
case of wheat a uniform issue price of Rs 78.00
_ per quintal was fixed for all the imported and
indigenous varieties asagainst the previous year’s
prices ranging between Rs 70.00 and Rs 95.00 per
quintal for different varieties. This change was
effected because a uniform procurement price of
- Rs 76.00 per quintal was fixed for all varieties of
wheat (except indigenous red) for the rabi mar-
keting season 1969-70 and also because of the
higher component of indigenous wheat in the
Central Pool.

With the completion of the transfer of the
executive functions of the Food Department from
April 1969, the Food Corporation of India had
become the sole agency of the Central Govern-
ment for state trading in foodgrains. In a short
span of five years it had expanded its activities
both in terms of area of operation and the volume
of purchases and sales. The internal purchases of
the Corporation outof the 1968-69 crop increased
to about 4.7 million tonnes. The purchases and
sales turnover expanded from Rs 290 crore in
1965-66 to Rs 1,500 crore during 1968-69. The
Corporation which was set up with the object of
securing acommanding position inthe foodgrains
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trade, was playing a dominant role in purchase,
storage and distribution of foodgrains in the
country.

Initsreporton the procurement and price policy
for rabi foodgrains of the 1969-70 crop to be
marketed in the 1970-71 season, the APC referred
to the changed pattern of market arrivals of wheat
which had become substantial during the first
quarter, resulting in drying up of the market flow
of wheat in the later part of the season. The
increase in the area under the high yielding
varieties of wheat and the resultant expectations
of a higher output, the building of buffer stocks
and larger supply through the public distribution
system, and the Government's decision for a
reduction in the dependence on imports, all
required a larger quantum of wheat procurement
from internal production during 1970-71. The
Commission recommended that 3.7 million
tonnes of wheat should be procured during the
1970-71 marketing season. It stressed that too
frequent changes in zonal arrangements and other
matters of policy was not desirable for any sound
and stable food policy for the country. The
Commission also pointed out that the cushion of
the lower priced imported wheat available in
fixing a lower issue price for wheat was likely to
diminish witha reductioninthe quantum of wheat
imported into the country. Ifthe issue prices were
not to be fixed at too high a level, and in the
interest of rendering the transition from an era of
high prices smooth, the Commission recom-
mended that the procurement prices for wheat for
the 1970-71 season be lowered from Rs 76.00 per
quintal and fixed uniformly forall the states atRs
66.00 per quintal for the indigenous red and at Rs
72.00 per quintal for the indigenous common
white and the different Mexican varieties. The
Government, however, continued the procure-
ment price at Rs 76.00 per quintal for 1970-71.

Despite an excellent kharif crop expected for
the 1970-71 season, the Commission felt that the
likelihood of achieving the foodgrains targets of
the Fourth Five Year Plan was remote. The
imbalance between demand and supply would
continue until 1974, leading to dependence on
imports. The public distribution system would
also be required to be maintained on an adequate
scale. On the other hand, with improvements in
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kharif production in 1969-70, a number of states
had relaxed their procurement efforts. The regu-
lations should be re-tightened for the 1970-71
season so that the procurement effort could be
intensified, thereby reducing dependence on
imports for the public distribution of foodgrains
anid augmenting the buffer stocks. The Com-
mission recommended that the procurement tar-
get for kharif cereals should be fixedat 5.5 million
tonnes comprising 4.7 million tonnes of rice and
0.8 million tonnes of coarse grains. In order to
ensure stability in foodgrains prices, the Com-
mission recommended the continuance of the
procurement prices for the standard variety of
paddy of the preceding year for 15 states, raised
them moderately for 3 states and reduced them
marginally for 6 states. For the standard varieties
of coarse cereals the Commission recommended
an uniform procurement price of Rs 52.00 per
quintal for the 1970-71 season. The Food Cor-
poration of India should be entrusted with the
entire complex of operations involved in the
procurement, movement, storage and distribution
of foodgrains, at least in respect of the quantities
purchased for, or on behalf of, the Union Gov-
ernment.

The Commission’s recommendations were
considered at a Chief Ministers® Conference held
in September 1970 and the procurement prices for
paddy were fixed either marginally higher or
maintained at the same level as in the preceding
year. For coarse grains, a procurement price of Rs
55.00 per quintal was fixed for purchases made
for the Central Pool. The state governments were
permitted to fix higher procurement prices for
coarse grains up to Rs 57.00 per quintal for
purchases for their internal consumption.

Production of foodgrains touched a new peak
of 107.8 million tonnes in 1970-71 marking an
increase of 8.3 million tonnes or 8.4 per cent over
the previous year’s record of 99.5 million tonnes.
The increase in production reflected itself in
larger market arrivals. As a result, procurement
of foodgrains out of the 1970-71 crop touched a
new high of 8.8 million tonnes marking an
increase of 2.2 million tonnes over the previous
year, while offiake from the public distribution
system declined from 8.8 million tonnes in 1970
to 7.7 million tonnes in 1971. For the first time
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since Independence, domestic procurement of
foodgrains exceeded the total public distribution
[Department of Food, 1972, p. 1]. Imports of
foodgrains were reduced from 3.6 million tonnes
in 1970 t0 2.1 million tonnes in 1971. Stocks with
the Government rose from 5.8 million tonnes at
the end of 1970 to 7.9 million tonnes by the end
of 1971. As a result, barring seasonal pressures,
the price index of cereals during 1970-71
remained generally lower than in the corre-
sponding period of 1969-70. The Economic
Adviser’s average index of prices of cereals for
1970-71 (April toMarch) at 199.6 waslowerthan
the previous year’s average index of 201.3. There
was therefore a general relaxation in Govern-
ment’s policies during 1970-71.

The zonal arrangements for the movement of.
foodgrains were further relaxed. With effect from
April 1970, the movement of wheat and wheat
products was permitted throughout the country,
except in the statutorily rationed arcas of West
Bengal and Maharashtra. Restrictions on the
movement of coarse grains were withdrawn from
allthe major producing states by December 1970,
except from Maharashtra, Restrictions on the
movement of wheat to Bombay were removed
from May 1, 1971 with the discontinuation of
statutory rationing of wheat and wheat products.
Statutory rationing was also withdrawn from all
the principal cities during 1970-71, except for
Greater Bombay in Maharashtraand the Calcutta
Industrial Area and Asansol group of towns in
West Bengal. Informal rationing of foodgrains
through the fair price shop system continued in
therest of the country. With the fallin the demand
for foodgrains through the public distribution
system, the number of fair price shops functioning
in the country declined from 139 thousand at the
end of 1969 to 122 thousand by the end of 1970.
The population covered under statutory and
informal rationing was about 15.4 million and
284.5 million at the end of 1970 as against 22.6
million and 249.0million, respectively, atthe end
of 1969. The control on bank credit against
foodgrains was generally relaxed during the year,
particularly against coarse cereals.
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With the continuation of the procurement price
of wheat at Rs 76.00 per quintal in the 1970-71
season, the issue price of wheat was also retained
at Rs 78.00 per quintal for all varieties, except the
amber-coloured wheat which was raised to Rs
84.00 per quintal from May 1970. As the Gov-
ernment was purchasing all quantities of food-
grains of fair average quality offered for sale at
procurement prices, it was felt that the minimum
prices had no operational significance,

Forthe 1971-72 season, the APC suggested that
the objectives of food policy should be to step up
domestic procurement to match, as far as possible,
the requirements of public distribution so that the
imports of foodgrains during 1971 could help
augment the buffer. Even with a target of pro-
curement of 4 million tonnes of wheat from the
1970-71 crop to be marketed in the 1971-72
season, a gap of about one million tonnes would
remain in the requirements of public distribution.
This could be met from imports. For arriving ata
procurement price for wheat, the Commission
analysed again the impact on procurement/issue
prices of wheat, with the diminution in the import
content of wheat released through the public
distribution system. If the issue/procurement
prices were left undisturbed, the Government
would have to incur a subsidy of Rs 35 crore
during 1971-72. The burden of a further increase
in issue prices would have to be borne by the
vulnerable stratum of the consuming community,
while the incidence of a lowering in the pro-
curement price would fall more on those with
larger surplus and the capacity to bear. The
Commission, therefore, recommended that the
procurement prices be fixed uniformly for all the
states at Rs 68.00 per quintal for the indigenous
red varieties, and at Rs 74.00 per quintal for the
indigenous common white and the different
Mexican varietics. The Government, however,
continued the procurement price of Rs 76.00 per
quintal fixed for wheat for the 1970-71 season for
all varicties other than the indigenous red vari-
eties. The issue price of wheat was also keptatRs
78.00 per quintal for all varicties including the
amber coloured varieties (whose prices had been
raised to Rs 84.00 per quintal for the 1970-71
season).:

For the 1971-72 kharif cereals crop, the APC
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urged the Government not o be complacent about
the record production of foodgrains that had taken
placein 1970-71, largely due to excellent weather
conditions during that year. Although there were
indications of the kharif paddy production
increasing during 1971-72, there was likely to be
a shortfall in coarse cereals production. The
demand for rice through the public distribution
system was likely toincrease during 1971-72, due
partly to the upward pressure on-prices and also
because of the influx of evacuees from Bangla-
desh in that year. There was also need for
enlarging the rice component of the buffer stock
of foodgrains in the country. The Commission
therefore recommended that4.3 million tonnes of
rice and 0.5 million tonnesof coarse grains should
be procured in the country. The trend towards
relaxation of the procurement effort in some
states, and inter-state movement of rice should be
reversed. The procurement prices for paddy and
rice should remain at the same levels as in
1970-71, except for Jammu and Kashmir and
Orissa where some upward adjustment was sug-
gested. It was notadvisable toincrease the general
level of procurement prices, in view of the need
to contain any upward pressure in market prices.
The coarse cereals could be purchased in the
market within the range of the minimum prices
fixed for the 1971-72 season and the procurement
prices fixed for the 1970-71 season. The Com-
mission’s recommendations on procurement
prices were accepted by the Government for
1971-72.

As expected, the kharif crops were adversely
affected in Andhra Pradesh, Maharashtra and
Mysore by drought, inUttar Pradesh, Bihar, West
Bengal and Rajasthan by heavy rains and floods
and in Orissa by cyclones. As a result, the pro-
duction of coarse cereals showed a sharp fall of
over 6 million tonnes, the fall being more
pronounced in bajraand maize. Paddy production
increased only marginally, while the wheat crop
registered an increase. The overall production of
foodgrains declined from 108.4 million tonnes in
1970-71 to 104.7 million tonnes in 1971-72.
Market arrivals were lower and an upward pres-
sure on foodgrains prices was witnessed almost
throughout the country, The average all-India
index number of wholesale prices of cereals rose
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from 199 in 1971 to 221 in 1972. The price
position was aggravated by drought conditions
again during the growing period of the 1972-73
kharif crop. The offiake from the public distri-
bution system rose in 1972 fo 10.5 million tonnes
from 7.8 million tonnes iyt 1971. The number of
fair price shops also ros¢ to 165 thousand by the
end of 1972. The step up in public distribution of
foodgrains led to the depletion of buffer stocks.
Total stocks with the Government at the end of
December 1972 stood at 3.4 million tonnes as
against 7.9 million tonnes at the end of 1971.
Procurement was intensified; the total procure-
mentout of the 1971-72 crop reached 8.4 million
tonnes which was only marginally lower than the
previous year’s record level of 8.8 million tonnes
[Department of Eeod, 1973, Pp. 2-3].

In view of the fact that procurement operations
for wheat- had unambiguously acquired the
character of suppert purchases, the APC ques-
tiuned the need of & twoder system of prices for
wheat - support and procarement prices - and
advised that the practice 6f fixing procurement
targets for wheat should bedispensed with. Italso
recommended the lowering of the procurement
prices of wheat from Rs 76.00 to Rs 72.00 per
quintal for the 1972-73 marketing season. The
Government however continucd to maintain the
procurcment price at Rs 76.00 per quintal.

The 1972-73 kharif season commenced with
erratic and scanty rainfall and the prevalence of
drought conditions in several parts of the country.
Scarcity conditions were experienced in varying
degrees in a number of states, the worst affected
areas being Maharashtra, Gujarat, Rajasthan and
parts of Andhra Pradesh and Mysore. The APC
had recommended minimum support prices to be
announced before the sowing season of the kharif
crops in May 1972. However, minimum support
prices for kharif or rabi cereals were not
announced, in view of the Government’s policy
of purchasing all quantities of foodgrains offered
for sale at the procurement prices.

The uncertainty of the 1972-73 kharif crop was
a rude reminder that agriculture continued to be
dependent on the vicissitudes of the weather, as
the imrigated area in the country was still one-
fourth of the total cropped area. The APC rec-
ommended that while a buffer stock was
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indispensable for neutralising the effect of
instability in foodgrains production, it could be
examined whether it would be more economic, at
the margin, to invest in irrigation rather than in a
larger buffer. The major instability was in coarse
grains production. Irrigation in the coarse grains
production areas could result in a shift to the
cultivation of more lucrative crops. A progressive
increase was recommended in the rice and coarse
grain component of the buffer for their supplies
through the public distribution system. A pro-
curement target of 4 million tonnes of rice and 0.6
million tonnes of coarse grains was recommended
for the 1972-73 season, and also an increase by
Re 1 to Rs 2 per quintal in the procurement prices
for the standard varieties of paddy in the states,
where they were ator below Rs 55.00 per quintal.
A hike in coarse grains prices was also recom-
mended for the 1972-73 season by Rs 2 per
quintal. The APC’s recommendations were
accepted for the states where procurement prices
of paddy were below Rs 55.00 per quintal, but
were retained at the 1971-72 levels in those states
where they were much higher. Coarse grains
prices were raised by Rs 3 per quintal for bajra
and Rs 2 per quintal for ragi. The Govermnment
also fixed for the first time procurement prices for
kodon and kutki (minor millets) at Rs 50 per
quintal.

With the decline in foodgrains production in
1972-73, there was a perceptible shrinkage in
market supplies, and prices ruled high thronghout
the year. Scarcity relief operations, undertaken on
a massive scale in 1972 in the drought affected
areas, were further expanded in the first half of
1973. Public distribution of foodgrains was
considerably stepped up from 10.5 million tonnes
in1972 to 11.4 million tonnes in 1973. To ensure
uninterrupted flow of supplies through the public
distribution system, the Government decided
towards the later part of 1972 to import 2 million
tonnes of foodgrains from abroad. The sizeable
portion of this quantity was received in
February-March, 1973. The total imports of
foodgrains during 1973 amounted to 36.14 lakh
tonnes as against4.45 lakh tonnes in the previous
year. Of the quantity imported in 1973, 2 million
tonnes were obtained from the USSR, on a loan
basis under an agreement signed in October 1973
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[Department of Food, 1974, Pp. 1-2).

Steps were taken to intensify procurement. The
state governments tightened the measures in
force: The percentage of levy on millers/dealers
in respect of rice was increased from 60 to 80 in
Madhya Pradesh and Uttar Pradesh, 85 to 90 in
Haryana, and from 85 to 90 for fine rice and 85
to95inrespect of coarse rice in Punjab. In Andhra
Pradesh, the percentage of levy in respect of rice
was raised to 75 in two disiricts and 50 in ten
districts. A 50 per cent levy on licensed dealers
in bajra, jowar and maize was introduced in
Rajasthan and Uttar Pradesh, 60 per cent for jowar
in Madhya Pradesh and 75 per cent for maize in
Punjab. In the other states, the procurement sys-
tems continued as hitherto. The procurement of
foodgrains out of the 1972-73 crop amounted to
7.6 million tonnes as compared to 8.4 million
tonnes in the preceding year.

Restrictions on the movement of foodgrains
were again tightened during 1972-73. A decision
wastaken atthe ChiefMinisters” Conference held
in September 1972 to continue with the restric-
tions on the movement of paddy/rice and, wher-
ever necessary, to impose inter-district
restrictions on movement of paddy/rice so as to
maximise procurement. Movement of kharif
coarse cereals was also to be restricted from the
producing areas toprevent large-scale speculative
buying by private trade and to facilitate pro-
curement by public agencies. Inter-district
restrictions on the movement of paddy were
imposed in November 1972 in Mysore. Restric-
tions on the movement of coarse grains were
imposed in October-December 1972 in Gujarat
(for bajra), Haryana (bajra and maize), Uttar
Pradesh (bajra, maize and jowar), Bihar (maize),
Mysore (maize), Punjab (maize), Rajasthan
(bajra, jowar and maize), Chandigarh (bajra and
maize) and Himachal Pradesh (maize).

Directives were issued by the Centre to all the
states in August 1972 to enforce austerity mea-
sures rigorously. The state governments, in turn,
issued necessary orders to reduce the number of
guests at ordinary parties from 50 to 25 and for
the strict enforcement of austerity measures.
Statutory rationing continued in Calcutta and
Asansol-Durgapur group of towns for rice, wheat
and wheat products and in Bombay for rice and
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jowar. The total number of fair price shops
functioning in the country also increased from
165 thousand at the end of 1972 10 207 thousand
at the end of 1973. In order to contain prices of
foodgrains through speculative hoarding, bank
advances against foodgrains were tightened
during the year.

A policy decision was taken at the Conference
of State Food Ministers held in December 1972,
to take over the wholesale trade in wheatand rice.
A Committee headed by the Union Minister for
Agriculture wasappointed toexamine the various
operational difficultics. A Sub-Committee was
constituted with Prof. S. Chakravarty, Member,
Planning Commission, as Chairman to work out
the detailed guidelines for the take over of the
wholesale trade in wheat from the 1973-74 mar-
keting season. Based on the Sub-Committee’s
report, it was decided to implement the scheme
from the 1973-74 rabi marketing season with the
following basic ingredients: (a) the system to be
operated, by and large, on the marketed surplus,
as distinct from the marketable surplus; (b)
imposition of ban on private wholesalers in wheat
all over the country; (c) institution of single state
wheat zones; cordoning of wheat surplus areas
and heavily deficit areas to facilitate procurement
and distribution of wheat and wheat products; (d)
permitting the retailers to operate under appro-
priate conditions; these included laying down
areas of operation, specifying maximum quantity
they could deal in, stock or retail; (¢) imposing
suitable storage and purchase/sale limits on the
retailers and consumers as well as the producers
in certain cases; (f) procurement of wheat by
publicagencies, inter-state movement of the same
through FCI or in accordance with the orders of
the Central Government; and (g) strengthening
the public distribution system in order to dis-
charge the responsibility of the Government to
supply adequate quantity of wheat to the
consumer [DepartmentofFood, 1974, Pp.18-19].

With two years of lower foodgrains output, the
relaxations in food policy introduced in 1970-71
were notonly givenupby 1972-73,but adecision
was taken to take over, entirely, the wholesale
trade in the two major cereals, rice and wheat.
Following the decision taken by the Government
to take over the wholesale trade in wheat for the
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1973-74 marketing season, the procurement
prices of wheat were fixedatRs71.00to Rs 74.00
per quintal for the indigenous red varieties, Rs
76.00 per quintal for the common white/Mexican
varieties and Rs 82.00 per quintal for the superior
varieties.

In view of the Government’s decision to take
over the wholesale trade in wheat, followed by
rice, the APC estimated in May 1973 that at the
rate of providing 100 kg per capita per annum, the
Government’s commitmentsof riceand wheat for
the urban areas alone would amount to 11 million
tonnes. If the segments in the rural areas who were
not self-sufficient were also taken into account,
the requircments could increase substantially.
The procurementoutofthe 1973-74kharif cereals
crop would therefore need to be enlarged con-
siderably. With the introduction of the wholesale
trade in foodgrains, the APC recommended
administered prices to be announced prior to the
sowing season at higher levels than the usual
minimum support prices. The Government
announced the APC recommended prices as the
minimum support prices for the 1973-74 season.
It fixed procurement prices in September 1973,
following a Conference of Chief Ministers, at Rs
70.00 per quintal for paddy, jowar, maize andragi,
Rs 72.00 per quintal for bajra, and Rs 60.00 per
quintal for kodon and kutki.

Consequent upon the upward revision of the
procurement prices, the issue prices of foodgrains
released from Central stocks for public distribu-
tion were also increased from November 1973.
The issue price of coarse rice was raised from Rs
100 to Rs 125 per quintal, and that of jowar, bajra
and maize from Rs 65 to Rs 80 per quintal, the
standard varieties of wheat from Rs 78 to Rs 90
per quintal, and superior varieties from Rs 84 to
Rs 96 per quintal. ,

With the decision taken by the Government to
take over the wholesale trade in wheat from April
1973, single state wheat zones were constituted
from April 1, 1973. In Bihar, Madhya Pradesh,
Rajasthan and Uttar Pradesh the intra-state
movement of wheat and wheat products was also
restricted. Various statutory orders under the
Essential Commodities Act, 1955 were promul-
gated by the Central/State Governments for the
successful implementation of the take over
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scheme. Steps were also taken to effectively
implement anti-hoarding and movement restric-
tion orders. The state governments were also
requested to associate non-officials with the
implementation of the scheme in addition to the
official agencies. Widespread campaigns were
undertaken to educate the masses about the
objectives and merits of the scheme. Statewise
operational targets were fixed by the Food Cor-
poration of India in consuliation with the state
governments. Steps were taken to introduce a
scheme for the payment of a bonus incentive to
the states which achieved the procurement targets
set for them. The public agencies which were the
main buyers in the different wheat markets con-
siderably enlarged their operational set up to
purchase almost the whole of the marketed
surplus. About 4,000 purchase centres were set
up not only in the markets but also in the rural
areas [Department of Food, 1974, Pp. 19-20].

The actual level of procurement of wheat was,
however, much lower in the 1973-74 marketing
season than that in the preceding year. This
shortfall was attributed to : (a) adverse weather
conditions preceding the harvesting of the wheat
crop which resulted in a fall in the output of the
crop; (b) withholding of wheat by the farmers, as
they felt that the procurement price of Rs 76.00
per quintal was low as compared to the prevailing
prices of other foodgrains; they were also able to
meet their financial requirements by disposal of
other rabi grains such as gram, barley, etc., which
were fetching relatively higher prices; (c) acute
shortageof differentconsumer goods, which gave
rise to a general psychology of shortage among
the masses and encouraged large scale hoarding
of foodgrains not only by the producers but also
by the traders and consumers; {d) propaganda by
wholesalers and other interested parties against
the new policy; (e) widespread agitation by
political parties against the take-over scheme in
Punjab, Haryana and Bihar, persistent rumours in
the northern states that the Government was on
the verge of revising the procurement price or
giving some sort of cash incentive; and (f) lack of
preparedness in some states [Department of
Food, 1974, Pp. 19-20]. ‘
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Consequently, the scheme was not extended to
the wholesale trade inrice for the 1973-74 season.
It was felt that the policy forrice required not only
careful consideration of the operational details
but also full involvement and cooperation of the
state governments and political parties. Several
difficulties were envisaged in the implementation
of the scheme. In the absence of a buffer stock
and requisite arrangements, it was decided to
re-phase the take-over of the wholesale trade in
rice. The states were left free to adopt any system
of procurement that was best suited to the pre-
vailing local conditions. The scheme was also
given up for wheat in the following season
[Department of Food, 1974, Pp. 20-211].

Policy during the Fifth Five Year Plan, 1974-79

The APC submitted in February 1974 its report
on price policy for wheat for the 1974-75 season.
It stressed the need for building up stocks of
foodgrains which had depleted with the larger
public distribution of foodgrains as a result of the
take-over of the wholesale trade inrice and wheat.
The high prices of cereals in the international
market had made it incumbent upon the Gov-
emment to obtain the requisite supplies for dis-
tribution from internal production. Procurement
of cereals would therefore need to be maximised.
At the same time, in view of the hike allowed in
the 1973-74 paddy procurement prices, the dif-
ficulties faced by the producers in obtaining
inputs, especially of diesel oil and fertilisers, and
the adverse effect on the cultivators due to the
inflationary pressures prevalent, the APC rec-
ommended for the 1974-75 marketing season,
procurement prices at Rs 90.00 per quintal for the
indigenous red variety, Rs 95.00 per quintal for
the indigenous common white and Mexican
varieties and Rs 100.00 per quintal for the supe-
rior varieties of wheat. The Government raised
the prices recommended by the Commission, and
announced a uniform procurement price for
wheat at Rs 105.00 per quintal for fair, average
quality (FAQ) grade of all varicties for the
1974-75 rabi marketing season.

In September 1974, in its report on kharif price
policy for the 1974-75 season, the APC pointed
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to the impact of the increases made by the Gov-
ernment in administered prices of foodgrains
(procurement/issue prices) on the open market
prices which had risen sharply. The inflationary
trend had eroded the discipline in the system of
administered prices, which was indispensable for
managing it. It referred to the shortfalls in the
achievement of the targets for foodgrains pro-
duction laid down in the Fourth Plan, partly due
to the shortfallsin the production of fertilisersand
the sharp increase in their prices. The Government
had already increased the procurement prices of
paddy to Rs 70.00 per quintal for the 1973-74
season. In view, however, of the changesin input -
prices over the year, the Commission recom-
mended that the procurement price of the standard
variety of paddy be fixed uniformly throughout
the country atRs 74.00 per quintal for the 1974-75
season. As regards kharif coarse grains, the
Commission did not feel any change in the pro-
curement prices fixed for the 1973-74 season was
called for, as the consumption of fertilisers for the
crops was low and the incidence of the increase
in fertiliser prices on their cost of production
small. The Commission suggested a procurement
target of 5 million tonnes of rice and 1.5 million
tonnes of coarse grains for the 1974-75 season.
The Govermnment announced the procurement
price for all the kharif cereals (paddy, jowar,
bajra, maize and ragi) for the 1974-75 season at
Rs 74.00 per quintal.

With the experience of state trading in wheat
during the 1973-74 season, the policy changed for
the 1974-75 marketing season. While the move-
ment restrictions imposed for wheat in the pre-
vious 'year were continued, the Governments of
the surplus states of Punjab, Haryana, Uttar
Pradesh, Madhya Pradesh and Rajasthan were
given powers to issue permits to private traders
for the export of levy-free wheat. Allrestrictions
on the movement of coarse cereals were lifted
with effect from March, 1974, The single state
zonesin the case of paddy andrice were, however,
continued.

As regards the procurement policy, it was
decided that while procurement of wheat by the
public agencies in all states would continue,
private traders including the cooperatives would
be allowed to operate in addition, even though
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under a system of strict licensing and control. A
50 per cent levy was imposed on such traders
purchasing wheat at mandi points in the surplus
states of Punjab, Haryana, Uttar Pradesh, Madhya
Pradesh and Rajasthan and the traders were
allowed to sell the balance levy-free stock in the
open market but they could take itoutside the state
only on the basis of an export permit. The pro-
curement price of wheat was fixed at Rs 105.00
per quintal for all varieties and the issue price of
wheat from the Central pool was consequently
raised to Rs 125 per quintal. In June 1974, the
Wheat (Price Control) Order, 1974 was issued
fixing Rs 150 per quintal as the maximum price
of wheat in the surplus states of Punjab, Haryana,
Uttar Pradesh, Madhya Pradesh and Rajasthan
and in the Union Territory of Chandigarh for the
purpose of sale in the course of inter-state trade
and commerce. The governments of the deficit
states were advised to fix maximum wholesale
and retail prices of wheat on the basis of the price
of Rs 150 per quintal fixed by the Central Gov-
ernment. Accordingly, in June-July 1974, maxi-
mum prices of wheat were fixed in the states of
Andhra Pradesh, Assam, Bihar, Karnataka,
Maharashtra, Orissa, Tamil Nadu, and West
Bengal and in the Union Territory of Delhi
[Department of Food, 1975, Pp. 26-27]. In
September-October 1974, the states of Maha-
rashtra, Andhra Pradesh and Karnataka, lifted the
price control on wheat.

The procurement policy for paddy/rice contin-
ued as hitherto, with the systems of procurement
varying in the different states. These included
monopoly purchase-cum-compulsory procure-
ment, graded levy on producers, levy on millers
and dealers, requisitioning of stocks and
open-market purchases. In respect of coarse
cereals, the levy on producers/traders introduced
by a number of states in 1973-74 were continued
for 1974-75 with minor variations.

In addition to the efforts made at stepping up
procurement operations within the country a
quantity of 4.9 million tonnes of foodgrains was
importedduring 1974 to supplement the domestic
supplies. Public distribution of foodgrains was
continued through fair price/ration shops func-
tioning in the country, with statutory rationing in
Calcutta and Asansol-Durgapur group of
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industrial townsin West Bengal and Bombay city
in Maharashtra. With the enhancement of the
procurement prices for the 1974-75 season, the
issue prices of foodgrains released from the
Central pool for public distribution were also
revised upward. The issue prices of coarse rice
were raised from Rs 125.00 to Rs 135.00 per
quintal, coarse grains from Rs 80.00 to Rs 86.00
per quintal and of all varieties of wheat from Rs
90-96, to Rs 125.00 per quintal. The Govern-
ment’s target of building a stock of 7 million
tonnesof foodgrains by the end of the Fourth Five
Year Plan was not attained, the actual physical
stocks with the Central and state governments at
the end of 1974 having stood at2.4 million tonnes
only.

For the 1975-76 marketing season, the APC
recommended the continuation of the procure-
ment prices for wheat at Rs 105.00 per quintal,
fixed by the Government for the 1974-75 season.
This was necessary to consolidate the stabilising
effect on the price level of the anti-inflationary
measures which the Governmenthad undertaken.
The need to maximise procurement of wheat for
the 1975-76 season was also stressed and a target
of 5.5 million tonnes was recommended for the
same. In order to achieve the target, the Com-
mission recommended that (i) the inter-state
movement of wheat on private account be banned,
(ii) a reversion be effected in the states of Punjab
and Haryana to the system of purchase of wheat
prevalent prior to the 1973-74 season, and (iii)
procurement be made through a levy on the
producers in the other states. The Commission
urgedareview of the prices, importsand domestic
production of fertilisers to keep their prices under
check.

The APC also recommended the maintenance
of the procurement prices for paddy, jowar, bajra,
maize and ragi at the previous year’s level. The
procurement prices of rice were to be fixed,
derived from the procurement price for paddy on
the basis of the hulling/milling ratios and the
processing and incidental charges obtaining in
different states. A target for the procurement of
5.3 million tonnes of rice and 1.3 million tonnes
of kharif coarse cereals for the 1975-76 season
was suggested. Further, the incentive bonus
scheme for rice should be modified so that the
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bonus earned by the state governments for supply
of rice to the Central Pool was utilised for pro-
viding fertilisers and other inputs on concessional
basis to the farmers.

Restrictions on inter-state movement of pad-
dy/rice and wheat were continued for the 1975-76
season. Procurement of wheat was undertaken
through the system of open market purchases by
public agencies at the procurement prices in
Punjab and Haryana. A graded levy on producers
operated inRajasthan, Uttar Pradesh, Gujarat and
Madhya Pradesh. A system of levy based on land
revenue of the total land holdings of a cultivator
was introduced for wheat procurement in Maha-
rashtra, while in Bihar a levy of 15 per cent on
purchases of wheat made by wholesalers and 15
per cent on direct purchases by retailers from
producers was undertaken. For rice, the systems
of monopoly purchase-cum-compulsory pro-
curement, graded levy on producers, levy on
millers/dealers and open market purchases
continued in different states as hitherto. With the
improvement of the foodgrain crops, the level of
procurement also increased in the 1975-76 mar-
keting season to 10.67 million tonnes from 6.05
million tonnes in the 1974-75 season.

Imports of foodgrains, contracted for in earlier
years, increased in 1975 (7.41 million tonnes) as
compared to 1974 (4.87 million tonnes). The
issues of foodgrains through the public distribu-
tion system also increased in 1975 (11.12 million
tonnes) as compared to 10,79 million tonnes in
the previous year. The increased offtake took
place, despite a significant fall in foodgrains
prices in 1975, The stocks with the Government
increased from 2.8 million tonnes at the end of
February 1975 t0 9.7 million tonnes by the end of
February 1976,

As the 1975-76 wheat crop to be marketed in
the 1976-77 season wasexpected to be larger than
inthe preceding year, the APC recommended that
the opportunity provided by the likely upsurge in
wheat production, together with the increase in
procurement and diminution in the offtake from
the public distribution system, should be availed
of for the building up of a buffer stock. For this
purpose, the financial, administrative and storage
implications of such a programme should be
examined in all its aspects. The Commission
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recommended a procurement targetof 5.2 million
tonnes of wheat for the 1976-77 marketing sea-
son.

The APC referred to the record production of
foodgrains that had taken place in 1975-76, which
had resulted in the attainment of peak procure-
ment levels and a stock of 17 million tonnes of
foodgrains. While part of the increase in
foodgrains productionreflected the strengthening
of the development efforts, namely, irrigation,
consumption of fertilisers, etc., the excellent
weather conditions were also responsible for the
good crop. There was, therefore, no grounds for
complacency in the stepping up of the production
programmes for foodgrains. With expectations of
a good 1976-77 kharif crop, the problems of
marketing, storage, warchousing and transport
bottlenecks were likely to get accentuated. The
APC, therefore, recommended the setting up of a
cell in the Food Corporation of India to review
and formulate solutions to the problems of stor-
age, purchase and movement of foodgrains.

The 1976-77 kharif foodgrains crop turned out
to be lower than that of the preceding year by
nearly 10 million tonnes. With higher procure-
ment in the preceding year, larger stocks with the
Government and easy availability of foodgrains
in the market, the offtake from the public distri-
bution systemm had declined from 11.3 million
tonnes in 1975 10 9.2 million tonnes in 1976. The
stock position with the Governmenthad increased
from 10.5 million tonnes in March 1976 to 18.0
million tonnes by March-end 1977. In June 1976,
the Government also decided to stop further
imports of foodgrains. Some of the controls that
were in existence for a number of years were
relaxed or removed. Larger zones in the South and
in the North were formed for rice. The surplus
state of Andhra Pradesh was combined with the
statesof Karnataka and Tamil Nadu and the Union
Territory of Pondicherry (except Mahe) to form
the Southern Rice Zone. The Northern Rice Zone
comprising Punjab, Haryana, Himachal Pradesh,
Jammu and Kashmir and Union Territories of
Delhi and Chandigarh were enlarged to include
Rajasthan also. Inter-state movement of paddy
within the enlarged Rice Zone, however, con-
tinued to be restricted. The restrictions on the
movementof wheatproducts like maida, suji, mill
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atta and wholemeal atta were removed from
November 15, 1976. Restrictions on the inter-
state movement of wheat were also withdrawn
with effect from April 1977. The policy for
procurement also got modified. In the case of
wheat, procurement during 1976-77 marketing
season was made through open market purchases
inPunjab, Haryana, Uttar Pradesh, Rajasthan and
Madhya Pradesh as well as in Bihar and Gujarat.
The system of rice procurement continued as
hitherto, while coarse cereals were generally
purchased through the open market as a measure
of support, except in Maharashtra where pro-
curement was under a scheme of levy based on
land revenue payable by the producers of their
total land holdings [Department of Food, 1977,
Pp. 16-18].

In the context of the comfortable stock position,
various steps were taken to increase offtake,
particularly of wheat and milo. All the state
governments were advised to open more fair price
shops, to meet the requirements of the restaurants
and dhabhas in full, and to make arrangements
for opening fair price shops at weekly markets
and hats where wheat and milo could be issued to
consumers without the requirements of a ration
card. Particular stress was laid on simplifying the
procedure for the issue of ration cards and
removal of restrictions on certain categories of
individuals. State governments were requested to
formulate schemes for giving advances to their
employeesas well asemployeesof the state public
sector undertakings for the purchase of wheatand
milo from the fair price shops. The Government
of India also formulated a scheme for giving an
advance of Rs 300 each, free-of-interest, to their
employees for the purchase of wheat and rice in
bulk from the fair price shops. Statutory rationing,
however, continued in the Calcutta and
Asansol-Durgapur group of industrial towns in
WesiBengal for the supply of rice and wheat and
in the city of Bombay in Maharashtra for rice.

The Government of India set up in December
1975 a Technical Group to examine in depth the
size of buffer stocks of foodgrains needed to tide
over inter-seasonal fluctuations in production of
'foodgrains. The Group which submitted its report
in December 1976 recommended a buffer stock
of cereals of 12 million tonnes, to be built by the
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end of the Fifth Five Year Plan. This was in
addition to the operational stocks of foodgrains
needed forrunning the public distribution system.
The quantum of operational stocks as estimated
by the Technical Group varied for different points
of time, the range being 3.5 to 3.8 million tonnes
as on April 1, to 8.2 to 8.8 million tonnes as on
July 1, {Department of Food, 1976, Pp. 19-26].

In March 1977, the APC pointed to the rise in
wheat prices in the latter part of the 1976-77
season, due partly to the fall in the production of
the kharif cereals in the season, but largely due to
the inadequacy of the public distribution system
in the rural areas, especially in the deficit states.
In view of the expectations of a better 1976-77
wheat crop and in the interest of softening the
incidence of procurement on the already difficult
problem of storage, and also of containing the rise
inthe prices of foodgrains, the public distribution
system should be strengthened in the rural areas,
especially in the deficit states.

The APC did not feel that any change wascalled
for in the procurement prices of either the rabi or
kharif cereals. It recommended that the bonus
payable for delivery of paddy to the Central Pool
should also be done away with and in its place the
procurement price for paddy be rationalised. The
Commission referred to the demands for the
removal of the zonal restrictions onthe movement
of rice and opined that, except for 1975-76,
domestic procurement of rice had not been much
inexcess of the normal requirements of the public
distribution system, with the result that a genuine
buffer of an adequate size in rice had yet to be
built up. The APC did not deem it advisable that
all restrictions on the inter-zonal movement of
rice on private account should be removed,
although the rice zones could be suitably
enlarged, keeping the consideration of their
viability and the requirements of the buffer in
view. :

The recommendations of the Commission for
fixing a procurement price of Rs 77.00 per quintal
for paddy and maintaining the procurement price
for jowar, bajra, maize and ragi at Rs 74.00 per
quintal were accepted by the Government.
However, in view of the comfortable stock
position and the bright prospects of the 1977-78
kharif crop, the Government abolished the zonal
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arrangements and removed movement restric-
tions on paddy and rice with effect from October
1,1977. As regards rabi cereals, the Government
had announced its policy earlier in April 1977,
when it was decided to purchase all wheat of fair
average quality offered for sale by the farmers
during the 1977-78 rabi season at the price of Rs
110 per quintal fixed for all varieties. All
restrictions on the movement of wheat were
withdrawn. Since the procurement of wheat was
only by way of price support, no target for
procurement of wheat during 1977-78 was fixed.
Support prices of Rs 65 per quintal for barley and
Rs 95 per quintal for gram were also announced.
Although the procurement prices of paddy and
jowar were raised, the issue prices of the cereals
from the public distribution system were not
raised for the 1977-78 season, thus adding to the
element of subsidy in the issue prices.
Production of foodgrains reached a new high of
125.6 million tonnes in 1977-78, marking an
increase of 14.4 million tonnes over that in
1976-77 and of 4.6 million tonnes over the pre-
vious record attained in 1975-76. Production of
both rice and wheat touched new peaks during
1977-78. The substantial increase in production
was reflected in market arrivals, particularly in
the surplus areas. Arrangements for procurement
by public agencies were streamlined and exten-
sive purchases were undertaken to prevent market
prices from falling below uneconomic levels to
the detriment of the producers. A total quantity of
10.3 million tonnes of foodgrains was procured
out of the 1977-78 crop - the bulk of it by way of
support purchases. Public distribution of food-
grains was maintained at a high level to safeguard
the interests of consumers, particularly the
vulnerable sections. Besides meeting fully the
requirements of the public distribution system,
wheat and rice were also made available to the
state governments for gratuitous and other relief
works in the flood affected areas as also under the
‘Food for Work’ programme for generation of
employment opportunities in the rural areas. For
the first time since Independence, the country did
not have to import any foodgrains. On the con-
trary, it was able to not only repay a major part of
the wheat loaned by the USSR but also supply
some quantities of wheat, wheat flour and rice to
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friendly countries like Vietnam, Afghanistan,
Indonesia and Mauritius. This happy situation
wasthe resultof a significant increase indomestic
production in 1977-78 and the policies followed
by the Government, particularly maintenance of
sizeable stocks, procurement, public distribution
and allowing inter-state movements of food-
grains. The total physical stocks of foodgrains
with the Government amounted to 17.3 million
tonnes by January 1978 [Department of Food,
1979, Pp. 2-3). :

The food situation in the country during
1978-79 was marked by plentiful availability of
cerealsinall parts of the country and a remarkable
stability in their prices. As a result, the gulf
between the prices in the surplus areas and those
in the deficit areas narrowed down. Market
arrivals of foodgrains were also higher than in the
preceding season, in the selected markets for rice
and wheat for which data was collected. With the
growth in production and the consequent increase
in market arrivals, procurement by the Govern-
ment largely assumed the character of support
operations. The entire quantity of wheat and bulk
of the paddy procured by the Government agen-
cies during 1978-79 was acquired through sup-
port purchases. The system of graded levy on
producers was still in force in Kamataka and
Kerala. In the case of rice, the system of levy on
millers/dealers was followed in Andhra Pradesh,
Assam, Bihar, Haryana, Punjab, Madhya Pra-
desh, Tamil Nadu, Uttar Pradesh and West Ben-
gal. In Orissa, the system of purchases of
paddy/rice through licensed wholesale dealers
including millers was continued [Department of
Food, 1979, p. 15). The offtake from the public
distribution system also declined from around
11.74 million tonnes in 1977 toaround 10 million
tonnes in 1978. There was free movement and
availability of foodgrains throughout the country,
statutory rationing being confined only to Greater
Calcutta and Durgapur-Asansol industrial com-
plex during 1978-79. Supply of foodgrains
through fair price shops continued in the rest of
the country. Wheat was also made available tothe
state governments for gratuitous and other relief
works in the flood affected areas. Besides,
foodgrains were released to state governments
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under the ‘Food for Work' programme for gen-
eration of additional employment opportunities
in the rural areas. The stocks of foodgrains with
the Government stood at 16.2 million tonnes by
the end of March 1979.

In view of the rising burden of subsidy bome
by the Government on the issue prices of cereals
from the public- distribution system, the issue
price of wheat wasraised from Rs 125 per quintal
to Rs 130 per quintal from December 1, 1978.

For the 1979-80 marketing season, the APC
submitted three reports, on wheat and gram in
November 1978, tur, mung and urad in March
1979 and kharif cereals in May 1979. The Com-
mission referred to the need for raising wheat
productivity in the states of Madhya Pradesh,
Bihar, Rajasthan and Uttar Pradesh, which
together accounted for roughly two-thirds of the
area under wheat cultivation, through a positive
interaction of wheat prices with the established
technotogy. In the context of the food situation,
effort was also necessary for improvement of the
market efficiency by developing and strength-
ening the structure of storage, transport, pro-
cessing and orderly marketing. The Commission
stressed the intensification of research efforts for
the development of the high yielding varieties of
pulses, particularly gram. It recommended
minimum prices for wheat and gram at Rs 115
and Rs 140 per quintal for the 1978-79 crop to be
marketed in the 1979-80 season. So long as wheat
procurement fell short of the offtake from the
public distribution system, vigorous efforts were
called for to expand both production and pro-
curement. The Government accepted the Com-
mission’s. recommendations and decided to
purchase all wheat of fair average quality offered
for sale by the farmers during 1979-80 season at
the price of Rs 115.00 per quintal fixed for all
varieties. The policy of free movement of wheat
and wheat products throughout the country was
continued. The Central issue price of wheat was
maintained at Rs 130.00 per quintal. The support
price for gram was fixed at Rs 140.00 per quintal
for the marketing season 1979-80.

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

OCT-DEC 1996

The APC urged that (2) the problems of trans-
portation of agricultural surpluses be reviewed in
the light of the emerging trends in productionand
effective steps taken to remedy the situation; (b)
physical facilities, such as mechanical dryers and
cleaners, be provided particularly in the large
markets; and (c) a Task Force be appointed to
delineate marginal and sub-marginal areas inrice
farming systems and examine how the land use
patternin such areas could be further rationalised.

A notable policy development during 1979-80
was the commitment of the Government to fix
support/procurement prices before the com-
mencement of the sowing season with a view to
helping the farmers inan informal manner to plan
changes in the cropping pattern. Keeping in view
the increases in the marketed surpluses and the
need to ensure that the benefits of price support
reached a larger number of farmers, the official
agencies further streamlined their purchase/pro-
curement arrangements ([Economic Survey,
1979-80, p. 11].

The production of foodgrains declined in
1979-80 by 23 million tonnes, or by 17.5percent.
Nearly half of the decline was due to lower output
of rice. The worst sufferers were bajra and barley
among cercals and gram among pulses. The
production of gram at 3.28 million tonnes was
lower by as much 42.8 per cent compared with
the previous year and it was the lowest in the last
30years. The decline in output of rice, maize and
othercoarse cereals was mainly because of lower
yields. In the case of bajra, gram and sugarcane,
there was an appreciable shrinkage in acreage.
While kharif foodgrain production declined by
19.2 per cent, the production of rabi foodgrains
was also lower by 15 per cent resulting in an
overall decline in agricultural production by 15.5
per cent [Economic Survey, 1980-81, p. 51.

The decline in production, which was largely
due to acute drought conditions during 1979-80,
had its effect on foodgrain prices. The existence
of large food-stocks with the Government (16.2
million tonnes by March-end, 1979), however,
permitted the public distribution system to insu-
late the consumer to alarge extent fromthe impact
of rising wholesale prices of foodgrains. While
foodgrains prices increased by 11.7 per cent
between 31st March 1979 and March 29, 1980,
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issue prices were held constant [Economic Sur-
vey, 1979-80, p. 29]. The stocks with the Gov-
emment declined to 14 million tonnes by
March-end 1980, while supplies from the public
distribution system increased from 10.18 miltion
tonnes in 1978 to 11.66 million tonnes in 1979
and still further to 14.84 million tonnes during
1980. The quantum of procurement declined from
13.83 million tonnes in 1979 to 11.11 million
tonnes in 1980 [Economic Survey, 1980-81, p.
311.

The offtake of foodgrains from the public dis-
tribution system started increasing from April
1980 due to shrinkage in the overall availability
of foodgrains during 1979-80. In the first nine
months of 1980-81 (up to December 1980) the
offiake of rice increased to 4.34 million tonnes
and that of wheat to 5.90 million tonnes as against
328 million tonnes and 5.14 million tonnes,
respectively, during the corresponding period of
1979-80. As a result of lower procurement,
increased offtake of wheat for public distribution
and for the National Rural Employment Pro-
gramme, and repayment of Russian wheat loan,
the stock of wheat declined to 5.0 million tonnes
by the end of December 1980, compared with 8.4
million tonnes at the end of December 1979,
Steps were taken to conserve wheat stocks at a
reasonable level by allocating more rice from the
Central Pool for both, public distribution and the
National Rural Employment Programme. The
buffer stocks and effective management of the
public distribution system greatly helped in
keeping the price rise of foodgrains under check
during 1980-81, despite the severe drought of
1979-80 [Economic Survey, 1980-81, p. 31].

The APC submitted three reports on foodgrains
for the 1980-81 marketing season- for gram in
August 1979, for wheat in November 1979, and
for kharif cereals in May 1980. In keeping with
Government’s policy of announcing sup-
port/procurementprices before the sowing season
these reports were submitted before the sowing
season for the crops. In the case of gram, the
Commission recommended that (a) the grower be
assured a price of Rs 145.00 per quintal for gram
of fair average quality to be marketed in the
1980-81 season; (b) some of the marginal lands
under wheat, which had some irrigation facilities
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be diverted to the cultivation of gram, so that its
production could be expanded through stabilisa-
tion of yields at higher levels; and (c) research be
intensified to develop disease resistant high
yielding varieties of gram with improved plant
character which produced more grain than the
foliage. The Government announced on March
14, 1980 a support price of Rs 145.00 per quintal
for the fair average quality of gram for the
marketing season 1980-81.

For wheat, the Commission reviewed the
prospects of the 1979-80 crop in the context of
the spill-over of the unfavourable weather con-
ditions that had prevailed in 1979. Reference was
also made to the wider negative deviations in
wheat production in Uttar Pradesh, Bihar, Mad-
hya Pradesh and Rajasthan, which were largely
dependent on the vicissitudes of weather
conditions for the growth of the crop. It was,
therefore, necessary to earmark sufficient stocks
of Sonalika and other varieties of certified wheat
seed resistant to Kamal Bunt disease, so as to
achieve the target of production of 40 million
tonnes fixed for the 1979-80 wheat crop. Priority
in the supply of fertilisers, pesticides and weed-
icides to the wheat farmers was also recom-
mended. The Commission also reviewed the
returns to the farmers over the operational costs
which had declined during the period 1970-71 to
1977-78. In the light of the review, the Com-
mission recommended thatthe minimum price for
wheat in the different states for the 1979-80 crop
to be marketed in the 1980-81 season be fixed at
Rs 117.00 per quintal. It also stressed the larger
purchases of domestic wheat at the above price,
so that the quantity procured could be larger than
the offtake of wheat from the public distribution
system and help augment stocks.

The Government fixed the support price of
wheatatRs 117.00 per quintal. While announcing

the price and procurement policy in March 1980,

the Government emphasised the need to ensure
that in respectof wheat of the fair average quality,
the producer would not get a price lower than that
fixed by the Government. Free movement of
wheat from one part of the country toanother was
continued. The Central issue price of wheat for
distribution through the public distribution sys-
tem was maintained at Rs 130,00 per quintal.
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In its report on kharif cereals, the Commission
pointed out that over 80 per cent of the rice
procurement was being made in Punjab, Haryana
and the surplus pockets of Andhra Pradesh and
Uttar Pradesh. These states needed to be geared
to meet the specific requirements of the deficit
states by the encouragement of cultivation of
varieties suitable for par-boiling. The Commis-
sion also recommended that the problem of
transportation of the agricultural surpluses, which
over-swamped the markets in the northern states
in the immediate post-harvest period, should be
examined and effective steps taken to remedy the
situation. Further, a beginning be made in setting
up semi-automatic mechanical dryers in selected
large rice markets in the country, in view of the
fact that high moisture harvest of paddy gave
higher yields and minimised grain cracking. After
considering the available information on the cost
of production of paddy and coarse grains and also
accounting for the rise in the prices of fertilisers
and diescl, the Commission recommended that
the procurement price for the common group of
paddy for the 1980-81 marketing season be fixed
at Rs 100.00 per quintal and for jowar, bajra and
maize at Rs 97.50 per quintal.

The Government of India decided that the
procurement price for paddy for the 1980-81
marketing season, be fixed at Rs 105.00 per
quintal for common varieties, Rs 109.00 per
quintal for fine varieties and Rs 113.00 per quintal
for superfine varieties. The procurement price for
the coarse kharif cereals, namely, jowar, bajra,
maize and ragi for the 1980-81 season were fixed
at Rs 105.00 per quintal. It was also decided that
the movement of rice/paddy and coarse grains
would continue tobe free throughout the country.
Consequent on the increase in the procurement
prices of paddy and coarse grains, the issue prices
of rice were raised to Rs 165.00 per quintal for
common varieties, Rs 177.00 per quintal for fine
varieties and Rs 192.00 per quintal for superfine
varieties. The issue prices of coarse grains were
also raised to Rs 106.00 per quintal. These
increases took effect from the January 1, 1981.

Agricultural production recovered fully during
the 1980-81 season and the total foodgrains
production was expected at about 132 million
tonnes, i.e. about 23 million tonnes higher than
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109 million tonnes during 1979-80. The Gov-
ernmentdecided in early 1980 to make the public
distribution system a permanent feature of the
economy and an integral part of the price stabi-
lisation policy. The buffer stocks and effective
management of public distribution system greatly
helped in keeping the price rise in foodgrains
under check during 1980-81, despite the severe
drought of 1979-80.

Sixth Five Year Plan, 1980-85

The Sixth Plan document stressed the need for
maintaining a balance between demand and
supply, especially for essential commodities, in
orderto contain rise in prices. The planmentioned
that ‘prices of agricultural products exercise a
significant influence on the general price level....
In fact, prices of foodgrains act as a pace setter in
the behaviour of general prices.... The output of
agricultural commodities is not only subject to
year to year fluctuations but the demand for these
being generally inelastic, a marginal rise or fall
in their output causes a disproportionate increase
in prices. Maintenance of relative stability and
reduction in seasonal fluctuations in their case is
therefore of vital importance. ... An important
instrument of maintaining price stability is the
establishment of adequate buffer stocks in as
many of the essential commodities as possible. A
buffer stock of about 15 million tonnes in respect
of foodgrains, for instance, is considered abso-
lutely necessary in order to minimise the impact
of weather fluctuations on their availability and
price’ [Planning Commission, 1981, Pp 79-80].
The Plan further stated that the public distribution
system would need to be revamped and stream-
lined, its infrastructure strengthened, and the
system expanded so that it could cover all areas
in the country, ‘particularly in the backward,
remote and inaccessible areas. Special attention
will need to be given to rural areas, as the system
is relatively less developed in such areas’ [Plan-
ning commission, 1981, p. 82]. The total number
of fair price shops, including private outlets, in
the country was proposed to be increased from
2.5 lakh to 3.5 lakh by the end of the Sixth Plan
[Planning Commission, 1981. p. 83).

The Sixth Plan also proposed the building of a
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National Food Security System with components
of (a) ecological security, (b) technological
security, (c) building grain reserves, (d) social
security, (e) nutrition education, and (f) stability
of prices. With regard to (c), building grain
reserves, the Plan stated: ‘A minimum grain
reserve of 15 million tonnes has to be maintained.
In addition, all losses in storage both in rural and
urban homes and in the fields and threshing yards
should be minimised through an intensification
of the "Save Grain Campaign". A national grid of
rural storage will be established both for per-
ishable and non-perishable commodities’ [Plan-
ning Commission, 1981, p. 100]

For (d), social security, the Plan mentioned that
‘the availability of purchasing power in the hands
of the poor is as important as availability of food
in the market. The employment generation pro-
gramme should help all families to acquire the
wherewithal to purchase food® [Planning
Commission, 1981, p. 100)

As regards (e), nutrition education, the Plan
pointed out that ‘several nutritional problems like
vitamin A deficiency leading to blindness, iron
anaemia, elc., can be easily eliminated through
suitable educational, horticultural and interven-
tion programmes. The National Food Security
System will be complete only when all avoidable
nutritional disorders are eliminated [Planning
Commission, 1981, p. 100].

The Plan referred to the limitations of price
policy for agricultural commodities: ‘While
remunerative price is a necessary condition for
sustained agricultural production, it is not a suf-
ficient condition. The prices of certain crops such
as pulses have been ruling consistently high, but
this has not led to increased production. Price
policy can be effective only when it operates in
conjunction with a significant varietal improve-
ment and other complementary inputs and ser-
vices. Finally, it is necessary that the agricultural
price policy must be so framed that it ensures a
careful balance between the need for providing
incentive to the farmers for production, with a
suitable measure of protection also to the con-
sumers. One must recognise that these consumers
are notconfined to urban areas only. Inrural areas,
there are a large number of agricultural labourers,
artisans and others. It is in this wide context that
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we must see price policy concemning agricultural
development’ [Planning Commission, 1981, p.
116].

Progress during the Sixth Plan

Foodgrains production rose from 109.70 mil-
lion tonnes in 1979-80 to 145.54 million tonnes
in 1984-85, however there were fluctuations in
production in the intervening years. Procurement
increased steadily from around 11.18 million
tonnes in 1979-80 to 20.12 million tonnes by
1984-85, and the stock position with the Gov-
emment stood at 25.21 million tonnes by
1984-85. The public distribution system
continued, the number of fair price shops rising
from 283,560in 1979-8010 315,290 by 1984-85,
with supplies through these shops fluctating
between 13 and 16 million tonnes during the
period. The Government of India also took a
policy decision in December 1984 that the size of
buffer stock to be maintained by the public
agencies in the country should be at 10 million
tonnes, comprising 5 million tonnes of wheat and
S million tonnes of rice. The buffer stock would
be over and above the operational stock which,
on different dates in the year, would range
between the lowest figure of 6.5 million tonnes
on April 1, and 11.4 million tonnes on July 1.

In December 1984, Government created the
Ministry of Food and Civil Supplies with two
departments, namely, Department of Food and
Department of Civil Supplies. The primary
responsibility of the Department of Food is the
management of the country’s food economy,
involving procurement of foodgrains, theirtimely
movement to deficit regions, building up and
maintenance of buffer stocks, and the creation of
adequate storage capacity for holding the stocks,
Production, stocks and price levels are to be
closely monitored by the Department, stock
releases and imports to be suitably regulated so
as to maintain adequate availability at reasonable
prices. ‘The Department of Civil Supplies is
responsible for monitoring of prices and avail-
ability of essential commodities, administration
of the Prevention of Black Marketing and
Maintenance of Supplies of Essential Commo-
dities Act, 1980, public distribution system,
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consumer protection and consumer cooperatives,
integrated management of supply’, etc. [Ministry
of Information and Broadcasting, 1987, p. 376).

Seventh Five Year Plan, 1985-90

The Seventh Five Year Plan recognised the
public distribution system (PDS), ‘as a permanent
feature of the strategy to control prices, reduce
fluctuations and achieve an equitable distribution
of essential goods. Since an efficient public dis-
tribution system requires a nexus between pro-
duction, procurement, transportation, storage and
distribution of selected commodities brought
under the system, the Sixth Plan underlined fora
selective approach and a certain flexibility in
assessing the essentiality of commodities for
public distribution® [Planning Commission, Vol.
11, 1985, p. 404].

The Plan document mentions further that ‘the
working of the PDS is periodically reviewed in
consultation with the State Governments and
corrective measures are taken from time to time
to improve the supply of various essential com-
modities to the consumers. At the Centre, an
Advisory Council on Public Distribution System
has been constituted to review its working from
time to time. For supervision over the public
distribution system all the States have, on the
suggestion of the Central Government, set up
Consumers® Advisory Committees at district and
tehsil levels in some form or the other. The States
have also been asked to strengthen their admin-
istrative infrastructure forimproving the PDS. As
a result of effective implementation, essential
commodities are reaching the weaker sections of
m]ety’ [Planning Commission, Vol. II, 1985, p.

For the Seventh Plan, the ‘expansion of the
public distribution system has been made an
Important point of action in the new 20-Point
Programme. Special emphasis is being given to
increasing the number of fair price shops in the
hitherto under-served and unserved areas and on
organising mobile shops in far-flung regions. The
main thrust of expansion is in the rural areas with
special attention to remote and inaccessible areas,
so that the public distribution system becomes
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supplementary to poverty alleviation pro-
gramme’ [Planning Commission, Vol. I, 1985,
p- 404].

As regards prices, the Plan document pointed
out that ‘foodgrain prices play a critical role in
determining the distribution of income and the
role of inflation. At present the Government
announces support prices on the basis of advice
tendered by the Commission on Agricultural
Costs and Prices.... The Commission takes into
account the cost of production of different crops
and the need for incentives to encourage pro-
duction. This basic framework for determining
support prices has worked well and needs to be
strengthened. One distortion that has crept in is
the announcement of substantially higher mini-
mum prices by State Governments on the basis of
limited considerations which do not take into
account inter se - parity between different crops
and different areas. Another difficulty is the
notional nature of the support prices when there
is no organised system of official procurement.
The example of rice and wheat shows that a
system based on rationally determined support
prices and backed by arrangement for procure-
ment can reduce fluctuations, maintain profit-
ability and stimulate steady growth’ [Planning
Commission, Vol. I, 1985, p. 74]. The Plan
suggested that efforts should be made to establish
such systems for other crops like coarse grains,
pulses and oilseeds.

Eighth Five Year Plan, 1992-97

The Eighth Plan reiterated that ‘maintaining
food security and relative self-sufficiency in food
production is a strategically desirable long-term
goal for the country. A reasonable degree of food
self-sufficiency or supply of "wage goods™ is seen
to have a very positive influence on stability and
growth even in our limited experience of devel-
opment. It may be largely due to the factor of
relative food self-sufficiency, among others, that
India achieved a higher rate of growth and better
economic stability and resilience during the
eighties. This was the only decade as a whole
when we felt somewhat comfortable on the food
front. Hence, it secems appropriate that food
self-sufficiency remains an important element of
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the strategy of development even in the per-
spective of a penod of next fifteen years or so’.

‘Food security implies not only sufficient
supplies, but also supplies at prices affordable by
the poorer sections of the society. Appropriate
institutional mechanisms, such as a public dis-
tribution system, sharply focused on the poorer
sections, should be put into place to protect the
poor from rise in food prices. However, this task
would be rendered difficult if food prices in
general rise very sharply’.

‘A moderate increase in food prices consistent
with remunerative returns to the farmers should
be the desired objective. In order to enable
farmers to earn higher incomes, a combination of
processing and business activity with the farming
activity is necessary. In other words, farming
must be encouraged to grow into "agribusiness"’
[Planning Commission, 1992, p. 21].

The Plan pointed out that ‘India will have an
estimated 941 million people by the year 1997
A _D. This will increase to 1,102 million by 2007.
With this population and given improvements in
consumption levels associated with growth in
incomes, the estimated foodgrain requirement for
1997 and 2007 will be around 208 million tonnes
and 283 million tonnes, respectively. The food-
grain production has to match this level of
demand. The required production levels of
foodgrains by 1997 and 2007, are 210 million
tonnes and 285 million tonnes, respectively’
[Planning Commission, Vol. I, 1992, p. 31].

The Government's policy of food security
operations continued through the Seventh and
Eighth Five Year Plans. By March 1995, there
were 4.33 lakh fair price shops operating in the
country,of which3.05 lakhshops were in the rural
areas. With improved foodgrains production, the
offtake from fair price shops declined and
revolved around 15 million tonnes during the
period 1992-93 to 1994-95. As a result, new
schemes for utilisation of food surpluses were
announced in August 1994, which included (i)
release of subsidised wheat to Modern Food
Industries, Ltd., and its franchised units, (ii)
supply of subsidised foodgrains to Scheduled
Castes, Scheduled Tribes and other Backward
Castes Hostels, and (iii) allotment of foodgrains
at concessional prices for the Employment
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Guarantee Scheme [Economic Survey, 1995-96,
Pp. 85-86].
Thus from the acute food shortage position pre-
vailing at the time of Independence, with increase
in production, the country has been able to
provide food from its own resources at present.
Datain Tables 2 to 6 on subsidies, procurement
prices, availability, procurement and public dis-
tribution of foodgrains, and number of fair price
shops/ration shops have been appendedattheend
for ready reference to readers.
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TABLE 2. SUBSIDY BORNE BY THE GOVERNMENT OF INDIA ON ISSUES OF FOODGRAINS

(Rs Crore)

Year Subsidy Year Subsidy
1946-47 2065 1971-72 50.00
1947-48 2351 1972-73 117.00
194849 4366 1973-74 251.00
194950 0884 1974-75 295.10
195051 1593 1975-76 250.10
1951-52 4459 197677 506.00
1952-53 2279 1977-78 480.00
1953-54 0139 197879 570.00
1954-55 36,00 1975-80 600.00
1955-56 1848 1980-81 650.00
195657 23.04 198182 700.00
1957-58 10.02 198283 710.00
1958-59 0882 1983-84 835.00
1959-60 12.85 1984-85 1,101.00
1960-61 1241 1985-86 1.650.00
1961-62 1327 1986-87 2,000.00
196263 13.14 1987-88 2.200.00
1963-64 1566 1988-89 2.300.00
1964-65 1875 1989-90 2.476.00
1965-66 13921 1990-91 2,450.00
1966-67 9174 1991-92 2.850.00
1968-69 1210 1992-93 2.500.00
196970 3080 1993-94 5.537.00
1970-11 1798 1994-95 5.100.00

Notes: (i) 1946-47 10 1966-67 relates to the trading losses/subsidy borne b Govemnm ia, i imports/internal
... purchases, movement and storage of foodxgrains, and u:% sale dnr}i'n?each year. ent of India, in he im

(ii) 1967-68 onwards rclates to the food subsidy paid to the Food Corporation of India on account of reimbursenent of (a)

the difference between the economic cost of different foodgrains and their issue price, and (b) the cost of camying buffer

stocks. Thceconoml.c costcomprises procurement price/purchase cost and procurement incidentals as well asmovement,

storage and other miscellancous charges for purposes of distribution. Subsidy is inclusive of the cost of carrying buffer

stocks.

Sources:(i) For 1946-47 to 1961-62, Bulletin on Food Statistics, January 1963, Directorate of Economics and Statistics, Ministry

. of Agriculture, Government of India, New Delhi.
(ii) For 1962-63 t0 1991-92, R

eport on Currency and Finance, (various years), Reserve Bank of India, Bombay.

(i) For 1992-93 onw ards, Economic Survey. 1995-96, Ministry of Finance, Govemnment of India.
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TABLE 3. PROCUREMENT PRICES FOR FOODGRAINS
(Rs per qtl.)
Year Paddy Rice Jowar Bajra Maize Ragi Wheat Barley Gram
(Coarse/  (Coarse)  (FAQ) (FAQ) (FAQ) (FAQ) (Common
Common) White)
1947-48 152410 24.17 1o 1440t0 144010 133910 21.4410 133910 1339%t0
26.80 54.94 30.35 37.75 18.75 32.16 22.44 28.80
1948-49 217610 29.09 to 160710  20.26 10 17.61 to 20.09* 31.48w0 187510 22.77to
29.47 85.06 37.51 43.20 30.14 4822 32.15 37.51
1949-50 204710 25.9510 19.08t10 19.1310 160710 20.09* 29.47t0 1875t0 2478to0
29.47 85.06 32.15 34.83 29.47 50.23 26.12 37.51
1950-51 204710 25.95t0 19.08t0 19.13t0 16.07t0 34.1610 187510 247810
26.97 85.06 29.47 34.83 26.79 43.53 26.79 32.15
1951-52 187510 29.47 10 19.07t0c  20.0910 16.07t0 321510 187510
26.79 76.67 29.47 34.83 28.13 43,54 29.47
1952-53 214310 30.92 1o 190710 20.09w0 187510 2679100 187510
31.99 80.02 29.47 34.83 26.79 4354 29.47
1953-54  16.0710 30.81 to 20.09t0 20.09t0 20.09to0 321510 187510
28.13 80.02 29.47 34.83 26.79 4354 28.80
1957-58 246210 42.86 to
31.64 50.36
1958-59  23.28t0 40.18 to 28.13@
28.80 5291
1959-60 2357tw0! 34.8310! 3751 wx
28.80 49.81 42.87
1960-61 27.46t0! 44.8810!
29.31 49.81
1961-62 241110 31.83 10!
28.80 48,74
1962-63 257710 34.83 t0!
30.46 52.49
1963-64 34.83! 42.87 10!
58.27
1964-65 35.00to0 557510
41.00 71.16
1965-66 36.00t0 60.00 to 445010 44.50t0 4000to 45.00t0 59.00t0
45.00 76.18 53.00 50.00 50.00 60.00 60.00
196667 41.0010 69.50 10 45.5010 47.00t0 48.00to 50.00t0 540010
74.84 125.00 54.00 54.00 60.00 52.00 65.00
196768  45.0010 72.6910 43.00t0 47.00t0 47.00w0 47.0010 7000t0
56.25 95.25 55.00 55.00 55.00 55.00 95.00
196869  45.0010 742210 47.0010 47.00t0 470010 47.00t0 760010
56.25 96.83 55.00 55.00 55.00 55.00 81.00
1969-70  45.00 10 72.69t0 52.00 52.00 52.00 52.00 76.00
57.00 96.83

(Contd.)
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TABLE 3. (Concld.)

Year Paddy Rice Jowar Bajra Maize Ragi Whgal Barley Gram
(Coarse/ (Coarse) (FAQ) (FAQ) (FAQ) (FAQ) (Common
Common) White)

1970-711  46.001t0 74.30 10 55.00 55.00 55.00 5500 = 76.00

58.00 96.83
197172 47.0010  74.3010 55.00 55.00 55.00 55.00 76.00
58.00 96.83
197273 510010  80.32t0 58.00 60.00 58.00 57.00 76.00
58.00 89.80
1973-74 7000 98.00 to 70.00 72.00 70.00 70.00 76.00
119.00
197475 7400 104001  74.00 74.00 74.00 74.00 105.00
125.00
1975-76 7400 1210010  74.00 74.00 74.00 74.00 105.00
127.00
197677 7400 121001  74.00 74.00 74.00 74.00 105.00
126.00
197718 7.0 1230010  74.00 74.00 74.00 74.00 110.00
159.00
197879 8500 134501  85.00 85.00 85.00 85.00 112.50
171.00
1979-80  95.00 . - 95.00 95.00 95.00 95.00 115.00
1980-81  105.00 ; 10500 10500 10500 10500  117.00
1981-82  115.00 . 11600 11600 11600 11600 13000
198283  122.00 . 11800 11800  118.00 11800  142.00
198384  132.00 , 12400 12400 12400 12400 15100
198485  137.00 . 13000 13000  130.00 13000 15200
198586  142.00 . 13000 13000 13000 13200  157.00
198687  146.00 . 13200 13200 13200 13200 16200
1987-88  150.00 . 13500 13500  135.00 13500  166.00
198889  160.00 . 14500 14500 14500 14500  183.00
1989-90  185.00 . 16500 16500  165.00 16500  215.00
1990-91  205.00 . 18000  180.00 . 180.00 18000  225.00
199192 230.00 . 20500 20500  210.00 20500 27500
199293  270.00 . 24000 24000 24500 24000  330.00
1993-94  310.00 . 26000  260.00  265.00 26000  350.00
1994-95  340.00 . 28000  280.00  290.00 28000  360.00
199596  360.00 . 30000 30000 31000 30000  380.00

Notes:  *InMysore State only; @ Rajasthan only; x U.P. only; ! Procurement and maximum controlled price; .. Procurement
prices for rice are based on procurement prices of paddy, millers/wholesalers margins, etc., and vary from state to
state, .

Sources: (1) Bulletin on Food Siatistics, (various years), Directorate of Economics and Statistics, Ministry of Agriculture,

Govenment of India, New Delhi. (2) Economic Survey, (various years), Ministry of Finance, Government of India,
New Delhi.
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TABLE 4. MINIMUM SUPPORT PRICES FOR FOODGRAINS

(Rs per qil.)
Year Paddy Wheat *Coarse Gram Barley Arhar Moong Urad
Coarse/ (Common Grains
Common ‘White)
1954-55 29.47@ 26.79 14.74 10
1955-56 22.47@ 26.79 16.07 16.07
1962-63 34.83
1963-64 37.51
1964-65 34.00t0 37.51 36.00 t0
41.00 40.50
1965-66 35.00t0 49.50 36.00 to
40.00 40.50
- 1966-67 35.00t0 49.50 36.00t0
40.00 40.00
1967-68 42.00 to 53.50t0 42.00 43.00
44.00 56.75
1968-69 56.0010
59.00
1969-70 45.00 44.00
1970-71 46.00 45.00
197172 46.00 45.00
197273
1973-74 63.00 55.00t0
65.00
1974.75 85.00
1975-76
1976-77 90.00 65.00
1977-78 95.00 65.00
1978-79 125.00 67.00 155.00 165.00 -
1975-80 140.00 - 165.00 175.00 175.00
1680-81 145.00 - 190.00 200.00 200.00
1981-82 - 105.00 - - -
1982-83 - - 215.00 240.00 230.00
1983-84 235.00 122.00 245.00 250.00 245.00
1984-85 240.00 124.00 275.00 275.00 275.00
1985-86 - 130.00 300.00 300.00 300.00
1986-87 260.00 132.00 320.00 320.00 320.00
1987-88 280.00 135.00 325.00 325.00 325.00
1988-89 325.00 145.00 -~ 360.00 360.00 360.00
1989-90 421.00 180.00 425.00 425.00 425.00
1990-91 450.00 200.00 480.00 480.00 480.00
1991-92 500.00 210.00 545.00 545.00 545.00
1992-93 600.00 260.00 640.00 640.00 640.00
1993-94 640.00 275.00 700.00 700.00 700.00
1994-95 670.00 285.00 760.00 760.00 760.00
1995-96 700.00 295.00 800.00 800.00 300.00

Notes:  * Coarse grains include jowar, bajra, maize, ragi and minor millets.
@ Purchase prices announced. :

Sources: (1) Bulletin on Food Statistics, (various years), Directorate of Economics and Statistics, Ministry of Agriculture,
Government of India, New Delhi. (2) Economic Survey, (various years), Ministry of Finance, Government of India,
New Dethi.
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TABLE 5. AVAILABILITY, PROCUREMENT AND PUBLIC DISTRIBUTION OF FOODGRAINS

(million tonnes)
Year Net Production Net Imports  Net Availability ~ Procurement Public Central Pool
of Foodgrains of Foodgrains@ Distribution ** Stocks
8 @) 3 4) ©®) 6) Q)]
1951 48.1 48 524 3.8 8.0 -
1952 48.7 39 52.0 35 6.8 042
- 1953 54.1 20 566 2.1 46 053
1954 63.3 08 63.9 1.4 2.2 087
1955 61.9 05 632 1.3 1.6 075
1956 60.7 14 626 Neg 2.1 021
1957 63.4 3.6 66.6 0.3 3.1 076
1958 583 32 61.8 0.5 4.0 052
1959 69.0 39 72.3 1.8 52 0.79
1960 675 5.1 712 1.3 4.9 1.94
1961 7.0 3.5 75.7 0.5 4.0 231
1962 721 3.6 76.1 0.5 4.4 1.89
1963 70.3 45 74.8 0.8 5.2 1.94
1964 70.6 62 78.1 1.4 8.7 053
1965 78.2 74 846 4.0 10.1 111
1966 63.3 103 73.5 4.0 14.1 0.88
1967 65.0 8.7 73.9 4.5 13.2 053
1968 83.2 57 86.8 6.8 10.2 202
1969 823 38 856 64 94 292
1970 87.1 36 89.5 6.7 838 167
197 94.9 20 943 8.9 78 6.64
1972 92.0 05 96.2 1.7 105 248
1973 84.9 36 88.8 8.4 ‘114 1.96
1974 91.6 52 97.1 56 108 1.61
1975 87.4 15 89.3 9.6 11.3 5.64
1976 105.9 0.7 95.8 12.8 9.2 14.70
1977 97.3 0.1 99.0 9.9 11.7 13.85
1978 110.6 -0.6 1102 11.1 102 13.90
1979 115.4 02 1149 13.8 117 14.54
1980 96.0 0.3 - 1014 112 150 16.73
1981 113.4 07 1143 13.0 130 11.12
1982 116.6 1.6 116.9 154 148 10.35
1983 1133 4.1 114.7 15.6 162 11.76
1984 1333 24 128.6 187 133 14.79
1985 1274 -0.4 1243 20.1 158 21.78
1986 1316 0.5 133.8 19.7 173 23.99
1987 125.5 0.2 1348 157 187 22.43
1988 1222 3.8 130.8 - 141 186 13.26
1989 148.7 12 1412 . 189 164 8.53
1990 149.7 1.3 144.8 24.0 : 160 11.26
1991 154.3 -0.1 158.6 196 208 17.90
1992 1473 0.4 148.5 179 188 13.91
1993* 157.0 26 149.3 281 164 11.80
1994* 1612 0.5 154.2 260 14.0 21.99
1995* 1672 - 167.8. 225 153 30.12

Notes: (1) * Provisional; Neg: Negligible; @ Net Availability = Net Production + Net Imports - Changes in Govemment
Stocks; ** Includes quantities released under the *Food for Work® programme during 1978 to 1980. (2) Production

figures relate to agricultural year 1951 figures corresponding to 1950-51, and so on. (2) Net Production =

Gross Production - 12.5 per cent for seed, feed and wastage.

(1) For columns 1-6, and from 1980 onwards for col. 7, Economic Survey, 1995-96, p. s-25, Ministry of Finance,

Goyemmc.zn‘t of India. (2) For col 7, 1951-1979, Builetin on Food Statistics, (various years), Directorate of Econ-
omics, Ministry of Agriculture, Govemnment of India.

Sources:
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TABLE 6. NUMBER OF FAIR PRICE SHOPS/RATION SHOPS

Year Number Year Number

1955 18,000 1975 2,40,210
1956 17,500 1976 2,36,196
1957 37,591 : 1977 238,622
1958 45,631 1978 238,727
1959 51,671 1979 238,985
1960 50,910 : 1980 243,828
1961 47,818 1981 283,560
1962 50,523 1982 2,717,672
1963 60,123 1983 2,84,028
1964 1,02,193 1984 3,02,360
1965 1,090,881 1985 3,15,290
1966 1,35,997 - 1986 3,25,081
1967 1,42,815 1987 333,467
1968 1,40,402 1988 345,191
1969 1,38,777 1989 3,51,802
1970 1,22,038 1990 358,490
1971 1,21,032 1991 3,74,799
1972 1,65,081 1992 3,99,000
1973 200,655 1993 4,24,000
1974 221,975 ] 1994 433,000

Sources: 1. Bulleti{t on Food Statistics, (various years), Directorate of Economics and Statistics, Ministry of Agriculture,
Government of India, New Delhi. 2. Economic Survey, (various years), Ministry of Finance, Government of India, New Delhi.



A REVIEW OF INDIA’S BALANCE OF PAYMENTS: 1985-86 TO 1993-94

Dhanmanjiri Sathe

The Journal of the Indian School of Political Economy has published in its July-December 1989
issue a Paper, titled ‘India’ s Balance of Payments - 194849 to 1984-85: A Survey' . This Paper is
an update of the same. The period reviewed is significant because of the balance of payments crisis
in 1991 and important external and internal policy changes. It discusses the genesis and nature of
the crisis in 1991, the adjustment made by the economy to it and the effects of such adjustment and
of the consequent policy changes on various components of the balance of payments in the post-

liberalisation period.

The paper examings the behavior of the balance
of payments of the Indian economy for the period
1985-86 to 1993-94, Thus, the study focuses on
the period preceding and succeeding the crisis of
1991, This period has also witnessed many
important external and internal policy changes.
These changes have resulted in the ascendency of
certain components of the balance of payments in
the post-liberalisation period. For the post-1991
period, the exports show arobust rate of growth,
while the imports do not seem to have stabilized

as yet. The importance of capital flows has
increased greatly, as has the economy’s vulner-
ability on their account.

I- INTRODUCTION

In this paper, we seek to examine the balance
of payments situation of the Indian economy for
the period 1985-86 to 1993-94. An examination
of this period would inform us about the genesis
of the crisis which occurred in 1991, the nature
of the crisis itself and the adjustment made by the
economy to it. Since the strains on the balance of
payments get reflected in the debt burden, we
have studied the debt problem also.

I.1. Background of the Crisis and Consequent
Policy Changes

Itis well known that the Indian economy has
had balance of payments problems for most of the
time, since its Independence in 1947, The situa-
tionimproved somewhat in the mid-seventies, but
had deteriorated again by 1980, when India had
to take a loan from the International Monetary
Fund (IMF). The situation continued to be unfa-
vorable for the Indian economy during the Sixth
Plan period (i.e., 1979-80 to 1984-85), especially
due to the second oil shock of 1979-80.

During the entire Scventh Plan period (i.e.,
1985-86 to 1989-90), the balance of payments
was under tremendous strain. The problem was
rooted in the ‘continuing high average trade
deficits and a sharp decline in the role of the
invisibles in financing these deficits” [Economic
Survey 1989-90]. Moreover, during the period
1987-1989 there was a drought, which had
adverse implications for exports and imports.
Thus, even at the beginning of 1990-91 (i.e., the
crisis year), the situation was very difficult.

The Gulf crisis began in August 1990 with
Iraq’s invasion of Kuwait and ended in February
1991 with its ‘liberation’. This led to disruption
in supplies of, and sharp increases in the prices of
crude oil and petroleum products. Thus, the
imports escalated at a high rate while exports did
not rise much. Indian workers employed in
Kuwait had to be air-lifted back to India and there
was a sharp fall in their remittances. Exports 10
Iraq and Kuwait also fell. There was a loss of
confidence in the government’s ability to manage
the situation. The drying-up of commercial loans
in 1990-91 was accompanied by the net outflow
of Non Resident Indians” (NRI) deposits, which
began in October 1990 and continued in 1991. In
May 1991 and again in July 1991 gold was sold
abroad to raise foreign exchange. A stand-by
arrangement was negotiated with the IMF for a
total loan of $2.3 billion in October 1991. This
was followed by the negotiations for a structural
adjustment loan from the World Bank in
December 1991. (The Bank made a commitment
between $2,750 and $3,000 million) Many short
term and long term measures were initiatedonthe
policy front to grapple with the sitnation. Besides
the short term measures taken to compress
imports (e.g., credit facilities were tightened in

Dhanmanjiri Sahe is with the Institute of Management Development and Resea
> rch, Pune.
The author wishes to thank the anonymous referee for his comorﬁr;ns. The usual disclaimir applies.
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the early months of 1991), many revenue gener-
ating steps were also taken, as the expenses of the
government were sought tobe reduced. However,
itis the structural adjustment programme under-
taken by the government which marks a
watershed in the development process of the
economy. Under this programme, steps to liber-
alise the economy, both internally and externally
were, and are still being taken, with a view to
increasing the efficiency and competitiveness of
the economy. These steps consist of fiscal cor-
rection, trade policy and industrial policy
reforms. Thus, the rupee was depreciated by 18
per cent (in two instalments) in July 1991 and
significant changes were announced in the
exports-imports (EXIM) policy in the same
month. Policy towards foreign investment was
liberalised in 1991 and the Indian stock markets
were opened to Foreign Institutional Investors
(FII) in September 1992. The Liberalised
Exchange Rate Mechanism (LERMS) was
inroduced in the Budget of 1992-93. The
exchange rate was, however, unified in the
beginning of 1993-94.

I -DATA

The balance of payments data examined in this
study have been taken from the various issues of
the Report on Currency and Finance published
by the Reserve Bank of India (RBI). The RBIdata
on exports and imports are based on the actual
receipts and payments in foreign exchange. It
does not match with the foreign trade data made
available by the Director General of Commercial
Intelligence and Statistics (DGCI&S), who
compiles it on the basis of customs records at the
ports. Over the years, especially since the mid-
eighties the discrepancy between the two sets of
data has increased, particularly in the case of
imports, Only while examining the composition
pf exports/imports, have we used DGCI&S data,
nall other instances we have used RBI data. We
have also used the data from the various issues of
the Economic Survey published by the Ministry
of Finance, Government of India, and the various
1ssues of the RBI Bulletin.

The study of balance of payments has been
divided into two periods. The first period is from
1985-86 t0 1990-91, for which “partially revised’
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data are available. The second covers the period
from 1991-92 to 1993-94, for which ‘quick esti-
mates’ are available. The classification scheme
made available for both the periods is also
dissimilar. However, in case of certain other
parameters, (e.g., composition of exports/im-
ports, share of exports/imports in GDP, etc.) we
have used the most recent data available. Again,
though our focus has been on the post 1985-86
period, in certain cases to understand the trends
better, we have examined the earlier dataas well.
The work is at current prices and does not adjust
for exchange rate fluctuations and price changes.

This paper takes as a point of departure Sarma’s
1989 paper, which surveys the balance of pay-
ments situation for the Indian economy for the
period 1948-49 to 1984-85 [Sarma, 1989]. It has
used, by and large, the same framework for the
succeeding period. As the concepts and defini-
tions have been presented in thatarticle, they have
not been repeated here.

I - ANALYSIS OF THE BALANCE OF PAYMENTS

The Balance of Payments Statement is divided
into two parts- 1. The currentaccount, and 2. The
capital account. The current account and the
capital account are related in two ways. First of
all, the deficit (surplus) on current account is
neutralised by the surplus (deficit) on the capital
account. Secondly, if there is an increase in
foreign loans (in whichever form) to an economy,
interest payments rise and are reflected in the
current account (under the item ‘Investment
income’ as we shall see later).

Table 1.1 and Table 1.2 give the overall balance
of payments statement for the Indian economy.
Table 1.1 covers the period from 1985-86 to
1990-91 and Table 1.2 covers the period from
1991-92 to 1993-94.

1I1.1. The Current Account

We begin the study by looking at the current
account deficit in detail. The percentage share of
each of the items in the total current account
deficit for the first period, has been indicated in
the Table 2.1. It can be seen from the Table, that
the current account deficit has increased by
around three times during this peried, from Rs
5,955 crore in 1985-86 to Rs 17,368 crore in
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TABLE 1.2. INDIA'S OVERALL BALANCE OF PAYMENTS
(Rs crore)
Trem 1991-92qe Do 1992-93qe Fo* 1993-94qe %o+
A Current Account
Exports f.0.b. 44,923 54,762 71,210
Imports c.if. 50,159 70,495 75,241
Trade Balance 5,236 -100.96 -15,733 -100.34 -4,031 -408.00
Invisibles, Net 1,050 20.25 977 -6.23 1,882 19049
Official Transfers -1,000 -16.28 1,031 6.58 1,161 117.51
Current A/C Balance -5,186 -100.00 -15,679 -100.00 988 -100.00
B Capital Account
External Ass. Net 7,188 5,646 5333
Disbursements 10,644 10,121 10,409
Amortization -3,456 -4.475 -5,076
Commercial Borrowings, Net 4,060 -1,465 2,632
Disbursements 7.457 3,562 9,009
Amoriization 23,397 -5,027 -6377
N.R.IL Deposits -1,111 6,111 2,949
Foreign Investments n.a. 1,793 12,893
Rupee Debt Service -3,260 -2,994 2337
Other Capital, Net 6,077 5,788% 6,738
Total Capital A/C 12,954 14,879 28,208
C Overall Balance 7,768 -800 27,220
(current + capital A/C)
D IMF, Net 2,077 3363 59
E SDR Allocation 0 0 0
F 9,845 2,563 27,819
G 0 n.a. na.
H Reserve and Monetary Gold -9,845 -2,563 -27,819

(increase-, decrease+)

Notes: F: Total Current Account, Capital Account, IMF and SDR allocation; G: Errors and Omissions; ge: Quick Estimates;
* =Per cent of Current A/C Balance. 1. Includes India Development Bonds. 2. Includes delayed export receipts. Italso includes
errors and omissions arising out of the application of dual exchange rates which prevailed under the Liberalised Exchange

Rate Mechanistn (LERMS).
Source: RBI, Report on Currency and Finance 1992-93, Vol

1990-91. An examination of the percentage
change over the preceding year in the current
account deficit given in the last row of the Table,
shows that there were two major kinks in the
period considered. The current account deficit
increased by a phenomenal rate of 84.03 per cent
between 1987-88 to 1988-89 and again by 52.51
per cent in the period between 1989-90 to
1990-91,

The current account can be divided into two
parts: 1. Merchandise trade and 2. Invisibles. It
can be seen that the deficit on merchandise trade
accountincreased fromRs 9,586 crore in 1985-86
toRs 16,933 crore in 1990-91, i.e., by 1.7 times.
On the other hand, invisibles had a positive bal-
anceofRs 3,630crore in 1985-86. Over the period
the positive balance declined and it became
negative (Rs 434 crore) in 1990-91. Thus the
deficit on merchandise account was being
reduced to a cerain extent, by the invisibles
account till 1989-90. The positive balance on
invisibles accounted for about 38 per cent of the

.1, p. 378, 1993-94, Vol. 1, Pp. 11.31,

deficit on merchandise account in 1985-86 {i.c.,
Rs 3,630 crore as a share of Rs 9,586 crore). This
percentage share decreased to about 8 per centin
1989-90. Ultimately, both the merchandise trade
and invisibles account had a deficit by 1990-91.

The balance of payments for the second period
under consideration, ie., from 1991-92 to
1993-94, has been presented in Table 2.2. It can
be seen that in this statement, unlike the earlier
statement (i.e., Table 1.2), ‘net invisibles’ and
‘official transfers’ have been presented sepa-
rately, Considering them together for the sake of
comparability, we find that the total current
account deficit has fluctuated widely in the period
examined. Between 1991-92 and 199293, it
increased fromRs 5,186 crore to Rs 15,679 crore,
i.e., a rise by three times. However, in the next
period, the deficit has fallen. The reason for these
fluctuations scem to be rooted in the trade deficit
whichhas fluctuated widely. In 1991-92, the trade
balance was Rs 5,236 crore and itincreased to Rs
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TABLE 2.1. BEHAVIOUR OF CURRENT ACCOUNT DEFICIT
([Rs Crore)
1985-86 o* 1986-87 %o* 1987-88 Gop*
Current Account Deficit
i. ";tr(‘erchc:ndise ' -9,586.0 -161.0 -9,353.9 -160.4 -9,296.1 -147.7
2. Invisibles 3,630.2 61.0 3,5239 60.4 3,003.5 477
a Travel T71.5 13.1 1,236.0 21.2 1,368.3 217
b Transponation -212.2 -3.6 -59.9 -1.0 -246.3 -39
¢ Insurance 4.7 0.1 -18.5 0.3 -1.4 0.0
d Investment Income -949.9 -16.0 -1,249.5 21.4 -1,733.6 276
e Govt. not included
elsewhere 7.4 0.1 -3.0 0.1 -61.3 -1.0
f Miscellaneous 898.9 15.1 117.7 2.0 -353.0 -56
g Transfer Payments 3,128.0 52.5 3,501.1 60.1 4,030.8 64.1
(i) Official 427.3 7.2 5253 9.0 532.4 85
(it) Private 2,700.7 45.4 29758 51.0 3,498.4 556
Total Current A/C Deficit -5,955.8 -100.0 -5,830.0 -100.0 -6,292.6 -100.0
Percentage change over
preceding year in
Current A/C Deficit -2.1 79
(Conid.)
TABLE 2.1. (CONCLD))
1988-89 24 1989-90 - %o* 1990-91 %*
Current Account Deficit
1. Merchandise -13,555.6 -117.1 -12,413.4 -109.0 -16,933.6 9715
2. Invisibles 1,975.5 17.1 1,024.8 9.0 -434.9 2.5
a Travel 1,467.4 12.7 1,715.8 15.1 19101 11.0
b Transportation -186.7 -1.6 -346.2 3.0 -196.0 -1.1
¢ Insurance 40.8 0.4 582 0.5 40.0 0.2
d Investment income -3,648.2 -31.5 -4,874.6 -42.8 -6,7132.4 -38.8
¢ Gowt. not included
clsewhere 942 0.8 -159.1 -14 2839 -1.6
f Miscellaneous -169.4 -1.5 -63.8 -0.6 2893 1.7
g Transfer payments 4,565.8 39.4 4,694.5 412 4538.5 26.1
(1) Official 7242 6.3 896.8 19 827.5 4.8
(it) Private 38416 33.2 3,797.7 334 3,711.0 21.4
Total Current A/C Deficit -11,580.1 -100.0 -11,388.6 -100.0 -17,368.5 -100.0
Percentage change over
preceding year in
Current A/C Deficit 84.0 1.7 52.5
Note: * Percent of Total Current A/C Deficit. '
Source: Derived from datain Table 1.1.
TABLE 2.2. BEHAVIOUR OF THE CURRENT ACCOUNT DEFICIT
(Rs Crore)
1991-92 %™ 199293 Po* 1993-94 %*
Current Account Deficit .
1. Trade -5,236 -100.96 -15,733 -100.34 -4,031 -408.00
a. Exports fo.b. 44,923 54,762 71,210
b. Imports cif. 50,159 70,495 75,241
2. Invisibles 50 0.96 54 034 3,043 308.00
Total Current Account
Deficit (1+2) -5,186 -100.00 -15,679 100.00 -988 -100.00
Percenage Change over
Preceding Year in the
Current A/C Deficit 20233 93.70

Note: * Per cent of Total Current Account Deficit.
Source: Derived on the basis of data in Table 1.,
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15,733 crore in 1992-93 (an increase by three
times): However, by 1993-94 the deficit had
decreased to Rs 4,031 crore.

An important reversal which can be observed
from the Table is that the net invisibles, which
had turned negative in 1990-91, become positive
in 1991-92. In 1993-94, the invisibles surplus as
a share of trade deficit was as high as 75.48 per
cent. According to the Economic Survey,
1993-94, the rise in the invisibles could be
because of a shift of private transfers away from
illegal (hawala) channcls to banking channcls,
which become more attractive due to policy
changes. Tourist carnings had also picked up by
1992-93.

Generally speaking, a current account deficit of
more than two percent of the gross domestic
product is considered to be unsustainable [Eco-
nomic Survey, 1994-95, p. 84]. We have indicated
these percentages for the Indian economy from
1980-81 onwards in Table 3. It can be secn that

TABLE 3. CURRENT ACCOUNT TRANSACTION AS
PERCENTAGE OF GROSS DOMESTIC PRODUCT

Year Trade Net Invisibles Total Net
Net
1980-81 -4.68 3.38 -1.30
1981-82 -4.14 2.58 -1.57
1982-83 -3.50 2.1 -1.39
1983-84 -3.03 1.86 -1.17
1984-85 -3.13 1.80 -133
1985-86 -4.10 1.55 -2.55
1986-87 -3.60 1.36 -2.24
1987-88 -3.15 1.02 -2.13
1988-89 -3.86 0.56 -3.30
1989-90 -3.09 0.26 -2.84
1990-91 -358 -0.09 -3.68
1991-92 -0.97 0.01 -0.96
1992-93 -2.55 0.01 -2.55
1993-94 -0.58 0.44 -0.14

Note: Gross Domestic Product at market price has been taken
from National Account Statistics, various issues.

the current account deficit was usually lcss than
1.3 per cent of the GDP until 1984-85. The
percentage increased to 2.5 percent in 1985-86
and to 3.6 percent in 1990-91, which was the
highest for the entire decade.

The current account balance is composed of
merchandise balance and invisibles balance.
There was a surplus in the invisibles account in
the early eightics. Its percentage to GDP, which
was high in the carly eightics, has been consis-
tently declining over the period. In 1990-91, it
became negative at -0.09. The percentage of
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merchandise deficit 10 GDP which was 4.68
percent in 1980-81 has also been declining over
the period, and in 1990-91, it became 3.58. Thus
at the onset of the crisis, the trade balance did not
behave in 100 deviant a way (nor was it particu-
larly high), rather the developments in the invi-
sibles account were aberrant.

We find that the current account deficit as a
percentage of GDP was 0.96 in 1991-92. The
invisibles had turned positive and the deficit was
much lower than the carlier years and especially
the preceding crisis year. The merchandise deficit
was very low for this yearmainly dueto the import
compression policies followed. In the next year,
the merchandise deficit had increased manifold
mainly due to the increase in the imports but by
1993-94, the deficit (both merchandise and total)
had deccreased substantially, largely due to an
expansion in the exports (as the next section
shows).

I11.2. Trends in the Behavior of Trade

a) Movemenis in Trade Flows: Inthis section, we
examine the bchavior of merchandise credits
{cxports) and dcbits (imports) for the period
1980-81 10 1993-94 put forth in Tabie 4. The
period can be divided into four parts. The first is
the pre-liberalization period from 1980-81 to
1984-85. In this period, we find that for each of
the years, the percentage change over the pre-
ceding year was higher for exports than for
imports. In the next period, ie., 1985-86 to
1989-90, when the trade regime had become
comparatively more liberalized, the growth in
imports was higher than growth in exports for
some of the ycars. A slight fall in the growth of
exports can also be obscrved for one of the years.
However between 1988-89 and 1989-90, exports
rose by 36.72 per cent, which isa very high rate
for the Indian economy and importsrose by 18.83
per cent only. Further, between 1989-90 and
1990-91, the rate of growth of exports abruptly
decrcased to 17.44 per centand the importgrowth
rate incrcased 10 23.24 percent. The sudden fall
inthe export growth rate was duc to the Guif crisis,
contraction in world trade, recessionary condi-
tions in the USA and the UK, and the political
unccrtainty in the rupce payment countries
[Reporton Currency and Finance,1990-91, Vol.
1,p. 3381
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TABLE 4. TRENDS IN INDIA'S MERCHANDISE TRADE
(Rs Crore)
Year Exports Imports Percentage Change over the Previous Year
Expons Impors

1980-81 6,576.4 12,543.6

1981-82 77655 ' 13,886.5 18.08 10.71
1982-83 9,137.1 14,913.2 17.66 7.39
1983-84 10,168.5 16,039.3 11.29 7.55
1984-85 11,959.2 18,680.3 17.61 16.47
1985-86 11,5776 21,163.6 -3.19 13.29
1986-87 133150 22,668.9 15.01 7.11
1987-88 16,396.4 25,692.5 23.14 13.34
1988-89 20,646.7 34,202.3 25.92 33.12
198990 28,229.0 40,642.4 36.72 18.83
1990-91 33,1526 50,086.2 17.44 23.24
1991-92 449230 50,159.0 35.50 0.15
199293 54,762.0 70,495.0 21.90 40.54
1993-94 71,2100 75,241.0 30.04 6.73

Source: RBI, Report on Currency and Finance, various issues.

Consequently, the deficit on the trade account
was one of the highest for 1990-91. However as
Table 3 shows, the merchandise deficit as a share
of GDP has been higher for the Indian economy
for 1980-81 and 1981-82 (it was more than 4 per
cent). Thus as explained above, it is the changes
in invisibles which precipitated the crisis. The
fourth period is from 1991-92 onwards. In this
period, the changes in the imports have been quite
erratic, while the exports have shown robust
results. Between 1990-91 and 1991-92, imports
increased at a low rate of 0.15 per cent, mainly as
aresult of import compression measures initiated
in this period. Between 1991-92 to 1992-93,
imports had a steep growth rate at 40.54 per cent,
only to fall to 6.73 per cent between 1992-93 and
1993-94. On the other hand, between 1990-91and
1991-92, exports increased by 35.50 per cent.
Later, exports have increased at a rate of 21.90
per cent in 1991-92 to 1992-93, and between
1992-93 and 1993-94, the rate of growth was high
at 30.04 per cent.

b) Composition of Exports and Imporis: The
composition of exports and imports has been
examined for the years 1985-86 and 1992-93 (i.e,
the latest year for which data are available at a
disaggregated level). Thus, a seven year period
has been considered in Table S.1 and Table 5.2.
Itcanbe seen thatthe share of ‘Textilesand textile

articles’ in total exports, has increased substan-
tially from 18.49 per cent to 27.56 percent in this
period. Further, the share of ‘Pearls, precious
stones, elc., has also increased from 12.96 per cent
to 16.62 per cent in the same period. There has
not been any crucial change in the export shares
of ‘Machinery, etc’, ‘Transport equipment’ and
‘Project goods’ put together. On the other hand,
there has been a considerable fall in the share of
‘Mineral products’ (from 16.52106.21 per cent)
and ‘Animal and vegetable products, etc.” (from
25.05 t0 17.24 per cent) in the same period. Ata
more disaggregated level, we find that the shares
ofiron ore, tea, sugar, etc., have fallen, while that
of Marine products is almost the same.

Some of the most important imports of the
Indian economy for the period examined have
been and continue to be crude petroleum,
machinery and chemicals. The importance of
‘Pearls, precious stones, etc.’ has also increased
from 5.60 per cent in 1985-86 to 12.24 per cent
in 1992-93,

I11.3. Trends in the Behavior of Invisibles

Anexamination of the components of invisibles
(Table 2.1) shows that the important items are 1.
Investment income, 2. Travel, 3. Transfer pay-
ments, and 4. Miscellaneous. The deficit in
Investment income, which was 15.95 per cent of
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TABLE 5.1. COMPOSITION OF EXPORTS
(Rs crore)
1985-86 %o 1922-93 %ot
1. Animal & vegetable products, prepared foodstuffs, 2,729 25.05 9256 17.24
animal or vegetable fats and oils of which
Tea 626 575 977 1.82
Sugar and Molasses 17 0.16 354 0.66
Marine Products 420 3.85 1,743 325
2. Mineral products of which 1,800 16.52 3334 621
Iron Ore 579 531 1,104 2.06
3. Products of chemicals or allied industries 394 3.62 3,669 6.83
4. Plastics and articles thereof, rubber and articles na. 968 1.80
thereof
5. Hides and skins, leather products, footwear, head- 647 5.94 3878 722
gear etc.
6. Textiles and textiles articles 2,014 18.49 14,795 27.56
7. Pearls, precious & semi-precious stones/metal and 1412 12.96 8921 16.62
articles thereof, imitation jewellery, coin
8. Base metals and articles of basc metals 807 7.41 3,201 5.96
9. Machinery and their parts, electric & electronic 517 4.75 2276 424
equip and parts thereof
10. Transport Equipment 187 1.72 1546 2.88
11. Project Goods na. 67 0.12
12. Others 165 1.51 1,777 331
Total Exports 10,895 100.00 53,688 100.00

Notes: * Per cent of Total Exports.
The classification scheme has been changed in the RBI Report on Currency and Finance 1993-94. Therefore, we have had to make
certain adjustments for 1985-86.
Source: RBI, Report on Currency and Firance, 1988-89, Vol. 2, p. 158; RBI, Report! on Currency and Finance, 1993-94,Vol. 2,
p. 198.

TABLE 5.2. COMPOSITION OF IMPORTS

(Rs Crorc)
1985-86 %o* 1992-93 %*
1. Animal & vegetable products, prepared foodstuffs, 882 4.49 2,187 345
beverages and tobacco ’
2. Animal and vegetable fats and oils and their cleav- 770 3.92 287 045
age products prepared edible fats
3. Mineral products 5213 26.52 20,036 31.61
4. Products of chemicals or allied industries 3,339 16.99 8,104 12.79
5. Plastics and articles thereof, rubber and articles 101 0.51 1,684 2.66
thereof
6. Paper and paperboard & articles thereof 471 2.40 1,134 1.79
7. Textiles and textiles articles 297 151 1,398 221
8. Pearls, precious, semi-precious stones/metal and 1,100 5.60 7,156 12.24
articles thereof, imitation jewellery
9. Base metals and articles of basc metals 2,501 12.72 5452 8.60
10. Machinery and their parts, electric & electronic 3,515 17.88 7473 11.79
equip and parts thereof
11. Transport equipment - 569 2.89 1338 2.11
12. Instruments & apparatus, clocks, watches, parts and 379 1.93 1452 229
accessories thereof
13. Projectgoods na. 3,703 584
14. Others n.a. 1371 2.16
Total Impons 19,658 100.00 63,375 100.00

Notes: * Per cent of Total Imports.
The classification scheme haspobeen changed in the RBI Report on Currency and Finance 1993-94. Therefore, we have had to make
certain adJB ustments for 1985-86.

Sourcc R

p.1

1, Report on Currency and Finance, 1988-89, Vol.2, p. 159; RBI, Report on Currency and Finance, 1993-94, Vol. 2,
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the current account deficit in 1985-86, has more
than doubled in the seven-year period under
consideration. In absolute terms the deficit has
increased from about Rs 950 crore to Rs 6,732
crore, a rise by seven times. This is a result of
tremendous increase in the capital inflows as can
be seen from Table 1.1. In this period, the private
long term inflows increased by about six times,
while the official loans increased by three times.
Broadly, this gives us the relative importance of
each in increasing the investment income deficit.
On the other hand, the positive contribution of
‘Travel’ has declined from 13.05 per cent in
1985-86 to 11 per cent 1990-91. The surplus on

the ‘Miscellaneous’ account has also declined in

absolute and percentage terms in the said period
(from Rs 899 crore to Rs 289 crore and from 15
per cent to 1.6 per cent). The ‘Transfer payments’,
which have been an important source of invisible
earnings since the mid-seventies, decreased
drastically in percentage terms during these years.
Even in absolute terms, net earnings which had
increased from Rs 3,128 crore (Official plus
Private) in 1985-86 to Rs 4,694 crore in 1989-90,
decreased in 1990-91 to Rs 4,538 crore according
to the Economic Survey 1989-90, the stagnation
in the transfer payments could be due to the oil
boom having worked itself outand the availability
of more attractive schemes like Non Resident
Indian Deposits schemes.

11 4, Proportion of Exports to Imports

Another way of looking at the data is to find out
the proportion of exports to imports, i.c., the
extent to which the exports can pay for imports.
It can be seen from Table 6 that, on the whole,
this proportion has been consistently rising for the
economy for most of the period under consider-
ation. In 1985-86, the ratio of exports to imports
was54.70percent. Itcontinued torisetill 1987-88
when it became 63.82. In the next year, a three
percentage point decrease was observed which
was followed by a rise of 9 percentage points. A
fall of the similar magnitude (i.e., 3 percentage
points) was observed between 1989-90 to
1990-91. However, a steep fall of 12 percentage
points in the ratio can be observed between
1991-92 and 1992-93. For the last year under
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observation, a 17 percentage point increase can
be perceived. Thus, the export to import ratio has
shown wide fluctuations, though on the whole it
has been rising.

TABLE 6. PROPORTION OF EXPORTS TO IMPORTS

Percentage of Expons to Imports
1985-86 54.71
1986-87 58.74
1987-88 63.82
1988-89 60.37
1989-90 69.46
1990-91 66.19
1991-92 89.56
199293 71.68
1993-94 94.64

Note: These percentages are based upon exports, imports
figures in Tables 1.1 and 1.2.

Variability in the Components of Curent
Account: One of the reasons for investigating the
export to import ratio is that, besides trade con-
tributing for a very large share of the foreign
exchange flows, it is believed that exports
earnings are more stable than earnings on invi-
sibles account. To check the validity of this
assertion, we have examined the coefficient of
variation of the components of the current account
in Table 7. They have been estimated for the
periods 1980-81 to 1984-85 and 1985-86 to
1990-91 separately and have been presented in a
descending order. The first period can be called
the pre-liberalization period and the second the
post-liberalization period.

Itcan be observed that, generally speaking, the
coefficient of variation has been greater for the
debits than for the credits. It can also be seen that
the variability of merchandise credits and debits
(i.e., exports and imports, respectively) has
increased in the said period. For the period
1980-81 to 1984-85, the coefficient of variation
for exports and imports was 0.20 and 0.14,
respectively. In the period 1984-85 to 1990-91, it
rose to 0.38 and 0.32, respectively. It also needs
to be noted that the variability in exports has been
higher than that in imports for both the periods.
A comparison between exports and invisibles
(inflows) shows that the variability of the former
has always been higher than that of the latter for
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TABLE 7. COEFFICIENT OF V ARIATION FOR THE
COMPONENTS OF CURRENT ACCOUNT

For 1980-8] 10 1984-85

Credits Debits
Miscellaneous 047 TP Official 0.60
Insurance 034 Travel 051
Investment Income - 025 Investment Income 0.51
TP Official 023 Imvisibles 0.36
Transportation 022 Govt.n.i.e. 0.33
Merchandise 020 Insurance 0.33
Gowt. ni.e. 0.16 Transportation 0.31
Invisibles 0.14 Miscellaneous 0.25
TP Private 0.13 TP Private 0.16
Travel 0.09 Merchandise 0.14

For 1985-86 t0 1990-91

Gowt. ni.e. 042 TP Official 0.60
Transportation 0.38 Investment Income 0.55
Merchandise 0.38 Invisibles 0.43
Insurance 037 Transportation 0.36
Miscellaneous 030 Miscellaneous 0.34
TP Official 026 Merchandise 032
Travel 024 Govt.ni.e. 031
Invisibles 020 TP Private 0.29
TP Private 0.13 Travel 0.23
Investment Income 0.06 Insurance 0.23

Notes: TP = Transfer Payments;
n.ie. =notincluded elsewhere.

both the periods considered. Thus, the exports
have been less stable than the inflows of invisibles
and the difference between the two has increased
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over the period. When the outflows are studicd,
exactly opposite results are scen, i-e., imports are
more stable than the outflows of the invisibles,
though the difference between the two has dras-
tically decreased. For the period from 1980-81 to
1984-85, the coefficient of variation of the
imports was quite low at 0.14. However, in the
next period it rose to 0.32. Thus, both exports and
imports have become more variable in the post-
liberalisation period as compared to the pre-
liberalisation period. Comparing exports/imports
with the components of invisibles, we find that
the variability of merchandise trade usually fall
somewhere in between.

HIS. The Capital Account

The next step is to examine the capital account
in detail. In Table 8.1, we have put down the net
balances of the different components of the cap-
ital account and their share in the total capital
account(*) surplus. It needs to be noted that the
total capital account(*) has been defined as total
capital account + International Monetary Fund
(IMF) + Special Drawing Rights (SDR) alloca-
tion.

TABLE 8.1. BEHAVIOUR OF CAPITAL ACCOUNT SURPLUS

(Rs Crore)

Capital Account Surplus 1985-86 Po@ 1986-87 %@ 1987-88 9@
1. Private 2,091.2 44.79 2,266.9 4337 22484 35.78

a. Long Term 2,092.3 44.81 2,251.5 43.19 22383 35.62

b. Short Term -1.1 0.02 9.4 018 10.1 0.16
2. Banking Capital 186.1 3.9 -70.1 -134 748 1.19
3. Official 25313 54.22 3,874.5 7412 3,998.0 63.62

a. Loans 3,6834 78.89 6,462.4 123.63 68316 108.71

b. Amortization -1,152.1 -24.67 -2,581.9 -49.51 -2,833.6 -45.09
4. Rupee Debt Service 0 0 0 0 0 0
S. Miscellancous 113.6 2.43 -171.9 -329 1,1719 18.65
6. Total Capital A/C 49222 105.43 5,899.4 112.86 7493.1 119.24

Surplus (1+2+3+4+5)
7. IMF -253.0 542 6723 1286 -12090 -19.24
8. SDR Allocation 0 0 0 0 0 0
9. Total Capital A/C* 4,669.2 100.00 5,227.1 100.00 6,284.1 100.00

(i.e., Total Capital A/C + IMF + SDR

Allocation) Surplus

Percentage increase over 11.95 20.22

preceding year

(Contd.)
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TABLE 8.1 (CONCLD.)
Capital Account Surplus 1988-89 %@ 1989-90 %@ 1990-91 %@
i 4,4202 44.52 4,708.4 43.29 3,363.3 22.66
- aP.nI‘,’;eg Tem 44140 44.46 4768.2 43.84 3,314.2 2233
b. Short Term 62 0.06 -59.8 0.55 49.1 033
2. Banking Capital -265.2 -2.67 59.2 0.54 -1,134.2 -7.64
3. Official 5370.6 54.10 5.437.8 50.00 7,931.2 5345
a. Loans 84374 84.99 8, 4279 77.49 12,213.3 82.31
b. Amortization -3,066.8 -30 89 -2.990.1 -27.49 -4,282.1 -28.86
4. Rupee Debt Service - 0 0 0 -2,139.8 -14.42
5. Miscellaneous 1,949.1 19.63 2,130.4 19.59 4,640.3 31.27
6. Total Capital A/C 11,4747 115.58 12,335.8 113.42 12,660.8 85.32
Surplus (1+2+3+4+5)
7. IMF -15473 -15.59 -1,459.6 -13.42 2,177.8 14.68
8. SDR Allocation 0 0 0 0 0 0
9. Total Capital A/C* 99274 100.00 10,876.2 100.00 14,838.6 100.00
(i.e., Total Capital A/C + IMF + SDR
allocation) Surplus
Percentage increase over 57.98 9.56 36.43

preceding year

Note: @ Per cent of Total Capital A/C* (i.e., Total Capital A/C + IMF + SDR Allocation) Surplus.

It can be seen that the net positive balance in
1985-86 was due to large inflows of funds in the
official loans account (this includes drawings on
loans from international institutions such as
International Bank for Reconstruction and
Development (IBRD) and Intemational Devel-
opment Association (IDA) and from other
countries and private (long term) account, Thus,
while the first item accounted for 78.89 per cent
of net capital account(*) surplus, the second item
accounted for 44.81 per cent. For the same year,
outflowscan be observed for official amortization
to the tune of 24.67 per cent. On the IMF account
(which captures the transactions related to pur-
chases and re-purchases by India from the IMF)
also capital outflows canbe observed to the extent
of Rs253 crore (i.e., 5.42 per cent). The important
changes which had occurred by 1990-91 can be
listed as follows.

First of all, the share of Miscellaneous inflows
increased from 2.43 in 1985-86 to 31.27 per cent
in 1990-91. The item Miscellaneous comprises

‘changes in rupee balances held by the Central
Banks of East European countries, technical
credit granted to/repaid by these countries,
changes in rupee balances held by foreign gov-
ernment and semi-govermnment institutions,
changes in the balances held by the U.S.Embassy
inludia with the RBI, changesin the balances held
abroad by government agencxcs capital sub-
scription to international agencies, movement in

funds held by public sector undertakings out of
foreign currency loans raised by them’ [Samma,
1989]. It is not very clear why this item should
have increased so much. Secondly, there is a
reversal in the capital flows from the IMF, Thus,
in 1990-91 the IMF inflows were Rs 2,177 crore,
i.e., 14.68 per cent of the total capital inflows. The
share of official loan inflows also increased to
82.31 per cent in 1990-91. On the outflow side,
the rupee debt service accounted for 14.42 per
cent of the net capital account and banking capital
outflows accounted for 7.64 per cent.

For the next sub-period under consideration, the
classification scheme used is different from the
one used for the earlier period. As can be seen,
there have been many upheavals in this small
period. Table 8.2 gives us the per cent share of
each of the items in the net capital account deficit.
The total capital account(*) has been defined as
before (i.e., total capital account + IMF + SDR
allocation). It can be seen that the share of foreign
investment inflow in capital account surplus has
increased from 9.83 per cent in 1992-93 10 44.76
percentin 1993-94. External assistance (net) and
commercial borrowing (net) have both fallen in
this period (the terms have been defined in the
footnotes to the Table). NRI Deposits have fluc-
tuated in this period from -7.39 per cent in
1991-92 to 33.50 percent in 1992-93. The rupee
debt service has consistently fallen over the
period.
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TABLE 8.2. BEHAVIOUR OF CAPITAL ACCOUNT SURPLUS

(Rs Crore)

Capital Account Surplus 1991-92 @ 1992-93 %@ 1993-94 %»@
1. External Ass. Net 7,188 47.82 5,646 3095 5333 18.51
2. Commercial Borr. Net 4,060" 27.01 -1,465 -8.03 2,632 9.14
3. N.R.IL Deposits 1,111 -7.39 6,111 33.50 2,949 10.24
4. Foreign Investment na. 1,793 983 12,893 4476
5. Rupee Debt Service -3,260 -21.69 -2,994 -1641 2,337 -8.11
6. Other Capital, Net 6,077 40.43 5,788 3173 6,738* 23.39
7. Total Capital A/C (items 1 to 6) 12,954 14,879 28,208
8. IMF, Net 2,077 13.82 3,363 1844 599 2.08
9. SDR Allocation 0 0 0

Total Capital Account (*) 15,031 100 18,242 100 28,807 100

(i.e., Total Capital A/C+ILM.F+ SDR

Allocation) Surplus

Notes: @ Per cent of Total Capital Account (*) (i.e., Total Capital A/C+LM.F+ SDR Allocation) Surplus. 1. Includes India Development
Bonds. 2. Includes delayed export receipts. It also includes errors and omissions arising oul of the applications of dual exchange rates which
prevailed under the LERMS. External Assistance includes Government loans and grants (including food assistance but excluding other
commodity grant assistance). These figures do not include suppliers credits, commercial borrowings and IMF credits other than Trust Fund
loans. Externai commercial borrowing includes loans from commercial banks and other financial institutions, bonds FRN, suppliers credit,
buyers credit and credit from export credit agencies of concerned governments, International Finance Corporation (w), private sector
borrowing from Asian Development I<ank (ADB), non-governmental loans and grants. Excludes borrowing up to one year maturity.

Source: RBI, Report of Currency and Finance, 1992-93,Vol. 1, p. 378, RBI, Report on Currency and Finance 1993-94, Vol. 1, Pp. 11-31.

In Table 9, we have given the key indicators of a different classification scheme, which focuses
the capital account for the period 1988-89 to on the foreign investment. The figures are in US
1993-94 (earlier data not being available), using dollars.

TABLE 9. BALANCE OF PAYMENTS: KEY INDICATORS
(US $million)

1988-89 To@ 1989-90 %@ 1990-91P %@

1. External Assistance (Net) 2,217 31.69 1,856 30.44 2.210 26.30

2. External Commercial Borrowings (Net) 1,894 21.07 1,777 29.15 2,249 26.77

3. IMF (Net) -1,068 -15.27 -877 -14.38 1,214 14.45

4. Non-resident Deposits 2,511 35.89 2,403 39.41 1,536 18.28

5. Rupee Debt Service na. n.a. -1,193 -14.20

6. Foreign Investment {of which) 68 0.81

2 DFI 68 0.81

b FlI 1,442 20.61 938 15.38 0 0.00

¢ Euro Equities 0 0.00

. Other Flows{**) 2,318 21.59

8. Capital Account (Net) 6,996 100 6,097 100 8,402 100
(Consd.)

TABLE 9. (CONCLD.)

1991-92P %@ 1992-93P P 1933‘594 %@

1. External Assistance (Net) 3,037 63.88 1859 4370 1,700 18.51

2. External Commercial Borrowings (Net) 1,456* 30.63 -358 -842 839 9.14

3. IMF (Net) 786 16.53 1288 3028 191 2.08

4. Non-resident Deposits 290 6.10 2001 4704 940 10.24

5. Rupee Debt Service -1,240 -26.08 -878 -20.64 -7145 -8.11

6. Foreign Investment (of which) 154 3.24 585 1375 4,110 4476

a1 DFI 154 324 344 8.09 620 6.75

b Flf 0 0.00 1 002 1,665 18.13

¢ Euro Equities 0 0.00 240 5.64 1460 15.90

7. Other Flows(**) 271 5.70 -243 -571 2,148 23.39

8. Capital Account (Net) 4,754 100 4254 100 9,183 100

Notes: @ per cent of Capital A/C Net. * Includes India Development Bonds. ** Includes delayed export receipts and errors and omissions

for the ea‘l"elr992-93, it a‘l’so includes errors and omissions out o‘g dual exchange rates applicable under the LERMS. Pis preliminary actuals

and Qih. is quick estimates. (The definition of capital account is different for 1988-8 and 1989-90. However we have made adjustments

using the latest definition, and the series 1s comparable). . .

SD%unl;ge: Ministry of Finance, (i) Economic Surl:zy 1934-95, p. 87, and (ii) Economic Survey 1992-93, p. %, Government of India, New
i.
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It can be observed that in 1988-89, the share of
the NRI Deposits was 35.89 per cent in the total
capital flows (net). The share of external assis-
tance and external commercial borrowing (both
in net terms) was 31.69 and 27.07 per cent,
respectively. The economy was making net
payments to the IMF to the tune of 15.27 per cent
of the capital account (net). The sitnation was
almost the same in 1989-90. (Foreign investment
and other flows are not separately available for
these two years). For 1990-91, some prominent
changes can be observed. First of all, net inflows
from the IMF to the tune of 14.45 per cent (US $
1,214) can be seen. It can also be noticed that the
share of NRI Deposits has fallen to 18.28 per cent.
The burden of rupee debt service also started
from this year and the share was -14.20 percent.
The share of external assistance and external
commercial borrowing inflows, in fact, decreased
somewhat in this period. The share of foreign
investment was extremely low in this year, i.e.,
0.81 and the entire amount came in as direct
foreigninvestment. In the next year, i.e., 1991-92,
the share of external assistance inflows increased
greatly to 63.88 per cent. The capital inflows from
commercial borrowing and IMF also increased
somewhat. However, the most interesting
behavior is that of the NRI deposits which fell
down to 6.10 per cent from 39.41 per cent in the
1988-89 (i.c., a fall by 85 per cent). The outflows
under rupee debt service also increased substan-
tially to 26.08 per cent. Foreign investments
increased from US $ 68 million in 1990-91 to US
$ 154 million in 1991-92 (and the share increased
to 3.24 per cent).

One observation which can be made is that
almost all the items have fluctated greatly,
reflecting the turmoil in this period. Only in case
of foreign investments a positive and very steep
up-trend can be observed.

Between 1990-91 to 1991-91, foreign invest-
ments increased by 126 per cent. In the next two
periods, the rise was by 280 per cent and 602 per
cent, respectively. Foreign investment can be
divided into three parts, Theyare 1. Direct foreign
investment (DFT), 2. Foreign institutional inves-
tors (FII) and 3. Euro equities. It can be observed
that, over the fouryearsexamined, the importance
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of DFI, which is the most desirable form of for-
eigninvestmenthasdecreased, while Flland Euro
equities have increased their share manifold.
Thus, in 1993-94, foreign investment accounted
for 44.76 per cent of the capital account (net)
inflows out of which FII and Euro eguities
accounted for 18.13 and 15.90 per cent, respec-
tively.

It has been claimed by the Economic Survey
1993-94 [p. 88] that the composition of capital
account has changed from concessional and
commercial debt-creating flows, to non debt
creating foreign investment flows. However,
keeping in mind the general erratic nature of the
capital flows observed all over the world and for
the Indian economy, more evidence seems to be
necessary before reaching such conclusions.

Impact of Gulf Crisis; The directimpact of Gulf
crisis on the economy has been indicated in Table
presented as Appendix. The crisis, on the one
hand, led to an increase in expenditure on repa-
triation of Indian nationals from Knwaitand Iraq
and increase in petroleum, oil and lubricants
(POL) prices. On the other hand, itled todecrease
in the exports from Iraq and Kuwait. The share of
these items in the current account deficit for
1990-91 turns out to be 29.82 per cent. Thus, the
direct impact of the Gulf crisis is quite high and
along with the indirect effects, the impact would
turn out to be quite substantial.

IV - INDIA'S EXTERNAL DEBT PROBLEM

The inevitable consequence of the patterns of
behavior of the trade and the invisibles has been
arise in India’s debt burden.

Ascan be seen from Table 10, the grossexternal
debthasincreased 2.1 times between 1989-90and
1993-94, from Rs 130,199 crore to Rs 283,792
crore. The percentchange over the preceding year
has fluctuated in this period. The highestincrease
of 55.12 per cent occurred between 1990-91 and
1991-92 and the lowest by 1.12 per cent between
1992-93 and 1993-94. Some of the debt indicators
in percentage terms have been presented in the
Table. The debt-GDP ratio shows an upward
cycle for the period considered. The ratio which
was 28.5 in 1989-90, rose to 41.1 per cent in
1991-92 and decreased to 35.3 per cent in
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1993-94. The debt service ratio (i.e., total debt
service to exports of goods and service ratio) and
the debt to exports ratio also show a similar
cyclical trend. According to the World Bank
classification, India falls into the category of
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‘moderately indebted low-income countries’
[World Debt Tables 1994-95, Vol. 1, p. 187].

There is an inherent instability and a potentially
explosive situation embedded in the flows which
we have studied above.

TABLE 10. INDIA'S EXTERNAL DEBTH

- (Rs crore)

 1989-90 %@ 199091 %@ 199192 %@ 1992-93 %@ 1993-94* %@

Maultilateral 32,886 28.05 40,386 27.62 68,262 29.40 77,758 2981 81,775 3002

Bilateral 22,993 19.61 27378  18.72 47,603  20.50 50258 19.27 53,545 19.66

IMF 2572 2.19 5,132 351 8,934 3.85 14,985 5.5 15,812 5.80

Export Credit 8,002 6383 8,374 573 12,418  5.35 13484  5.17 13,7700 505

Commercial Borrowings 15988 13.64 19,727 1349 35,664 15.36 36251 13.90 36,178 1328

NRI and FC (B&O) Dept. 15,719 1341 20,030 13.70 27384 11.79 34941 1340 39,729 1458

Rupee Debt** 19,075 1627 25,19 1723 31,956 13.76 33,149 1271 31,608 11.60

Total Long Term Debt 117,235 100 146,226 100 232221 100 260,826 100 272,417 100

Share of Long Term Debt 90.04 89.71 91.84 92.94 95.99

in Total Debt

Short Term Debt 12,964 16,775 20,642 19,804 11,378

Share of Short Term in

Total Debt 9.96 1029 8.16 7.06 401

Gross Total 130,199 100 163,001 100 252,863 100 280,630 100 283,792 100
(75,857) (83,801) (85,270) (89,986) (90,630)

Per cent change over 25.19 55.1 10.98 112

preceding year

Debt indicators in per cent

(i) Debi-GDP Ratio 285 30.6 41.1 40 353

(ii) Debt Service Ratio 317 329 30.1 306 251

(including debt servicing
on non-civilian credits)

Notes: # Revised classification; @ Per cent of Total Long Term Debt or the Gross Total, as the case may be; * provisional; ** Debt
owed to Russia denominated in Rupees and converted at current exchange rates.

1. The data on NRI deposits are inclusive of accrued interest credited 10 the accounts under Foreign Currency (Non-Resident) Accounts
(FCNRA), Foreign Currency (Non-Resident) Account (Banks) Scheme (FCNR(B)) and Non-Resident (External) Rupee Account
(NR(E)RA) schemes. 2. Figures in bracket indicate US doliar mitlion 3. Multilateral loans do not include revaluation of IBRD pooled

loans and exchange rate adjustment under IDA loans for pre-1971 credits.

Source: RBI Bulletin, Aug. 1994 (Supplement), p. 237.

When the capital inflows are buoyant, the
economy can allow freer imports and absorb the
capital surpluses. But this can lead to a unsus-
tainable current account which can itself lead to
alossof investor confidence resulting in outflows
and crisis. In the case of India, currently the
economy has forcign exchange reserves to the
tune of $17 billion. If imports are further liber-
alized (say, with respect to consumer goods), the
current account will start having higher deficits
and soon the situation may become unsustainable.
However, ifimports are not further liberalized and
the money supply increases (because sterilization
cannot fully solve the problem), this contributes
to inflation. On the other hand, more of invest-
ment goodscould be imported whichin turn could
lead to higher exports and higher output growth.
In such a situation, the time lag between the two
is of crucial importance.

V- CONCLUDING REMARKS

A simple analysis of the available data has
shown us that the crisis of 1991 .was largely a
result of combination of external factors and, as
it has already been described, ‘a crisis of confi-
dence’. For almost four to five years before the
crisis yecar, the economy was running
unsustainable current account deficit. However,
since exports were growing at a much faster rate
than imports and the capital account was showing
buoyancy, there was no cause for concem. This
is not to imply that nothing was wrong with the
Indian economy. Consistent balance of payments
problems are a result of a much deeper malaise
afflicting the economy. In the long run, the
payments situation is a result of the performance
of the economy and improvement in the situation
is possible only if the rate of growth of exports is
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higher than the rate of growth of consumption and
investment.

There are two arguments which are made with
respect o the reasons for the persistent deficits in
India’s balance of payments. The first argument
blames the import-substitution policies followed
by the Government of India since the Second Five
Year Plan. The argument goes thus: while the
import-substitution policies followed created a
bias against exports of the economy, they did not
lead to a fall in the demand for imports. This was
because the import intensity of import-
substitution itself is high and the technological
upgradation which takes place in the developed
world necessitates new imports, Rising imports
and lagging exports lead to an unsustainable
situation, as increasing imports have to be
financed through borrowing.

The second argument favours ‘inward-looking’
policies and puts the blame on the liberalization
policies pursued, especially since 1985. Thus, the
argument runs, if the government allows liberal
imports of goods, the current account is bound to
worsen, if exports do not rise sufficiently. The
argument implicitly assumes that the exports of a
developing country like India would not rise
‘sufficiently’. This leads to an increase in bor-
rowing and consequently in the amortization and
interest payment burden. This soon leads the
economy 1o an unsustainable situation (i.e.,a debt
trap). Thus this argument favours continuation of
‘inward-looking” policies for the Indian econ-
omy. However, it needs to be pointed out that the
analysis carried out above has revealed that it was
not the movements in the trade flows which
triggered off the crisis. Rather, it is the develop-
ments in the invisibles and the capital account
which led to the crisis. These in turn were
determined by the non-economic factors.

Further, it is now widely accepted that the
importsubstitutionand export promotion policies
are not mutually exclusive strategies. The
emphasis has now shifted to the attainment of
efficiency in the domestic and international
markets. It is clear that there has been a para-
digmatic change in the perceptions about the role
of external sector in the Indian economy. While
nobody is arguing in favour of developing
external sector as ‘an engine of growth’, it has
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been generally accepted in the policy making
circles that the role of extemal sector should
become more dominant than what it ever was,
This means that fundamental changesneedto take
place in the external as well as the domestic fields.
Many of these changes have already been initi-
ated. Thus the discussion about the economy
should not only take into consideration the
changed scenario but also the changes in the
expectations of the people.

Changed Scenario

A few decades back, the balance of payments
situation used to be largely dependent on the
current account and in it mainly the trade flows.
Over the period, the importance of the invisibles
has increased. However, in the last decade or so
capital movements have become more signifi-
cant. This trend can be observed the world over
for the developing as well as the developed
economies. This can now be observed for the
Indian economy also. For the Indian economy,
invisibles became important around mid-
seventies and the importance of capital flows
increased in the early nineties. Thus capital
inflows, which were earlier balancing the current
account deficits, have now become independent
of the changes in the current account (at least to
a certain extent). This has led to comparatively
large inflows of capital, and the consequent
increase in the money supply. A growthinmoney
supply could have resulted in a higher rate of
inflation observed since 1990-91. Thus, foreign
inflows have turned out to be a mixed blessing
and caution in this area is of utmost necessity as
the example of Mexico has shown. Relative
liberalization of the capital account is one of the
most important changes that have occurred in the

~Indian economy. Secondly, the performance of

exports has been quite encouraging, especially
since 1991-92. There is a buoyancy in export
performance and, generally speaking, it is
expected that this trend would sustain itself,
Import demand, on the other hand, has been
fluctuating greatly since 1991-92, The level and
the trend of importdemand under the new regime
have not yet become clear. However, it can be
safely expected that the ongoing policy changes
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in the industrial sector and the industrial revival
itself, may lead to a rise in the import demand.
The reasons for the balance of payments diffi-
culties have been changing over a period, for the
Indian economy. In the fifties and the sixties, it
was the dismal export performance along with the
high import demand which led to persistent cur-
rent account deficits. In the seventies, the exports
and invisibles performance improved, but the two
oil shocks led to a deterioration in the current
account situation. The decade of the eighties was
a period of increasing liberalization along with
increasing exports and imports. The increasing
imports were financed out of commercial bor-
rowings. In the current decade, it seems that the
economy’s vulnerability to the oil prices will
remain. The balance of payment situation will
also be affected by the NRI deposits and other
investment flows. When an economy is inward-
looking, it can take external shocks in a better way
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but it develops many distortions which keep the
economy inefficient and inside the production
possibility curve. When an economy opens up, it
exposes itself to the vagaries of the international
environment, though the efficiency of the econ-
omy rises. Thus, though now India has become
much more vulnerable to the external climate, its
potential for growth has increased.

Finally, it may not be out of place to mention
that politics and psychology often dominate
economics, especially in international affairs.
Thus, an economy shouid not only have strong
fundamentals but it should also be perceived as
having such. It is of the utmost importance that
the ‘crisis of confidence’ is avoided and the
decision-makers are seen as capable of taking the
required action, that is, to ensure the high rate of
growth of exports and high rate of growth of the
economy along with its stability.

APPENDIX TABLE

DIRECT IMPACT OF GULF CRISIS DURING 1990-91

Ttem Rs Crores

1. Additional POL Import Bill (Net of POL exports) 3,625
2. Export Loss to West Asia 500
3. Non realization of other export dues from Iraq 205
4. Loss in remittances from Iraq and Kuwait 490
5. Foreign exchange costs of emergency repatriation 360
A Total (items 1 to 5) 5,180
B Total Current Account Deficit for 1990-91 17,368.5
-C Shareof A in B 29.82

Source: Ministry of Finance, Economic Survey, 1990-91, Govemment of India, New Delhi, p. 156.
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RIGHT TO LAND IN CITIES : A SKETCH OF MUMBAI

Suneeti Rao

The Portuguese and the British were the first rulers of Mumbai who noticed its significance as
a naval base and a commercial port. Later, its suitability for the textile industry was perceived.
Consequently, a policy of encouraging and inviting people to settle on the islands, almostinhabitable
inthe early years, was followed. It was expected that with the rise in population, the city would grow
automatically. The city emerged as the commercial and industrial capital of India, but the incon-
ceivable growth of population brought in its trail other problems- congestion and discord regarding
land rights, to mention a few. The paper sketches the history of this discord up to Independence, in
the light of the population growth given in the Appendix Table.

Cities have existed at least for the last 6,000
years. They grew as shelter from besiegers and
enemies. Ramparts protected the inhabitants and
cities developed as cradles of human civilisation.
They were mostly seats of culture and learmning,
centres of trade and commerce and, above all,
administrative capitals of the rulers. However,
few ancient cities were very large. Only one,
Chang’an (meaning enduring peace), the impe-
rial city of the Tang dynasty in China (618-907)
sheltered ‘one million (people) inside the walls
and perhaps another million in the surrounding
satellite towns’ [Wechsler, 1988, Vol. 1, p.
248-249]. Modem cities began growing with the
Industrial Revolution. They grew through urba-
nisation, aprocess involving large shifts of people
from rural to urban settings. Some, like Mumbai,
were developed deliberately by their rulers to
serve specific ends. In 1800, three per cent of the
population of the world lived in cities. By 1900,

' approximately ten per cent of the world’s pop-
ulation was urban. Yet, there were hardly any
sprawling, congesied urban agglomerates. In
1950, there were just 10 metropolitan locales with
population of 50 1akh or more. However, in 1990s
there arc not only about 22 mega cities with
population between 80 lakh to one crore, but also
five or so ‘hyper-cities’, i.e., those over 1.5 crore
inhabitants, which are regarded too large to be
efficient, with congestion rendering critical
infrastructure inadequate and thereby far out-
stripping the traditional urban economies of scale
like higher productivity of urban labour, or other

advantages of urbanisation like acceptance of
modermn knowledge, skills and ideas [Harris,
1993]. Moreover, there are in the latter patterns
of urbanisation other variations from the past.
Natural growth of urban population and not in-
migration appears to be the cause of the current
gigantic rise in most of the urban agglomerates,
for instance, the percentage of population born in
the city was just 23.43 in Mumbai in 1901 [Ed-
wardes, 1901], while it rose to 49.44 in Brihan
Mumbai in 1981, ie., out of the 81,19,000
enumerated, 40,14,000 were bom there [Gov-
ernment of Maharashtra, 1994, Table No. 1.28, p.
118]. The relative young age of the urbanites in
comparison with the rural dwellers may have
added to this growth. In developing countries, the
sheer number of city-dwellers is unprecedented,
staggering even when the rate of urbanisation is
not faster, in comparison with the developed
world. Further, human settlements in larger cities
are spreading out in the suburbs and neighbour-
hoods, eating into the countryside and absorbing
smaller cities and towns. People usually follow
the large and medium industries which, for vari-
ous reasons, move out of the central, older parts
of these cities which, generally continue as
financial and trade centres and, in some cases,
housing small scale industries.

Ancientcities came into being as acooperative
defence against attacking enemies, but modern
cities, whether of the first or the second half of
the twentieth century, have enemies of their own
creation. ‘In modem cities the enemies are still

Suneeti Rao works as Research Fellow in the Indian School of Political Economy. The author wishes to thank Prof. A.S.
Nadkami for his guidance, and the Librarians of the Gokhale Institute of Politics and Economnics and of the Indian School of

Political Economy.



VOL.8 NO. 4

here,but their weaponsare different : dirt, disease,
dacoity, ignorance and, worst of all, corruption’
[Batley, 1934, p. 32]. These observations of the
1930s are still discussed in various forums of the
1990s, rather as the urban problems of environ-
mental degradation, lack of infrastructural basic
amenities leading to intolerably, unhygienic
living and working conditions, giant traffic jams,
violence and crime in the slums, squatter settle-
ments and shanty towns, their forceful eviction
and displacement, the discriminatory treatment
meted out to them and violation of their human
rights. The terminology has changed, but the
essential content remains almost the same. In the
1930s, in a series of lectures under the theme of
Bombay Looks Ahead, problems of the city, such
as unemployment due to closure of about one-
third of Bombay’s textile mills during the Great
Depression of the 1930s and the resulting
hardships for the labour, the plight of the beggars,
the leprosy-stricken, the street children and the
child Jabour were analysed. The social function
of municipal government was viewed as the
management of the affairs of the inhabitants in
such a manner as to make the city healthy, happy
and holy, meaning thereby that the citizens of the
then Bombay should be provided by the Bombay
Municipality (now Brihan Mumbai Municipal
Corporation- BMC) not merely the basic ameni-
ties like water supply, conservancy and sanita-
tion, lighting and maintenance of roads, primary
education and medical relief, but also adequate
living space, gardens and playgrounds and well-
maintained public places, like public halls,
libraries, temples, mosques and churches. The
Municipality was expected to contribute to the
all-round, physical as well as spiritual, develop-
ment of the citizens {Masani, 1934]. Today also,
itis urged in most of the urban policy frameworks
that a holistic approach be adopted to the prob-
lems of the metropolises. Habitat II, the second
major human settlements conference organised
by the United Nations Centre for Human Scttle-
ments (UNCHS) in Istanbul in July 1996, has the
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following objective: “To document, with adegree
of penetration never atiempted before, the nature,
extent and depth of the settlements problems
humanity is now facing in a rapidly urbanising
world; to understand what has gone wrong; to
document and analyze the many good things that
have happened; to identify opportunities; and to
build, on the basis of this new knowledge a vision
of a better world to come that we can all build
together, with full respect for cultural identity’.
Some major global forums of official (govern-
mental) and the non-governmental organisations
(NGOs)were the WorldBank Policy Paper, 1991,
which delineated on ‘Urban Policy and Economic
Development : An Agenda for the 1990s’ and the
United Nations Development Programme
(UNDP)StrategyPaper, 1991, devoted to ‘Cities,
People and Poverty : Urban Development
Cooperation for the 1990s’.

In India, the National Commission on Urbani-
sation [1988], the first comprchensive national
level urban policy statement, perceived and
recognised the contribution of urbanisation in the
development process, and advocated for sus-
tainable and equitable urbanisation. It particularly
stressed the economic and social importance of
the four metropolises, Calcutta, Delhi, Madras
(Chennai) and Mumbai for the country, and rec-
ommended in its Report to declare these as
national cities and invest in each Rs 500 crore.
There can be two views on the question- whether
the contribution of these cities justified such
sizable appropriation of national resources or it
was a case of subsidizing by the country at large.
At any rate, the Planning Commission rejected
this investment recommendation on the ground
that large scale grants are incompatible with the
policy of economic reforms and, together with the
Ministry of Urban Affairs and Employment
(formerly Ministry of Urban Development),
announced in 1993 the Centrally Sponsored
Scheme for Infrastructure Development of Mega
Cities (Mcga City Scheme MCS), the first major
post-liberalisation initiative for tackling the
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problems of urbanisation [Ministry of Informa-
tion and Broadcasting, 1996, Pp. 668-69; Plan-
ning Commission, 1994, para 23.13]. Its salient
features are cost recovery and replicability of
projects. Under MCS, projects are divided into
those (i) where no cost is to be recovered, like
waste management, drainage, sanitation), (ii)
where partial charges are to be recovered through
user charges, like water supply, and (iii) where
full cost is to be recovered, like housing, devel-
opment of new adjacent areas, etc. The select five
Mega Cities - Bangalore, Calcutia, Hyderabad,
Madras and Mumbai identified their nodal
agencies for implementation of the MCS and
prepared their plans on the basis of this outline
for the period covering the Eighth Five Year Plan
(1992-97). Delhi, being financed under the
National Capital Region programme, was
excluded from the MCS.

As far as Mumbai is concemed, in the plan
prepared by the Brihan Mumbai (then Bombay)
Metropolitan Region Development Authority
(BMRDA), an investment of Rs 403.4 crore is to
be undertaken on projects of the first two types,
i.e., some with no cost recovery and others with
some cost recovery component, like bus service,
water supply from Morbe dam, a diagnostic
centre, bridges with tolls, urban renewal, street
lighting, etc. Slum improvement is allocated just
0.5 per cent of this investment while area devel-
opment/ housing 10.1 per cent [Chakravorty,
1996, 25661, notwithstanding the official records
that in ‘1990 ... the number of families who live
in hutments and kachha structures in unhygienic
conditions was estimated to be 8.05 lakhs ...
number of persons around 40 lakhs’ [ Afzalpurkar,
1995, p. 1],and that ‘there is a shortage of 45,000
dwelling units per annum at present’, ‘the prin-
cipal cause for aggravating problems of
improvement of stlums’ [BMRDA, 1995, p. 280},
and, further, notwithstanding the Maharashtra
Chief Minister’s recent revelation that Mumbai is
the only city in the world where people die in
house collapses [Times of India, 1996, p. 5. Out
of the three fundamental needs of humanity, food,
clothes and shelter, it scems the first two have
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never posed nor pose at present any problem in
the city. In spite of appalling poverty, never have
there occurred in Mumbai any hunger deaths. On
the contrary, there are records of hoards of people
swarming in the city during the worst famines
(1824-25, 1877, 1880-85 and 1897-99) in the
country before Independence. For, nature was
bountiful to the islands before (agriculture and
fishing), and later Mumbai experienced ‘com-
mercial delirium of the sixties (1860s)’ [Ed-
wardes, 1901]. After the Industrial Revolution,
Mumbai served as the engine of economic
development of the country. Gopal Ganesh
Agarkarrightly remarked onone occasion that the
wealth of not merely of the Bombay presidency
but of the whole country was accumulated in
Mumbai [Natu and Deshpande, 1985]. But this
very economic development ‘pulled’ millions to
Mumbai and created the problem of shelter.
Shelter may be defined as the physical avail-
ability of a piece of ground with a dwelling unit
furnished with basic amenities, like water supply
and drainage, in order to provide protection from
the nature’s vagaries. Certainly, there are other
connotations of the term, such as peaceful,
healthy environment and freedom from the fear
of being evicted. Such freedom is acquired
through legal means in the form of a right of title
to the shelter. The right may be fragmentary, as
in the case of a rented house where the right-
holder has a right to use it but not to sell it, or a
frechold right in which case the owner has aright
to dispose it of. The present paper traces the
genesis and history of human setlements in
Mumbai and their rights to land and shelter. It is
prompted by the mammoth Slum Rehabilitation
Project undertaken by the Govemment of
Maharashtra for 40 lakh actual occupants having
a photopass and/or appearing in the electoral roll
of January 1, 1995, and staying in slums and
pavements which are censused/declared and
notifiedas ‘Slum Rehabilitation Areas’ inthe past
or hereafter under the Maharashtra Slum Arcas
(Improvement, Clearance and Redevelopment)
Act, 1971 [Development Control Re gulation No.
33(10), Annexure A, appended to Notice under
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Mabharashtra Regional and Town Planning Act,
1966, No. DCR.1095/1209/CR-273/95/UD-11,
dated August27,1996]. Appendix IV of the above
Regulation confirms that under the Project every
eligible occupant’s family (numbering more than
8 lakh) will, in exchange for their present struc-
ture, receive free of cost a residential tenement
havinga carpet arca0f20.90 square m (225 square
feet), in situ and in the same plot, except where it
is required for vital public purpose or it is haz-
ardous. Further, wherever the slums are located
on public lands of the government, BMC and the
Maharashtra Housing and Areca Development
Authority (MHADA), such lands would be leased
to Cooperative Housing Societies of tenement-
holders on 30 years lease renewable for a further
period of 30 years, at the lease-rent of Rs 1,001
for 4,000 square m of land or part thereof. This
inquiry attempts to trace the volatile history of
land and land rights in Mumbai, where such
massive transfer of land rights to the marginalised
is expected to take place in the near future.

EARLY LOCAL HISTORY OF MUMBALT

Itis generally well-established that the present
land mass of Mumbaicomprised, at the beginning
of the Christian era, seven islands- Mumbai,
Colaba, Old Women’s Island, Mazagaon, Mahim,
Sion (Seemva), and Worli- which later joined
together, but remained isolated from the sub-
continent. However, the geological evolution of
western coast indicates that still prior to seven
isles, Mumbai formed a part of the Indian pen-
insula in the remote geological times. At the
beginning of the tertiary era, the deccan plateau
was subjected to volcanic activity, and subse-
quently to successive earth movements. As a
result, faulting occurred along the present west
coast of India and this part was dissociated from
the mainland; in the course of time, the detached
ridge of the western ghats was divided into seven
islands, the biggest- Mumbai- of less than 16
square miles (approximately 45 square km), while
the smallest- Old Women’sIsland- barely of afew
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acres; Travels of Doctor Fryer (1672-81)
describes the smallest island as a ‘litile, low,
barren island, of no other profit but to keep the
Company’s antelopes and other beasts of delight’
{Warden, 1861, para 61]. These islands lay in two
almost parallel rows of ridges with shallow
lowland in the middle. The sea inundated this low
lying part and they were separated from one
another at high tide, while at low tide the entire
region was mucky swarnp [Dikshit, 1961]. Along
with Salsette (Sahasashtee, meaning sixty-six
villages of which Sashd, presently Thane, was the
premier one), the city now forms a part of the
present Brihan Mumbai (Bombay) Metropolitan
Region (BMR), which stretches yet farther to
encompass the following regions attached to the
mainland: (i) Mumbai city district; (ii) Mumbai
suburban district; (iii) part of Thane district,
comprising (a) Thane, Kalyan, Bhiwandi and
Ulhasnagar tehsils, and (b) part of Vasai tehsil;
and (iv) part of Raigad district comprising (a)
Uran tehsil, and (b) part of Panvel, Karjat, Kha-
lapur, Pen and Alibag tehsils. The boundaries
expand up to Vaitarana creck and Tansa river in
the north, along Ulhas river up to the foothilis of
Sahyadri in the east, and up to Patalganga river in
the south; to the west, of course, lies the Arabian
Sea. These boundaries defined under Section3(1)
of the Maharashtra Regional and Town Planning
Act, 1966 were notified through Notification
(GN,, UD,, P.H. & HD.,, No. RPB. 1067-M,
dated June 8, 1967 [Maharashira Gazette, Part
I-B-D.S.p. 997]. They were once again extended
with the setting up of the Bombay Metropolitan
Region Development Authority (BMRDA) on
March 1, 1975 under the Bombay Metropolitan
Region Development Act, 1974. The geograph-
ical areaof BMR is 4,355 square km and encloses
21 urban centres including Brihan Mumbai and
1,102 villages.

In the early years, afew fishermenand boatmen
inhabited these islands which were neglected by
almost all the rulers of Konkan area of which they
were appendage, as people were reluctant to settle
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there on account of their inaccessibility either
through roads or navigable rivers from the sur-
rounding regions, the stiflingly humid climate,
sultry creeks, inundation of large portions during
high tides, and salty, marshy land with intermit-
tent hills, where cultivation was hardly lucrative.
Their significance in those days lay in their
isolation which served as a shelter for fugitives.
From the Mauryan edicts and inscriptions it
appears that Mumbai must have been under the
control of Emperor Ashoka during the period
around 263-229. The Hindu dynastics that
reigned over Mumbai and the Konkan territory
are the Mauryas, Satvahanas, Kshtrapas, Kala-
churis, Shatkarnis, Chalukyas, Rashtrakutas,
Shilahars and Yadavas. The Shilahars (810-1200
AD.) seem to be the first rulers to have taken
some pains for the development of Mumbai. They
belonged to a clan of excellent builders, and
decided to build temples on the islands (Ambar-
nath and Walkeshwar), in order that along with
pilgrims trade and industry and, subsequently,
seitlements would grow on the islands. Mahim
(then Mahikawati) was developed as the regional
capital by one of the rulers. But there are two
opinions as to which ruler exactly- Chalukya
prince Bhimdeo from the Solanki ancestry from
Gujarat or Bimbdeo, the second son of Rama-
deorai Yadav, the ruler of Deogiri (Daunlatabad)?
[Priyolakar, 1956]. Apparently, Gujarat as well
as Maharashtra laid their claim on the develop-
ment of Mumbai even in such remote period. No
wonder, when linguistic state-reorganisation took
place after Independence, both Gujarat and
Maharashtra claimed to be the hinterland of
Mumbai, the former commercial and the latter
geographical, and desired to annex the city. Old
Marathi saint literature, like Bhakia-vijay has a
few references to marine trade on the western
coast carried on through harbours, like Chaul,
Dabhol, Goa and Bhatkal. Goods and wares were
regularly transported on mules rightup to Paithan
and Mungi towns in Marathawada. The then
rulers of the area might have intended to develop
Mahim or Mumbai islands on those lines but,
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since these islands depended on sea-borne trade
even for their basic requirements of food, itnever
happened that way. From the beginning of ihe
fourteenth century, the Muslims came to power
in north Konkan area- in 1318 Mubarak Shah I
from Gujarat governed Mumbai for a few years,
and then from 1348 Malik, the Gujarat King’s
Commander ruled the region for about a century.
However it was the Portuguese who perceived the
significance of the islands immediately after they
landed in India, i.e., January 21, 1509 and
launched a series of attacks to capture them. They
could not succeed but, ultimately, Bahadur Shah,
the Sultan from Gujarat, hardly realising their
strategic advantage as a naval base to keep sur-
veillance over the trading activities of the Euro-
peans and also of pirates on the western coast, or
the commercial importance of the fine harbour of
Mumbai for both coastal and external trade,
conferred the charge of the islands on the Portu-
guese in 1534, '

Mumbai under the Portuguese Rule (1534-1661)

The Portuguese made several attempts to
encourage people, especially affluent merchants,
to settle on the islands. The land was distributed
free to Portuguese officials and to those residents
on the islands who assisted the Portuguese in their
battles with the Muslims. Title rights to suchlands
were granted to them on certain conditions, such
as they paid around four to ten per cent of the
actual land revenue payable to the government,
inreturn, they were under obligation to participate
in the wars waged by the government (Crown) or
aid their war-effort in some other way like finding
trained militia. Thus, the feudal system, then
prevalent in the European countries, was intro-
duced in Mumbai, with the government retaining
the right to military services from such feudal
landholders (lords), called Fazindars.

The Portuguese plans to bolster human settle-
ments in Mumbai did not materialise for two
reasons. Firstly, as seen above, the revenue of the
city was too meagre for the Portuguese toprovide
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the settlers with necessary amenities, particularly
civil supplies during the Monsoons when the
islands were cut off for any communication or
transport. For instance, in 1554, the entire isle of
Mumbai (the area covering Girgaon-
Bhuleshwar-Fort) was leased only for 1432 and
a half Pardaos (approximately (.50 paise) for ten
years to Doctor Garcia-de-Oart, the official
physician of the governor of Goa, for cultivating
Indian medicinal plants, on which he carried out
extensive rescarch {Priyolakar, 1956, p. 25).
Whatever revenue government collected was
utilised for fortification and surveillance pur-
poses. Secondly, the adamant attempts of the
Portuguese at proselytization discouraged people
tocome and settle on the islands. The Fransiscan
missionaries were the firstto arrive in Bombay in
1539, the Jesuits followed in 1548, while the
preachers of the Saint Augustness’ Monastery in
1572. Not only did they induce residents to
conversion through indoctrinaire and through
their laws which were discriminatory, with
privileges for the converts, they also resorted to
convert Hindu and Baudhha cave temples and
places of worship into Christian churches and
cathedrals. Moreover, idol-worship was prohib-
ited on the islands under their control. Conse-
quently, there was scarce growth of population or
development of trade and commerce in Mumbai
during the Portuguese administration of 130
years. Yet, the Portuguese were aware of the
strategic military importance of Mumbai and of
its potential to emerge as a naval base and, in that
sense, were better informed than the Muslims.

Mumbai under the British Crown (1661-1668)

It was the British who were instrumental for the
developmentof Mumbai and thus arose the claim
that Mumbai is a colonial creation, They desired
to control Mumbai with the thought of developing
its harbour as a sea-port for marine trade. The
resident Portuguese governor of Mumbai was
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aware of this possibility, but their revenues were
allocated to aid construction of churches, instead
of docks, under the orders from the Crown of
Portugal. The British East India Company, in
coliusion with the Dutch, invaded Mumbai in
1626, with a design of joint suzerainty over
Mumbai along with the Portuguese. They landed
on the island but, for some reason, retreated
forthwith. The Court of Directors of the Company
thought it wiser either to buy the islands or to
manoeuvre the cession of Mumbai through dip-
lomatic channels, rather than through armed
conflict and, accordingly, managed to get
included into the treaty of marriage between the
British King and the Portuguese Princess a clause
about handing over Mumbai to England (Article
11) [Vaidya, 1931, Pp. 1-2]. The original resi-
dents of Mumbai, the fishermen and the boatmen,
and the Indian immigrants from Deogiri, Paithan
and also Gujarat figured nowhere in such mach-
inations of the foreign powers and had norightto
decide their fate.

As a result of the treaty, the island and harbour
of Mumbai were ceded in full sovereignty to
England by Portugal on June 25, 1661. However,
the Portuguese evaded cession and the actual
charge was handed over as late as on March 18,
1665. There was difference of opinion regarding
the interpretation of the terms of the treaty- the
Portuguese interpreted it as comprising only one
Mumbai island of the seven islands and not its
dependencies, while the British expected the
inclusion of not only all the dependencies situated
between Mumbai and Vasai but also the islands
of Karanja and Sashti (Thane). The dispute not
only caused great hardships to the British (Sir
Abraham Shipman, Flect Commander, and a
greater part of his troops who had arrived along
with the Duke of Marlborough in India to take the
charge of Mumbai died and the Duke returned to
England in despair) but also compelled Ship-
man’s secrelary, Cooke, 10 accede toa treaty with
the Viceroy of Goa in November 1664 on terms,
as the latter would grant. Since this particular
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treaty, known as Cooke’sConvention, was signed
and the island was taken possession of ‘without
the King’ s rights (1o lands) being ascertained, or
a statement given of the extent of them as trans-
ferred to the Crown of England’ [Warden, 1861,
para 12}, it turned out to be the bone of contention
for a large number of title disputes of estaies on
the island for several ycars to come. Its non-
ratification by both the countries led to further
confusion and irregularities in matters of taxation
of landed properties- whether the Company had
the right to increase land-tax.

No doubt, Cook acceded to the Convention in
a desperate situation, but the later events raised
suspicion whether ‘he had notexamined the rights
to the lands, held of the Crown of Portugal by the
inhabitants, or had considered that the ascer-
taining of those rights (later) would become a
source of emolument to himself’ [Warden, 1861,
para 18]. An inquiry into Cooke’s conduct and
proceedings, instituted in November 1666,
exposed a number of malpractices indulged in by
Cooke. It was found that, instead of paying the
revenues into the government treasury, Cooke
‘had exhorted 12,000 Xeraphins® from the
inhabitants, and converted it to his own privaie
use. ... some of the best estates in the island
refused to pay rent, and produced titles which
could not be disputed, though believed to be
fictitious’ [Warden, 1861, para 12]. Apparently,
awarding valid titles (documentary evidence of
possession) to landed properties was an illegal
source of income for the awarding authorities of
the government even in those faraway days!

Since the revenues of the islands were insig-
nificant, in 1667-68 75,000 Xeraphins, i.c.,
£6,490 17s.9d. [Warden, 1861, para19], the King
of England considered Mumbai an unprofitable
and chargeable possession and leased it in per-
petuity to the London East India Company on an
annual rentof £10in gold due on 30th September
each year, by an instrument of His Majesty’s

Ashrafi

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

OCT-DEC. 1996

Royal Charter, dated March 27, 1668. This was
the first actual possession of the Company in
India. It enabled the Company to carry on inde-
pendently its operations on the Indian soil. The
King granted the Company the port and island of
Mumbai withall therights, “profits,and territories
thereof, in as full manner as the King himself
possessed them by virtue of the treaty with the
King of Portugal.... (and one of the terms of the
Charter was:) All subjects born in Bombay were
to be accounted natural subjects of England’
[Warden, 1861, para 14]. This link facilitated the
realisation of the future designs of the Company
to develop Mumbai as a commercial centre and
integrated it with the world capital system.
Mumbai was to function as an instrumentof both,
British trade monopoly as well as territorial
imperialism and colonialism. The British had
maintained their warehouses at Surat since 1612,
yet they had to face competition from the other
European powers and harassment and exactions
by the customs officials of the Mughals. Finally,
the fear of Surat being pillaged and plundered by
the Marathas induced the Company to withdraw
from Surat in 1712 and shift to Mumbai and
develop it as a colonial city, a seat of trade. Of
course, after the Industrial Revolution Mumbai
emerged asa textile city, but that was entirely due
to indigenous efforts and despite the hurdles
created by the imperial government.

REIGN OF THE EAST INDIA COMPANY (1668-1858)

Of the several directives the Court of Directors
of the East India Company issued for the
administration of Mumbai, one issued in 1669-70
regarding the claims of the individuals to lands
on the island decreed that all claims to lands
acquired posterior to 1661 were to be held tohave
proceeded from an imperfect right to title and
tenure. During 1669-70, two Courts of Judicature
were formed to deal with disputes, the inferior for
cases involving amount up to 200 Xeraphins,
while the other, superior, for hearing all the

*an old Portuguese coin, exchanged at the rate thirteen Xeraphins for 22s. 6d.; the word is derived from Arabic Xerifi or
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remaining matters as well as appeals. Its decision
was to be final. These Courts were to meet
regularly once a week. The British legal system
was thus formally ushered into India and a sem-
blance of justice being done to the populace was
brought about. But, the very person who set up
these Courts, Gerald Aungier, the then Governor
of Mumbai, had no compunction to evict fisher-
men and, that too, for protecting the landed
property-holders. ‘(A)s the claims for rights to
lands near the town had been numerous, he had
removed the fishermen to some distance, and
intended to build houses on the ground where their
huts stood, but it would require time to adjust the
foundations of the rights to lands before houses
for the settlers and merchants would be erected’
[Warden, 1861, para 23].

Under the feudal system introduced by the
Portuguese in Mumbai, the practice was that the
native inhabitants paid no rent nor tax but ren-
dered military service either personally or
through substitutes; they were bound to do so by
their land tenure, then common in every colony
in India. However, the inhabitants of Mumbai
paid one-fourth part of the profits of their lands
as a quit-rent to claim exemption from military
service. When it was proposed in 1671 to levy a
general tax on agricultural land, a compact,
known as Aungier’s Convention, was agreed and
signed on November 12, 1672 between Governor
Aungierwith his Council and 120 of the ‘eminents
of the Povo (people, parishioners or inhabitants)
in behalf of the whole Povo of the isle. ... and
confirmed on the 16th July 1674’ [Vaidya, 1931,
Pp. 8-9]. The people of the island were anxious
to get their titles to their immovable properties
distinctly determined by a regulation and thereby
toput a final end to all claims, pretences, and law
suits between them and the Company in such
matters. For that they were willing to make a
pecuniary compromise- 20,000 Xeraphins to be
paid annually at three payments into the Com-
pany’s treasury. For raising this sum, pcople were
at liberty to appoint such persons as they think
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honest and fit for the proportionate valuation of
all estates and lands and for collecting and paying
the sum into the Company’s treasury. Thus, the
inhabitants had their possessions secured, except
when required for building cities, towns and
fortifications, when reasonable compensation
was to be paid to the proprietors. However, the
Convention did not distinguish between quit-rent
paid in lieu of military service and pension
(derived from pancdo, a Portuguese term for
payment made for the enjoyment of land, or a
premium paid as compromise in the case of a
doubtful tenure; however, according to some
historians, pension, derived from Urdu peshcush,
is a kind of agricultural tax on land computed at
so much per wheel for irrigation). Although the
inhabitants took it as payment for the defence of
the isle, yet the Company specially reserved for
itself all rights, privileges and immunities which
formerly belonged to the Crown of Portugal of
foras (quit-rent) and royal rents of whatever
natare or condition. Thus, about a hundred prin-
cipal landowners on the island were required to
raise and maintain during 1676-77 amilitia of 600
men.

During the period 1688 to mid-1690, Siddi
Kasim invaded Mumbai and took possession of
Mahim, Mazagaon and Sion. The British were
besieged in the town and castle. Those who
deserted the British or refused militaryaids during
the invasion, in fact, forfeited the right to their
land, as per the Convention. Yet, in order to make
Mumbai the centre of the British trade in the
western India and 1o raisc the revenues for that
purpose, their lands were restored on the ground
that they had not actively assisted Siddi in the
invasion and on payment of one-fourth partof the
produce for the firstyear as a fine [Warden, 1861,
para 55]; according to other records, however,
one-fourth of the value of the estate had to be paid
as fine for the restoration of the title [Vaidya,
1931, p. 10]. The Jesuit College at Bandora
(Bandra) held extensive lands and also the title
rights which they had to forfeit for assisting Siddi
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Kasim during invasion. The invasion, war and the
plague which followed depopulated the island
and left many estates without tenants. Gentoo
(Hindu) soldiers, placed on half pay, were
assigned most of them, with the Company
receiving half the produce.

From 1674 onwards, a considerable portion of
the Company’s land was alienated under orders
of the Company’s Court of Directors issued in
1668-69, 1679-80 and 1690-91, to invite people,
merchants, particularly diamond merchants, and
manufacturers for settling on the island and also
for increasing population and cultivation. Yet
there is no record of lands being allotted to new
settlers under any specific leases since the con-
clusion of the Aungier’s Convention until 1718,
But the population did increase (Appendix
Table). The new tenants presumably held their
lands as feuds at the will of the lord under an
implied obligation to render military service
when required. Thus, the mode in which the
Company had permitted individuals to occupy
land had converted public property into private
property and the Company had forfeited whatever
right they might have possessed (on cession in
1661) to resume lands or to alter the tenure which
custom had established.

Because of the paucity of funds for defence and
other purposes like maintenance of a mint, post
office, insurance office, etc., a progressive duty
of 1s. to 25.6d. was imposed on every house in
Mumbai from 1688-89. In 1718, the feudal tenure
came to an end when the pre-capitalist form of
rent (military services of the tenants) were sub-
stituted by a tax (quit-rent) imposed on all
inhabitants within the town walls (Fort- the
fortified area where the Company’s factory,
warehouses and trading establishments were
situated), in order to reimburse the Company a
part of the expenses incurred in fortifying and
securing the town. However, it is not clear how
the introduction of the quit-rent in Fort area alone
redeemed the Company’s rights to military ser-
vice from the tenants in every part of the island,
specially reserved under Aungier’s Convention.
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Possibly, the levy of this rent in the Fort was
adequate for defence. Again, on what principle
this tax was levied is not known but it had to be
reduced to half in 1720 because of protests from
the inhabitants and also because several of them
built houses outside the town walls to avoid
paying it. However it was extended to all houses
within canon-shot of the town walls, to maintain
the level of revenue. The quit-rent was levied ‘in
a manner entirely unascertained, whereby some
people have been prejudiced and others favoured’
[Warden, 1861, para 75]. As aresult, the quit-rent
was equalized (modified) in 1731, and an addi-
tional quit-rent of six reas (Re 1 =400 reas) per
square yard for lands acquired after 1731 was
levied from all inhabitants- British and the
indigenous citizens. The latter, the true right-
holders of Mumbai, had to pay an additional
ground rent of five reas per square yard, while
still others with a doubtful title paid, additionally,
pension. Attempts were made to prevent Indians
from gaining a foothold in Fort. But the colonial
rulers never succeeded in keeping the Parsee and
Baniya merchants out. Still, there emerged an
informal segregation- Indians in the northern
while Europeans in the southern parts of the Fort,
like Malabar Hill- ‘a conscious residential sepa-
ration along broad ethnic lines’ [Kosambi, 1986].
Strangely, Indians owned land and constructed
houses in the southern area, yet hardly any Indian
resided there; most of the houses were rented to
Europeans, and their Indian owners preferred to
live in the northern parts along with their own
communities, Even the Parsee Panchayat (a body
governing the social conduct of the Parsees, the
most progressive community then among the
Indians) thought it ‘anomalous ... to live in such
an out of the way locality’ [Farooqui, 1995, p.
2753]. Since 1731, the colonial rulers tried to
establish the Crown ownership of the land then
occupied and to prevent irregularity in the col-
lection of quit and ground rent. Accordingly,
leases for 41 years, renewable on paying a fine of
half year’s rent of the said property, were intro-
duced in 1733. However, this system of lease was
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atotal failure. The Collector’s rent-rolls show that
rent was collected at different rates on lands
outside the town wall- 15, 30 and 45 reas per
single yard- until 1792 when a uniform rate of 30
reas per single yard was introduced and in
1804-05 itwaschanged to 11 reas per square yard.
Single Yard is a measure unknown today. Even
in 1813 it wasunknown to Dickinson, whorightly
remarks that ‘no two measurements in the old
rent-roll can even in a remote degree be recon-
ciled’ [quoted from Vaidya, 1931, p. 121.

Also, in order to control the building activity
within and without the town walls, two measures
were taken: (i) in 1731 mensuration of the ground
within the town walls was made with the help of
Captain W. Saunderson, and it was resoled that
all choosing to build within the town should get
the approval and licence to do so by paying a
licence fee of Rs 2 for stone and mortar houses
covered withtiles and others covered with cadjans
Re 1; and (ii) a regulation was brought in force in
1739. As a result, no house was allowed 1o be
built within the distance of 400 yards from the
town wall, also no house was allowed to be built
or repaired within the walls (Fort), without per-
mission of the government Engineer and Land
Paymaster. From March 1754, it was necessary
toenter the name of the person purchasing a house
within the walls in the Collector’s office before
entering the premises. However, most of these
measures proved futile, with the landholders
disregarding the governmental orders and the
government failing to take up follow-up action
and exact at least penalty for the infringement.
The *salt batty lands’ (reclaimed lands) were let
to Kunabis (land tillers) on nominal rent but on
conditionof their improving these lands. In 1740,
farming lands were letat 4 reas a bur ga (60 square
yards) and in 1751 a system of letting batty lands
to farmers, initially for seven years, was intro-
duced. Under the system farmers were allowed to
take taka (share of the produce) from the Kunabis,
but held responsible to pay thie rent to the
Company. This system was abolished in 1800,
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owing to its disastrous effects on the Company’s
rights,

The main events in the 1and administration of
Mumbai during the second half of the eighteenth
century were (1) introduction of a tax of 10 per
cent on the produce of all the landed estates on
the island in 1758; (ii) vesting of the Mazagaon
estate in the Company in 1758 through a judge-
ment of the Mayor’s Court, although the estate
was originally granted by the Portuguese in
perpetuity to the heirs of the landholder for his
services; (iii) the Inam grantof extensive lands in
Parel to the Wadia family in 1783 for their
pioneering ship-building activities; and (iv)
Proclamation of 1789 to renew the rights of the
Company and to prevent the tenant farmers on

-batty lands from erecting buildings or structures

of any sort.

The greatfire of 1803 consumed aboutone-third
of the town within the walls and a committee,
known as Town Committee, was appointed to
prepare a plan for rebuilding the town and to
ascertain the right of possession of the property
in the areas laid waste by the conflagration.
However, its plan was successfully frustrated
through legal means by the wealthy inhabitants
whose estates were affected by the provision for
new streets made in the plan. The Company was
able to just take a portion of their ground for
widening the existing streets.  Further, the
Company agreed to pay compensation for the
losses sustained by fire, but not the full com-
pensation at market rate -which the inhabitants
wanted. Nor was equal compensation paid
uniformly. The records show that onmly the
influential and wealthy landholders paying pen-
sion as well as those useful to the Company in
some manner were fortunate to receive
compensation, thattoo at varying rates depending
upon their influence with the authorities. There
was an Anglo-Baniya alliance, and less conflict
between the colonial rulers and the indigenous
moneyed classes. For, the Bombay Presidency
(constituted in 1708) was a deficit establishment
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and money had to be transferred from Calcutta to
support their civil and military activities on the
western coast until about 1820s. The deficit for
1801-1802 was approximately Rs 90, 25,000.
Recourse to local credit was inevitable and dis-
counting Bengal bills of exchange was a major
enterprise for the wealthy indigenous
money-lenders. That is why the indigenous resi-
dents of Mumbai were almost always successful
to some extent in manipulating the colonial
decisions regarding taxes or restrictions on
indigenously owned property, or enforcement of
building regulations or, most important, verifi-
cation of their titles to landed property (two
significant  instances  discussed  later).
Enforcement of laws was not always possible for
the British and there was connivance of illegality.

As a fall-out of the resistance of the Fort
residents to improvement of the town destroyed
in fire, the Company cleared in 1804 the Espla-
nade to the extent of 800 yards from the Fort and,
further, resumed the ‘salt batty grounds’ for
accommodation of the inhabitants displaced from
the 800 yards limit. The Company’s right to
resume such lands as had title deeds registered in
the Mayor’s Court in as far back as 1775 was
validated in a law-suit by the Court of Recorder.
Yet it is observed in the judgement that in such
cases of resumption where an adequate price has
been bona fide paid, ‘the unwary occupants may
not have regular conveyance enabling them to
maintain possession in a Court of Law, but they
have to allege a tacit acquiescence, a presumptive
right, which, in the eye of conscience and
morality, gives them almost an equal claim ...’
[Warden, 1861, para 161].2

In the light of the above decision, the then
Advocate-General Thriepland recommended
certain measures to assert the Company’s rights
all over the island, such as (i) to undertake ‘a
regular survey of the island followed by an
examination of the several tenures’; (ii) to reduce
to some uniformity ‘the various kinds and
denominations of rent which are now the source
of confusion’, as the differences in land upon
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which the distinctions were founded no longer
existed; (iii) to increase the returns from the
island; (iv) to replace as far as possible the
tenancy-at-will, inconsistent with every principle
of sound policy, ‘by the introduction of leasehold
tenures for a term of years’; (iv) to print receipts
for the different kinds of the Company’s rents in
a particular form, with the body of the receipt
having a clause sub-joined or prefixed in native
character (vernacular script), explaining the type
of land tenure, the restrictions on occupants, the
Company’s powers and rights, etc.; and (v) to
declare, on every occasion of registration of asale
of land, that the Company’s rights would not be
infringed, and remain altogether unaffected by the
sale. However, when the new form of receipts
with insertion suggested by Thricpland was
introduced, the receipts were rejected and, con-
sequently, collection of rent was in arrcars for so
long a time that the government had to expunge
the new clause.

‘When Munro the Collector of Land Revenue
raised the rents on the ‘sait batty lands’ to the
extent of one-third of the produce in 1813, the
holders strongly resisted the move and paid
nothing more than the existing rent. When their
case was submitted for Advocate-General
Macklin’s opinion, he 0o agreed with Warden
and pointed out that the evidence confirmed the
fact that ‘the native land-holders of Bombay of
every denomination were originally invited to
settle in the island under the idea that the land
allotted to them was given in perpetuity. That this
was atleast an implicit, if not an express, contract
appeared to him equally clear from the various
transfers of property that had since then taken
place with the knowledge of Govemment,
amongst which were to be found many purchases
by Government itself from the very same tenants
who were denominated tenants-at-will’ [Vaidya,
1931, p. 26]. Macklin, in fact, believed that the
Company had no right cven to increase the rent.
The Company’s Court of Directors accepted the
opinion and directed in 1815 the then government
of Mumbai to allow the possessors to consider
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themselves as owners in perpetuity, subject to the
payment of their present rent and also subject to
the burden of maintaining the vellards erected for
their defence against the sea in thorough repairs.
But these directions were not carried out and
amendments were suggested to the arrangement:
while issuing grants in perpetuity rents for the
future should be fixed at the highest of the existing
rates, i.e., 14 reas per burga, and a clause should
be inserted stipulating that in the event of any
portion being hereafter required for military or
other public purposes, compensation would be
paid to the owner for the value of the improve-
ments like buildings, trees, wells, etc., and not of
the soil itself. Moreover, the arrangement was to
wait, until the survey of the island in progress was
completed. In the meanwhile in 1814, a new
system of granting lands under sanad was intro-
duced, superseding the former ‘allotments’ and
- ‘permits’. Sanads were clearly descriptive of the
nature of the tenure and the conditions under
which their grants were made. At the beginning,
grantees under sanads were mere tenanis-at-will,
subject to eviction and also to raises in rent at the
pleasure of the government. In 1823, there was
modification in the sanads, by which the grantees
received better protection. Under the modified
sanads, the government had a right to evict only
for a public purpose and that too, only after,
paying just compensation for the buildings and
other improvements made on the ground.

The Land Revenue (Bombay Town) Regulation of
1827

When the survey was completed in 1827,
BombayRegulation,No. XIX of 1827 waspassed.
It incorporated the principles on which the land-
revenue was to be assessed and collected and
confered on the Company government
legislative authority to levy certain taxes and fees
and also to attach and sell by auction any land on
which revenue was due equally with other prop-
erty of the defaulter. Under the Regulation, it was
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necessary to give notice to the Collector of
Bombay of all transfers of land subject to quit or
ground rents, and failure to do so would incur
penalty. Based on the provisions of this Regu-
lation, the Bombay City Land Revenue Act was
passed later in 1876.

A Rent Commitiee was appointed in February
1837. Its terms of reference included revision of
the rates of building ground rent payable to the
Company, assimilation of the diversity in them,
and verification of the right of the cultivators of
salt batty lands to dispose them of as building
ground, without the governmental sanction. The
Rent Committee recommended as follows: (i) the
lands on the whole island should be divided into
three types (a) building sites, held as frechold or
private property, payinga tax, called ‘Pension and
Tax’, at the rate of 3, 6 and 11 reas per square
yard, depending on the locality where the site was
situated, (b) sweet batty grounds rented for cul-
tivation, paying foka,really, arent inkind- a share
of the produce equal to half the gross annual
produce commuted into money at the market price
of the day of payment, and (c) salt batty grounds
reclaimed and rented for improvement and cul-
tivation, paying foras (quit-rent) at the low rate
of 4 t0 9 reas per square burga; (ii) the Company
should assert its right of ownership over the foras
lands and actually resume the foras ground to the
south of the Bellasis Road paying compensation
at the rate of five years’ foras plus gratis building
sites in other parts of the island, in proportion to
the 1ands held. In the case of lands lying to the
north and east of Bellasis Road, the rate of
payment of foras should be raised so as to
approximate the toka rents, and also the holders
should be debarred from using ordisposing of any
part of the land as building site without the prior
sanction of the government. The government,
however, considered the recommendation
regarding the salt batty grounds inconsistent with
the principles of mild governance [Vaidya, 1931,
Pp. 29-321.

Since 1841, there was a decade Jong contest
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between the Company and the holders of the salt
batty lands. In view of their undisturbed adverse
possession for 20 to 60 years and more, they
claimed their lands as their own, inheritable and
held in perpetuity subject only to payment of
nominal quit-rent. Hence, a memorial signed by
700 such holders was submitted to the govern-
ment with the following demands (i) not to
acquire any land occupied directly or derivatively
through a succession of generations; (ii) to restore
the lands so far restored; and (iii) not to demand
any other than the ancient rate of taxation on foras
orsalt batty lands. The then Advocate-General Le
Messurier held that the claim of the memorialists,
if litigated, would succeed and that the govemn-
ment as the original 1andlord of the soil had no
power to increase the rent received from the
memorialists. Any increase would have to be by
a way of a tax through a law enacted for the
purpose. As a result, the government conceded
the ownership rights to the holders of the salt
batty grounds, except where the grounds were
required for public purposes, like roads and tanks,
through a legislation- the Foras Act, No. VI of
1851. Thus, the Company’s rights in lands paying
foras were extinguished from and after July 1,
1851. The main reason for the Company giving
up its claims was, however, more political than
legal, namely, to avoid unrest on the island. By
the end of the eighteenth century, there was
gradual transformation in the use of lands in
Mumbai- the single land mass, that had by then
formed out of the five largest islands of the
original seven. More and more land was used for
housing and dwelling units, with a decline in
cultivated lands.

Again, in order to further the objective of
developing Murmnbai as a prime maritime port, the
Company government passed in 1853 the Shore
Nuisance (Bombay and Kolaba) Act. It empow-
ered the government to remove any obstructions,
encroachments, and impediments below the
ordinary line of high-water at monsoon tides
which affected, or were likely to affect the navi-
gation of the port. Moreover, the government was
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not answerable for any damage caused while
removing obstructions and encroachments, and
the sale proceeds of the materials from the
encroachments removed were to be forfeited.
From the end of the eighteenth century, both the
commercial prosperity and population of Mum-
bai surged ahead due to various reasons: (i) The
decline of Surat’s unassailable status as the major
centre for foreign trade, brought about by the
silting of the river Tapti (on which Surat is
situated), frequent raids by the Marathas, and
weakening of the Mughal empire, helped the rise
of Mumbai. (ii) The ship-building industry in
Surat shifted to Mumbai in 1735 and developed
extremely well. (iii) Exports of raw cotton to
China from Mumbai rose as a result of lowering
of duty on tea through the British Commutation
Act of 1784. The increased tea imports from
China were supported by the cotton exports.
Nevertheless, not cotton but opium exports were
responsible for Mumbai’s commercial break-
through. ‘(T)he rise of Bombay coincided withan
‘opium miracle’ [Farooqui, 1995]. The Drug
Barons of Bombay, having invested large
amounts of money in opium trade with China,
circumvented the restrictions (placed by Bombay
Regulation I of 1805, at the instance of the
supreme government at Calcutta) on exports of
opium from the western coast of India. The then
Bombay government too did not favour these
restrictions for loss of revenue. Both, the
administrators and the elites had a vested interest
in abolishing the restrictions, which were uiti-
mately removed in 1831. (iv) When the Marathas
(Peshwas) were conclusively defeated in 1817,
Mumbai became the administrative capital of the
western regions under the British rule. They
acquired more and more lands until 1858 when
the rule of the Company ended. By then the
Bombay Presidency extended to Maharashira,
Gujarat, Sindh and later very soon Karnataka.

TR ANSFER OF MUMB AI UNDER THE GOVERNMENT
OF INDIA ACT, 1858



VOL.8 NO. 4

All the territorics, including Mumbai, under the
Company'’s rule until 1858 were transferred to the
Crown trough the Proclamation of November 1,
1858. Immediately, Showell, the Collector of
Mumbai, was asked to consider the advisability
of raising rents on the island {Government Res-
olution, No. 3616 dated September 7, 1859]. In
his report, No. 109, dated February 24, 1860,
Showell discussed the landed rights of the gov-
ernment indetail. He came to similar conclusions,
as drawn by Warden, that though the Company
government had on occasions exercised its pre-
rogative 1o raise rents, ‘the practice has rather
been to increasc these rents only on some very
pressing emergency. ... I do not think that the
mode of adjusting them (rents) would be a matter
of any perplexity, as nothing of a classification of
soils and their productive powers is required as in
the agricultural districts .... the 6 pic rate per
square yard might be laid on ground occupied by
buildings; ...’ [Vaidya, 1931, p. 37]. However,
the Census taken on February 21, 1872 reports
that ‘in the Konkan ncarly all the land is gov-
emment (land); its minimum proportion being
93.96 in Bombay city’ (emphasis added). The
government land was 13,355 square acres (8,423
square acres arable, assessed and occupicd while
4,923 unarrable and unassessed) as against 874

square acres of /nam lands out of the total 14,229

square acres stretch of the city. The assessed and
" occupied government lands brought a total rev-

enue of Rs 86,857, i.e., Rs 11-a.10-p.8 per acre
perannum, the highestin the whole of India under

the Company’s rule in those days [Census, 1875].

Thus, though minimum as comparcd to other

districts in the Konkan, the government lands in

the town and island of Mumbai appcar to be
substantial. But, it is not certain, for Showell
alludes in his observations to land ‘what is
expressly styled Government land (emphasis
added). But alarge portion of the istand comprises
"private land" such as that paying Pension and
Tax’ [Vaidya, 1931, p. 381
Showell suggested the application of a building
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ground rent. There were total 31,447 houses in
Mumbai in 1872, of which 23,882 were of the
better sort, and housed 75.94 per cent of the total
644,405 inhabitants, whereas mere 1 1.62 per cent
of the total 16,228,774 population of the entire
Bombay Presidency lived in houses of the better
sort, which are defined in the Census as pucka
houses- masonry, tiled, constructed of stone,
burnt bricks, chuna, elc., as against kutcha
houses- other than masonry, thatched, hovels,
with mud-walls or sun-dried bricks, etc., which
were designated in the Census, as houses of the
inferior sort. Still, ‘(n)o absolute rule can be laid
down as to what houses are of the better sort, and
what of the inferior;...." [Census, 1875, Table I1I,
Compilation Tables].

During the 1860s, steps were taken to dismantie
the ramparts on the island, and to finalise plans
for construction of roads, drainage, water supply,
elc., and also plans for appropriation of the space
available for buildings. Some of the government
land was disposed of on lease for 999 ycars, The
lessees (Icase-hoiders) were required Lo construct
buildings ‘in a substantial and workmanlike
manner’, within three years from the date of lease
agreement, to get building plans approved by the
government, to maintain the buildings in sound
repairs, and to insure them against fire and other
disasters.

The Bombay City Land Revenue Act of 1876

The preamble to this Act states the following
objectives: to amend the law relating to the
assessment and collection of the land revenue; 1o
provide against encroachments upon public
property; to ensure the survey boundary marks;
and othcrwise to improve the existing land rev-
enue administration in the city of Bombay. The
survey mentioned here is  the Bombay
City-Survey, 1865-1872, popularly knownas the
Laughton’s Survey (discussed later). The Act
repcaled the Land Revenue (Bombay Town)
Regulation of 1827, but adhered to its main
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principles. The Act was amended scveral (17)
times, before it was repealed in 1966; yet its
provisions form a part of the Maharashtra Land
Revenue Code, 1966.

The revision of the assessment on the toka or
sweet batty grounds was undertaken in 1879, as
the rate of commutation (Rs 20 per moora = 20
scers) was not raised since 1837. The land on the
island was used for diverse purposes, like growing
rice, gardens, buildings, stone quarrics, grazing
grounds, and for earth to be removed for recla-
mation, also there were frequent changes in the
use patterns. The then Collector of Mumbai,
Arbuthnot, observes: ‘It isimpossible in Bombay
tocharge diffcrent rates for rice land, gardenland,
building land, grazing land, &c. The rice ficld of
to-day is built on to-morrow and the most regular
and equitable system appears to be to place one
low uniform rate on all land as thc Crown
assessment, guaranteeing the rate in perpetuity or
for 50 years, as Government may decide’ [Vai-
dya, 1931, Pp. 41-43]. The scheme proposed by
him and sanctioned by the government in August
1879 prescribed varying rates from one-third pie
to one pie per square yard in different localities
and the owners were left to do what they liked
withtheir land. As aresultof thisrevision, several
revenue suits were filed and pursued up to the
High Court. But the High Court decided the
matter in favour of the government [Shapoorji
Jivanji v. The Collector of Bombay, Indian Law
Reports IX (Bombay Series) 483]. The govern-
ment’s right to increase the assessment over toka
lands was upheld.

The government was always eager to take its
share from the prosperity of the town and its
citizens. Hence a committee, Leases Committee
was appointed to consider and report on (i) the
terms for which leases should be granted, and (ii)
the principle on which the ground rent should be
determined. The Committee’s Report, submitted
in February 1892, was divided into : (i) Disposal
of occupancy rights- the Committee advised that
when the value of the lands to be disposed of was
not known, it should be auctioned, whereas larger
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and valuable lands should be given by asking for
tenders. (ii) Fixing of ground rents- ground rent
should be limited to two-thirds of the full value
of the land and the remaining one-third should be
realised in a lump sum as occupancy price. Any
increase in rents during the term was disapproved
by the Committee. (iii) Term of the lease- the
Committee suggested a 99 years’ term. (iv)
Renewal of the lease- one renewal was recom-
mended in the case of 50 years’ building lease.
(v) Treatment of improvements- stipulations for
maintaining the improvements (structures) in
good repair and vacating them on expiry should
be limited to 99 years’ leases, but not in the case
of 50 years’ Icase-holders who should be allowed
to remove their improvements (structures). And
(vi) architectural stipulation- the government
lease-hold land should be classified into two
types: (a) important sites requiring special style
of building, e.g., those on the Esplanade, Marine
Lines, etc., and (b) other sites ruled under the
municipal building regulations. From June 1893,
these reccommendations were implemented with
the modification that the amount of annual rent
per square yard was neither to be less than
one-third nor more than two-thirds of the esti-
mated value. It was expected to give agood rental
and also to have adcquate incentive tobidding for
lands. It formed the basis of the land revenue
policy of the government for a long time.

The Bombay Act Il of 1888

In 1792, the epidemic of plague depopulated the
city of Mumbai to a great extent. After the
disaster,an Actof (British) Parliament was passed
in1797 1o provide for the first time Justices of the
Peace for the three cities in India, Bombay
(Mumbai), Calcutta and Madras (Chennai). They
were assigned the task of maintaining the streets
clean and were authorised to collect tax for the
purpose. The local history of Mumbai is replete
with such instances of fire-shooting. Certainly,
there was no question of over-urbanization or
scarcity of land in those days, when this colonial
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city was just being anchored, developed and
founded by the British to emerge as the future
Manchester of the East. Yet, the Census Report
of 1901 refers to plague as ‘the annual hardy’
which took a heavy toll of life and caused large-
scale temporary migration intermittently during
the eighteenth century.

In 1865, a body corporate with perpetual suc-
cession, common seal, power to hold land, etc.,
was created by the Bombay Act1I of 1865. It was
the first municipal corporation of Mumbai. The
Act of 1865 was amended in 1872 1o increase the
strength of corporators to 64, out of them 32
elected by land tax-payers, 16 elected by the
Justices of the Peace, and the remaining 16
nominated by the government. The City of
Bombay Municipal Act, Bombay ActIIIof 1888,
i.c., the present Brihan Mumbai (Bombay)
Municipal Corporation (BMC) Act, was passed
to provide for introduction of building bye-laws-
stipulations and rules- for constructing buildings.
and providing sanitary facilities. The Act was
amended several times since then. The tenants
who paid rent not less than Rs 10 were allowed
tovote by the amendmentof 1922. Thus, the local
government in Mumbai acquired some demo-
cratic character.

The distribation of buildings according to their
functional use was changed between 1881 and
1911. In 1881 the vast majority of buildings of
the city (88 per cent ) were used for residential
purposes while in 1911 the figure declined to 59
per cent [Kosambi, 1986, p. 84]. The chawls- the
poorest form of multi family housing, which
provided ‘warchousing, rather than housing’-
consisted usually of single rooms, of 100 square
feeteach [Dalal, 1930]. The BMC Actintroduced
for the first time certain building regulations, to
check congestion and unruly growth of the city.

In1914,in view of the buildingson government
lands being defaced by objectionable signs, it was
decided that all leases should contain a clause
requiring all sign boards, sky signs, advertise-
ments, hoardings, etc., to be approved by the
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government. From 1918 all leascs of government
of lands required that the plans of any building to
be constructed on such lands should be approved
by the Consulting Architect to the government
and not the BMC alone.

After the World Warl, there came a land-boom
in Mumbai 1919, because of the great advance-
ment of trade and industries during the war. Land
and houses in Mumbai were in great demand.
Hence, the government planned following
schemes: 1. Reclamation of Back Bay, 2. Con-
struction of low-cost dwellings for the weaker
sections (lower classes), 3. Opening up of the
suburbs for the middle classes, and 4. Opening of
large areas for setting up satcllite industrial towns.
The rate of ground rent was also raised in 1920
from 4 per cent to 6 per cent of the value of the
land butitwas again reducedto5 percentin 1925.

The Bombay City Improvement Trust

The Bombay City Improvement Trust was
formed under the City of Bombay Improvement
Act, 1898. The Collector, the Municipal Com-
missioner and the General-Officer in-charge of
Command of the Bombay Brigade were
ex-officio trustees. Originally, two classes of
government lands were vested in the Trust: (i)
lands which the Trust was free to develop into
buildings and estates forthwith, and (ii) lands for
which the prior authorization from the govern-
ment was required; they were further categorised
into those used for building purposcs, and those
to be maintained as open spaces for gardens and
grounds. However, ‘it remains a sad fact that
while thousands of sanitary rooms constructed at
heavy cost are lying vacant, a substantial section
of the population of the city is huddled together
in dark ill-ventilated and insanitary tenements.
The Municipality is pursuing the policy of closing
down such tenements or getting them remodelled
...,buthere also, ithasto content against the vested
interests’ laments the then Municipal Commis-
sioner, Dalal [Dalal, 1930].
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Reclamation of the Back Bay, already proposed
in 1863 but withoutany action taken until 1897,
was assigned to the Trust along with the recla-
mation rights. It reclaimed 90,000 square yards at
Colaba. In 1912 the government of India helped
with finances to submit proposals for further
reclamations after investigations and preparation
of estimates. The Bombay government appointed
a committee to advise in the matter. The com-
mittce belicved that further reclamation is prac-
ticable and should be undertaken immediately to
relieve the pressure on land inthe city and thereby
to bring down the skyrocketing rents and also to
improve the insanitary conditions on the northern
part of Fort.

However, another committee in 1913-14 rec-
ommended that a small area of about 100 acres
should be reclaimed for the expansion of the
existing public institutions. Ultimately the gov-
emment submitted an estimate for the reclama-
tion of 220 acres of Back Bay. In December 1917,
a syndicate formed by the leading businessmen
of Mumbai asked the government to float a
company for the purpose. In 1918 the reclamation
rights of the Bombay City Improvement Trust
came to an end. By then the government con-
templated the reclamation of 1,145 acres of land,
with an estimated cost of Rs 30 per square yard.
The net proceeds from sale or lease of the
reclaimed land were estimated at Rs 100 per
square yard. The scheme was sanctioned on May
4,1920. To undertake and execute this scheme, a
Development Department was formally consti-
tuted on November 18,1920 and the Bombay City
Improvement Trust was amalgamated with the
then Bombay Municipality in 1933.

Land Revenue Surveys (1670-71 to 1915-18)

The first survey of the island was attempted in
1670-71, when Harman Blake was appointed as
Engineer and Surveyor-General of Bombay. But
this survey was left incomplete because of the
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diversity of the land tenures on the island. Rec-
ommendations were made to undertake (i) a
survey of uncultivated land on the island in
1679-80 for letting it out, (ii) a survey of all the
lands for the purpose of registration in 1710, and
(iii) a general survey for checking unauthorized
encroachments on the Company’s lands in 1747.
Again these surveys were left incomplete. In
1772, an exact and accurate survey of the whole
island was to be undertaken under Lieut. Turner.
It was to cost Rs 3,912 and take 18 months. No
mention of the survey being undertaken is,
however, found in the records. Surveying and
recording the various tenurial systems of land-
cultivation and of titles to rights in land in
Mumbai posed formidable problems, like the
complicated uncodified laws of inheritance,
scparate for the different communities in
Mumbai- Hindus, Muslims, Parsces and the
Portuguese Christians. To make maiters worse,
the temples, mosques, agyaris and churches, as
well as other places of worship held large tracts
of land on diverse terms and conditions under
grants from various past rulers.

The first survey to be completed was the
1811-1827 survey, known as Dickinson’s survey.
It was started under Lieut. Hawkins, initially, to
ascertain the number of coconut, brab and other
treesineachoart’ and the name of the proprietors
thereof. Later, the survey was extended to define
the boundaries and the extent of the Company’s
property and of the inhabitants in general and to
specify the nature of the tenures of land-holding.
Captain Dickinson undertook the work of the
survey as Superintendent of the Survey in 1813
and continued for many years. Finally, it was
completed under Captain Tate in 1827 and the
total cost of the survey was Rs 1,63,000. Dick-
inson had completed the survey of the Fort area
and submitted in 1813 his report and
recommendations that, although the Company
had an indisputable right to resume quit-rent and

*a coconut garden, used especially in Westem India; derived from Portuguese (h)orta- a garden,
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ground rent lands, a compromise should be
entered into with the proprietors and leases should
be granted to them for 42 and 63 years on
condition of their paying rent in the range of 20
to 36 reas per square yard. For the pension and
tax lands, he proposed an impost of 8 reas per
square yard. Warden, while reviewing Dickin-
son’s survey report, observed: ‘Admitting how-
ever, for the sake of argument, that the whole of
the lands of Bombay appertained of right to the
Crown either at the date of Aungier’s convention
in 1720, or even at any later period, still I am of
opinion that the mode in which the Government
has been in the practice of permitting individuals
to occupy ground, or, in other words, that the
custom of the manor has, upon every principle of
equity, converted the public into private
property,- lease into copy-hold tenures, and that
the Company have forfeited whatever right they
might have possessed to resume lands, or to alter
the tenure which custom has established’ [War-
den, 1861, para 69]. Thus Warden believed that
the right of property should be declared to vest in
perpetuity in the possessors. Warden acknowl-
edged that the Company had a right to increase
quit- and ground rents, but advised to be content
with moderate rents as an acknowledgement.of
sovereignty, and to fix such rents permanently on
principles justand equitable to both, the Company
and the individual. He further recommended that
government lands should be made available for
the increasing population, and that a small
increase in the excise would realize more revenue
than any augmentation in the rent on land {War-
den, 1861, para 236).

In 1844, a system of surveying every holding
on transfer from one person to another was
introduced, in order to settle problems of
encroachment. This necessitated a revisional
survey of the island which was undertaken
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departmentally during 1857-59. Howeverit could
not be incorporated in the revenue survey,
because of some shoricomings. Hence, another
survey- Laughton’s Survey- was undertaken
during 1865-72. The area of the island as deter-
mined by this Survey was 220 square miles, 105
acres and 4,149 square yards and the cost of the
survey was Rs 3,13,062-a.3-p. 10.

A Cadastral Survey of the island of Mumbai was
undertaken in 1914 and completed in 1919. For
that purpose, the Bombay City Survey Act, 1915
was passed. The word ‘cadastral’ is derived from
the Latin capitastrum, meaning a map and a
register of the quantity, value and ownership of
land or property in a country. After this survey,
the government started from April 1, 1919 a
permanent office- the Bombay City Survey and
Land Records Office- for the maintenance of the
survey (Government Resolution No. 4271, Rev-
enue Department, dated April 28, 1919). The
Office consisted of two branches Survey and
Records, and was placed under the Settlement
Commissioner and Director of LandRecords. The
functions of the Record branch included (i)
maintenance of the registers showing all the
changes in ownership of holdings by inheritance,
sale, etc., (ii) checking and verifying plans
attached to conveyances of private individuals,
and (iii) supplying copies of extracts of plans or
registers to the public on payment of the usual
fees.

This is but a brief sketch of the status of rights
to land in Mumbai up to the day of Independence.
Land, urban or agricultural, has been the cause of
innumerable disputes in the court and, in the
history of cases of murders, there seems to be
preponderance of land having provided the ani-
mus. Apparently, the history of Mumbai is the
history of search for better land use policies. No
wonder, the issue is as alive today as in the past.
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NOTES

1. The plight of the politically and economically weak all
over the world is nobetter today than that of the fishermen in
Bombay more than three centuries before. The Afro-
Americans were equally ruthlessly evicted in Atlanta for the
Olympic Games held there, while others were left untouched.
Forceful eviction and displacement, and the discrimination
invariably practised in such exercises, are almost daily
occurrences in one or the other cities of India. The question
of forceful eviction was debated at length during Habitat II.
However, Habitat 1I failed 1o recognise shelter (housing) as a
separate human right; the official US position- that it is a

component of the rightto an adequate standard of living - was

accepted. Nor could the govemments be persuaded to
acknowledge ensuring housing rights to all as one of their
fundamental obligation.

2. More than 150 years later, in the landmark Olga Telis
judgement [All India Reporter 1986 Supreme Court 180]
regarding the clearing of encroachment by pavement -dwellers
in Mumbati the Supreme Court expressed similar sympathies
for the evicted, but ultimately came to the same conclusion
that removal of encroachments on footpaths could not be
regarded as unfair, unreasonable or unjust. Hence, the state
(here the BMC) had a right to evict the pavement-dwellers,
but only after following the due procedure of law. None will
deny the state this right 1o evict an occupant for public
purposes, but the courts should hold, and have in some
instances held, such eviction not merely a grievous hardship
to the occupant (as the Recorder’s Court reluctantly held in
the above case in 1804) but an open and down-right injury for
which the state is liable to pay compensation.
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APPENDIX TABLE
Year Population
1661 10,000
1681 60,000
1780 1,00,000
1814 1,80,000
1836 2,36,000
1872 6,44,405
1881 773,196
1891 8,21,764
1901 9,27,994
1911 11,48,757
1921 13,80,448
1931 13,97,812
1941 18,01,356
1951 29,94,444

Sources: (i) Edwardes,” SM., 1901; (i) Government of
Maharashtra, 1994.

APPENDIX

Extracts from the Report of the Landed Tenures of Bombay-
Dated 20th of August 1814, Selections from the Records of
the Bombay Government, No. LXIV- New Series, by F.
Warden, Government of Bombay, Bombay, 1861.

FIFTH DIVISION : POLICY BY WHICH THE ISLAND HAS BEEN
GOVERNED REVIEWED

Fifth - I now proceed to review the effects of the policy by
which this island has been governed.

190.The increase of population the decisive test of prosperity.
‘That of Bombay estimated by that criterion

*The most decisive mark of the prosperity of any country
is the increase of the number of its inhabitants’. To judge by
this unerring criterion of the wealth and prosperity of Bombay,
the wisdorn by which the islandhas been governed will readily
be admitted even by the celebrated author of the Wealth of
Nations, whose opinions are so hostile to the principles by
which the colonies in the East have been managed by the
Company.

191.State of the populationat the date of the transfer; Increase
in Fryer's time; Decrease in 1715; The present population

At the date of the transfer of the island from the King to the
Company, the population was estimated at ten thousand souls,
- ‘the out-casts of all sects’. Fryer computed it at the time he
visited Bombay at 60,000 souls, - ‘most of them fugitives and
vagabonds’. A letter from the Reverend Mr. Cobbe, the first
clergyman appointed 10 Bombay, to the Bishop of London,
dated the S5th of October 1715, reckons the number of
inhabitants with the English at 16,000 only. The permanent
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population may now be taken at 180,000 souls. The small
space within the Fort alone contains at this period as many
inhabitants as were in the whole island in the time of
Portuguese. The floating population I calculate at 60,000,
making a total of 240,000 souls.

192. The extent of the island is about sixteen square miles;
taking the permanent population of 180,000 souls, we have
11,250 inhabitants to every square mile, - analmostincredible
population. In England the computations fall short of 200 to
every square mile; and by Mr. Revitt’s report of the 25th June
1796, the population of Salsette averages 212 to the square
mile.

193. Causes of the decrease in 1715 explained

The rapid increase in the population between the date of the
transfer of the island to the British and of Fryer’s account may
be attributed to the encouragement afforded to settlers, and to
the moderation and justice of a British administration; and the
decrease which appears in 1716 may also be satisfactorily
explained by a reference to the lamentable state of the island
a few years prior to 1716, arising from the opposition made
by the Portuguese, and the obstructions they threw in the way
of its being supplied with necessaries from Salsette and
Bassein, and from the doubtful basis on which the British
influence was founded at that period.

194. Independently of the embarrassed state of affairs in
1702-3, from the prospect of a civil war in the Mogul Empire -

. on the death of Aurangzebe, which exposed the Europeans 10

constant alarms, Bombay was from these causes constantly
menaced with invasion by the Siddee and the Marathas; the
safety pf the island was threatened also by the Portuguese,
who besides obstructing the transport of provisions required
by the garrrison and inhabitants, were giving secret assistance
to the Marathas; and as if these difficulties had not been
sufficient to create alarm, the plague broke out in the island,
carried off some hundreds of the natives, and reduced the
Europeans (o the small number of seventy-six men. This
calamity was followedby a storm which destroyed the produce
of the island, and wrecked the greatest part of the shipping by
which it was protected.

195. The rapid increase of the population since 1715

These events and causes were sufficient 10 operate a
diminution in the number of the inhabitants at the date of the
last quoted authority, and to retard the increase for some years.
If therefore we compare the present population of Bombay
with that in 1715, as given by Mr. Cobbe, the accuracy of
which, for reasons above assigned, may be relied upon, no
country in the world probably can exhibit sorapid and positive
an increase of prosperity in the same period of time.

196. Increased ten-fold

The population of England and Wales has somewhat more -
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than doubled in one hundred years. In 1710 it was about
524,000 and had been decreasing. In 1811 it was about
10,488,000, and rapidly increasing. The population of
Bombay has increased more than ten-foldin acentury. In 1716
it was estimated at 16,000 souls; in 1814 it is reckoned at
180,000, and increasing.

197. Comparison of the Revenues; Rs 10,42,148 at 2s. 6d.
the rupee, is £130,268-10s,; Other proofs of prosperity not-
iced.

The revenues of the island at the date of the cession to the
Crown of England amounted to £2,833.In 1667-68 they were
estimated at £6,490. In 1694-95 they were reduced to 17,000
(£1470) xeraphins. In the year 1812-13 they amounted to
£130,268-10s. But the prosperous state of the island will
appear in a more prominent light by estimating the wealth of
individuals, and by contemplating the many valuable estates
with which the island is so richly studded.

198. Value of buildings within the Fort

The buildings within the walls of the Fort, including the
barracks, the arsenal, and the docks, may be valued at one
crore and five lacks of rupees. Compare this picture with that
afforded by Fryer. The houses in the town are low, and
thatched with oleos of the coco trees; all but a few the
Portuguese left, and some few the Company have built. The
custom-house and warehouses are tiled or plastered, and
instead of glass use panes of oyster-shells for their windows.
If, in addition to these local improvements, we estimate the
imponance of Bombay in anational point of view in reference
to the resources which it has afforded towards the extension
and consolidation of the British Empire in India; to the means
of promoting the vend of the manufactures of the mother
country for upwards of a century and a half in every quarter
of India, throughout Persia and Arabia; to the aid which it has
afforded in upholding her military reputation, and in con-
tributing to her naval power and resources, we cannot too
highly extol the liberal policy which has acquired and
cherished those advantages, and in viewing the commanding
situation of this possession, either in a commercial or in a
political light, on the security of which the permanency of our
Eastern Empire mainly depends, we cannot be too cautious in
preserving unimpaired the resources of the island by
encouraging and conciliating not only its own subjects, but
those of the surrounding country; to convert the floating
population into permanent residents that Bombay, and ulti-
mately the adjacent Island of Salsette, may continue what it
has hitherto proved - an asylum for those who seek for refuge
and protection from the oppression of their own arbitrary
govemments.
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199. 1748- 15th March; Paragraph 48, Orders of the Court
relative 10 the improvement of the Island

The Court of Directors have from the earliest period
entertained an opinion that the Island of Bombay might be
rendered an advantageous setilement, and have therefore
repeatedly enjoined the exercise of a mild and good govem-
ment to encourage people from all other parts to come and
reside under their protection; the impartial administration of
justice has been anxiously urged, and that every facility might
be afforded to the new inhabitants to build themselves hab-
itavions.

200. 1703-4thJune; Paragraph 38 and 39, 1708-20th April;
Paragraphs 59 to 67; 1709-10- 24th March

The Government has been directedto encourage speculators
to stop the breaches where the sca overflowed the island, by
allowing them to hold the land they recover foraterm of years
free of rent, reserving only a small quit-rent to the Honorable
Company, and that they would grudge no tolerable expense
to render the island healthful, for the promotion of which they
would be contented that their rents be diminished by cutting
sometrees down; that Bombay be declared afreeport; tosuffer
none to engross all or any commodities imported, or to do
anything else that may discourage merchants frequenting the
port, or inhabitants that reside on the island; that the lands be
surveyed and registered, and everyone’s property ascertained;
10 construct a dry dock, &c.

201. 1755- 26th March: In reply to the letter from the
Government of the 1st December 1753, reporting. 'We never
omit any occasion that offers to encourage substantial mer-
chants to reside on the island under your honor's protection,;
but we beg leave 10 observe to you that the Indians in general
are so superstitious and bigotted to their native country, that
they will suffer almost any indig nities and oppressions, rather
than quit the place of their birth, notwithstanding, which we
have the pleasure to inform your honor at the same time, that
the number of inhabitants are greaily increased, insomuch
that the town is so crowded, that the people are murmering
for, to have it enlarged, and that some very considerable
shroffs from Aurangabad and Poona have opened shops here
to the great advantage of the trade of the place’.

Intheir later instructions the Court remarked that it was very
agreeable to them to observe that, notwithstanding the
superstitious attachment of the Indians to the place of their
nativity, vet that the number of the inhabitants were greatly
increased, and that some very substantial people had settled
in Bombay to the great advantage of the island; and as it was
their eamnest desire that as many people aspossible, especially
those of circumstance, be encouraged 1o settle at Bombay,
therefore they strongly recommended it to Govemment to use
the most prudent, equitable, and encouraging methods for that
purpose, and in particular 'we direct that you sufffer them to
build houses wherever it shall be convenient to them, soO as
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notto incommode the defence of the place, &c., and in general
that they have all the reasonable privileges that can possibly
be given them; and as afreedom intrade was the most probable
method and inducement for increasing the number of inhab-
itants, and encourage a general resort to the island, you are
hereby directed to suffer all persons to buy and sell publicly
or privately, as they themselves shall choose; to deal freely
and without restraint with whoever they shall think proper;
andif any of our servants shall prevent, orendeavortoprevent,
such a freedom of trade on any pretence whatsoever, they will
incur our highest displeasure; and the more effecwally to
prevent all combinations, monopolies, and attempts upon the
freedom of trade, you are to affix up in all the most public
places, in the usual languages, publications for the notice of
all persons of these our intentions that they may be entirely
free from apprehensions of being hindered, imposed upon, or
oppressed by the Governor, the Members of the Council, our
inferior servants, or any other persons whatsoever’.

202. Measures necessary to secure and promote these
advantages

No measure is so calculated to secure the permanency of
these advantages on an island like Bombay as the establish-
ment of a moderate land tax. Above all, it is indispensable to
the increase of its population scrupulously to avoid the
resumption of lands under whatever defective titles they may
have hitherto been held; to declare the property to be per-
manently vested in the present possessors; to fix the tax
derivable from that property permanently, and to establish a
scale of rent for lands which may be leased in future, in order
that the whole of the demands of the State, which each
individual is bound to pay, may be certain and not arbitrary,
- not liable to variation and increase at the will of the
Govemment.

203. The late orders of the Court onthe permanent settlement
of the rents adverted to

The recent order of the Court may appear adverse_to a
permanent settlement of the land rents. These orders, however,
I conceive are intended to apply more immediately to the
Pprovinces; in any event, they only prohibit a too premature
proceeding in fixing the rents in perpetuity, before an ascer-
tinment of the utmost extent to which the productive

The decline of ground may be dated from this year.

RIGHTTO LAND IN CITIES : A SKETCH OF MUMBAI

727

resources of the country can be camied. The experience of
nearly two centuries ought to be sufficient to enable us to
determine on the amount at which the land tax should be
permanently fixed, particularly on building-ground, andon an
island like Bombay. I fear that, unless the maximum of tax to
which landholders shall be ultimately subject be not declared
on the promulgation of the determination which the Gov-
emment may now adopt, individuals will be deterred from
vesting their capital in any further improvement as a
dependency, as well in respect to the amount of rent as the
permanency of tenures, uponthe will and pleasure of theruling
authority.

204. The improvements dated from 1758

In tracing the progress of improvement in the town, or the
increase in private buildings, the greatest portion of the
propernty will be found to have been created since the year
1758°. The quantity of ground paying rent by measurement
is 287,468 square yards; of that quantity the property paying
pension and tax by measurement is 75,046 square yards
leaving 212,422 square yards, which, as not being subject to
the payment of the tax of twoshillings in the poundestablished
in 1758, may be considered to have been created since that,
which is a great amelioration in a short space of time, and is
1o be attributed principally to the completion of the line of
fontifications, which of course made the inhabitants anxious
to reside within the walls of the Fort where they could be best
protected.

205.Great extension of buildings as far as the third milesione

Since, however, the removal of the old Mandvee custom-
house to Musjid Bunder, an increase of substantial buildings,
extending very nearly to three miles from the Fort, has
appeared within these ten years in a matio exceeding the
improvement noticed in the preceding paragraph. This spirit
of vesting capital in land has arisen as much, in my opinion,
from the mode in which individuals have been permitted to
occupy lands, and the lowness of the ground rent, as from the
decrease in the rate of interest, or from the difficulties which
have of late years been experienced in the more advantageous
employment of money.
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The purpose of this section is to make available to the
readers official documents such as reports of commit-
tees, commissions, working groups, task forces, etc.,
appointed by various ministries, departments, and
agencies of central and state governments which are not
readily accessible either because they are old, or because
of the usual problems of acquiring governmental pub-
lications, or because they were printed but not published,
or because they were not printed and remained in
mimeographed form. It will be difficult and probably
not worthwhile to publish the documents entirely. We
shall publish only such parts of them as we think will
interest our readers. The readers are requested to send
their suggestions regarding official documents or parts
thereof for inclusion in this section.

* In the present section we publish:

Report of The Committee on Controls and Subsi-
dies, 1979, (Chairman: Vadilal Dagli) Government
of India, Ministry of Finance (Department of
Economic Affairs), Chapter 2 and Chapter 11.



REPORT OF THE COMMITTEE ON CONTROLS
AND SUBSIDIES, 1979

CHAPTER 2
HISTORY OF CONTROLS AND SUBSIDIES

2.1 Controls Before the Era of Planning

2.1.1 The present system of economic controls
in India datcs back to the Second World War.
There have been isolated examples of ‘controls’
(as commonly understood) earlicr also. Under the
Cotton Cloth Act of 1918, the price, production
and distribution of ‘standard cloth” was sought to
be controlled. More significantly, the Sugar-cane
Act of 1934 sought to control not only the price
of sugar-cane (for sugar factories) but also the
arca of purchase of sugar-cane by different
factories, and the then provincial Governments of
U.P.and Biharhelped ininformal price regulation
by the Indian Sugar Mills Association by
decrecing that only member factories could buy
cane for factory crushing. There was official
regulation of jute acrcage from time to time in
Bengal during the thirties of the present century,
with a view to preventing overproduction of raw
jute. Under the Indian Tea Control Act, 1938,
there was control, even prior to the war, over the
export of tea, and control over extension of
cultivation of tea in respect of the then British
Indian Provinces. But controls in their present
form and manner, as also in their pervasiveness
and impact, commenced with the promulgation
of the Defence of India Rules (under the Defence
of India Act) on Scptember 3, 1939 after the
outbreak of the Sccond World War. Part XII of
the Defence of India Rules related to control over
essential supplics. Besides, there were controls on
trading, on transport, shipping and aircraft, and
there were a number of restrictions on the pur-
chase of foreign exchange, restrictions on pay-
ments, etc. Rule 81 under the DIR made a blanket
provision ‘for regulating or prohibiting the
production, treatment, keeping, storage, move-
ment, transport, distribution, disposal, acquisi-
tion, use or consumnption of articles or things of
any description whatsocver’. Under Rule 84,
Government assumed power ‘to -prohibit or
restrict the import or export of all goods or goods
of any specificd description from or to any spe-
cified person or class of persons’.

2.12 In May 1940, import restrictions were
imposed for the first time on the import of

consumer goods and the control was later grad-
ually extended to almost all commodities by the
end of January 1942, The Iron and Steel (Control
of Distribution) Order wasissued inJuly 1941, to
control the use of steel and to conserve it for the
war effort.

2.1.3 Among foodgrains, wheat was the first
important item brought under control. In order to
kecp prices within reasonable limits, to meet the
requircment of large supplies of wheat for the
British armed forces, the Government of India
issued a Notification in December 1941, fixing
the maximum wholesale prices for wheat in
different markets of the country. The Foodgrains
Control Order was promulgated in May 1942 and
provided for the issue of licences by the Provincial
Governmentsto persons involved inthe purchase,
sale or storage for sale of foodgrains in wholesale
quantity. The order covered wheat and wheat
products, rice in the husk (paddy), rice husked,
maize, jowar, bajra, gram, barley, ragi, arhar,
masur, kodra, and korra. In December 1942, a
full-fledged Food Dcpartment was constituted
with a view to integraling all the activitics
regarding the purchase, distribution and move-
ment of foodgrains on an all-India basis. Food
rationing, which had been introduced to cover 13
citics in 1943 was extended to 103 citics and
towns by February 1944, and 771 towns and
larger rural areas by October 1946. Statutory
control over wholesale prices of foodgrains was
imposed in early 1944,

2.1.4 In May 1943, control over capital issues
was promulgated - later continued under the
Capital Issues (Control) Act of 1947 - to avoid
the misuse or misdirection of the limited funds
available for investment.

2.1.5 The intensification of the war had its
impact on the prices of industrial goods. In May
1943, the Government of India established the
Department of Industries and Civil Supplies
which introduced a comprchensive system of
control over the production and distribution of
cotton textiles. Under the Cotton Cloth and Yam
(Control) Order issued in June 1943, every phase
of the activities of the cotton textile industry was
brought under official control. By July 1944,
almost all the important commodities had been
brought under one control or the other. In June
1945 when the war ended, the Textile Industry
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(Control of Production) Order was issued to
ensure rationalisationand standardisation of cloth
production by the textile mills. The Colliery
Control Order was promulgated in December
1945, bringing under control the production of
coal and disposal of coal stocks as well as the price
of coal, the regulation of production and distri-
bution being the responsibility of the newly
created office of the Coal Commissioner. Price
control on paper which wasinstituted inregard to
Government purchases of paper in 1942, was
extended over the production, distribution and
price of paper, by a series of Orders issued over
1944-1945.

2.1.6 Some controls- even during this period -
emanated not from the war shortages butinorder
to protectdomestic producers, The Coffee Market
Expansion Ordinance of 1940, and the Coffee
Market Expansion Act of 1942 arose from the
desire to save the coffee plantations from collapse
arising from the loss of the coffee market in
Europe and an unprecedented stump in coffee
prices.

2.1.7 To safeguard against the lapse of the
Defence of India Act and Rules, on October 1,
1946, the British Parliament passed the India
(Central Government and Legislature) Act, 1946,
empowering the Indian Legislature tolegislate for
controls in respect of certain commodities. This
was followed by the Essential Supplies (Tem-
porary Powers) Ordinance (followed by an Act)
effective from October 1946 which provided for
continuance of controls on specified commodi-
ties. The commodities covered initially were
foodstuffs, cotton and woollen textiles, paper,
petroleum and petroleum products, spare parts of
mechanically propelled vehicles, coal, iron and
steel, and mica. It was also provided that food-
crops will cover sugar-cane, foodstuffs would
include edible oilseeds and oils, and paper would
include newsprint. The Act was later amended to
bring in more commodities under control.

2.1.8 The system of rationing of rice and wheat,
which had been introduced in 1943 to cover major
urban centres, had gradually been extended by
August 1947 1o cover areas with a population of
171 million. As would be seen later, such claims
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relate essentially to the theoretical coverage of the
rationing system, indicating the population of
areas in which fair price shops would have been
opened; they do not indicate number of people
who actually benefitted from the system.

2.19 In February 1946, the Govermnment
appointed a Commodities Prices Advisory Board
to advice as to the formulation and administration
of an appropriate and consistent price policy. In
October 1946, Governmentappointed a Planning
Advisory Board. The Commodities Prices
Advisory Board had been arguing against the
scrapping of controls and rationing in the context
of the latent inflation then existing in the country,
and the desire to usher in an era of planned
development. Meanwhile, Mahatma Gandhi had
been waming the country against the conse-
quences of controls. To quote from his writings
and statements at this juncture-

‘Control gives rise to fraud, suppression of
truth, intensification of the black market and
to artificial scarcity. Aboveall, itunmans the
people and deprives them of initiative, it
undoes the teaching of self-help they have
been leaming for a generation. It makes them
spoon-fed’.!

2.1.10 In 1947, the Government dissolved the
Commodities Prices Advisory Board, and
appointed the Foodgrains Policy Commitiee. The
fatter recommended the scrapping of rationing.
On receipt of the report, the Government took a
series of measures towards the end of 1947 to
eliminate rationing gradually. Controls on cotton
yarn and cloth as well as on raw cotton were also
removed.

2.1.11 Meanwhile, the period between the end
of the war and Independence saw some liberali-
sation of imports. The new policy on importtrade
control introduced in July 1947 freed the import
of food, capital goods, and certain raw materials
required by industries as well as certain essential
consumer goods. There was alsoa list of restricted
items and list of prohibited items, the banned list

1. Quoted in Mahatma - Life of M K. Gandhi, Vol. 8, Pp. 208-209, by Vithalbhai K. Jhaveri and D.G. Tendulkar, Bombay,

January 1954.
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being made up of luxury items numbering over
200. The distinction between imports from the
sterling area and the general currency area was by
and large removed (except for a differential tar-
iff). A noteworthy feature of the new import
control system was a change-over to a system of
guantum licensing, based on exchange ceilings
allowed for the import of specific commodities.
There was also a series of enactments to provide
the legal basis for the continuance of the controls
which were still on the anvil, the most important
of these legislative enaciments (during 1947)
being the Foreign Exchange Regulation Act, the
Imports and Exports (Control) Act, the Capital
Issues {Continuance of Control) Act, the Rail-
ways (Transport of Goods) Act, the Control of
Shipping Act, and the Rubber (Production and
Marketing) Act. :

2.1.12 The attempt at decontrol in 1947 was
shortlived. Even towards the end of 1947, opinion
had begun to change. There was deterioration in
the balance of payments, and restrictions were
also imposed by the British Government on the
withdrawal of the sterling balances. Prices began
to rise. The wholesale price index (base: year
ended August 1939 = 100) which stood at 290.5
in January 1947 and no more than 294.2 in June
1947, increased to 314.2 by December 1947 and
340.7byMarch 1948, and furtherto 382.2 by June
1948 - an increase of nearly 30 per cent over the
year.

2.1.13 The rapidly deteriorating economic sit-
uation led to a re-thinking in regard to policy.
Because of the alarming rise in prices after
decontrol, the Government reimposed controls
from July 1948 onwards, first on cotton cloth, then
onraw cotton, and thereafter, on foodgrains. The
ex-mill prices for cloth and yarn were fixed and
floor and ceiling prices for raw cotton were
announced. In September 1948, control over
prices and procurement of major foodgrains was
re-introduced. The surplus areas were cordoned
off, and controls were again clamped on food-
grains prices, with resumption of procurement
and distribution of foodgrains. In July 1949, raw
cotton, cottonseed and soft coke were brought
under the ambit of the Essential Supplies Act. In
September 1949, the Governmentissued an Order
freezing sugar slocks and banning the futures
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trading in sugar, so as tocheckrising sugar prices.
Immediately after the devaluation of the rupee in
September 1949, the Government announced a
programme, covering control over the pattern of
foreign trade, prevention of speculative price
increases by legislative and administration mea-
sures, and reduction in the retail prices of essential
consumer goods.

2.2 Controls Under Planning

2.2.1 The control system sincearound 1950 had
two objectives: the longer term objective of
channelling the resources of the economy in
accordance with Plan priorities to be hercafter
called ‘promotional’ controls; and the short term
objective of achieving relative price stability in
periods of acute imbalance between supply and
demand, to be designed as ‘corrective’ controls.
Even though some controls have been deployed
to achieve both objectives, long term control
measures have been instituted primarily to
achieve the first objective, while many controls
imposed from time to time have been geared to
meeting certain short term exigencies.

2.2.2 For the above reason, the history of
controls over the lasttwenty eight years (five Plan
periods plus three annual plan years), may be
roughly divided into two broad periods, namely,
from Independence - and more particularly from
the initiation of planning in 1951 - until the
devaluation of the rupee inJune 1966; and thence
until the end of 1978. Within this period, there
are several sub-periods, arising from the unfold-
ing of the economic situation, and the need for
sharp adjustments in policies as well as in
‘corrective’ controls. For the purposes of
examination of controls in following broad peri-
ods:

(i) The period between mid 1950 and mid 1957.
This period could be further subdivided
between (2) mid 1959 to mid 1953, when
there were serious inflationary pressures in
the economy, arising from prices inflation
abroad, and (b) mid 1953 to mid 1957, when
there was relative ease in the matter of food
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supply, and the pressure of demand for
imports had not yet sparked off a foreign
exchange crisis.

(ii) The decade betweenmid 1957 and mid 1966,
when following upon a crisis in the balance
of payments, diverse control measures were
instituted. The period could be further sub-
divided into (a) mid 1957 to end 1962, when
despite the foreign exchange crisis, there was
a booming economy- following increased
investment; and (b) early 1963 to mid 1966
when there were two distinct trends: first,
large scale PL 480 imports which instilled a
degree of complacency as to foodgrains
production; and secondly, inflationary
trends arising from the large defence
expenditure incurred, following the Chinese
attack on the northern borders in October
1962, which led to pressure on the balance
of payments and increasing complexities in
the export/import system.

(iii) The years between the devaluation of the
rupee and mid 1978. This period can be
further sub-divided into four sub-periods,
namely, (a) between the devaluation of the
rupee in June 1966 and mid 1969 when 14
major commercial banks were nationalised
and Government had in its hands the Report
of the Industrial Licensing Policy Inquiry
Committee (ILPIC), both in July 1969.
During this period, i.e., between devaluation
of the rupee and mid 1969, many controls on
industry were relaxed but the food situation
required an intensification of controls
despite accentuated food aid; (b) between
July 1969 and the oil price hike of November
1973, when there was an accentuation of
controls on industry as also a major shift in
economic policy towards increased control
over key sectors of the economy heralded by
the nationalisation of 14 major commercial
banks in July 1969, a reversal of liberal
balance of payments policy and intensifica-
tion of import substitution, coupled with
experiments with relaxation of food controls
but ending up with the take-over of the
wholesale trade in wheat in April 1973; (c)
between the end of 1973 and the end 0of 1975,
when the sharp increase in oil prices led to
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future tightening of controls on balance of
payments grounds, but with a somewhat
mixed picture in regard to controls involving
some relaxation of controls on industry and
at the same time a wave of nationalisation
of industries, of the take-over of sick units,
and of increased canalisation of foreign
trade, together with increased controls in the
matter of movement and distribution of
foodgrains and agricultural raw materials;
and finally, (d) early 1976 to 1978, when
there has been a steady trend towards the
relaxation of controls, both on the food front
and on industrial products, following a
general adequacy of supply in relation to
effective demand and a comfortable situa-
tion on the foreign exchange front.

2.2.3 For the purposes of an overview of the
unfolding of controls in the economy,controlsare
studied in the following paragraphs, in terms of
controls over industry, encompassing investment
controls, controls over production, controls over
distribution and price, and over stock holding;
controls over foodgrains and other agricultural
products with special reference to controls over
movement and prices as well as on distribution
and stock holding; general controls affecting all
sectors as, for instance, controls over export and
importimposed for balance of payments reasons;
controls instituted with multiple objectives of
policy like the Company Law; and finally, various
miscellaneous controls like gold control, control
over urban property etc.

2.2.4 In what follows, the chronological history
of all the controlsinstituted in respectof the above
categories has not been elaborated. The attempt
rather has been to indicate the broad nature and
pattern of controls instituted from time to time,
with a view of drawing lessons from past expe-
rience.

225 Since Independence, the thrust of
economic policy has been to direct the available
resources to priority sectors and 1o control and
regulate economic activity in line with certain
stated objectives of policy. The Industrial Policy
Resolution of 1948 laid down the future pattern
of industrialisation in the country, with a number
of key industries being reserved for the State.
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While legislation was introduced to give effect to
this policy in 1949, the Industries (Development
and Regulation) Act, seeking to direct investment
through a licensing system was finally passed in
1951, and made cffective from 1952, Meanwhile,
the policy on foreign capital was enunciated in a
Statement made in Parliament by Prime Minister
Nehru in November 1949. A new Factories Act
was passed in 1948 requiring registration of and
regulating all factories employing 10 or more
- workers and using power, or 20 or more workers
without power. The Mines and Minerals (Regu-
lation and Development) Act was passed in 1948,
followed by Mineral Concession Rules issued
thereunder in 1949, in order to regulate the grant
of prospecting licences and mining leases, with
aneye toconservation and economic exploitation
of minerals. In 1949, the Drugs (Control) Ordi-
nance was promulgated - to be replaced later by
Drugs (Control) Act, 1959 to check any increase
indrug prices. The Indian Mines Act was passed
in 1952 to lay down working conditions, and
safety requirements. These constituted only some
of the major legislative enactments affecting
investment and production.

2.2.6 The launching of the First Five Year Plan
from April 1951 formalised the use of controls
and the regulation of the economy for attaining
the objéctives of the Plan. The Industries (De-
velopment and Regulation) Act was the first
major control of this nature, licensing being
attuned to the changing objectives of policy in the
light of the developing situation. The First Five
Year Plan spelt out the philosophy and the
Government policy in regard to controls, in the
following words:

‘To some extent, overall controls through
fiscal, monetary and commercial policy can
influence the allocation of resources, but
physical controls are also necessary ...
Controls on production and on movement
and physical allocations to consumers
become inescapable. Controls,ina word, are
the means by which Government maintains
a balance between various sectional
interests ....
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‘Most of the opposition to controls comes,
however, from dissatisfaction with the
working of particular controls. It must be
recognised that controls ineffectively or
inefficiently administered may do harm
rather than good.... It is also vital to the
success of controls to make the necessary
adjustments in their working from time to
time .... whatever changes are made must
accord with the objectivesin view ....

‘The difficulties of administering an
extensive system of controls in an economy
organised by and large in small units cannot
be underrated.... Effectiveness of controls...
can be ensured only through control at stra-
tegic points and through encouraging pro-
ducers and consumers organisations...”?

2.3 Controls Over Industry, 1951-1966

2.3.1 The main instrument of control in regard
to the direction of investment has been the
Industries (Development and Regulation) Act of
1951 which came into force from May 1952,
requiring a licence to be obtained for seiting up a
new large scale industrial undertaking, or for the
expansion of an existing one, or for the man-
ufacture of a new article. The exemption limits
for licensing purposes have been modified from
time to time. The original Act covered all
investments of Rs 25 lakh or more in any one of
the industries listed in a schedule attached to the
Act. The purpose of the licensing mechanism was
to regulate the creation of capacity in line with
plan targets so as to avoid over-investment (and
therefore waste of capital) in any industry; to
introduce a better regional balance in the creation
of industrial capacity; and to diversify and to
broad base the ownership patiern and entrepre-
neurial activity in the industrial economy.

2.3.2 A major landmark in the evolution of
industrial policy and control over investment was
the Industrial Policy Resolution, which stated that
the industrial policy ‘must® .. be governed by ....
principles and directions’ given in the Directive

2. Government of India, Planning Commission: The First Five Year Plan, 1952, Pp. 42-43.
3. Quoted from Industrial Policy Resolution dated 30th April, 1956.
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Principles of State Policy, which ‘were given a
more precise direction when Parliament accepted
in December, 1954, the socialist pattern of society
as the objective of social and economic policy’.
The Industrial Policy Resolution broughtin, inter
alia, a three-fold classification of Industries,
namely, those rescrved for the public sector, those
where the public sector was to play an increasing
role, and those open to the private sector. The
Industrial Policy Resolution also emphasised the
role of the co-operative sector, and of the growth
of the small scale sector, in an attempt to bring
about socialist pattern of society, in the frame-
work of a ‘mixed economy’. Industrial licensing
policy has generally followed the framework of
policy outlined in the Industrial Policy Resolution
of 1956.

2.3.3 Numerous amendments to the IDR Act
have been introduced over the years, and
numerous changes made in the application of the
industrial licensing policy since its inception in
1952. Apart from formal amendments to the Act,
the scope and coverage of the licensing provisions
of the Act have been partially stayed (or moder-
ated) or intensificd from time to time, by Gov-
emment Notification, the latest exemptions from
licensing provisions of the Act having been
approved only very recently, following the report
of an inter-Ministerial Committee.*

2.3.4 From the early sixties, voices have been
raised to state that the development plans as
implemented by Government were leading to an
accentuation of the inequalities in income and
wealth, The Committee on Distribution of Income
and Levels of Living® which was set up under the
Chairmanship of Prof. P.C. Mahalanobis in 1960
by the Planning Commission, reported in Feb-
ruary 1964, and pointed to the increasing disparity
in the distribution of income and wealth in the
economy. The Monopolies Inquiry Commission
Report® submitted to Government in October
1965, found that there had been a growth of
monopolistic control over industry, as aresult of
the functioning of the industrial licensing system,
and recommended separate legislation to control
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monopolies. Meanwhile, R K. Hazari’ found that
the licensing system had actually led to a dis-
proportionate growth of the assetsof a few Large
Houses. The action taken on these proposals falls
into a study of the next period, namely, mid 1966
to end 1975.

2.3.5 As far as other controls - mainly of a
‘comrective’ nature - on industrial products are
concemed, the outbreak of the Korean war in June
1950, spurred a boom in prices of industrial raw
materials, as aresult of which measures to tighten
price control were introduced, and the Essential
Supplies (Temporary Powers) Act was amended
to make the punishment in case of hoarding more
severe. By a resolution of Parliament in August
1950, Governmentassumed powers to legislature
in respect of two subjects falling in the State List,
namely, trade and commerce; and production,
supply and distribution of goods. In September
1950, the Supply and Prices of Goods Ordinance
was promulgated (replaced by an Act in
December 1950) empowering the Government to
fix maximum prices and the maximum quantities
of certain commodities which could be sold or
held. The items covered included both interme-
diate goods like non-ferrous metals, raw rubber,
sulphur, caustic soda, and soda ash, and a number
of consumer goodslike bicycles, bicycletyresand
tubes, milk food and electric bulbs. In order to
achieve a greater measure of success inregard to
sugar control, Government brought within the
purview of control the prices, production and
distribution of gur and khandsari. Further,
transactions in raw cotton and raw jute were
regulated. The Cotton Control Order of Septem-
ber 1950, and the Raw Jute (Central Jute Board
and Miscellancous Provisions) Ordinance of
December 1950 prohibited free purchase of cot-

.ton and jute, respectively, by the mills, to cover

their requirements. In December 1950,
Government took powers to levy export duties on
commodities, as and when necessary, to meet the
situation arising from the Korean war boom.
2.3.6 That the policies were essentially short

4. Report of the Study Group on Industrial Regulations and Procedures, Ministry of Industry, February, 1978.
5. Govemment of India, Report of the Committee on Distribution of Income and Levels of Living, 1964.

6. Government of India, Report of the Monopolies Inquiry Commission, 1966, '

7. R.K. Hazari: The Corporate Private Sector: Concentration, Ownership and Control, 1966.



VOL.8NO. 4

term, and intended to meet emergent situations,
is seen from the fact that in December 1950,
Government decided to abolish the statutory
rationing of sugar. Controls on paper (both in
regard to production and prices) were also with-
drawn. The control over newsprint, withdrawn in
1949, was however re-instituted in early 1951.

2.3.7 The period upto the mid-sixties was
marked by fairly free and easy industrial licens-
ing, and led - inretrospect - tosignificant capacity
being created for a wide variety of industries, in
particular, many capital goods industries, though
the system also did lead to a concentration of
economic power in a few hands.

2.3.8 Insofar as other essential articles of con-
sumption are concerned, following a slackening
of demand and rapid decline in prices after the
post Korean war boom was over, the control over
cotton textiles under the Cotton Textiles (Controf)
Order of 1948 was relaxed. The percentage of
coarse and medium cloth which mills were to be
allowed to sell freely was raised and Government
removed, in stages, the price control on most of
the popular varieties of cloth, though control over
yarn prices was maintained. The licensing system
for cotton trading was simplified. Government
also removed the control over the prices, move-
ment, and distribution of sugar for the 1952-53
sugar season. Distribution control over certain
caiegories of iron and steel was removed. While
controls were also lifted from prices of a number
of consumer goods, certain new measures of
control were introduced. In December, 1952, the
production of dhoties by mills was pegged in the
interest of the handloom sector. This marked the
beginning of the policy of reservation of certain
fields of production for the decentralised sector

“in the interest of employment.
2.39 As far as commodity controls are con-

cerned - in the matter of industrial products - a.

major power taken by Government - on the lines
of the Essential Supplies (Temporary Powers)
Ordinance issucd in 1946 under the Defence of
India Rules, 1939 - was the Essential Commo-
dities Act in 1955, when the validity of the
Essential Supplies (Temporary Powers) Act of
1946 finally expired. Originally, ten commodities
and commodity groups were declared as ‘essen-
tial’, to which an eleventh item was added later.
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The Government assumed wide powers of control
over the production, supply, distribution and
stockholding of any item declared as essential, as
also powers to declare any other item - not listed
in the Act - as ‘essential’, for the purposes of
control over any aspect indicated above.

2.3.10 With a view to encouraging decentrali-
sation of industries and reducing disparities in
levels of development between different regions,
Government introduced in June 1956, uniform
prices for all controlled varieties of steel as well
as pig iron at all rail-head destinations in the
country. The principle of pooled freight, and
therefore, of equalisation of consumer prices (at
rail-heads) throughout the country was also
accepted for the cement industry, and uniform
prices of cement were announced in July 1956.
This was a major new development in regard to
supplies of basic raw materials leading to the
equalisation of prices of these important inputs
for industry throughout the country, and making
for a new spurt of growth of such industries away
from the centres of production of steel and
cement. State trading was also introduced in the
economy formally, with the constitution of the
State Trading Corporation (STC) in May 1956.
Although food import had, evenearlier, beenonly
permitted on Government account, the emer-
gence of the STC broadened the area of trade by
Government agencies. Around 1856-57, with
increased Plan outlay and with growing imbal-
ance between supply and demand, there started a
general increase in prices of many essential items
like coal, pig iron, steel and cement.

2.3.11 There was an accentuation of all controls
in the early sixties, after the Chinese aggression
in October 1962. At that time, priority was nat-
urally given to the problem of controlling prices,
because considerable funds had tobe allocated to
higher expenditure on defence while maintaining
the tempo of development expenditure. Govern-
ment adopted a series of measures and, in
particular, additional powers were taken 1o
control the stocks of commodities and to regulate
their distribution and prices.

2.3.12 The Essential Articles (Price Control)
Order, 1963, was issued under the Defence of
India Rules, with a view to curbing profiteering
through unwarranted price increases. The specific
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items in which effort to control industrial product
prices was tobe concentrated were cotton textiles,
woolen fabrics, drugs, and medicines. The
stamping of prices on cloth was re-instituted, and
selling margins at the wholesale and retail levels
laid down. The production of coarse, and medium
varieties of cloth was to be stepped up; and it was
laid down that at least 10 per cent of the output
of mill cloth would be distributed through con-
sumer stores and fair price shops, at reasonable
prices. Powers were also taken under the Woollen
Textiles (Production and Distribution Control)
Order, 1962, to control the production of wool
tops, woolen cloth and woolen yarn, Permission
of Textile Commissioner was also required for
the acquisition or installation of any power
operated spindle for the manufacture of woolen
yarn,

2.3.13 Under the Essential Articles (Price
Control) Order, maximum increases permissible
in prices of certain consumer articles like kero-
sene, vanaspati, washing soap, and printing and
writing paper were also laid down, the dealers
being required to display their prices. Changes
were also introduced in the matter of sugar prices
and supplies, and of cotton prices. Inregard to the
former, the Sugar (Control) Order of 1963
empowered the Centre not only to fix prices of
sugar but also to fix quotas for the States and to
regulate movements of sugar. In regard to raw
cotton, various restrictions were placed from
October 1962 on the movement of cotton, on the
purchases (and stocks) of cotton (above past
consumption levels), and on forward trading in
unginned cotton (kapas).

2.4 Controls Over Foodgrains and Other
Agricultural tems, 1951-66

2.4.1 Rule 81(2) under the DIR (issued under
the Defence of India Act of 1939), had given the
Central Government wide powers to regulate the
production, transport, storage and distribution of
any item to be specified. As noted earlier, with a
short break in 1947-48, these controls had con-
tinued, and these powers were widely used for
controlling the movement and distribution of
foodgrains as well as the purchase, sale and
stocking of agricultural raw materials like cotton
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and jute.

2.4.2 The supply of food to the urban population
at reasonable prices has been one of the major
objectives of public policy, ever since the Second
World War until today. As noted earlier, the
decontrol of food (and other) prices in 1947 did
not last long. In fact, the problem posed by
partition of the country, and the famine conditions
in 1951, led to a gradual enlargementof the public
distribution system mainly in urban areas, and to
increased import of foodgrains, the sale of which
to the States was subsidised by the Centre. In
1952, the Foodgrains (Licensing and Procure-
ment) Order was passed, and ‘fair-price shops’
were opened to prevent an undue rise in prices
consequent on the relaxation of controls.

2.4.3 The year 1953-54 saw a lively debate in
regard to food controls and rationing. Following
a satisfactory monsoon, there was pressure for
decontrol of foodgrains, while there was another
school of thought in favour of price control,
rationing and buffer stocking, as an instrament of
planning. Eventually, prices were decontrolled,
and there was considerable dehoarding by the
farm population, leading to a decline in food
prices (instead of an increase as had been feared
earlier). The division of the country into ‘food
zones’ (for purposes of movement of wheat) was
given up. However, the trend of prices was soon
reversed, and food prices started rising from the
middle of 1955. The Foodgrains Enquiry Com-
mittee recommended in 1957, the need for price
stabilisation, controls over trade of foodgrains
and its ‘progressive socialisation’. As a result,
there was a return to controls over food supply,
and four different types of control measures were
adopted by Government from time to time, to
keep food prices and distribution under control:

(i) movement restrictions;
(ii) price control;
(iii) procurement, licensing and distribution
control; and
(iv) miscellancous orders,
stocking, etc.

e.g., regarding
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24.4 The controls were buttressed by large
scale import of food on Government account, so
as to meet the requirement of public distribution
system. The two measures promulgated in 1957
were (i) Inter-Zonal Wheat Movement Control
Order, and (ii) Rice (Southem Zone) Movement
Control Order. The basic objectives of movement
control were-

(a) tosegregate the surplus and the deficit zones
with a view to help procurement operations
inthe surplus areas, and also to prevent some
of the metropolitan areas (like Bombay ans
Calcutta) witha concentration of purchasing
power from sucking away a disproportion-
ate part of the marketable surplus, so as to
ensure its equitable distribution; and

(b) to rationalise and minimise transport and
avoid cross movement.

2.4.5 The control over foodgrains was relaxed
significantly in the early sixties with the negoti-
ation of a long term PL 480 Agreement with the
USA towards the end of 1959 for the supply of
18 million tonnes of foodgrains over a period of
years, for underwriting the Second Plan and for
building up a buffer stock. The Agreement did
succeed in holding back prices of wheat in par-
ticular, but in the context of a general increase in
prices which commenced after the Chinese attack
of October 1962, this also encouraged compla-
cency in regard to long term food supplies, and
also discouraged the production of food crops for
market sales.

25 Control Over Trade and Exchange, 1951-66

2.5.1 The war-time controls on trade and
exchange got gradually relaxed after 1947,
thoughrestrictions on imports had to be continued
immediately after the war owing to the sterling
balances of the country being blocked and sub-
jected to controlled releases by the UK. Gov-
emment. In early fifties, there was progressive
relaxation of import control, though the control
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system was retained in order to use available
foreign exchange resources for development.

2.5.2 The foreign exchange crisis in 1957-58,
led to the abolition of Open General Licence for
import in July 1957, to a tightening of the import
trade control policy, and the linking of imports to
external credits as a result of tied aid. A scheme
of compulsory exports was also introduced,
commencing with sugar, in June 1958. It is from
around this time that import control started being
used extensively for the purpose of promoting
import substitution.

2.5.3 One of the offshoots of this policy, tried
particularly from 1959-60 until the devaluation
of the rupee in June 1966, was the linking of
import licensing to export performance. This
policy developed in scope, content, and impor-
tance as the years passed. Import policy at this
time assumed increasing tightness, and the critical
foreign exchange position gave a direct stimulus
to the policy of import substitution, the policy
being to increasingly ban or restrictimports where
indigenous substitutes were, or were claimed to
be available. Though there was a machinery for
review of such claims by way of interdepart-
mental committees, as well as detailed scrutiny
by the then ‘Development Wing’ (currently the
Directorate General of Technical Developmentof
the Ministry of Industry), the general atmosphere
within the Government as well as in the country
was to give the benefit of doubt to claimants of
indigenous production capacity rather than to the
users of imported components and other materi-
als.

2.5.4 It was also around this time that the focus
of attention on the work of the Tariff Commission
- which had been constituted in 1952, in lieu of
the Tariff Board setup in 1945 - shifted gradually
from studies and recormmendations as to tariff
protection required by industry, to costprice
enquiries directed at fixing.appropriate ex-factory
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prices of industrial products.®

2.5.5 Another major new development in the
trade and exchange control system around this
time arose from the growing importance of trade
with rupee payment area countries commencing
with the first Rupee Payments Agreement with
the USSR in November 1958 and the use,
increasingly, of tied import licensing (either tied
to a specified bilateral credit or to purchase from
countries with bilateral trade and payment
agreements). The institution of tied licensing
gradually deteriorated to a blanket earmarking of
a part of the import entitlement of each ‘Actual
User’ for purchase of a certain part of his
requirements from the rupee payment area
countries, or linked to a specified credit tied to a
donor country. The system developed in a
somewhat arbitrary manner in that the percentage
of import tied to different sources changed from
time to time depending on the availability of
credits without reference to whether the required
imports were at all available in the country or
countries specified in the import licences, or if
available, at what price. For instance, for several
years, a certain specified percentage of the value
of import licences issued in favour of all small
scale industries was tied to purchases from the
rupee payment area countries, and another part
was tied to purchases from the U.K. (under the
U K. credit). Thus apart from the detailed scrutiny
of import applications imposed on the DGTD and
other sponsoring authorities - in regard to the
determination of the import entitlement of each
manufacturer - there gradually evolved an arbi-
trary and ad hoc control in regard to the source of
imports which began to affect the efficiency and
cost of production of the industrial sector.

2.5.6 The step-up of the defence efforts com-
mencing from 1963 - which made for an addi-
tional draft on the Central Government budget for
1963-64 of more than two per cent of the national
product - raising the amount of net defence
expenditure from Rs 437 crore in 1962-63 to Rs
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729 crore in 1963-64, against a national income
of Rs 14,700 crore in 1962-63, without any
reductionin the level of development expenditure
- led to the commencement of an inflationary
spiral, and the emergence of foreign exchange
difficulties. Indian exports started becoming
increasingly uncompetitive in the world markets.

2.5.7 Exchange control was also significantly
tightened during 1962-63, foreign travel being
permitied only on the basis of exchange permits
issued by the Reserve Bank of India from July
1962. In December 1962, restrictions on Indian
nationals holding assets abroad were tightened.

2.5.8 Between 1962-63 and 1965-66, the bal-
ance of payments came under increasing strain as
prices started moving up. In November 1965, the
National Defence Remittance Scheme was
introduced, with facility to convert part of inward
remittances into import entitlements which were
saleable. These developments made for new
complexities in the system of import licensing,
and transfer of import entitlements (against
€Xports).

2.5.9 A major landmark in the evaluation of
control policy was Gold Control initiated in
January 1963 under the Defence of India Rules,
which purported to ban the manufacture of new
gold ornaments of higher than 14 carat gold
content. The objectives of gold control were, first,
to wean people away from the gold habit, and
secondly, to check smuggling of gold. It was
hoped that by this means, not only would the
savings of the people get directed to more pro-
ductive channels, but the smuggling of gold into
the country which constituted a major drain on
the balance of payments, would also be brought
under control. Later in the year, in September
1963, an amendment was introduced to permit
individual goldsmiths to manufacture gold
ornaments of higher than 14 carat purity, only so
long as they did so by melting down existing
ornaments of higher than 14 carat gold content. It

8. This is only to highlight the shift in emphasis in the work of the Tariff Commission, The Tariff Commission had been
entrusted with price enquiries even earlier; and continued to be entrusted with studies pertaining to the level of tariff justified
on grounds of protection of infant industries. But with increasing quantitative importrestrictions the role of tariffs asa protective
mechanism was gradually eroded, and quantitative import restrictions became a major policy instrument for encouraging
indigenous manufacture of industrial products. In 1973, the Tariff Commission was formally abolished and its task s (of price
enquiries) concentrated in the Bureau of Industrial Costs and Prices (BICP) set upin 1970.
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may be added that the substance of gold control
was negated by the amendment introduced in
September 1963.

2.6 Other Controls upto the Mid-sixties

2.6.1 The passing of the Indian Companies Act
of 1956 was a major step purporting to control the
activities and functioning of the corporate sector.
The Act has been amended from time to time, but
even in its original form, it was fairly compre-
hensive and laid down various norms governing
the functioning of all companies, and required
permission to be taken from the Company Law
Board - which was set up in the Department of
Company Affairs - in regard to matters such as
the appointment of whole time Directors. The
Government also acquired powers to investigate
into the affairs of companies under certain cir-
cumstances,and to appoint Government directors
in the interest of share holders, as and when
necessary.

2.7 Controls Over Industry Since Mid-sixties

2.7.1 With the devaluation of the rupee in June
1966, a number of changes were introduced in the
control system. With a massive inflow of external
assistance, import policy was significantly lib-
eralised. There was also considerable liberalisa-
tion of industrial licensing policy, to permit fuller
utilisation of capacity already created. Several
industries were ‘delicensed’ - in the sense that the
licensing requirements for creation of new
capacity were kept in abeyance - and higher
installed capacity in excess of licensed capacity
was regularised. Facility of diversification was
also freely given to a number of engineering
industries. The import entitlements for actual
users were significantly stepped up, so as to
achieve higher industrial production. A policy of
removal of price and distribution controls on
industrial products was initiated and, in view of
increases inthe costof production, price increases
were allowed for a number of industries.

2.7.2 Control and regulation, however, kept
coming back (o meet the exigencies of the situa-
tion and to meet specific supply bottlenecks. Even
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though the item relates to an agricultural raw
material, it is relevant here to note that in
October-November 1966, a ban was imposed on
the movement of indigenous cotton (except the
exportable variety of short staple Bengali Deshi
cotton). Mills were also ordered not to keep more
than two months stocks of cotton at any time, and
to observe, from December 1966, an extra holiday
every week, in order to ensure adequate supply of
cotton to keep all the mills going. It was also
decided to requisition cotton for supplying mills
unable to get it at ceiling prices. There was also
partial decontrol of sugar prices - following a
sharp reductioninthe area and output of cane, and
of cane available to sugar factories- and for the
1967-68 sugar year, it was announced that only
60 per cent of the mill output of sugar would be
subject to price and distribution control. This was
the beginning of the system of dual pricing of
sugar: ‘levy’ sugar to be sold at the direction of
Government at a stipulated price and supplied
through ration shops, with the balance of sugar
being allowed to be sold freely by the factories at
markeét price.

2.7.3 The process of liberalisation of industrial
controls continued for some items, and reversed
for other, depending on the supply situation. In
July, 1967, price and distribution controls on coal
(except metallurgical coal required by the steel
plants) were removed. In May 1968, paper prices
were decontrolled. The percentage of cloth pro-
duction outside the purview of control was raised
from 60 to 75. On the other hand, control over the
price and distribution of cement was reintroduced
inJanuary 1968. Prices of raw rubber were fixed
on the basis of the recommendations of the Tariff
Commission.

2.7.4 Meanwhile, as noted earlier inpara 2.34,
a debate had ensued after the report of the
Monopolies Commissionand the Hazarireportin
1966, in regard to the need to control the growth
of monopoly and the concentration of economic
power ina few hands. The Report of the Industrial
Licensing Policy Enquiry Committee (ILPIC)’ in
July 1969 pointed to not only several defects of
licensing policy, e.g., the pre-emption of capacity
by Large Houses but also to the disproportionate

9. Government of India: Report of the Industrial Licensing Policy Inquiry Commiliee, 1969.



740

amount of financial assistance from the public
financial institutions which had gone to these
Large Houses. Meanwhile, following the report
of the Monopolies Commission, the Monopolies
and Restrictive Trade Practices Act was passed
in 1969; and following the ILPIC report, anumber
of restrictions were placed on the Large Houses,
in industrial licensing policy announced in Feb-
ruary 1970.

2.1.5 The early seventies saw a tightening of
various control measures. Apart from the debate
concerning monopolies, there was a definite shift
in economic policy towards Government
acquiring ‘commanding heights’ in the economy.
Reference has already been made to the nation-
alisation of 14 major commercial banks in the
country. Following this, in 1972, the management
of 214 coking coal mines and 12 coke oven plants
was taken over by Government, and handed over
to the newly constituted Bharat Coking Coal
Company. This wasfollowed by the take-overand
subsequent nationalisation of all coal mincs,
including non coking coal mines. Meanwhile, as
far as industrial licensing is concerned, the
Industrial Licensing Policy Statement of Febru-
ary 1973 clarified policy in this regard, insofar as
Large Houses and foreign firms were concerned,
boththese being allowed to participate in alimited
range of heavy-investment or sophisticated
industries, listed in Appendix I to the Policy
Statement, '

2.76 A major administrative innovation and
simplification introduced at this time was the
setting up of the Secretariat for Industrial
Approvals (SIA) in November 1973, which
sought:

(a) the centralisation of all approvals - for
industrial licenses, capital goods import
licenses, and foreign collaboration terms
under the SIA; and

(b) the laying down of strict time limits for
different authorities for commenting on the
applications, the process being made
simultaneous rather than sequential.
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2.7.7 Partly as a result of the above, and partly
by increased exemptions granted in the matter of
investment below a certain value for purposes of
industrial licensing, delays in consideration of
applications for industrial licenses were signifi-
cantly reduced.

2.7.8 Around this time, a large number of
industries were also specifically reserved for
developmentin the Small Scale Sector. Industrial
licensing policy has continued to be governed
since then substantially by the policies announced
in February 1973, except that the emphasis on
small scale, cottage and village industry pro-
duction has been further accentuated in recent
years, with an increasing number of industries
being reserved for production in the decentralised
sector.

2.7.9 Some of the control measures adopted
during this period showed the lack of adequate
preparation. For example, Government assumed
control over the distribution of cotton yarn in
February 1973, in order to ensure the availability
of yarn at reasonable prices to handloom weavers,
but the scheme had to be given up in a couple of
months, in April 1973, as the scheme did not
work.

2.8 Control Over Foodgrains Since the
Mid-sixties

2.8.1 Whilethere wasa liberalisationof controls
generally afterthe devaluation of the rupec inJune
1966, the situation on the agricultural front was
quite different. On the food front, the two
successive drought years of 1965-66 and 1966-67
led to an intensification of controls. Substantial
imports of wheat and other foodgrains were
arranged against external aid, and foodgrains sold
from the public distribution system reached a
peak figure of 14 million tonnes in 1966, followed
by 13 million tonnes in 1967. Movement
restrictions were intensified, and statutory
rationing as well as ‘modified rationing’ - ie.
distribution from fair price shops - was extended
tocover an increasing segment of the population.

2.8.2 During 1967-68, with a favourable mon-
soon and increased foodgrains production, there
was an impetus for the easing of restrictions on
movements, which was extended to all coarse
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grains. The statutory price control on raw cotton,
which had continued - except for a brief inter-
ruption in 1948 - since 1943, was lified from
September 1967, and restrictions on purchases
and stock holding by the mills as well as on
movement of cotton were removed. Only a
‘support price’ for cotton was announced.

2.8.3 From 1968-69, there was a gradual change
in the general approach and atmosphere in regard
to controls. In respect of agricultural products,
control over movement got gradually relaxed
with improved output, and emphasis was placed
on procurement at more remunerative prices. The
Agricultural Prices Commission had alrcady been
constituted in 19635, with a view to fixing mini-
mum pricesof agricultural products, and the focus
of policy shifted gradually to the fixing of
reasonable ‘support’ prices for agricultural
products, on the basis of the recommendations of
the APC. The other plank of policy was the
build-up of adequate buffer stocks such as would
ensure stability of supplies and of prices. The
Cotton Corporation of India and Jute Corporation
of India were constituted in September 1970 and
April 1971, respectively, so asto build up a buffer
stock of raw cotton and raw jute. It may be added,
however, that as of writing, neither the Cotton
Corporation nor the Jute Corporation has really
achieved the objectives for which they were
constituted.

2.84 The food situation continued to show
fairly unstable conditions of supply. During
1970-71, the output of foodgrains reached what
was then arecord level of 108 million tonnes, and
stocks of foodgrains with Government reached
the then peak level of 8.6 million tonnes of July
1971. Tt is noteworthy that despite a policy
decisioninregard to the build-up of a buffer stock
of foodgrains, Government found these food
stocks to be burdensome. The Economic Survey
for 1971-72 has this to say on the subject -

‘Currently there are a number of problems
ancillary to the increased production of
foodgrains in the country. The requirement
of storage and transport have increased to
such an extent that considerable strain is
placed on the existing machinery. The other
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important aspect of increasing production of
foodgrains impinges upon the monetary
sector of the economy, in as much as the
demand for funds for procurement operations
has increased sharply .... Equally important
is the consequence of the likely increase in
the burden of food subsidy on the Union
Government’s budget’.}® (Our emphasis).

2.8.5 The anticipation of a sustained increase in
foodgrains output were belied, and the production
of foodgrains declined to 105 million tonnes in
1971-72, and further, to 97 million tonnes in
1972-73. When food prices started rising towards
the close of 1971-72 the Food Corporation of
India started, from January 1972, open market
sales of wheat from its stock to contain prices. By
mid 1972, however, this policy had to be aban-
doned. Prices kept increasing, and imports - at
considerably higher than internal prices - had to
be arranged, in order to meet the requirements of
the public distribution system. It was at this time
that a decision was taken to take-over the
wholesale trade in wheat, which was to become
operative from the next rabi season, ie., form
April 1973. The Food Corporation of India, the
State Co-operative Marketing Federations and the
State Food and Civil Supplies Departments were
declared as the sole procurement agencies at the
wholesale Ievel. Inter-zonal movement of wheat
was restricted, and the surplus and deficit wheat
zones isolated, by the Wheatand Wheat Products
(Movement Control) Order of 1973.

2.8.6 With the deterioration in the food supply
sitnation in 1971-72 and more particularly in
1972-73, the machinery for rationing (both formal
and informal) was strengthened. The number of
fair price shops increased from 121 lakh in
December 1971 to 1.86 lakh in December 1972,

2.8.7 The take-over of the wholesale trade in
wheat never got off the ground, and Government
monopoly in the procurement of rice, which had
been talked of earlier, was not instituted.
Monopoly procurement of wheat was abandoned
for the 1974 rabi season.

10. Government of India, Economic Survey, 1971-72, Pp. 2-3.
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2.9 Trade, Exchange and Other Controls
. Since Mid-sixties

2.9.1 The policy of import liberalisation intro-
duced inJune 1966 did notlast very long, because
import liberalisation failed to bring about any
noticeable growth in overall industrial produc-
tion, in the background of a recession in demand
which stemmed from a steadily declining rate of
public outlay under the Plan, From 1968-69
onwards an increasing number of products came
under the total import ban in the interest of
indigenous production. With domestic costs
increasingly getting out of line as a result of this
policy, the policy of subsidisation of exporis
againreturned, the subsidies being given notonly
as cash compensatory support but also by way of
import licences linked to export performance
which carried a premium owing to their scarcity
value, in a regime of tight import control.

2.9.2 The policy of import substitution in
respect of manufactured articles was significantly
intensified from around 1969 onwards, and a
deliberate policy was adopted - in the matter of
import licensing - in favour of a stcady substitu-
tion of imported raw materials, components and
spares by a reduction in the consumption of
imported raw materials per unit of output. There
was alsoa tightening upin the matterofthe phased
programme of indigenous manufacture toachieve
greater indigenous contentin the shortest possible
time. At the same time, there commenced more
rigorous scrutiny of all Capital Goods import
applications to ensure that plant and equipment
manufactured within the country was (were) not
permitted to be imported. Simultaneously,
exporting units were given priority in the matter
of import licensing of raw materials, components
and spares.

2.9.3 While the Minerals and Metals Trading
Corporation - which had been separated from the
STC in October 1963 - had already commenced
exports of several minerals, the canalised export
of specified minerals by the MMTC, was taken
up as a matter of policy for the first time after
October 1963. The policy of canalisation on
Import was to get increasingly intensified in the
late sixties and early se venties. Numerous reasons
were advanced for the increasing canalisation of
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imports ranging from the desire to check over-
invoicing of imports and under-invoicing of
exports, to take advantage of the economies of
bulk import, to make imported raw maierials
available more freely to small scale industrics,
and to use the bargaining capacity arising from
large imports for promoting exports of difficult
items. In retrospect, while bulk imports did help
insecuring foreign exchange savings and stability
of supplies for certain bulkable items, there were
also complaints of uneconomic purchases being
made, as also of irregular supply at high prices
even to small scale units, The extensive canali-
sation of the import of raw materials, at times, of
diverse qualities required by different producers
(as, for instance, in the matter of alloy steel), as
also the nominal canalisation of a number of
items, like the exports of shoes, generally
increased rather than reduced costs. Increasingly,
the canalisation of foreign trade began to con-
stitute a new form of control over industry and
trade.

2.94 The rather extensive amendment of the
Foreign Exchange Regulation Act (FERA) in
June 1973 is another landmark in the regulation
of the economy. The policy in regard to foreign
investment had so far been govemned by Prime
Minister Nehru’s statement on the subject, made
inParliament in November 1949, Guidelines had,
of course, been issued from time to time, indi-
cating, in the main, the direction in which the
import of technology - also under strict scrutiny
from the angles of need and of availability of
indigenous technology - was 1o be allowed. In
terms of FER A, the policy on foreign investments
underwent a notable change. All existing foreign
companies were required to apply, under FERA,
for permission to continue in business, and were
to be freshly screened with reference to priorities
and extent of foreign ownership. Under FERA,
no foreign firm was to be allowed to have more
than 74 per cent foreign equity. This extent of
foreign equity was to be permitied only to com-
panies in the Appendix [ industries, as per the
Industrial Licensing Policy Statement of
February 1973, or those which were engaged in
export of their output. Firms substantially of such
category or in acknowledged fields of sophis-
ticated technology, were permitiedto keep 51 per
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cent foreign equity. All the rest were required to
dilute to not less than 60 per cent Indian owner-
ship. At the same time, revised illustrative lists
were circulated inregard toareas in which foreign
technical knowledge and foreign collaboration
were to be permitted, these lists having been
drawn up with the assistance of the technical
authorities, defining areas in which indigenous
technological expertise had been generally defi-
cient.

2.10 Controls Since the Mid-seventies

2.10.1 The scene on the ‘controls’ front has
changed significantly since the mid-seventies.
Before indicating the actual developments in
regard to controls, the background of overall
economic developments becomes relevant.

2.10.2 Three distinct developments in the
mid-seventies had a profound effect on not only
the control regime, but also on the popular
approach to the control regime which had beenin
operation. These three developments were:

(a) The steep increase in all prices throughout
the world, following the oil price hike of
November 1973, resulted in a sharp esca-
lation in the cost of new projects which, in
a matter of few years, increased
several-fold. This raised a major problem in
regard to pricing of products of capital
intensive industries, where the burden of
capital cost is substantial part of the product
cost. At the same time, as world inflation
increased at a rate faster than the rise of
prices in India, Indian exports became
increasingly more competitive in the world
market.

(b) The favourable monsoons from 1975-76
onwards, together with the results of mea-
sures adopted earlier to increase food output
-throughincreased inputof water, fertilisers
and high yielding varieties of seeds - led to
an unexpectedly large build-up in the buffer
stock of foodgrains.
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(c) The increasing inward remittances sent in
by Indians going abroad, particularly for
projects and other construction work in the
oil-rich countries of the Middie-East, made
for a sudden easing of the balance of pay-
ments situation, and led toan increase in the
foreign exchange reserves of the country
fromRs 611 crore at the end of March 1975
toRs5,082croreat the endof January, 1979,

2.10.3 The other major development which
occurred on the food fronthas beena fundamental
change in the approach, from one of price control
of agricultural products to one of price support
and buffer stock operations. In respect of food-
grains, Government stocks suddenly increased
from4.9 million tonnes as of the end of June 1975
to 17.6 million tonnes at the end of June 1976.
Currently, as of January 1979 food stocks are
roughly of the same order, or marginally higher,
and expected to increase substantially after 1979
rabi crop has been harvested. The control regime
in foodgrains has therefore got readjusted to a
regime of buffer stock operations. There has
emerged, as a result, a debate on the size, extent,
compositionand location of buffer stocks, on who
should pay for the cost of buffer stocking, and
related issues. The off-take from the public dis-
tribution system had also declined, in spite of an
increase in the theoretical ‘coverage’ of the
system. Apart from Bombay, Calcutta and the
Durgapur-Asansol industrial beltand also,in part,
the State of Kerala, the importance of ration shops
and fair price shops has come down sharply, these
shops exerting what is essentially a moderating
influence on private shops. Even in Kerala, there
has been a substantial reduction in the offtake of
foodgrains from the public distribution system.
Notwithstanding the easy availability of food-
grains outside of fair price shops, however, the
number of such shops has been on the increase,
and the population covered by statutory rationing
has also not declined. The supply of foodgrains
from these shops at subsidised prices has also
helped the urban working classes and others who
have preferred to buy their food requirements
from fair price shops rather than the open market.

2.10.4 A major development particularly from
around 1975 or so, has been the significant change
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in the balance of payments outlook, with a rapid
and sharp increase in foreign exchange reserves
since 1976-77. There has as a result been a sea
change inoutlook on importpolicy. Import policy
has been progressively liberalised, and the import
procedures have also been drastically simplified,
all import items not specifically banned or
restricted being freely importable. In fact, the
attempt now is to find suitable imports calculated
to helpthe development effort without undue hurt
10 domestic production capability, rather than to
find ways and means to curb imports. There has
also been a general relaxation of exchange con-
trol, of travel regulations, and of procedures
connected with exchange transactions.

2.10.5 Indecd, there has, since 1975, been under
~ way of a steady effort to dismantle controls, and
a large number of controls were removed during
the past four ycars, namely, over 1975 to 1978.
To give a few examples, during 1975, the ‘in-
formal’ control over the distribution of indige-
nous copper and zinc was withdrawn; the Cement
(Conservation and Regulation of Use) Order was
rescinded; a number of clauses of the Iron and
Steel (Control) Order were held inabeyance; and
control on the movement of coke other than hard
coke was withdrawn. In 1976, the control orders
on the distribution and sale of cars and scooters
were withdrawn (control being kept only on the
sale of one make of scooters which was later
withdrawn in January 1978), The Control Orders
on viscose staple fibre and on prices of Synthetic
Rubber were also withdrawn in 1976. In 1977,
wheat and rice zones were abolished in April and
September, respectively. The Cotion Textile
(Export Control) Order of 1949 was also with-
drawn. In December 1977, anew industrial policy
was announced and in 1978, a new textile policy
wasalso announced. Further,in 1978, the Refined
GroundnutOil (Regulation of Refining and Price)
Control Order was rescinded and, more impor-
tantly, sugar was fully decontrolled in August
1978 when the Levy Sugar Supply (Control)
Order was rescinded. The exemption limit for
purposes of industrial licensing was raiscd from
Rs 1crore toRs 3crore.In 1979, the Orderrelating
to stock holding limits of sugar and khandsari by
recognised dealers, was withdrawn. There has
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been a reduction in the number of items ‘canal-
ised’ for import, both 1977-78 and in 1978-79.
However, a number of new controls have been
introduced and a number of past controls have
been modified.

2.10.6 Two further developments that may be
noted in a study of the evolution of the contro
system are - :

(a) The incrcasing emphasis being attached to
organising a strong and wide network of
public distribution. In this connection, an
announcement has been made by the Gov-
ernment of India in early 1979 after a
meeting with the Chief Ministers of all
States, held on January 5, 1979, that the
public distribution system would be
strengthened so as to reach the benefits of
supplies of essential commodities at rea-
sonable prices to the people in all parts of
the country, even in distant and far-flung
areas, and also that the range of commodities
to be sold from such fair price shops would
be increased suitably so as to make the
operation economically viable.

(b) There has also developed increasing
administrative control over the price and
distribution of many key products in lieu of
statutory or formal control. For instance,
even though there is no statutory controt
over the prices of coal and of steel - which,
in the normal course, would be based on
thorough going cost enquiries, normal for
itemns proposed for price control - there isan
unwritten bar to any increase in coal and
steel prices as indecd in the price of any
important item produced by a public sector
enterprise, without formal approval of the
Union Cabinet. There are other types of
administrative control, and sucha procedure
is nccessarily more arbitrary than formal
price control based on independent cost
investigations,

2.11 Selective Credit Control

2.11.1 The history of selective credit control is
brielly indicated here for the entire period since
Independence, as it could form an altemative to
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‘corrective’ physical controls. The Rescrve Bank
of India has powers of regulation of bank credit
for specific purposes - or selective credit control
as it has come to be called - under the Banking
Regulation Act of 1949. The need for such control
was felt as a result of the speculative build-up in
commodity markets, an experience shared by
many other countries in the world.

2.11.2 There have generally been three stages
in the evolution of selective credit control, as
briefly indicated below:

(i) 1949-56: when the Reserve Bank did not
exercise any formal powers but merely
advised banks to adopt a cautious approach
in their Iending activities, as deemed nec-
essary. :

(ii) 1956-69: Selective credit control was for-
mally introduced in May 1956, when banks
were asked to increase the margin against
credit limits for paddy and rice. Between
1956 and 1969, various types of selective
credit control were extended to other food-
grains, sugar and gur, raw jute, jute goods,
oilsceds and vegetable oils (including
vanaspati), cotton and kapas (including
cotton yarn), as also in respect of clean
advances and advances against shares.

(iii) 1970 onwards: Until 1969, the instrument
of selective credit control affected only the
availability of credit, by way of minimum
margins and ceilings on credit. A differen-
tiation by way of the cost of credit was
introduced in Janvary 1970.

2.11.3 Sclective credit controls have been
~directed mainly in the matter of stocking of

agricultural produce, and have varied from time
to time in accordance with seasonal changes and
shortages/surpluses in supply. Briefly, while
these control measures have had the effect of
reducing bank advances for the items concerned,
the controls cannot be said to have succeeded in
regulating either prices or supplies, because of the
play of large non-banking funds in the stocking
of these commaoditics. The play of speculative
forces in respect of items subject to selective
credit control has revealed the strength of the
“paralle]l economy’ in the country, and has, inter
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alia, brought out the futility of atempting
piecemeal controls without a package of mea-
sures calculated to bring a balance between sup-
ply and demand.

2.12 Subsidies

2.12.1 Subsidies have a long history. Drought
and famine relief, and taccavi loans to farmers
(on concessional terms) as well as relief in land
revenue in case of crop failure have been a
traditional feature of the Indian revenue system.
A major development in the programme of sub-
sidisation was the grant of relief and rchabilitation
finance for refugee resetticment after partition of
the country in 1947, Subsidisedindustrial housing
was started with the initiation of the Five Year
Plans. The growth of subsidies other than these
twohistorical forms of subsidy is briefly indicated
below.

2.12.2 Subsidies can take different forms. One
could distingnish between open orovertsubsidies
paid directly to the beneficiarics; and covert
subsidisation, e.g., by way of a calculated loss
incurred in providing a commodity or a service.
A common form of such covert subsidisation is
the loss incurred by the transport authorities on
suburban and urban passenger transport respec-
tively. One could also distinguish between sub-
sidies met out of the exchequer directly, and
subsidies which are paid by one part of the
community to another, without any burden on the
fiscal system, e.g., through a dual price policy.
Thirdly, tax concessions or concessional interest
rates involve a subsidy for the beneficiaries of the
concessions. The former involves a budgetary
subsidy, whereas the latter is only sometimes
financed out of the budget. The usual method of
granting an interest subsidy iscross subsidisation
of one set of borrowers by other borrowers, who

are required to pay a higher rate of interest.

2.12.3 The Committee is concerned essentially
with overt subsidies which involve a burden on
the public exchequer. To that extent, the Com-
mittee’s study of subsidies wouid relate to those
whichare of the natureof ‘negativetaxes’. Where
there is a cross subsidisation of one section of the
community by another,e.g. through the dual price
system, there are no budgewary implications.
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2.12.4 Even though the scheme of differential
rate of interest (DRI) does not always involve a
budgetary outgo, the supply of concessional
finance to certain sectors is buttressed by a bud-
getary subsidy to the lending agency. The DRI
scheme thus becomes relevant from the point of
view of the Committee’s study.

2.12.5 Fiscal incentives to some producers - by
way of devices like the tax holiday for new
investment, the development rebate/investment
allowance, special deductions in the case of
companies engaged in ‘priority industries’, and
capital subsidies for locating industrial units in
notificd backward areas - have been given from
time to time. The tax holiday scheme was first
introduced in 1949. The intention was to enable
new undertakings to improve their net profit-
ability in the initial years after start-up. A
development rebate was introduced for all new
industrial undertakings in 1955-56, though later
the development rebate/investment allowance
waslimited toa more selective group of industries
defined as *priority industries’. The subsidisation
of khadi commenced in 1954-55 and has been
extended later, though to a smaller extent, to
handloom and to a few selected village industrics.
The National Small Industries Corporation
started a ‘hire purchase’ scheme ata concessional
rate of interest met out of the budget, from May
1970. A scheme of price preference in Govern-
ment purchases for small scale industries, at the
rate of 15 per cent, was started in 1956-57. The
facility of a capital grant to industries set up in
notified backward areas - at 15 per cent upto a
maximum grant of Rs 15 lakh, was initiated
(through a somewhat modified form) in August
1971.

2.12.6 A few subsidies have grown in size and
importance lately, so much as that only three of
them, namely, food subsidies (at Rs 560 crore),
subsidies on fertilisers (at Rs 448 crore) and
subsidies on exports (at Rs 335 crore), today
account for some 70 per cent of the aggregate
budgetary subsidies in 1979-80 (Budget Esti-
mate) (B.E.)

2.12.7 Although food subsidies were first given
from as far back as 1950-51, when the Centre
supplied imported foodgrains to the States at a
concessional price, food subsidies have really
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grown in magnitude from the early 1970s. As late
as 1971-72, the total food subsidy paid out of the
Central budget was no more than Rs 47 crore. By
1978-79, food subsidy had grown more than 10
times to Rs 570 crore (Revised Estimate) (R.E.).

2.12.8 Fertiliser subsidy - as adirect outgo from
the budget - commenced only from 1976-77, even
though imported fertilisers were subsidised ear-
licr by the pooling of prices of suchfertilisers with
indigenously manufactured fertilisers, the
controlled price of which had been kept low. As
of today, there are four components of the ferti-
liser subsidy; on indigenously produced nitrog-
enous fertilisers, indigenously produced
phosphatic fertilisers, imported fertilisers, and on
the freight on fertilisers, the retail price of which
is kept uniform throughout the country.

2.129 The subsidisation of export has a
some¢what long and complex history. The scheme
of the tying of import licences withexports, which
commenced in the late 1050s and early 1960s, did
notinvolve adirect budgetary outgo, butinvolved
across subsidisation by manufacturers requiring
imported raw matcrials, of exporters who were
granted import licences in excess of their own
requirements. The scheme was given up after the
devaluation of the rupee in June 1966. However,
even though devaluation was intended to correct
the imbalance in domestic costs arising from an
artificially high rate of exchange, very socon
export incentives in a direct form had to be
re-introduced in order to encourage the export of
new products, particularly of manufactured items
and engineering goods, as also to take note of the
disadvantage in freight rates on exports as com-
pared to freight rates from other countries of the
world. Currently, exporters have the following
facilities, though not all of them can be deemed
to be subsidised; drawback of duty paid by
exporters on materials used in export production;
cashcompensatory support given to variousitems
of export at a percentage of the f.0.b. value of
exports; ‘import replenishment’ licences in
respect of imported inputs required for export
production; ‘export packing credit’ at a conces-
sional rate; support in lieu of high freight rates
incurred; and a 133.5 per cent deduction for tax
purposes in respect of promotional expenditures
incurred for export.
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2.12.10 Apart from the three major subsidies,
namely, on food, fertilisers and export, there are
alarge number of other subsidies given from the
budget. As would be seen later, in Chapter 11 on
Subsidies, not all these payments are really of the
nature of subsidies. Equally, there are a number
of other payments which are really of the nature
of subsidies, but are not shown as such, and are
hidden under various other entries in the budget.
“In any case, losses of pllblic sector undertakings
- incurred as a part of deliberate policy to keep
down prices of essential items - are a covert
subsidy, and are not recorded as subsidies in the
budget, but shown as loans to the undertakings.

2.12.11 The interest subsidy arising from Josses
of public sector undertakings dates back to early
‘years of the establishment of public sector
enterprise in certain key and basic industries.
Where the losses of these undertakings are cov-
ered up by budgetary loans, most of these
undertakings arc understandably not able to pay
the interest on such loans. The interest on these
loans is given to these undertakings as a subsidy.

2.12.12 Apart from the losses incurred by some
of the major undertakings of the Government, the
power rates of State Electricity Boards have
traditionally involved a subsidisation of the
consumers through a system of electricity tariffs
which has not met the full cost of generation and
transmission of electricity, for most consumers,
There has also been a subsidy involved in the
provision of irrigation water, in the supply of milk
to urban consumers by State operated dairy
farms, and in the provision of urban transporta-
tion.

2.12.13 Apart from the above, both the Central
Government and the States provide additional
subsidics to manufacturers for setting up new
industrial undertakings, the former, in backward
areas, and the latter as a promotional measure.
Expenditure undertaken for the creation of
infrastructure facilities through industrial estates

" can, of course, be looked at as developmental
outlay; but in addition to concessional rent and
other facilities for factory sheds, etc., there have
been numerous other tax and other concessions,
particularly by way of remission of the sales tax
by a long term (usually, 18 years) loanat a highly
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concessional rate of interest to new undertakings
equal to the sales tax payable by them.

2.12.14 Of late, apart from the subsidy provided
to backward areas, by way of a capital grant to
new units in notified backward arcas, the Gov-
emment of India has also evolved a scheme for a
transport subsidy to hilly areas. Certain types of
transport - as for instance rail-cum-sea movement
of coal, or shipping to the Andaman and Nicobar
islands - have for long enjoyed a subsidy. Of late,
the transport subsidy has been extended to
transportation of certain items like cement, to all
district headquarters not served by the Railways,
and of fertilisers.

2.12.15 Shipping companies have also been
granted a budgetary subsidy in respect of interest
on the acquisition of ships - on commercial
deferred payments terms - from abroad.

2.12.16 A rccent example of an important
subsidy given notout of the public exchequer but
through the financial institutions is the Soft Loan
Scheme of finance introduced for the rehabilita-
tion, modemisation and diversification of five
important large scale industries, namely, cotton
textiles, jute, sugar, cement and certain selected
engineering industries. The scheme was initiated
in 1976. Initially, the funds so provided by the
IDBI were supposed to be refinanced by the
Government of India by the grant of concessional
funds, but subscquently, the scheme became part
of the total programme of lending by the three
major term lending instilutions, namely, IDBI, the
ICICI and the IFCI.

2.12.17 Even prior to this, following the report
of 2 committee on Differential Interest Rates™
in 1971, a scheme of supply of loans by com-
mercial banks at concessional interest rates (0
vulnerable sections of the population, was drawn
up. Under the DRI scheme as it was called, the
nationalised banks have been advancing fundsto
the economically weaker sections of the popula-
tion at 4 per cent interest. However, until very
recently, the banks were lending uptoa maximum
of 0.5 per cent of their total advances at this
interestunder the DRI scheme, and thebanks have
beenrequested only inthe last few months toraise
the percentage of suchloansto 1 percent of their

1. Report of the Committee on Differential Interest Rates: Reserve Bank of India, 1971.
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total advances.

2.12.18 As noted earlier, there are a number of
budgetary subsidies which are not so treated in
the budget, but are treated as part of develop-
mental outlay. Such expenditures first com-
menced with the budget for 1969-70. Of late, there
has been an increase insuch outlay, under various
rural development programmes - all covered in
the 1979-80 budget under the Integrated Rural
Development Scheme - encompassing the grants
to the Small Farmers Development Agency
(SFDA), the Marginal Farmers and Agricultural
Labourers Programme (MFAL), the Drought
Prone Areas Programme (DPAP), and extending
also to tribal, hilly areas, backward classes, etc.
This evinces a new thrust in public policy,
directing subsidies to the really vulnerable sec-
tions of the population.

CHAPTER 11
- SUBSIDIES
11.1 Introduction
11.1.1 The subsidies given by the Centre have

assumed considerable importance of late. Subsi-
dies have increased from less than Rs 100 crore

in1971-72tomore thanRs 1,712 crore in 1979-80

(Budget Estimate).! According to the Draft Plan®
overt budgetary subsidies during the Plan period
(1978-83) are likely to be as much as Rs 7,399
crore, or say Rs 7,400 crore. At that level, these
would be 57 per cent of the estimated amount of
additional resources to be mobilised (at Rs 13,000
crore) during the Plan. There are also many
implicit subsidies given in one form or another at
the production, pricing and distribution stages to
various public sector undertakings and public
utilities. The latter are particularly important for
the States, as the covert subsidy granted in the
operation of public utilities like electricity, irri-
gation water, urban transport and urban milk
supply scheme is substantial.

11.1.2 The approach of the Committee to the
problem of subsidies has already been indicated
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in Chapter 4 on Approach. There is need for a
thorough review periodically of the costs and
benefits of all subsidies, since they have a ten-
dency to be sticky, and also to snowball. In
general, subsidies should be given to support
low-income consumption, small and marginal
rural production and labour intensive small unit,
industrial production. Subsidies which do not
serve these purposes, should be phased out.

11.1.3 Since subsidies are essentially a form of
negative tax, they can affect both the directionand
level of consumption and investment in a sig-
nificant way. In a developing economy, where the
market system has not yet developed properly,
and where the distribution of income is extremely
uneven and skewed, the forces of supply and
demand cannot be allowed to operate unfettered.
In this background, subsidies are a powerful
instrument in the armoury of the Government for
exercising control over the functioning of the
economy.

11.1.4 The greatest advantage of subsidies lies
in the tangibility of the costs as well as the
measurability of the impact, which makes these
superior to other instruments of policy. The
possibility of their misuse or sub-optimal use and
their continuance indefinitely - as a result of the
pressure of vested interests - are their greatest
disadvantage. As a result, subsidies could gen-
erate complacency and inefficiency, and lead to
a general raising of the cost structure,

11.1.5 The relevance of subsidies has to be seen
in the light of their objectives, which are briefly
the following:

(a) First. a subsidy could attempt to shift the
allocation of resources along desired
directions. For instance, an export subsidy
would alter the “effective exchange rate’ in
respect of the subsidised product, and
thereby make the export activity more
attractive vis-a-vis the domestic market. The
benefit of sucha subsidy has to be seen with
reference to its cost.

... 1. This figure docs not appear in the Budget as the total subsidy. There could be different interpretations in regard to
different items being designated as subsidies though it has been argued later that a very substantial part of such payments is

not of the nature of subsidy.
2. Draft Five Year Plan (1978-83); pp. 57-58.
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(b) Secondly, one could subsidise the use of a

particular input in the production process.
The subsidy on fertilisers is an example.
Apart from inducing greater use of fertilis-
ers, a subsidy on fertilisers would also lead
to an intersectoral income re-distribution.

(c) Thirdly, a subsidy may be given purely for

reasons of the need to influence income
distribution. This would include the cost of
operating the public distribution system
catering to the needs of low-income groups
or the subsidy on certain varieties of edible
oils and on controlled cloth. The need for
such subsidies is generally recognised. The
two fold problems here are, first, to ensure
that the benefits of the subsidy accrue to the
target group; and secondly, to avoid the
subsidisation of inefficiency in the distri-
bution system.

(d) Fourthly, a subsidy may be given in the

interest of employment. This type of subsidy
has been given in the past to maintain
employment inthe decentralised sector, and
has been suggested in lieu of capital subsi-
dies as a means promoting activity.

(e) Fifthly, the objective of price stabilisation

and of stability of supply may also justify
the grant of a subsidy. It would be seen later
in Chapter 12 on Foodgrains that the cost of
maintaining a buffer stock of foodgrains
would involve a subsidy which has to be
necessarily met from the budget. But then
such a subsidy can provide both consumer
protection against shortfalls in supply in the
event of a failure of the monsoon, and also
prevent a steep decline in the income of the
farming community in years of bumper
harvest, and thus stabilise the domestic
market. It would also protect the interests of
the weaker sections of society in years of
scarcity.

(f) Sixthly, public sector enterprises have to

meet a multiplicity of objectives which
resultin losses which have to be subsidised
from the Government budget. These losses
could of course emerge due Lo operational
inefficiency; or they could arise due to a
deliberate pricing policy adopted by the
Government in order to keep down the
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prices of certain essential items to avoid a
cumulative increase in prices. Thereare also
instances of deliberate investment decisions
in certain areas, for strategic reasons, in
order to ensure a minimum supply of a
strategic product. Again, certain subsidies,
e.g., losses in respect of irrigation waier
supplies to farmers, or rates for urban or
suburban transport, may reflect a conscious
decision to subsidise the users of these
public utilities. While covert subsidisation
may be justifiable in some cases, it is
important to -

(i) realise that an unrealistic pricing policy
implies a subsidy to the consumers of
the product; and

(ii) keep track of the beneficiaries of such
subsidies and the costs of such subsidies.

(2) Seventhly, owing to the existing disparities

between resource allocation and infra-
structure facilities among different regions,
a subsidy could be (and has inthe pastbeen)
given to encourage the development of
backward regions. This takes note of the
reality that resources (particularly labour),
are not perfectly mobile, and, therefore, the
Government has to induce the flow of cap-
ital and other resources into these regions.
While such subsidies have been
traditionally given on the investment
undertaken in backward areas, an alterna-
tive way to subsidise new forms of eco-
nomic activity in backward areas would be
to relate the subsidy payment to
employment generated. Price equalisation
for key items throughout the country
involves a similar subsidy, though it does
not necessarily involve any outgo from the
Government budget.

(h) Finally, subsidies could also be disbursed

with a view to provide greater equality of
opportunities, for the development of cer-
tain backward communities or classes of
people (such as Scheduled
Castes/Scheduled Tribes).
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11.1.6 The provision of subsidies raises several
important issues, €.g., to what extent the subsidies
actually reach the ultimate beneficiaries; how
these are related to various forms of control and
regulations; what the ‘linkages’ in the disburse-
ment of these subsidies are; and what factors, if
any, reduce their effectiveness.

11.1.7 Controls themselves imply ‘indirect’
subsidies to certain sectors or sections of the
population. For instance, investment and pro-
duction controls tend to confer a near monopo-
listic position to existing producers, while price
control provides asubsidy to the consumers lucky
enough to get the product at controlled prices.
While the effects of direct subsidies are easy to
identify, the effects of indirect or implicit subsi-
dies (arising from controls) cannot always be
identified.

112 Level of Extant Subsidies

11.2.1 Annex 11.1 (not printed here) presents
data on the important Central Government sub-
sidies from 1971-72 to 1979-80 (B.E.). Annex
11.2 (not printed here) presents detailed figures
of subsidies - of Rs 4 lakh and above each - as per
the Central Government budget, for the years
1976-77 to 1979-80. It would be secen that sub-
sidies have grown rapidly in recent years. -

11.2.2 It would be seen that food subsidy,
fertiliser subsidy, and cash assistance for export
promotion together account for as much as Rs
1,343 crore, or as much as 70 per cent of the total
budgetary subsidy of Rs 1,712 crore in 1979-80.
Of these, the first and third, and interest subsidy
to public sector undertakings have been a regular
feature of budgetary subsidies during this decade.
Since 1976-77, fertiliser subsidy has also
assumed an important position, although the
importof fertilisers has been subsidised in the past
also. The subsidy on fertilisers has grown to be
the second most important subsidy in magnitude,
next only to food subsidy.

11.23 Export subsidies are discussed in
Chapter 8 on Import and Export; food subsidies
in Chapter 12 on Foodgrains; the subsidy on raw
cotton, controlled varieties of cloth, handloom
and khadi in Chapter 15 on Textiles; and the
subsidy on fertilisers in Chapter 17 on Fertilisers.
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The conclusions from these chapters have been
briefly indicated in the summary of findings and
recommendations (not printed here). There would
be no detailed discussion on these four subsidy
items in this chapter. The important issues dis-
cussed in the following paragraphs concern-

(i) Interest subsidy given to public sector
undertakings.

(i) Certain other large value subsidies as per
Annex 11.2.

(iii) Some of the large developmental outlays as
per Annex 11.3, which may be deemed to
be of the nature of subsidies.

(iv) Lossesof Central Governmentundertakings
as per Annex 11.4.

(v) Losses of State Government undertakings.

11.2.4 A point of some importance which may
be highlighted arises from the budgetary classi-
fication of expenditures which are really of the
nature of subsidies, but which are not shown as
subsidies but are hidden in other transactions,
which is often misleading. The following illus-
trations are worthy of note:-

(3) As would be explained in greater detail in
Chapter 17 on Fertilisers (not printed here),
the subsidy on imported fertilisers is not
shown in the budget direcily as a subsidy,
and has to be deduced from the Demands
for Grants of the Ministry of Agricultureand
Irrigation, from outlay on purchases of
fertilisersread with recoveries from the sale
of fertilisers.

(b) There are a number of items in the Demands
for Grants of the different Ministries which
are shown as ‘Subsidies’, which are really
not of the nature of subsidies but of devel-
opmental outlays. For example, ‘Assistance
for production of Breeder
Foundation/certified seed of pulses’, or
‘Subsidy to National Seeds Corporation
under Intensive Jute Distribution Pro-
gramme’, or again ‘Subsidy to Market
Committee - Scheme for Development of
Regulatory Markets’ should not be desig-
nated as subsidies. Nor should the grant of
Rs 20.7 crore to State Governments (in each
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of the years 1978-79 and 1979-80) for the
Malaria eradication programme, be treated
as a subsidy. A perusal of Annex 11.3 (not
printed here) would bring out many other
such outlays classified as subsidies which
are not really so.

(c) Likewise, there are many Grants-in-aid
which are really subsidies, and many others
which are grants for developmental pur-
poses. A perusal of Annex 11.5 (not printed
here) would indicate this., Grants to the
Indian Dairy Corporation for Operation
Flood programme operates directly as a
subsidy to the Corporation, and the losses
of the State Government’s dairy schemes
are to that extent understandable. On the
other hand, many grants-in-aid may be
deemed tobe of the nature of developmental
outlays, e.g., grants for the development of
the co-operative movement, or grants for
research to the Seed Corporation.

11.3 The Pattern of Subsidies

11.3.1 It would be desirable at this stage to bring
up the findings of the Committee on subsidies on
foodgrains, on fertilisers, on exports, and on
controlled cloth, handloom and khadi, all of
which have been discussed in the respective
chapters on these items, before drawing broad
general conclusions in regard to the pattern of
subsidies and on their nature and extent.

11.3.2 It has been found that in respect of
foodgrains, there are twoelements in the subsidy,
one for the maintenance of buffer stocks and the
other for food distribution. The Committee feels
that the former is a legitimate charge on the
budget. As for the latter, the Committee feels that
asubsidy on food distribution should be paid only
to the extent that such distribution caters to the
requirements of the weaker sections of the pop-
ulation. The present coverage of fair price shops
is inadequate for this purpose. The Committce
also feels that the subsidy in public distribution
should be only on meeting the requirements of
essential items of consumption of those below the
poverty line,

1133 As far as the subsidy on fertilisers is
concerned, there used to be three elements in the
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subsidy, with a fourth one added recently, in the
1979-80 budget. First, a subsidy is paid today in
respect of imported fertilisers. The Committee
finds that this subsidy arisesbecause of inefficient
handling and is not due entirely to the higher cost
of imported fertilisers. The higher than necessary
cost of handling is not easily seen due to the
manner of treatment of the subsidy in the budget,
as well as in the summary accounts of the Food
Corporation of India. This subsidy can be elimi-
nated. Secondly, the largest element of subsidy
on fertilisers arises from the subsidy on
indigenous nitrogenous fertilisers, in respect of
which the average cost of production within the
country substantially exceeds the pooled average
ex-factory price in the build-up of the retail price.
Forreasons indicated in Chapter 17 on Fertilisers,
the Committee feels that such a subsidy should
be gradually phased out,say, overa period of three
years, and should be replaced by higher subsidi-
sation of fertiliser consumption by the small and
weaker farmers under the Integrated Rural
Development Scheme, by increasing the extent of
outright grant available under that Scheme to the
small and marginal farmer. The third element in
the fertiliser subsidy is given on indigenous
phosphatic fertilisers which in the opinion of the
Committee, is justified over a short period of , say,
three years as a promotional measure, in order to
encourage the use of more balanced fertiliser mix.
A fourth element in fertiliser subsidy introduced
in 1979-80 budget, namely, freight subsidy on
fertilisers, is a part of the total problem of pricing
of fertilisers, and should be phased out by
appropriate increase in the price of fertilisers in
three years.

11.3.4 The Committee feels that there isa case
for a larger subsidy than available as of today for
encouraging the use of organic fertilisers, which
can be done by increasing the subsidy on gobar
gas and on compost pits in rural areas as well as
on utilisation of urban wastes for purposes of
composting.

11.3.5 As far as export subsidies are concerned,
the Committee would suggest that these be lim-
ited to (a) the cumulative burden of indirect taxes
in the cost of production of export items; and (b)
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the promotional expenditures and market devel-
opment and to the neutralisation of freight dis-
advantage in respect of new and distant markets.
The Committee would also recommend the
continuance of the present subsidy on interest on
working capital used in the production of export
items - currently available in the form of ‘export
packing credit’, so as to offset similarconcessions
granted by other countries. Another facility given
1o exporters is the system of drawback of duties
paid by the exporter-manufacturers in the process
of production, which should continue. The
Committee also fecls that there should be stability
in regard to these policies over a period, and that
the policy should have a tenure of three years, to
enable export production programmes to be
drawn up on a sustained basis.

11.3.6 Finally, as far as the present set of
subsidies on textiles is concerned, the Committee
feels that there is'no justification for any subsidy
on imported cotton; the subsidy on controlled
varieties of cloth would be justified if proper
arrangements are made for the distribution of
controlled cloth among the really vulnerable
sections of the population; and finally, the subsidy
on handlooms for production of controlled vari-
eties of cloth would subserve two basic objectives
at the same time, namely, income support to the
handloom weaver and subsidisation of the con-
sumption of poorer people who generally use the
coarse varieties of handloom dhotis and sarees.
For the rest, the distribution of controlled cloth
has to be carefully monitored so that the subsidy
does in fact reach the target group.

11.3.7 The Committee would like to reiterate
the need for increasing the extent of subsidy at
present given to the weaker sections of the pop-
ulation in the rural areas by increasing the per-
centage of assistance and, therefore, the quantum
of assistance in the form of grant. This is given
under different schemes for Small and Marginal
Farmers and Agricultural Labourers, to backward
and hilly regions, to tribal people, and under
various schemes incorporated into the Integrated
Rural Development Scheme (Programme) or
under programmes recently initiated by a number
of State Governments under the Antyodaya Pro-
gramme. The Committee feels that any additional
outlay on this account would be a justified charge
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on the Central budget.

11.3.8 The Committee would also recommend
that the present extent of assistance made avail-
able to different State and local authorities in the
eventof natural calamities should besignificantly
increased. Different parts of the country are
subject to recurrent natural calamities like
cyclones, floods, droughts, earthquakes, ava-
lanches, etc., and the devastation caused by these
natural calamities involves a capital loss to the
poorest sections, in addition toloss of production,
income and employment, for which the Com-
mittee feels the present allocation to be wholly
inadequate. Indeed, to the extent that suchnatural
disasters are a regular occurrence in some parts
of the country or the other, the Committee feels
that a much larger allocation should be available
for meeting such national disasters and situations
of capital losses as a legitimate burden on the tax
payer in the whole country to give succor to the
needs of the affected population. A minimum
amount of 1 per cent of the Central and State
Government budgets should be so earmarked as
relief against natural calamities.

11 4 Interest Subsidy

11.4.1 Interest subsidies from the budget are of
twokinds: subsidisation of any sector through the
grant of concessional rates of interest; and sub-
sidies to public sector undertakings which are
unable to pay the interest on loans granted earlier
by Government

11.4.2 The Soft Loan Scheme initiated by the
Industrial Development Bank of India in 1976,
formodemisation, replacement and rehabilitation
of five selected industries, also involves a sub-
sidy, though as at present operated, there is no
budgetary outgo on this account. Comments,
nonetheless, have been briefly made on the
operation of the scheme for the textile industry,
in Chapter 15 on Textiles. Some general com-
ments have also been made on this connection in
Chapter 26 on Credit Control. The Committee
would only wish to comment here that interest
subsidies generally have the perverse effect of
encouraging capital intensive technology. They
are not justified except for sectors like shipping
and for export packing credit, inasmuch as the
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credit in the latter case is for working capital
requirements - where the sectors enjoying interest
subsidy have to compete with foreign parties
enjoying similar, and sometimes even greater
concessions.

11.4.3 The covert subsidy implicit in the scheme
of differential rates of interest (DRI) operated by
commercial banks has been discussed later in
Chapter 26 on Credit Control (not printed here).

11.4.4 A budgetary subsidy involving interest
subsidy pertains to the Khadi and Village
Industries Commission, which borrows from
Government at 7.5 per cent and lends the credit
required by village artisans at zero interest to the
khadi industry and at 4 per cent to village
industries, the loss being reimbursed as a subsidy
to the KVIC. The budgct provision for 1979-80
for this subsidy is Rs 15 crore. Similar subsidics
are granted to a number of other agencies, the
largest item being the grant to the Shipping
Development Fund Committee, to meet the dif-
ference between the rate of interest payable for
the acquisition of ships on commercial credit
terms, and the rate charged from the shipping
companies. These are clear subsidies; and these
are all given with deliberation as a matter of
policy, and are clearly shown as such.

11.4.5 Interest subsidies are also given to var-
ious public sector undertakings from time to time,
and these payments raise a number of issues
which need to be pondered over. The largest
recipients of such ‘interest subsidics’, and the
maximum amount obtained by them as interest
subsidy over the past years, have been the Steel
Authority of India Limited in respect of interest
on loans given for/to Bokaro and Durgapur (Rs
68 crore in 1977-78); Indian Iron and Steel
Company (Rs 4 crore in 1977-78); National
Mineral Development Corporation (Rs 12 crore
in1978-79); Heavy Engineering Corporation (Rs
4 crore in 1977-78); and the Indian Drugs and
Pharmacecuticals Limited (Rs 6 crore in 1979-80).

11.4.6 The interest subsidy to the above public
sector corporations stems f{rom a mistaken
approach. For Bokaro, the intcrest subsidy arose
from the interest due on borrowed capital during
the construction period. The normal business
practice is to capitalise such interest payments.
An alternative would be to increase the equity.
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But for other (existing) projects like Durgapur
Steel Plant or the NMDC or the HEC, the modus
operandihas beenas follows: In certain years, the
cash losses of these undertakings have been
financed by loans from the Central Government
budget. Where the undertakings are not able to
meet the interest payments due on these loans in
subsequent years, an interest subsidy is paid to
these undertakings.

11.4.7 It will be seen in Chapter 19on Steel (not
printed here) that the steel industry has been
subject to a tight administrative control over
prices. Steel prices have not, on occasion, been
equal even to the cost of production. There have
of course also arisen teecthing problems, and
capacity utilisation has been sub-optimal. It is
frequently argued, thercfore, that the losses of
steel industry have been due to inefficiency.
Nonetheless, the pricing policy of steel has been
such that a plat like Bhilai would have incurred
losses even with 90 per cent capacity utilisation.
It would also be seen in Chapter 19 that in the
carly seventies, when the prices of steel should
have been raised, what was raised was the excise
duty on steel and not the stecl price. To control
the product price to an unrealistically low level
without a cost study by an independent authority
like the Tariff Commission or the BICP, 1o
finance the current losses of the undertaking by
way of aloan when the excise duty is being raised
simultaneously, and thereafter to designate the
interest due on these loans as a subsidy, is nota
sound procedure. The subsidy in this case is the
direct outcome of the control on steel prices. The
covert nature of the subsidy also hides the extent
of the subsidy to the consumers of steel, which
would have come out clearly if the entire loan 1o
cover the loss were to be shown as a subsidy.

11.4.8 The Commiittee feels that where prices
of a product are to be kept low as a matter of
policy, it would be desirable to designate the
entir¢ amount required for meeting current losses
as a subsidy, rather than merely the interest
payment duc on the amount required to be lent to
cover the cash losses. Such an outright subsidy
would then be seen at once as a subsidy to the
consumer, so that the attention of the Parliament
and of the public can be focussed on the problem.
To designate the interest payment as a subsidy
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does not bring out the true nature of the problem,
since the impression created is one of inefficient
operation of the undertaking which is unable to
meet even its interest liability. Also to saddle the
manufacturing unit with a continuing burden of
loan given to meet cash losses, is also not good
for morale.

11.4.9 It may, of course, happen that an enter-
prise is instrictly temporary difficulties, either for
reasons of sudden demand recession, or for other
reasons. Not all undertakings face the problems
faced by the steel industry, and for many, there is
no price control on the products. In such cir-
cumstances, it would be justifiable to give a loan
to the enterprise so as to allow it to recover, the
loan to be repaid in better times. The loan in such
cases is best obtained {from the banking sector.
Where the capital of the company has beeneroded
by losses, and the undcrtaking is unable to obtain
commercial bank credit, an outright subsidy or an
increase in subsidy rather than a loan is again
desirable so that the attention of Parliament and
of the public is focussed on the undertaking, and
aconscious decision canbetaken onthe long term
plans for its modernisation, diversification and
viability. Indeed, since there does exist a separate
budget head - subsidy to sick industries - which
is not used to any significant extent, the Com-
mittee feels that units which need a clear subsidy
for some time should be financed out of such
clear-cutsubsidies. Theallocation under this head
is today quite small, and hides the nature and the
depth of the problem.

Subsidy to BGML

11.4.10 A special example of losses incurred by
a public sector undertaking, owing 1o a distorted
price policy, is Bharat Gold Mines Limited
(BGML). Until October 1976, this company was
required to hand over its entire gold output to the
Governmentatthe previousIMF price of Rs 84.80
per 10 grammes, when the market price was
around Rs 550 per 10 grammes. This was sub-
stantially below both, the international and the
domestic price of gold. The revenue deficit of the
company, i.e., the difference between the cost of

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

OCT-DEC. 19%

production and the sales realisation, was subsi-
dised by Government. This subsidy has been as
follows:

Year (Rs Crore)
1972-73 4.25
1973-74 4.00
1974-75 6.35
1975-76 5.57
1976-77 6.27
1977-78 10.50
1978-79 10.30
1979-80 9.90

It may be noted that the subscribed capital of the
company was only Rs 11.70 crore, and cumula-
tive losses would by now have wiped out the
capital several times over, owing to the pricing
formula. In fact, the pricing formula for the
BGML was such that the larger the output, the
greater would be the loss.

11.4.11 The policy was reviewed by the Gov-
ernment in 1976-77, and again in 1977-78. The
latest procedure is that the price to be paid by the
Government for gold to the BGML would con-
tinue to Rs 84.80 per 10 grammes, but thatBGML
would be paid a subsidy equal to the difference
between the RBI's average gold auction price
minusa certainservicing cost and the official gold
price (atRs 84.80per 10 grammes). In the absence
of RBI gold sales, the price would be equal to the
BGML’s cost of production plus a 12 per cent
return on capital, subject to -

(a) a minimum price equal to the average
international price in the preceding month,
and

(b) a maximum price equal to the average
international price in the previous month
plus 25 per cent,

Thus, while the BGML runs up a heavy cash
loss itreceives a subsidy to make up the mythical
loss. To the outside public, it appears asif another
public sector undertaking runs at an enormous
loss, requiring a subsidy of nearly Rs 10 crore
every year, nearly equal to its capital. With the
current intermational gold price hovering at
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around $290 per ounce (December 1978), the
designation of the difference between this price
and $42 per ounce as a subsidy is clearly a
misnomer, particularly whenthe Governmentand
the RBI have been selling gold to the public at
more than the international price.

Subsidyto State Electricity Boards on Aluminium

11.4.12 The subsidy to State Electricity Boards
in respect of aluminium has been taken off
recently. This matter has been referred to briefly
in Chapter 20 on Nonferrous Metal, and reflects
a roundabout and inefficient system of price
control. Briefly, the subsidy arose in 1975, when
adual pricing system for aluminium was evolved.
For 50 per cent of the output - in the form of
electrical conductor grade aluminium - the price
was to be equal to cash cost excluding depreci-
ation. This aluminium was intended for the
manufacture of conductors, required for the
power transmission programme of State Elec-
tricity Boards. The balance of the commercial
grade aluminium was free of price control. In
order to prevent leakages, an additional excise
duty was levied on conductor grade aluminium,
raising the market price of such aluminium to the
level of commercial grade aluminium. State
Electricity Boards were later paid a subsidy of Rs
3,130 per tonne of aluminium, on the basis of the
aluminium content of conductors purchased by
them for power programme. In essence, the effect
was that all other consumers of aluminium had to
subsidise the aluminium required for the power
transmission programme, and this was achieved
through a complex system of taxes and subsidies.
It is not clear why the State Electricity Board
could not be subsidised directly from the budget
for their transmission programme. Whatever the
justification of the intended subsidy it could have
been given directly via the budget, provided that
the subsidy were deemed to be really necessary.
However, as indicated earlier, the subsidy has
been removed, and the policy on aluminium
pricing changed recently. The example is cited
here only as an instance of a highly complex price
control-cum-subsidy scheme; the objective could
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have been served by a simple direct subsidy to the
State Electricity Boards.

11.4.13 There are some other subsidies given
by the Central Government, on which brief
comments may be made. There is subsidy on coal
- Rs 5 crore budgeted for 1979-80 which is paid
for the higher freight by the rail-cum-sea route.
This has been given partly in order to keep the
coastal shipping trade going, asa matter of policy,
and partly also to relieve the bottleneck in rail
transport that is likely to arise in the absence of
coastal movement of coal. Thisis adirect subsidy,
unconnected with the covert subsidy of some Rs
140 crore per year at present rates, arising from
the uneconomic pricing of coal - which is referred
1o in Chapter 18 on Coal (not printed here).
Together with freight subsidy for Andaman and
Nicobar islands and for Haj pilgrims, the freight
subsidy on rail-cum-coastal movement of coal
subserves an accepted objective of policy by way
of maintaining a coastal flect. Another incidental
advantage is that pressure on internal transport is
thereby avoided. ‘

11.4.14 The Committce would recommend
extension and enlargement of the transport sub-
sidy to cover the minimum essential necds of the
hilly, backward and far-flung regions. The
transport subsidy given to hilly areas is, as of
today, so limited in scope and coverage and so
complex in the matter of disbursement that barely
a few lakh of rupees have been disbursed by the
Ministry of Industry in a few years.

11.4.15 The Committee would like to refer in
this connection to a memorandum received from
the Government of Himachal Pradesh, giving the
total cost of subsidisation of the transport cost -
toeach ‘taluka’ - of all essential articles including
salt, sugar, kerosene oil and softcoke. According
to the Himachal Pradesh Government memo-
randum, the total cost of such subsidisation,
affecting an estimated population of 37 lakh,
would be no more than Rs 80 lakh per annum.
For covering the entire population in hilly areas-
prorating subsidy - the amount required may be
no more than, say, Rs 8 crore, or at the outside,
Rs 10 crore. The Committee would strongly
recommend such a subsidy to help the people in
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the hilly and far-flung regions of the country, so
as to drew them into the main stream of the
country’s economic activity.

11.4.16 A subsidy is also given for the setting
up of new units in backward areas. The budgeted
amount for 1979-80 is Rs 10 crore, though the
Revised Estimate for 1978-79 is Rs 14 crore.

11.4.17 The Committee has received divergent
recommendations on this subsidy from different
States, and the Committee would like in this
connection to mention the views of the most
backward States: first, that the really backward
areas descrve a higher subsidy than 15 per cent of
capital expenditure or a maximum of Rs 15 lakh
as granted at present and secondly, that there
should be no competitive concession given by the
developed States as the backward States do not
have the resources to maich the concessions
granted by the developed States. The Committee
agrees with both the above points. The Committee
has been informed that even in a developed
country like the UK, the subsidy given for relo-
cating industries in the new ‘developed areas” has
been as ‘much as 50 per cent of the cost of
relocation.

114.18 The Committee would make two
obscrvations in this connection, The Committee
isconvinced thata subsidy onemployment would
be a better way to subsidise new activity, and to
promote the development of backward areas. The
Committce has been informed that there are
numerous practical difficulties in the way of
operating any such subsidy system. For one thing,
there are no such clear-cut, objective criteria such
asinvestment in physical assets, in operating such
asystem. Then again, employment may fluctuate.
But this, to the Committee, is an added justifi-
cation for an employment subsidy. Data on
employment have to be maintained for purposes
of the Factories Act and the Payment of Wages
Act. It should, therefore, be possible to disburse
the subsidy, with appropriate cross checks by way
of output - and excise duty paid thereon.

11.4.19 The second point that the Committce
would recommend in this connection is a ‘sliding
scale’ in respect of backward areas subsidy to
meet the needs of the most backward regions of
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the country.

11.4.20 Another subsidy in the budgetconcemns
the subsidy to the HUDCO (Rs 3.6 crore in
1979-80). The Committee feels this subsidy istoo
small to make any impact. Although housing
subsidy has a long history, the progress of public
expenditure on housing for the poor has been
tardy. The enormity of the requirement of new
housing, particularly for the vulnerable sections
of the population, has been indicated earlier, in
Chapter 10 on Housing and Construction Activity
(not printed here). The Committee recommends
that urban housing for the poor requires a larger
subsidy than given so far, which could be dis-
bursed as interest subsidy on capital invested, to
as many organisations and institutions as may be
able to undertake a bold housing programme.

11.4.21 There is a budgetary subsidy to State
Governments to reimburse them for loss of the
salestax onsupply of aviation fuel 1o international
airlines. Thisis essentially a fiscal support to State
Governments, and is not a subsidy; and should
not be designated as such. The transfer of
resources to States cannot be deemed to be a
subsidy, except where a subsidy is to be given
specifically for a designated group of benefi-
ciaries through the State Governments, as for
instance under the Marginal Farmers and
Agricultural Labourers Scheme, and wvarious
other schemes intended for the rural poor, now
reconstituted under the Integrated Rural Devel-
opment Scheme.

11.4.22 The only other significant subsidy, so
designated, istheamount earmarked for andgiven
to victims of cyclones, floods, drought and other
natural calamities. The provision for this hasbcen
reduced from Rs 40 crore (R.E. for 1978-79) 10
Rs 10 crore (B.E. for 1979-80). This is totally
inadequate, considering the magnitude of capital
loss suffered every year, not counting the lossof
production and income. The Committee has
already recommended the earmarking of 1 per
cent of the Central and State budgets for this
purpose every year.
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11.5 Losses of Public Sector Undertakings

11.5.1 It would be seen from Annex 11.4 (not
printed here) that cash losses of Central Gov-
emment undertakings in 1977-78 - the latest year
for which the accounts of the undertakings® are
available - were Rs 398.44 crore. In other words,
something like Rs 400 crore would need to be
added to the budgeted figure of approximately Rs
1,560 crore of losses, making the Central Gov-
ernment losses alone as much as around Rs 2,000
Crore per year.

11.5.2 Latest data for all undertakings are not
available, and it is therefore not possible to give
the total magnitude of the losses of all losing
Central Government undertakings. But the losses
of Coal Indiaalone have now increased toRs 140
crore during 1978-79,

11.5.3 The views of the Committee in regard to
the losses incurred by public sector undertakings
have already been indicated, and may be briefly
summed up below:

(a) The pricing policy of public sector under-
takings, particularly where they are
monopoly producers, should be such as
would give a reasonable return on capital,
assuming reasonable norms of efficiency
and of capacity utilisation. Where it is
desired tokecpdown the priceof akey item
in order to keep down the general price
level, Governmentshould give a direct price
subsidy rather than make the undertaking
suffer losses.

(b) If this i1s done, the ‘interest subsidy’ at
present being given to such undertakings in
respect of loans given earlier to cover past
cash losses, would become unnecessary.

(c) Loansto ‘sick” undertakings (¢.g., sick mills
taken over by Government) are again futile
except so far as productive loans for diver-
sification /modemisation are concerned.
Loans to cover losses should be designated
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as subsidies so as to focus public attention
on the status and functioning of these sick
units.

11.5.4 As an expert group4 has aptly putit -

‘Experience shows that some subsidies
become excessive simply through inertia and
drift, or government’s aversion from altering
prices for many years, despite the effects of
inflation and devaluation on costs. Subsidiés
could then become quite disproportionate’.

Itisforthis reasonthatitis suggested that asystem
of overt subsidisation should be followed in all
such cases, so as to focus the attention of the
public and of Parliament to the nature and extent
of such subsidies.

11.6 Subsidies Given at the State Level

11.6.1 The same principles would generally
apply in respect of State undertakings and oper-
ations such as electricity supply, irrigation, public
wransport, urban milk supply and similar
activities.

11.6.2 The Seventh Finance Commission has
brought out the extent of such subsidies. But
insofar as these operations are concerned, quite
apart from heavy subsidisation involved, there
also arises the problem of defaults, arrears and
inefficient collections. These make for a sub-
stantial difference between the accounts and the
reality, a very large part of receivables being of
the nature of bad debts.

11.6.3 Some of the figures given in the Seventh
Finance Commission report are revealing. For
irrigation, for instance, the total investment as on
31-3-1979 is stated to be Rs 6,347 crore. The
arrearsin 1978-79 are given as Rs 59 crore against
the demand raised in 1978-79 at Rs 103 crore.
That is, arrears are as much as 57 per cent of the
demand. The Commission has estimated gross
receipts during 1979-80 to 1983-84 at Rs 894

3. See, Bureau of Public Enterprise, Minisiry of Finance, New Delhi: Annual Report on the Working of Industrial and
Commercial Undertakings in 1977-78; Manager of Publications, Delhi, 1979.

4. Report of the Working Group on Prices and Costs; Seminar on Investment and Return Criteria in Public Enterprises;
Asia and Pacific Development Administration Centre, Kuala Lumpur, August 1977,
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crore, and working expenses for irrigation at Rs
705 crore and for flood control at Rs 139 crore.
Leaving out the latter, the gross return from
irrigation schemes in the five years period would
beRs 189 crore, or an annual rate of Rs 38 crore.
Assuming no increase in the capital, the interest
onRs 6,347 crore @ 9 per cent wouldbe Rs 571
crore per annum. The deficit on interest would
thus be as much as Rs 533 crore annually, not
projecting any increase in capital.

116.4 The nct deficit on minor irrigation
schemes during 1978-79 is given by the Finance
Commission as Rs 66 crore.

11.6.5 The Electricity Boards are stated to have
an investment, as on 31-3-1979, of Rs 7,370
crore. The net return, for each year over 1979-80
to 1983-84, after deducting excise duty and
electricity duty, is estimated at Rs 220 crore. In
order to allow for excise and electricity duty, the
return on capital may be calculated say, at 6 per
cent. On an investment of Rs 7,370 crore, the
interest works out to Rs 440 crore annually,
giving a deficit of Rs 220 crore per annum.

11.6.6 The losses of the losing State road
transport undertakings in 1976-77 - the latest year
forwhich figures are givenin the Seventh Finance
Commission report- work out toRs 28 crore.

11.6.7 The share capital of State public enter-
prises as on 31-3-1979 is given at Rs 976 crore.
The net profit after tax is given as minus Rs 13
crore (i.e., a net loss of Rs 13 crore) in 1975-76
and as Rs 3 crore in 1976-77.

11.6.8 The States’ share in the capital of co-
operative societies, similarly, as of 31-3-1979, is
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given in the Seventh Finance Commission report
atRs 892 crore. The rate of return on States’ share
in the capital of co-operative societies in 1976-77
is given at 1.15 per cent only, and the interest
received from Government loans to co-operative
societies at 5.96 per cent.

11.6.9 Leaving out the co-operatives - as aform
of organisation tobe encouraged - the return from
State Government undertakings would be seen
to be way below a return equal to even the
concessional rate of Government loans to public
sector undertakings at 9 per cent.

11.6.10 Adding up the above overt subsidies
given by State Governments, as given in the
Seventh Finance Commission Report®, the
annual amount of subsidisation by State Gov-
ernments would be seen to be of the order of Rs
1,000crore. This does notinclude direct subsidies
given by the State Governments.

11.6.11 It is, of course, legitimate for Govern-
mentto subsidise certain activities. The point that
the Committee would wish to reiterate is -

(a) that subsidies are best given directly, in an
overt manner, so that the extent of subsidi-
sation can be publicly known and debated,
and inefficiency in operation reduced; and

(b) that it is important to consider who benefits
from the subsidies so that subsidies which
donot support the income and consumption
of the weaker sections of the population or
donothelp to support tiny unitdecentralised
production, can be phased out.

5. Report of the Seventh Finance Commission, 1978, Appendices and Annexures, Pp. 41-98.



REVIEW ARTICLE*

STATE AND THE POOR

Abhay Pethe

Introduction

Development Economics, which had suffered a
temporary eclipse, is back in fashion. This has
meant that the number of books written in this
area have once again gone up with a gusto. The
book under review is a case in point. It is an
excellent book by a well known scholar. One of
-thecharacteristics of a truly good contribution has
always been recognised to be the capacity for the
work to operate at various levels. This book
satisfies this attribute in ample measure.

The process of progress in a social science -
unlike in the case of natural sciences - does not
proceed by sedimentation. As Dennis Robertson
so perceptively observed some time ago, that here
the high brow opinion is like a hunted hare, sure
to come back to you in due course. The sterility
of the current tools to explain current puzzles
leads us to look back to the old masters who are
reinterpreted with new relevance. In a similar
vein, the crucial relevance of history in social
enquiry has been beyond argument. That this has
led, in fact, to nothing more than merely a wordy
homage, is besides the point. What can history
teach us then, that is of use in understanding of
contemporary reality? After all, it is true that
development experiences for different economies
arc grounded in specifics which are a product of
historico-socio-political milien. Yet, viewed in
general terms, there are common elements in their
dynamics. Indeed, the variety israther superficial.
Viewed from another angle, development is a
lonely experience. There must come moments in
the history of every economy, when it is easy for
the policy makers and the ground level agents to
throw up their hands in despair, at apparently
insurmountable difficulties. It is here, that stories
and anecdotes from others’ histories impart an
inspiring fecling of deja vu. Of course, the
accompanying environments would have
changed (with the passage of time, if nothing
else). But, abstracting from the specifics, one can
interpret and lecam from the experience if onc has

in place, a conceptual framework within which to
operate. Finally, history is a great leveler, in that
it makes fools out of the best of us, which is
simultaneously a sobering and a comforting
thought.

Let me now turn, briefly, to the nature and the
role of the state. Traditionally, such a discussion
begins by citing two extreme positions. One, the
so-called liberal position and other, the so-called
collectivist position. Between these two polar
situations is a continuum of positions. Indeed
one’s position on the scale is determined by the
ideological position that one adopts in the realm
of political philosophy. In the neighbourhood of
the liberal position is the ‘minimalist’ state
arguments which question the ‘moral right’ ofany
kind, barring the most extravagant form of vio-
lation of individual liberty. Some of the exponents
in this line question the feasibility of the state
being able to bring about macro good. Indeed,
even the more modem versions rather unwillingly
acknowledge the need for state intervention as
some form of necessary evil. At the other extreme
is the well known Marxist position, with its
suspicion of private initiative (so far as socially
desirable outcome is concerned). The state here
is burdened with a whole host of activities and
has to replace the market, almost in toto. In
between, are the rationalisations that may be
grouped under the headings of public choice
theory, or transactions cost analysis with its
overlap with the information {(asymmetric)
theories. The nature and the role of the state as
conceived by these various schools are largely
conditioned by their respective positions about
the absolule versus the contingent nature of
economic categories and, obviously, this also
determines the consequent role that the state may
be called upon to perform. A consensus has
started emcrging, however, so that the chasm
between the protagonists in the debate has con-
siderably narrowed down. The real disagreement
now is rcally about the emphasis, which is a sure
sign of maturing of the whole debate. Rather than

Abhay Pethe is amember of the Faculty of the Department of Economics, University of Bombay, Mumbai. ]
* The State and the Poor: Public Policy and Political Development in India and the United States,by John Echeverri-Gent,
Vistaar Publishers, New Delhi, Indian Edition 1995; Pp. xaxi+312, Price: Rs 550.
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either being a completely neutral umpire on one
hand, or, being an organ completely determined
by (and hence projecting) the class interests of the
capitalists, the state isnow cast as an agent player
whose interests are determined as a resultant of
the diverse interests in the economy, but which
also has some interest quite independent of these.
This, of course, entails a great deal of importance
to the real political process.

In concluding this introduction let me get in a
word on development. Now, development is
simultancously a state of affairs as well as a
process. One implicit consequence of looking at
the process aspect is the realisation that devel-
opment policy must deal, not so much with the
setting and meeting some target macro variables,
but rather with the creation of enabling institu-
tional structures endowed with viable and self
enforcingrules. The presumption being that these
institutions (and their structure) create a para-
metric environment within which a free play - at
the micro level - of rational agents brings about a
desired outcome at the macro-level. Thus, it has
been finaily recognised, that setting physical
targets is the easier part of getting the develop-
mental process underway. That, after all, devel-
opment ultimately deals with the human mind and
that changing the human mind cannot be brought
about overnight. Rather, it is through the creation
of certain material setup that one can hope to
provide a populace with a system with just the
right balance between penalties and incentives,
so that with everyone striving towards one’s own
objective, the collective as a whole rather
unwittingly attains the larger macro goal.

The Book

As I have already mentioned the book under
review would be worthy of commendation even
if it were merely a record of case studies. What
makes it even more so is the fact that it provides
a theoretical and a conceptual framework within
which the cases can be interpreted and compared.
Let us begin at the beginning,

A preface has been described as a part of the
book that is ‘written last, put first and read the
least’, signifying its unimportance. Not so in this
case, for here, the author scts out the ground rules
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and important concepts that underlie much that
follows. Of course, it (the preface) is written
specially for the Indian edition. It begins with the
meaning and elaboration of the concepts of “social
structure, agency and contingency’, as amply
adumbrated by Anthony Giddens, which help in
evaluating policy implementation and illuminat-
ing state-society relations. For Giddens, struc-
tures are ‘recursively organised sets of rules and
resources’ (p. x). Rules have both cognitive and
normative consequences, they are ‘codes of sig-
nification’ which inform the meaning of social
acts. Rules thus prescribe generalisable
procedures applied in the enactment of life and
they play a formative role in the creation of social
institutions, as well as sanctioning and legiti-
mising alternative strategies. It has to be noted
that structures are ‘recursively organised’ by
human activity rather than by some given
exogenous configuration. Giddens coined the
neologism, ‘structuration’ to describe the process
by which structure affects social relations.
‘Structure has no existence independent of the
knowledge that agents have about what they do
in their day-to-day activity’ (p. xi). The eclect-
icism of Gidden’s concept is particularly
appealing. His inclusion of resources allows him
to incorporate Marxist and other materialists’
insights without having him entrapped by their
epiphenomena!l hypotheses. The dualism of
individual and society is captured in the duality
of agency and structure. By highlighting the fact
that structure is both the medium and the outcome
of human agency, Gidden’s concept of duality of
structure cogently provides human agency with a
central role in reproducing both, structure and
social systems. For example, agrarian structure
shapes the implementation of rural poverty pro-
grammes but, apart from other things, the extent
1o which the poor are mobilised determines the
level of success, which may differ as between two
identical agrarian structures. This imparts a kind
of fluid solidity to the concept of structuration as
against the alternative vacuous concepts. It also
implies that whilst all social life is contingent,
social change is conjunctural, which further
implies that policies cannot be implemented as
one pleases (at least, one cannot be certain of
outcomes). This will undoubtedly constrain the
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potency of the policy maker/theorist in making
tall claims, but the resulting sobriety will do good
in helping us to recognise in a mature way the
inherent limitation of what we as social scientists
can realistically do. While the work of Giddens
informs the chapters of the book, it does not
over-jargonise the terminology actually used. The
preface ends with a useful résumé of an update
on what is happening in the context of anti-
poverty programmes in rural India including a
look at the relevant literature. The central theme
is clearly set out: public policy shapes political
development. Thus, information is vital for
increasing accountability of state officials.

Interdisciplinary Approach to Institutions

It is standard, at least for economists and some
other social scicntists, toimply that state agencies
would operate rationally if they were to be insu-
lated from political pressures. This has also
implied that political conflict inevitably has been
detrimental to effective public policy. This book
examines these issues by elaborating a new
institutional frame, within a multi- disciplinary
setup.

Three disciplinary traditions have served as
important channels for developing versions of the
new institutionalism: economic approaches to
institutions, particularly transactions cost and
agency theory, macrocomparative analysis in
sociology and political science, and the study of
institutions in organisation theory. Economic
approach, for better or for worse, endows insti-
tutions with a quality of efficiency. The way
modern theory operates is by using the concepts
of bounded rationality, information asymmetries
and transactions costs. In spite of these explicitly
recognised problems, economists continue, on
the whole, to treat prefercnce s as being exogenous
to strategic actions by agents. At lcast in their
formal models, economists make no allowance
for the role of culture in shaping understandings
and objectives and, ultimately, producing dif-
ferent forms of rationality. In short, the econo-
mists’ approach does not allow for adcquate
conceptual tools (o explain preference formation
and change. It has been recognised, of late, that
endogenising belief structures of agenis is of
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utmost necessity for relevant theorising. For, that
is one way to get in culture. In theoretical litera-
ture there has been some headway made in this
direction in the context of modem sunspotmodels
and rationalisation of ‘sub-optimal’ equilibria
that may be stable. Culture affects the ways in
which the objective function is specified. It also
determines the feasibility of instruments available
to the agents. Further, it also affects the way
agents learn. Of course, the question of leaming
in any relevant way has largely been ignored by
mainstream economists.

The macrocomparative tradition provides a
better understanding of institutional constraints
and thus improves on the micro foundations of
the economist. The major critique here is that it
concentrates on politics of policy formation and
hence is concerned with top-down perspective,
rather than the other way.

At the micro level, approaches to institutions
developed by organisation theorists have until
recently lended to view individual rationality, less
as a strategic pursuit of self interest and more as
reference to cultural norms that shape alternate
strategies. At the macro level, they view the
process of institutionalism as shaped primarily
from cultural ‘logic of appropriateness’, even
when the results are divergent from the economic
rationality couched in efficienc y terms. This book
attempts to advance the organisation theorists’
perspective by exploring the creative tension
between cultural sources of rationality and the
view of rationality asa pursuitof self interest. Yet,
as I have already mentioned, the big question
about the origin and evolution of cultural norms
is as yet answered only at a preliminary level and
much needs to be done.

The Conceptual Frame

The state and society interact through a process
of policy implementation. This process isdeemed
to have three aspects. These are the rational
process perspective, the conflictual process per-
spective and the organisational environment
perspective. Of course, the activities of the policy
implementation agencies is embedded in the
socictal context which, in turn, is realised in the
historically evolving institutions.
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The Rational Process Perspective (RPP) ismost
crucially concerned with the planning and mon-
itoring aspects. The Conflictual Process Per-
spective (CPP) is concerned with modelling the
endemic conflicts that arisc between different
agencies. The Organisational Environment Per-
spective (OEP) is concerned with the apparatus
of the policy implementing agencies.

It is within the frame provided by these three
perspectives that the three case studies are set
forth and interpreted, using the comparative
strategy. Each of the case studies examined in this
book is concerned with the implementation of
rural anti-poverty programmes. The first deals
with the Resettlement Administration (RA) and
the Farm Security Administration (FSA) during
the New Deal in the USA. The other two deal with
the Indian cases, viz., the Employment Guarantee
Scheme (EGS) in Maharashtra and the National
Rural Employment Programme (NREP) in West
Bengal. Important structural parallels are drawn
and interesting differences are noted. The com-
mon challenge, not surprisingly, is of finding
means of delivering benefits, circumventing the
distortionsinimplementation by social elites. The
FS A and RA were directed towards the South (59
per cent), and the Southern economy has been
analysed in the paradigm of colonial economy
which, in fact, India was. Casteism and racism
provide another parallel for the study.

The method used for analysis and data collec-
tion was obvious. Inthe case of the USA, archival
material was used, whilst in the Indian case, the
interview method was supplemented by admin-
istration of questionnaires. The central paradox
that emerges is that so long as the poor remain
poor, their interests will take a back seat and, so
long as this happens, they will continue to remain
poor. This paradox or vicious circle may be
resolved through Public Policy by creating
incentives for the political mobilisation of the

The RPP takes into account the conflict among
members of an organisation by applying ‘agency
theory’ which investigates how authorities can
utilise monitoring systems and incentives to
control the opportunistic behaviour of subordi-
nates. Of course, there are limitations pointed out
by others including political scientists, in that,
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many crucial variables are dropped from the
economists’ models. In spite of the skepticism
about the rationality of government bureaucracy,
implementation is rational, not in any absolute
sense but in the sense that it is characterised by a
process of dynamic rationality in which authori-
ties progressively fashionimplementation, so that
it corresponds more closely to policy objectives.

The CPP explicitly recognises that agencies are
collectives with diverse interests. A rational
strategy of division of labour spawns conflict
endemically since it requires that agents with
varied skills and experience and, hence, engen-
dering different outlooks be recruited. Thus, even
while maintaining ‘rationality’ as interpreted by
different members, the organisational structure
breeds conflict whose politics one needs to focus
on.

The OEP is inspired by different currents, but
the so-called resource dependence model is per-
haps the most important. It studics how the
implementation is shaped by economic, political
and information resources. Also, it explains how
this is conditioned by institutionalised rules
which facilitate some action and constrain others.
Elites in the private sector control economic
resources through their discretion over invest-
mentand the organisation of the economy, so that
their co-operation is sometimes absolutely
essential. On the other hand, state officials are
powerful too, in the economic as well as the
political sense, since they are in a position to
distribute resources to strengihen their support
base. The private sector as well as the state
agencies share the information resources.

Thus, the conceptual framework is ultimately
provided by the confluence of rational, conflictual
and organisational perspectives. What actually
happens clearly depends on the resultant of the
interplay of the forces emanating from these
processes. The RPP has clearly got to be defined
rather more broadly than it usually is by the
economists. There cannot be a presumption of a
given objective function or indced that of an
automatic algorithmic solution, Both these
aspects belong to a dynamical category. The first
aspect has to be understood in a historico-
evolutionary mode, shaped or constrained by
cultural norms which inform all behaviour in the
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context of human societies. The second has to do
with ‘learning’ and is more diagnostically trac-
table.

Now, existence of conflict is ubiquitous in large
or small measure. To recognise its existence is
one thing, but to feel the need to incorporate it in
the theoretico-conceptual structure presumes that
one recognises its essential existence and attrib-
utesa power 1o it as an electromotive force in the
progression of society. This reflects a particular
paradigmatic style of usually the more radical
variety.

Given all this, the organisational perspective
deals with the ‘apparatus’ that helps in the reali-
sation of the two other processes. It is to do with
havingin place, institutional substructures, so that
a given job may be accomplished by the agents
in the most efficient way possible. It also implies
that the leakages due to various sources such as,
information deficiency, conflict of interest,
functional overlap and resource scarcity may be
minimised. Finally, one important thing has to be
noted and that is the constraining effect of insti-
tutional rules on government agencies. As public
sector organisations, they are more vulnerable to
popular evaluation, for, the difficulty of govern-
ment work is not only that it must be done well
but the public has to be convinced that it is being
done well. Ultimately, enabling and constraining
agency, power distribution and autonomy by
themselves guarantee nothing. How they enmesh
and co-ordinate, that is the moot question. Having
provided a longish résumé of the preliminaries
and conceptual frame, interspersed with my
comments, let me now turn to the case studies.

Rational Success, Political Failure

This case study refers to the rural benefit pro-
gramme in the context of the New Deal. United
Statesis considered the epitome of a liberal laissez
faire state, embodying the ‘magic of market
‘place’. The history of the agricultural sector,
which is currently deemed to be the most com-
petitive intemationally, contradicts this view. The
economic and technological viability has resulted
from a history of extensive state intervention and
protection. This chapterexplores the intervention
during the critical depression era. Agricultural
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Adjustment Administration as a response to dis-
location due to the Great Depression is without
precedent. The RPP shows how the Farm Security
Administration (FSA) was refashioned to be
effective and the CPP indicates why after success
it was discontinued! The OEP illuminates
important factors that shaped the outcome of
conflict over the FSA.

Until the fiscal year 1943, the agencies pos-
sessed autonomy to alter objectives and innovate
in functioning, etc. The Resecttlement
Administration (RA) was created to resettle rural
and urban low income families, initiate and
administer projectstoconserve nationalresources
and finance loans to farmers to buy farm land and
equipment. The FSA replaced the R Aa little later.
It was a restricted programme basically meant to
rehabilitate rural households and to complete the
projects started earlier. The establishment of the
RA can be viewed as an exercise in dynamic
rationality. The RA consolidated diverse array of
rural programmes and brought them under one
roof so as to reduce administrative overlap,
thereby reducing inefficiency and transactions
costs. There was considerable resistance at the top
(from Tugwell who was the man in-charge) tofirst
aid programme as the real purpose was seen to be
to effect the ‘cure of a deeper malady’. They
wanted to get out of the loan business and not
make it too attractive. This has a familiar ring for
Indians with their experience of their ‘loanmelas’
and the ad-hoc political write-offs that have
resulted in not inconsiderable loss for the banks,
Implementation experience showed rural poverty
to be a multifaceted problem. This meant that the
programmes became more comprehensive in
scope. It was realised that health and general well
being of the family wasa necessary pre-requisile
fora loan tobe used productively. We in India (of
course much later in time) have learnt this and
have in place Integrated Rural Development
Programme (IRDP), Integrated Child Develop-
ment Services (ICDS) scheme, etc. Also, only
now in the context of urban poverty, the Reserve
Bank of India (RBI) seemsto be waking up to the
necessity of a composite loan concept. Monitor-
ing and evaluation led to sometimes counterpro-
ductive results, e.g., theindicator of loan recovery
led loans to be given to the relatively better off
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rather than the most needy. Here again the Indian
experience has a reflection in several sectors
including that of development banking. Finally,
as with our experience of staffing the Regional
Rural Banks (RRBs), one FSA study noted that
though the staff was adequately trained, they
lacked a proper understanding of the rural scene,
which thus made them insensitive to their clients’
problems. Despite all these problems, the RA and
FSA were remarkably successful in terms of the
extent of loan disbursement and the coverage. The
RA and FSA also helped in increasing the net
worth and incomes of the borrowers. Large scale
cooperative associations were established for
multipurpose schemes. Though they only made a
limited dent on rural poverty, they did manage to
increase agricultural production and productivity.
All these achievements have to be scen against
the background of the situation prevailing when
Roosevelt administration decided to launch these
programmes. Approximately seven million peo-
ple lived in farm-operating households with an
estimated annual income of less than US$ 600.
One study had estimated that about 13 million
people were living in equivalent of rural slums.
Many errors were committed during the early
implementation of rehabilitation programmes.
Nevertheless by leaming whilst doing and
bringing aboutchanges, a programme wascreated
that combined credit, planning and supervision.
Itis true that extension service was treated with
considerable suspicion and perhaps with good
reason, yet, it is undeniable that much good was
delivered. Considering all this, the conclusion is
inescapable, that any satisfactory explanation of
the FSA’s fate (in that it was discontinued) must
£0 beyond the RPP. Indeed, it has to be sought
within the CPP and the fact that its policies
antagonised the southern elites and the Con-
gressional opponents of the New Deal. Thus,
autonomy in this case proved to be a liability in
thatitallowedan attack onthe privileged position.
Attack on the FSA might not have been so
aggressive if the politicians, who made the deci-
sion, had been obligated torepresent constituency
where Afro-american or poor whites actively
voted. The historical experience of US appears to
offer a pessimistic lesson for the developing
countries: ‘rural elites cannot be dislodged ...
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without massive social dislocation’ (p. 87). On
the other hand, it must be realised that in the
context of actual dialectic played out in historical
time, much good did come about and only when
the contradictions emerged strongly that some-
thing had to give [to be given up?]. The con-
juncture could have transformed itself uite easily
in a diametrically opposite result. Also, it points
to the role that positive mobilisation of the rural
down- trodden on the political plane must play if
one wants a different result.

Making Employment an Entitlement:
The Case of Maharashtra

The novel scheme of Employment Guarantee
Scheme (EGS) in Maharashtra, entitles any adult
residing inthe countryside of the statetoa job and
fulfils this guarantee by creating a system of
public works designed to promote rural devel-
opment. This public works programme must
provide work for 6,00,000 workers dispersed
throughout the state. The theoretical basis must
be sought in the Keynesian framework. Of course,
whereas in the original Keynesian argument the
emphasis was on income generation and via the
multiplier (and hopefully later through the
accelerator) toshift the entire economytoa higher
plane, the argument here is creation of jobs alone.
The hope of course is that these jobs are pro-
ductive in the sense that they resultin the creation
of productive assets, such as the small
infrastructure assets which would facilitate
(crowd in) further development. Thus, the EGS
attempts to alleviate poverty by providing
employment and it promotes rural development
by creating productive infrastructure assets. The
minimum wage set is of a nature that itis not very
attractive. Given that these projects are implem-
ented by local machinery, it inevitably gives the
power of patronage to the local politician and
administrator and does provide opportunities of
corruption, in the same stroke, it does facilitate
mobilisation of the rural poor and forces the
politicians and the burcaucrats to be more sensi-
tive to the needs of the poor constituents.

Now a look at the scenario of the political
economy of the state reveals that the average food
production per hectare is 35 per cent below the
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national average, the increase in productivity too
has been slower. Only 12.2 per cent of the land is
irrigated as against the national average of 34.5
per cent. This for a state which boasts of being
one of the more progressive ones! Since the
1950s, there has been aprocess of de-urbanisation
of political leadership but it cannot fully explain
as to why Maharashtra has gone in for this
entitlement when others haven't, in spite of the
fact that it is guaranteed by the Indian constitu-
tion. Perhaps the reason is to be found in the fact
that being a more industrially advanced state, it
can afford such a programme better. Also, stra-
tegic rationality would imply that it was felt that
the urbanisation problems would pinch less if the
process of rural-urban shift were to be curbed
somewhat. This would ensure an ‘enlightened’
support from the urban sector. By creating an
abundant source of patronage, the EGS favours
the interests of the rural politicians even though
it apparently conflicts with the interests of their
most powerful supporters, viz., the landed elite.
In fact, by providing employment during slack
season and ata ‘reservation’ level, the burden on
elite cultivators to look after their workers is also
reduced. The EGS thus provides something for
everybody!

The administration comprises of a complex of
seven different agencies from the state level down
tothe districts and even lower. The Commissioner
of Revenue Department and the District Collector
exercise the ultimate authority over all the EGS
projects. The EGS makes preferences of workers
the important factor in determining the location
and size of the projects. The demand can be
volatile and that can be troublesome, since stop-
ping abig project halfway can be very inefficient.
It must be said to the credit of the government that
it has continually tried to innovate and improve
commitment, Of course, the desirable comple-
mentary invesiment (such as construction of
wells, land development, etc.) has often been
lacking, so that there has been “a limited devel-
opmental impact of the (EGS) projects’ (p. 102).
The RPP shows that the matrix structure of
administration Irics to create checks and balances
within the system and to take care of the various
problems that creep into the system due to indo-
lent and indisciplined attitude of the workers.
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There are problems also at the supervisory and
muster assistants’ level. Here the question is one
of incentive compatibility. Given the corruptible
nature of supervisory staff, even the ’gang’
approach at greater numbers leads to a lot of free
riding. At the higher level of officials too the
motivation tobe involvedinthe EGS type of work
islow. The reasons are twofold. First, they do not
particularly like the prospect of facing the ground
level workersand two, being away from the office
and in the ficld, leads to a lack of influence and a
reduction in their chances of further promotion.
Though there is corruption in the EGS projects,
to be sure, given the transparency, it would still
compare favourably with other kinds of govern-
ment projects. Whilstthere is somethingtobe said
from a balance point of view for creating matrix
structure, from the conflictual angle, it is not very
good news. The technical and the revenue
departments are continually at loggerheads,
leading to alienation of the officials. A clear cut
hierarchical system with delimitation of scope
and authority is perhaps more efficient way of
seiting up the implementation machinery. Instead
of making the technical departments the key
agencies, the expertise should have been trans-
ferred to the panchayats. Governments have
shown a reluctance to do so. Whilst at the level
of principle, they are for decentralisation, actually
losing control would make them uneasy.

The distribution of benefits from the EGS has
favoured medium and large cultivators in so far
as the assetscreated under the EGS largely benefit
these groups. The primary study by the author
showed that the conflictbetween landed interests
and workers occurred less often in underdevel-
oped areas as compared to the developed ones (p.
117). The manual labour requirement has tumed
out to be a good screening for targeting the poor.
Also, gender inequalities have been favourably
affected. In participating households the average
contribution by females was 56 per cent as
compared to 18 per cent in case of non-
participating ones. On the whole, even on
parameters such as seasonal fluctuations and
spatial distribution, the EGS emerges rather well.
Thus, all inall though thereis scope forcorruption
and enhancement of ruling party asset creation,
the one great positive feature is from the OEP
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point of view: the political capability of the
underprivileged groups is enhanced. Let us now
turn to the other case study, viz., that of the NREP
in West Bengal.

Politics Takes Command

The case of West Bengal provides a distinctive
context for our study of the NREP. Let us recall
a question that I put earlier on, viz., does public
participation help in increasing the effectiveness
of programmes directed towards rural poverty?.
One’s answer obviously depends on whether one
believes in the ‘Greater Responsiveness
Hypothesis’ or on the ‘Elite Domination
Hypothesis’ or indeed on the ‘Political Patronage
Hypothesis’. If the first then obviously it is
positive, if second then a negative and for third it
depends on the two opposing forces. Anyway,
looking at the ground reality, one straightway
notices that the land distribution in the state of
West Bengal is far more egalitarian as compared
to the rest of India. This is not surprising when
the strong communist roots here are taken into
account as also the fact that ever since 1977 the
Communist Party of India (Marxist) or CPI(M)
has been ruling the state uninterruptedly. The
CPI(M) has penetrated the countryside without
being co-opted by the landed masses. Along with
the Bharatiya Janata Party (BJP) (at least till
recently), it was the rare cadre-based party which
had the advantage of being disciplined, was
pragmatic and had a coherent and ideological
commitment. Using the Central Plan Assistance,
the NREP was launched, like the EGS for
employment generation and asset creation. The
difference was that here, a bottoms-up approach
wasadopted. Empowermentof the panchayat was
given a new meaning and it was not retained
merely as an advisory body. The local govern-
ment officials were placed under Panchayats and
their capacity to levy taxes was increased. In

‘actual terms, 80 per cent of the funding control
was with the Gram-Panchayats and only 20 per
cent at the Zilla Parishad levels.

The analysis presented in the book is based on
an intensive study of Midnapore District. The
sample for the field study was meticulously
selected and interview method was used. The
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officials such as. Block Development officer
(BDO) and the staff involved in the NREP as well
as local politicians and public at large were
interviewed. The RPP contends that there is a
dynamic rationality displayed in this case, in that
periodic adjustments were made to make the
programme more effective. There was no fool-
ishness in the selection of the projects, they were
realistically designed. True, that there was some
favouritism in allocation of jobs and fruits of the
projects, but that is something to be expected in
the context of real politic! What is noteworthy is
that decisions are less individual and more col-
lective, especially after the empowerment of the
panchayats, and they are ableto supply theirneeds
tothe BDO’s office. One of the criticismslevelled
has been that, rather than completing and main-
taining the projects started, there was a hurry to
start newer ones. This is a generic feature of all
public works programmes in India and is not
specific to the NREP, Perhaps, given the dis-
bursement process involving different groups and
locations, it is to be expected. Another
characteristic has been that since there are delays
in the actual arrival of funds, as under all other
governmental schemes, there is a tendency to
keep the projects small which necessarily implies
that the economies of scale will not be reaped.
The more serious problem is that because of the
localisation of the process, no real monitoring is
possible as far as the correspondence between the
financial and physical targets is achieved. This is
especially problematic because many a time the
lines between officials and party workers get
blurred and that creates situations of corruption
by way of a collusion between the local politician
and the bureaucrat without a popular mandate.

The CPP shows that two types of conflict are
important in shaping the NREP implementation.
Conflicts between individual values and policy
objectives are a source of considerable conflict
and corruption. Policy objectives also come into
conflict with the organisational interests of
political parties. Shifling authority to the pan-
chayats has increased the power of the political
parties greatly, especially the CPI(M) which
controls many of them,
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The control of the rural elites was indeed
reduced by altering the opportunity structure for
public participation. Political parties have been
allowed to participate since 1978. This has proved
to be a useful innovation from the OEP angle.
Earlier panchayat elections were a farce, in that
the members were chosen by the elite prior to the
elections. With devolution of authority of
development to the panchayats, an MLA must
often go tothe ZillaParishadand evento the Gram
Panchayat to initiate a project. Thus, there is a
disincentive for the MLAs to behave in a ste-
reotypical fashion and visit their district only at
the election time. The organisational environment
modification has led to a positive change of the
linkages between state and society. Thus, though
in the case of implementation of the NREP,
politics seems to have taken command the result
is not altogether negative.

In Conclusion

The combination of organisational theory and
political economy has provided a very useful
analytical framework, not only for understanding
the implementation of policy but also suggesting
several practical modifications for the pursuit of
meaningful public policy.

The framework of the three process perspec-
tives has been used to analyse the three cases.
Each perspective provides important insights but
by itself is insufficient to give a holistic picture
of the policy outcomes. For that a fusion is
required. Each perspective in turn shapes imple-
mentation and constraints others. In general, the
perception of social needs provides the stimulus
for institutional development and policy initia-
tives, whilst rationality and institutionalised rules
establish constraints that condition policy
responses. They do so, within the confines of
cultural environment, by shaping the ‘logic of
appropriateness’ and shaping the procedures and
structures of state institutions involved in deter-
mining policy response.
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One more general conclusion that may be drawn
from this work is that autonomy from political
institutions by itself does not do much. The need
is to balance autonomy with mechanisms that
make state agencies responsive (o social needs.
In poverty alleviation programmes, these mech-
anisms particularly require political resources.
One of the avowed purposes of this book is to
create an environment so that public officials will
be forced to lend more transparency io the
information and their operations. Personally, 1
believe that, even with the powerful effort thatthe
book embodies, that is a bit too far fetched to
expect and much more in the nature of action
research is the least that may be called for.

In the context of globalisation and liberalisation
that has overtaken our fancy, the book is a strong
reminder that, in certain conditions and in certain
areas, the situation is too far removed from the
‘steady state’ which is required for free play to
succeed. There is a real need in such cases for
direct intervention which isintelligently pursued,
along the lines suggested in this book. Further,
there is no need for any apology in the pursuance
of such a course.

In closing, I may note that every effort must be
judged on the basis of not only the actual per-
formance but also on the basis of the level of
difficulty attempted. The attempt to model the
emerging reality in terms of the three aspects, viz.,
the process perspectives, and to see how they
‘dissolve’ or merge in the evolving situation, is
indeed a brave one and thus rather praiseworthy.
The latter effort requires not only theoretical
rigour but also a capacity to ‘read’ the ground
reality and to tune the various policy parameters
continually, with the hope that at the end of such
an intricate exercise there may be a glimmer of
success. This is a comment on the inherent
complexity of the subject matter. The enormity
of the task here is daunting for anyone but the
most lion-hearted. For not only attempting it but
also attaining a very high degree of success, the
author deserves very high praise indeed.
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Rao, C.H. Hanumantha and Hans Linnemann,
(Eds.), Economic Reforms and Poverty Allevi-
ationin India, in the Series entitled Indo-Dutch
Studies on Development Alternatives-17, Sage
Publications, New Delhi, 1996. Pp. 271, Price:
Rs 350.

This is an Indo-Dutch Study on Development
Alternatives, based on papers and an address
presented at a Seminar on ‘Structural Adjustment
and Poverty in India’ organised by the Duich
branch of the Indo-Dutch Programme on Alter-
natives in Dcvelopment. It contains eight papers
plus an illuminating introduction by the editors.
The contributors arc Picter A. van Stuijvenberg:
‘Structural Adjustment in India - What About
Poverty Alleviation?’, Rolph van der Hoeven:
‘Structural Adjustment and Poverty: Review of
Expericnces in the 1980s’, Vijay Joshi: ‘India’s
Transition: Progress, Problems and Prospects’, S.
P.Gupta: ‘Recent Economic Reforms in Indiaand
Their Impacton the Poor and Vulnerable Sections
of Socicty’, Rohini Nayyar: ‘New Initiatives for
Poverty Alleviation in Rural India’, Amitabh
Kundu: ‘New Economic Policy and Urban Pov-
erty in India’, Sceta Prabhu: ‘The Impact of
Structural  Adjustment on Social Sector
Expenditure : Evidence from Indian States’, and
Kaushik Basu: ‘India’s Structural Adjustment
and the Need for Institutional Reform’.

These papers address themselves to the major
issues and conscquences of the ongoing economic
reforms for poverty in India. The analysisis made
in the relevant theorctical framework and in the
light of the expcericnces of scveral countries in
Latin Amcrica, Africa and Asia. The general
conclusion sccms to be that although the reform
programme has been successful in some other
arcas it has not bcen so with regard to poverty
alleviation. S. P. Gupta concludes with the help
of NSS data that rural unemployment has
increased since 1990-91 and the number of poor
has riscn significantly in both rural and urban
areas, representing a reversal of recent trend.
There has been a decline in real wages and a fall
inthe consumption sharc of the lowerdeciles. The
increase in the number of poor has been larger in
ruralarcas. This isinsharp contrast with countries
in Latin America and Africa where reform has
affected more scverely the urban poor than the
rural poor.

Kundu, on the other hand, finds a significant
growthin the employmentof childrenand women
in urban areas which is more likely o be a sign
of poverty induced employment. Since casual
employment at relatively low wage is common
among women, he feels that underemployment
and poverty induced employment 10 be the main
problem in urban areas.

Rohini Nayyar argues that inflation has wors-
ened poverty in rural arcas and lower outlays in
agriculure, imigation and social sector
expenditures had adverse effectson the rural poor.
Consumption of food from the PDS by the poor
seems to have declined because of a sharp
increase in prices due to reduction in subsidy.

Why did this happen? The genesis of the reform
programme lay in the crisis of 1991. This was
due mainly to the fiscal profligacy of the gov-
emment in the eighties which spilled into balance
of payments and created inflationary problems.
A fiscal deficit of 8.4 per cent of GDP during
1990-91, due to subsidies, defence expenditures
and growing intcrest payments on past debt, was
financed largely by borrowing from the Reserve .
Bank of India and by forcing govemnment owned
commercial banks to subscribe to public loans.
This gencrated a sharp rise in money supply and
fuelled inflationary pressures.

In addition to domestic funding, foreign bor-
rowing was also relied upon to finance domestic
expenditure. As aresult the already large current
account deficit widened further to 3.4 per centof
GDP. The break-up of Eastern Europe and the
consequent sharp decline in exports further
aggravaled the balance of payments problem and
led toa heavy reliance on commercial borrowing.
Thus India’s debt servicing ratio increased from
9.1 per cent in 1980 10 26.3 per cent by 1989-90.
The Gulf crisis in 1991 which led to a decline in
exports to the Middle East and a sharp increase
in oil prices led to a loss of confidence and,
consequently, an outflow of NRI deposits of US
$310 million per month. In July 1991 India’s
foreign exchange reserves fell to less than US $1
billion which were just enough to finance two
weeks’ imports.

To counter this, short term stabilisation mea-
sures (o correct the balance of payments situation
and control inflation were adopted in mid 1991;
severe restrictions were placed on impoits and a
devaluation of the rupee by 20 per cent was made
in order to stimulate exports; export subsidies
were abolished but tradeable import entitlements
were given to exporters in order to sustain their
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export performance. To restore fiscal balance,
cuts were made in both investment and current
spending.

Structural adjustment measures were also taken
toimprove the efficiency of supply in the medium
and long terms in the shape of liberalisation
efforts in the area of foreign and domestic trade
and the financial system. Import restrictions were
gradually eliminated and customs tariffs were
reduced over a period from 300 per cent to 50 per
cent in March 1995, in order to lead to efficient
industrialisation and greater ability to export.
These cuts obviously helped to reduce industry’s
costs. The number of items subject to export
restrictions was also reduced. Tradeable EXIM
Scrips and, subsequently, dual exchange rates
were replaced by a single exchange rate in March
1993 and full convertibility on current account
was established. Exporters were given adequate
exportcredits at internationally competitive rates
of interest.

The liberalisation of domestic trade was sought
to be achieved through drastic industrial dereg-
ulation. The New Industrial Policy abolished
industrial licensing on all but e¢ight products and
gradually opened up a large number of industries
for private sector investments (e.g. power, tele-
communications, transport, steel, oil and bank-
ing). Restrictions under the Monopolies and
Restrictive Trade Practices (MRTP) Act were
relaxed and restrictions on the size and location
of industrial units were also reduced.

An attempt was also made toreduce the number
and dispersion of excise duties, abolish com-
modity specific and user specific exemption and
move towards a unified value added tax system,
in the hope that this would raise tax revenues with
minimal market distortions. Non-tax revenue
also was low because of inefficiency and inade-
quate cost recovery by public sector enterprises
(PSEs). In order to improve their commercial
viability, PSEs were told that their losses would
notbe automatically fundedby the budget. Select
enterprises would be privatised by sale of their
equity up to 49 per cent and loss making enter-
prises were to be referred to the Board for
Industrial and Financial Reconstruction (BIFR)
for rehabilitation or liquidation. Simultaneously,
rules and procedures for foreign investment were
simplified to attract foreign capital in priority
industries so that Indian companies would have
better access to capital, technology and markets.
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To facilitate these changes, there was a parallel
reform of the financial sector - autonomy of banks
and financial institutions with regard to internal
operations with greater accountability. Interna-
tional capital adequacy norms were to be followed
with a view to improving profitability, and
administrative intervention for concessional
lending was to be eliminated.

Since a decline in public expenditure, so nec-
essary to restore the fiscal balance, would lead
also to cuts in allocations for rural development
and social sector programmesand affect the living
standards of the poor during the transition period,
complimentary social measures were thought of
to ensure equitable distribution of both the gains
and costs of economic reform. In spite of fiscal
austerity the government committed itself during
the Eighth Plan to increased expenditure on
clearly tangled social sector programmes and on
rural development. Employment creation and
human capital development in rural India through
both Poverty Alleviation Programmes (PAP) and
social services such as primary health care, ele-
mentary education and rural water-supply-cum-
sanitation were to be expanded and broadened. In
addition government decided in February 1992 to
set up a National Reserve Fund to provide assis-
tance to workers, who would become redundant
as a result of the adjustment programme, for
retraining or redeployment. It had three compo-
nents: a National Renewal Grant Fund which
compensates workers who retire voluntarily; an
Employment Generation Fund for grants for
retraining and redevelopment; and an insurance
scheme for employees. This was to be a perma-
nent social safety net for those temporarily
affected by the structural adjustment programme.

The programme achieved immediate success in
certain areas. The balance of payments improved
considerably due to asharp decline in importsand
a later upward swing in exports. The adoption of
the structural adjustment programme and the
removal of many restrictions on foreign invest-
ment led to a large inflow of capital as well as
non-resident Indian deposits, and foreign
exchange reserves which could barely cover two
weeks’ imports in 1991 rose to a level enough to
cover nine months’ imports by 1994. Since the
severe import compression had an adverseimpact
onindustrial production, it was gradually relaxed
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but did not lead to any unduly adverse effect on
the balance of payments because of greatly
improved export performance.

It was with regard to the fiscal balance that the
performance has been unsatisfactory. Although
the fiscal deficit was brought down from 8.4 per
cent of GDP in 1990-91 to 5.7 per cent of GDP
in 1992-93, the result was achieved by cutting
down capital expenditure, particularly on infra-
structure and social services. Hardly an effort was
made to cut down current expenditure on
administration, defence, subsidies and interest
charges which were aresult of past profligacy and
which led to a large revenue deficit. The result
was that borrowed funds which reflected the
society’s saving continued to be used to finance
unproductive expenditure rather thaninvestment.
This had two conscquences: an increasing
inability to generate employment, particularly in
rural areas, and a diminishing capability to
undertake poverty alleviating action. Secondly,
increasing interest charges arising from growing
public debt made it even more difficult to reduce
the revenue deficitand therefore the fiscal deficit.

The situation could have been redeemed if
expenditure on subsidies - food and fertiliser -
could have beenreduced. Itis generally accepted
that food subsidy provided in the public distri-
bution system (PDS) benefits the non-poor to a
large extent and, among the poor, benefits the
urban poor rather than the rural poor who prob-
ably need it more. Itis argued that a better way
of providing the intended benefit, viz., food
security, would be through specific targeting
rather than a universal public distribution system.
In view of the administrative complexity of such
a system nothing much has been done to reduce
the volume of subsidy. A fertiliser subsidy also
benefits the well-off farmer who isable to dispose
off his surplus produce at rising procurement
prices and thus receive a double benefit. This also
has not been tackled ostensibly for fear that
production of food and other items would decline
due to a decline in the use of higher priced
fertilisers.

Similarly, expenditure could be reduced if
government were not to make good losses of
public enterprises. These arise on account of
inefficiency, poor management, improper pricing
and political and bureaucratic interference. Fears
of losing an instrument of political and bureau-
cratic patronage and resistance from trade unions
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come in the way of privatising or closing down
loss making enterprises, and prevent raising
resources and reducing public debt in this way.

Irrigation, state electricity and  transport
enterprises are very large loss-makers. The main
reason is improper pricing which does not cover
costs. Also these are overmanned because of
wrong notions of generating employment. Again
political considerations prevent state govern-
ments from adopting proper pricing practices, as
the beneficiaries are vocal upper decile farmers,
so far as water and electricity are concerned.

The reform programme also involved a
restructuring of the tax system - an across the
board reduction of import duties in order to
facilitate growth and exports, a reorganisation of
the excise regime including a move towards
modified value added tax (modvat), and a
reduction in personal and corporate income tax
rates in order to check evasion, ensure better
compliance and raise more revenue. These
measures take time to be fully effective so that
revenues did not grow quickly enough to match
the need for resources. This had two imporiant
consequences. The dependence on the Reserve
Bank and the banking system was quite heavy.
Secondly, since a substantial proportion of these
revenues was distributed to the states their
resources also failed to grow. Also, as Secta
Prabhu points out, the poorer states, which
received large volumes of central assistance,
suffered even more because of smaller central
assistance due to aninadequacy of revenues at the
centre. This led to a severe cut on spending on
social services like health, education, sanitation,
water supply, etc., as the states provide the bulk
of these services. Thus, rural areas and the poor
in those areas bore a large burden of the structural
adjustment programme,

Poverty alleviation therefore requires greater
capital expenditure in infrastructure, particularly
rural infrastructure. It also requires a check on
inflation which means a better fiscal balance
through larger revenues and reduction in unpro-
ductive expenditure. Now that a certain degree
of tax reform has taken place, the next step is to
reduce unnecessary concessions to tax payers, tax
agricultural income and improve tax adminis-
tration, so that there occurs a more than a twofold
increase inrevenues. Similarly, inplace of central
excises and sales taxes a complete Value Added
Tax (VAT) system should be introduced, so that
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revenues increase through reduced complexity.
This should enable the state to place less reliance
on debt servicing which is threatening to disrupt
the entire fiscal system. This canalso beachieved
by privatising loss-making and sick enterprises
which will confer a double benefit: the resources
saved from not having to make good losses can
be used for more productive purposes; and the
proceeds from privatisation can be used for
reducing debt so that the burden of interest
charges in the revenue budget is that much
reduced. To succeed, such privatisation has to be
genuine and not with strings attached, so that
private investors will be attracted. Otherwise, it
may only lead to a diversion of resources from a
captive financial system into the coffers of gov-
ernment,

The second way in which more resources will
become available for greater capital expenditure
isby way of eliminating subsidies and instituting
an economic pricing system for services sold by
government. Water rates have toreflectirrigation
costs, electricity tariffs, the continuously rising
generation and distribution costs, and railway and
bus fares, the rising costs of fuel, equipment and
personnel. Cross subsidisation should be elimi-
nated so that the distortions do not take place.
Similarly food, fertiliser and petroleum product
prices should reflect their economic costs. There
is a general feeling among politicians that by
selling these services below costthey are in some
way doing good to the poor. Firstly, except for
food none of these are consumed by the poor.
Thus the beneficiaries are the non-poor who can
afford to pay more. Failure torecover costs today
affects current working and growth over time, as
is happening in electricity and transport today.
Removing the distortion in the prices of these
inputs will have an important indirect conse-
quence, viz., a tendency away from using these
expensive inputs towards a greater use of cheaper
inputs such as labour which will be beneficial
both, internally and externally. Ultimately, it is
better to give a person an income through
employment than devise subsidy schemes which
hecannot avail of because he hasnoincome. Only
in food, perhaps, is there a case for subsiding the
rural poor. Although it is fashionable to suggest
that better targeting the really raral poor should
be done in the PDS, there are studies which
indicate that the cost of administering such a
system would be higher than that of a universal
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system, and that a targeting system is always in
danger of leaving out the really poor from its
coverage. Nevertheless, efforts should be made
to reform the PDS to exclude the non-poor and
cover the really poor.

Can all these changes be brought about so that
the economic reform programme proceeds
towards finishing its remaining tasks? Till now it
has brought about changes which did not affect
very much adversely the interests of any well
organised group. But further reform will affect
several strong and vocal groups and is bound to
meet stiff resistance. Unless there is great con-
viction about the desirability of these reformsand,
as the editors point out, the political will toenforce
them, the programme cannot go forward in any
significant manner. It also needs great social
cohesion so that benefits and costs are equally
distributed amongst different sections of society.
The book was publishcd when the Congress
Government was still in power and one could
entertain a faint hope that such political will
would be displayed, albeit haltingly. It is too
much to hope that it will be shown now, when a
coalition of 13 parties rules at the centre and when
the Railway Minister looks upon the railways as
a job-creating agency, when the communist
Home Minister is opposed to privatisation
because his constituents will lose their jobs, when
the Finance Minister does not wish torisk raising
petroleum product prices for political reasons
even when the petroleum pool account is going
to rock violently his fiscal boat, when the Prime
Minister wants to give water and electricity free
to ‘poor’ farmers, and when a constituent party
Chief Minister faces bankruptcy in his state
because of a populist food policy, and soon. One
of the Duich contributors refers approvingly to
India’s vibrant democracy, vigorous and alert
media and the large number of equity-oricnted
economists as the saving graces of the Indian
polity. One wonders whether this is really so
given the increasing venality of politicians and
bureaucrats, given the proclivity of people tosend
to different legislatres an increasingly large
number of social undesirables, and given the
chronic inability to administer efficiently and
honestly programmes which could have pre-
vented 40 per cent of the population from being
below the poverty line and the largest number of
people in the world from being illiterate. Indian
democracy seems capable of only punishing
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errant legislators at the end of their term but has
yet to learn how to extract good governance from
them when they hold office.

The book should be read for an eminently
sensible account of what needs to be done in the
immediate future to solve the country’s urgent
problems. The illumination, however, leadstoan
overwhelming sense of helplessness because of
the face of country’s social and political reality.

R.M. Honavar,

Hon. Director,

Indian School of Political Economy,
Pune.

Kurien, C.T., Rethinking Economics: Reflections
Based on a Study of the Indian Economy, Sage
Publication, New Delhi, 1996, Pp. 272, Price:
Rs 335.

In reviewing Kurien’s earlicr book The Econ-

omy: An Interpretative Introduction (1992), 1
wrote: ‘The book opens with a promise but ends
with little fulfilment of it. The author’s instincts
are right but they are effectively smothered by his
ideological preoccupations. The result is a major
disappointment’ [Journal of Indian School of
Political Economy, April-June 1993, Pp. 384-85].
The same may be said about the new book.

In his preface Kurien writes: ‘This work is an
exploration into the relationship between eco-
nomic problems and economic theories. There is
likely to be general agreement that the role of
economic theories is to analyse economic prob-
lems and to be of aid to economic policies. But
from time to time there have been instances where
}he very nature of economic theory has prevented
it from performing this role. Why does this
happen and what needs to be done to make
economics as a branch of knowledge more
responsive to real-life problems is the theme of
this book” (p. 6). He adds: ‘In this work, addressed
{n?inly to professional economists, I discuss why
1tis necessary foreconomics to change the nature
of discourse. ... As I see it, the source of the
malaise can be traced to the conceptualisation of
the economy that the pioneers of neoclassical
economics put forward in their attempt 10 shape
economics as a science similar to Newtonian
physics’ (p. 7). This is ‘ill-suited for perceiving
and analysing real-life economic problems
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because it assumes away the essential features of
real-life economies. I attempt an alternative
conceptualisation of the economy more in tune
with the working of real life economies, partic-
ularly those like the Indian economy. ... If I am
right, the logical culmination is a restructuring of
economics as a tool for studying economic
problems. However, I do not undertake the task
R (1 ) 8

I am sorry for Kurien. One reads with admi-
ration and appreciation his long intellectual
exploration of the theme as narrated in chapterI.
One also isimpressed by his deep scholarship and
persistent efforts over a long period to grapple
withadifficultsubject whichinvolveda greatdeal
of swimming against the current. And yet the
effort stops just short of the Rubicon, not because
he himself modestly does not undertake the
alternative conceptualisation of the economy
more in tune with the working real-life econo-
mies, but because he furnishes an incomplete
groundwork for finding the road ahead.

His critique of the neoclassical theory is
impeccable but is limited only to its unrealistic
conceptualisation. If that is corrected then every
thing will be alright, is what he seems to say.
Unfortunately that is not true. Even if the ideal of
Newtonian physics is given up by economics, SO
long as it continues to move within the mould of
the Newtonian analytical methodology it will
come a cropper. Notonly neoclassical economics
but classical, Marxian and socialist economics
also belabours under the same handicap. Allother
social sciences also suffer from the same malady.

The methodology of scientific enquiry created
by the Newtonian Age was based on the three
principles of reduction- search for the basic ele-
ments to which the universe can be reduced,
causality (deterministic) and mechanism (the
mechanical nature of all worldly processes). This
was accepled and adopted by all the sciences,
natural and social. Later, because of the devel-
opment of quantum and relativity theories,
physics got out of the Newtonian mould many
decades ago but biology has done so only in the
last couple of decades. The social sciences have
not even woken up to that reality.

Kurien is noexception. For changing the nature
of the discourse in economics, he searches for the
basic elements that make up the economy and
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looks for a theory ‘to explore the hidden inter-
connections, and thus to provide some coherence
to the fragments that are the usual manifestations
of practical knowledge’ (p. 250).

If the nature of discourse has to change, and
there can be no two opinions about it, it cannot be
about only the economic aspect of the economy
embedded in social relations. It has to be multi-
disciplinary. Kurien’sown analysis cries out for
such an approach. That is not possible with a
Newtonian tnethodology whose built-in charac-
teristic is not integration but specialisation and
still more specialisation which surely takes the
analysis more and more away from real-life
conditions. The whole methodology has to
change, overcoming the shoricomings of the
Newtonian methodology. This is already hap-
pening. The development of systems analysis and
that of the gestalt approach are steps in that
direction. Not that these are perfect or complete
as yet. But they indicate the correct direction.
Kurien does not seem to be aware of these
developments. If he were, I am sure, we would
have got from him a more creative and satisfac-
tory response to his own query.

N.V. Sovani

Roy, Tirthankar (Ed.), Cloth and Commerce:
Textiles in Colonial India, Sage Publications,
New Delhi, 1996, Pp. 338, Price: Rs 425,

This is a collection of nine essays published in
the Indian Economic and Social History Review
between 1974 and 1994 bearing on the theme of
the impact of European commerce on the Indian
textile industry from the middle of the seven-
teenth century to the early twentieth century. Four
papers deal with the period before 1800 and the
remaining with the period after.

The traditional account of the history of Indian
textile industry in the period of after 1800 both
by nationalists and Marxist writers is one of
destruction of the Indian textile industry in the
face of imports of machine-made textiles from
Lancashire and how before 1800 India had a
flourishing textile industry which exported tex-
tiles to Europe in large quantities. The colonial
destruction of the Indian textile industry was
supposed to have led to ‘deindustrialisation’ of
India, a popular theme in the economic history of
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India. Until recently, this was the accepted gospel.
But when Indian and other economic historians
began to dig and explore the existing data at the
micro and regional levels to study the problem,
they began to suggest conclusions quite different
from the traditional ones. This is not unexpected
in historical research. It happened quite exten-
sively in the study of the Industrial Revolution in
England and the perspective continues to change
even today. It is very heartening to see the
beginning of the same thing happening in regard
to Indian economic history. There is a vast terri-
tory to be explored. Hopefully, this will be
attempted with greater vigour in the years to
come,

The period covered by these essays divides
itself into two parts, before 1800 and after. In the
first period, the Indian textile industry began to
be exposed to the European markets with
increased exports to them and in the second the
British machine-made textiles began successfully
to compete, replacing Indian exports with
increasing imports into India. The problems
facing the historian investigators studying the two
periods are exactly opposite of one another. In the
first, the researcher is faced with the question
whether the additional demand for textiles
because of the new exports to Europe led to an
expansion and growth of the Indian textile
industry and whether this led to a degree of
prosperity or better living standards or wages for
the textile workers? In the second period, the
problem is whether the Indian industry was
‘destroyed’ or survived and/orexpanded adapting
itself to the increasing competition of machine-
made -goods from England and with what con-
sequences?

Before the opening of the European market, the
four great cloth exporting regions in India were
Punjab, Gujarat, the south eastern coast and
Bengal. The industry in the north was more
urbanised than in the south eastern coast or
Bengal. Punjab traded with central Asia and the
Middle East, Gujarat had tics with Red Sea ports,
and Coromandel with South East Asia. Bengal
had its markets in upper India. With the opening
of the European trade, the regional configuration
did not change. )

Available evidence suggests that the expansion
of demand for exports to the European markets
led to the expansion of production. A part of the
expansion in output is possibly attributable to
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surplus labour. But this raises a host of questions
that need further exploration. There is enough
evidence to conclude that whatever expansion
took place did not make the average weaver
remarkably better off than before. Was there a
surplus of labour in the industry? A difficult
question to answer and one which needs further
research. ‘At the height of its development, the
export market represented a mere growth in
transactions but with an ill-defined, arbitrary,
evenchaotic system of rights and regulations’ (p.
21).

The period after 1800 is better documented. The
import of cloth did not destroy weaving but
induced complex adaptation. ‘Deindustrialisa-
tion’ does not seem to be the word to describe it.
An initial decline in handweaving did happen and
was more severe in the east (Bengal and Bihar).
The trend reversed itself in many weaving
regions, as growth in production and/or capacity
from the end of the century would suggest. This
turnaround seems to be a form of diversification
whether towards coarse, non-cotton, or arange of
cloths. This would require further research.

As remarked earlier these tentative findings
raise more questions than they answer but that is
the pattern of historical research, which is a
process not a result, a movement not a position.
While the findings in the book are provocative
and appetising, one hopes that they will continue
to be analysed further without minding whether
these findings will hold or have to be modified or
abandoned.

N.V. Sovani

Former Professor,

Gokhale Institute of Politics and Economics,
Pune.

Harriss-White, Barbara, A Political Economy of
Agricultural Markets in South India: Masters
of The Countryside, Sage Publications, New
Delhi, 1996, Pp. 425, Price: Rs 395.

The book is based on a study conducted in
Coimbatore district (Avinashi and Palladam
taluks) of Tamil Nadu during November 1979 to
January 1981. Why it took 15 years to present
findings of this study is not explained by the
author. The project was funded by the Overseas
Development Administration, United Kingdom.

The book seeks to examine the technological
and logistical systems defining agricultural
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markets and analyse the linkages of markets with
land, labour and money. The study is based on
interviews held with 506 farming households and
149 ‘firms’ consisting of brokers, wholesalers and
processors. Five commodity groups were
selected. They were millets, rice, groundnuts,
tobacco and cotton.

The author believes that “... the contribution of
"old" political economy to an understanding of
exchange relations and agricultural marketing in
India throws a powerful challeng€ to conven-
tional research on the economics of agricultural
markets. Other markets are likely to affect their
behaviour, in particular the markets for money,
Iabour and land. One commodity market cannot
be assumed to be independent of others in
diversified production systems. Markets are not
only to be conceptualised as mechanisms for
allocatively efficient production decisions whose
allocative inefficiency is the only problem. They
are also channels for intersectoral resource
transfer, Inorder to better understand why agiven
marketing system has evolved in its particular
way, its analysis needs contextualisation in pro-
duction relations, and in its internal disposition of
power’ (p. 50).

The author presents her findings and their
critical evaluation in ten chapters. The first
chapter, from where the above quotationis taken,
presents the case for a political economy of
markets, institutions and policy reforms. The
second chapter discusses field methods and data;
the next three chapters examine the agrarian
structure, exchange relations, marketed surplus
and the market systems. The sixth chapter
examines the role of capital and money and the
seventh that of labour and social construction of
market systems. The land of merchants and their
control over production is dealt with in the eighth
chapter. The ninth chapter is entitled ‘State
Regulation, Economic Crime and Bureaucratic
Corruption ; Accumulation and its Politics’.
According to the author, this chapier ‘was thrust
on us by the field experience’ (p. 53). The last
chapter provides the conclusions.

Before this review goes further, a word about
the sub-title. ‘The sub-title, Masters of the
Countryside, is retrieved from a discussion of
rural power structures by Lenin. ... and is used
here well after the definitive dissolution of the
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Leninist/Stalinist political project. It would notbe
sensible to throw a lively methodological baby,
born from the study of the political economy of
peasant societies, out with stale political bath
water. With respect to Russia, Lenin concluded
that it was the nascent class of rich peasants and
agrarian capitalists who were masters of the
countryside. He also conceded, however, that
their geographical distance from the site of pro-
duction could mask the real power, even over the
rich peasantry, of absentee landlords, or what he
called ‘usurers’ and so on - power which was
exercised in circulation and marketing as well as
over production’ (emphasis added by the
reviewer) (Pp. 15-16).

Who are the ‘Masters of the Countryside’ in the
countryside of the Avinashi and Palladam taluks
of the Coimbatore district of Tamil Nadu of India?
Are they among agriculturists or non-
agriculturists in these regions? Are they among
moneylenders or politicians? The author does not
investigate into such questions. She can only say
something about the trading class which she has
studied. But her observations, like ‘(the largest
and most profitable firms are unhitching them-
selves from their landed base. Moneylending by
traders was never an important feature of product
marketing ... loan repayment is not tied (non-
contractually) to the supply of the entire marketed
surplus’ (p. 312) or ‘(a)grocommercial magnates
control agroindustrial production rather than
agricultural production’ (p. 320) do not suggest
that they are the ‘Masters’.

And yet, she concludes, ‘... the masters of the
countryside are not absentee landlords but the
powerful and wealthy elite of traders who control
property relations in exchange and marketing” (p.
323). These property relations which are con-
trolled seem to be of two types : one, those
discriminating ‘through prices against small
producers’ (p. 323) and those exploiting small
traders by the elite traders. ‘... there exists more
solid evidence for the functional usefulness of
poverty-induced petty trade for the commercial
masters of the countryside, protected for the most
part from the challenge of petty production by
their exploitation of scale economies. The
exception - tobacco processing - proves the rule’
(p. 323).

According to the reviewer, the addition of the
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sub-title is rather more for the glamour than for
any serious purpose. The study is certainly not
oriented to identify ‘Masters of the Countryside’
and describe their sinister or not-so-sinister acti-
vities. It is one thing to say that large traders have
more control over markets and commodity flows,
more investments, more storage capacity and so
on, as compared tosmall traders. But, itisentirely
another, and wrong, thing to say that, because of
this, the larger traders are the ‘Masters of the
Countryside’.

This is as far as the sub-title is concerned. The
main title is also equally misleading. The book
does not deal with South India. It deals with two
taluks in one district in one of the four States of
South India. Similarly, it does not deal with the
entire agricultural marketing in South India. A
number of important crops like sugarcane are
missing from this analysis. The conclusions of
this study may not be representing even the State
of Tamil Nadu. The author has acknowledged this
indirectly, when she, in a scparate section in the
last Chapter, has discussed the contrasts between
study findings of North Arcot and Coimbatore
regions of Tamil Nadu (Pp. 326-327).

As far as the core content of the book is
concerned, it is based on the cross-sectional data
collected through interviews with traders. The
information from farmers consists mainly of
production, land holding, yiclds, and marketed
surplus. The author finds that the relative mar-
ketable surplus is positively related to the output
of the concerned crop, for all commodities and in
both the taluks; itisnot sorelated with the holding
size. Wherever it is significantly related with
holding size, (tobacco in Pothampalaiyam and
ragi and cotton in Vanjipalaiyam), the association
is negative (Pp. 107-109).

The activities of merchants bave been classified
by the author in terms of property rights transfers
(buying, selling, brokerage, trading), physical
activities (production, storage, transport, pro-
cessing) and financial facilitation (finance of
production, finance of trade) (p. 132). The author
finds that ‘there are no mercantile firms ... which
do nothing but buy and sell, and there are 5 per
cent which neither buy nor scll, being pure bro-
kering organisations’ (p. 132). There are several
combinations of these activities performed by the
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sample functionaries. Given the scale of opera-
tions, number of functionaries, risks involved in
concentrating on only one activity, this looks
quite logical. But the author ‘expected firms to be
strongly patierned in their activities and that these
patterns would correspond to the local terms by
which intermediaries and their firmsare classified
and known, But the activity patterns in sampled
firms completely confound our expectations’ (p.
134). The author describes in great details the
combinations of these activities but, unfortu-
nately, does not explain why these combinations,
in fact, take place. There is also little evidence to
indicate whether there is commodity specialisa-
tion among the sampled firms or whether some
of them also deal with more than one commodity
(in the functions related to marketing, processing
or transport).

The author lists various cases of bankruptcy in
merchant firms (Pp. 175-176). There seemed to
beboth management factors asalso factorsrelated
to marketing (inadequate supplies, state regu-
lations, crop failures, climatic factors, like rains
or uninterrupted sunshines, and unpredicted
markel behaviour) responsible for these failures,
The author’s conclusion that ‘price movements
donotseem animportant source of risk to traders’
(p. 176), although emphasised in italics by the
author, is not substantiated by providing any
figures. In fact, noanalysis of prices, arrivals, etc.,
over time is attempted to support or challenge the
traders’ responses. Since there are regulated
markets, offices of the State Trading Corporation
and of Cotton Corporation of India in the study
areas, a good deat of information could have been
collected, scrutinised and used with advantage.
Why the author has not done is very difficult to
understand.

Another serious shortcoming of this study is the
neglectof varietal differences in commodities. As
we all know, Indian agricultural market is char-
acterised by preponderance of varieties for each
commodity. Each group of variety (if not each
variety) has a different market segment and is
guidedby itsown supply and demand conditions.
This is true for all the five commoditics that the
author has tried to study. (In fact, millets is not
one commodity but a group of commodities, each
having different varieties).

The author seems to be aware of the existence
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of so many varieties and their market scgments.
At one place she cites an example of ‘Sorghum
from Orissa’ which fetched retail prices ‘25 per
cent higher than local Sorghum of exactly the
same type, an example of the development of
‘brand loyalty’ and fixed preferences’ (p. 186).
At another place she cites the Department of
Statistics as a source mentioning 120 varieties of
rice traded in Tamil Nadu’ (p. 186). All this puts
aheavyburden onresearcher who triestomeasure
exploitation. The seasonality in prices, for
example, is aggravated by the presence of mois-
ture in groundnut, when it is marketed immedi-
ately afier the harvest. The lack of local transport,
marketing in small lots, marketing of ungraded
produce, all these dampen the prices that pro-
ducers receive; but they need not always lead to
exploitation, since, because of them, the traders
are also likely to incur more costs. This is not to
say that exploitation does not take place. It should
only mean that it cannot be reflected in mere
comparisons between average prices or between
minimum and maximum prices. In this context,
the author acknowledges as follows: ‘From
combination of laboratory and marketplace
research carried out in Andhra Pradesh to the
north by ICRISAT, we know that cryptic quality
characters which cannot be assessed by eye
(protein, oil contents, etc.) but which are of
relevance to nutrition are also faithfully reflected
in market prices - through the operation of proxy
criteria which remain obscure’ (p. 186). Herown
research, however, does not go into these aspects.

In addition to the differences due to varieties
and qualities, the commodities, themselves, offer
different types of markets. The consumption of
millets, for example, is localised and limited;

"groundnut on the other hand is influenced even

by international markets. Cotton market is
influenced by several vertical (upto clothes) and
horizontal (covering cotton seed oil) processing
activities. Naturally, elements of market structure
(like price formation, entry into trade, profit-
ability, commodity-flows, supply arrangements,
wealth generation, risks, investments, etc.) differ
from one commodity to another. Thus, the con-
clusions like ‘Price bases vary from Bombay
(groundnuts and cotton) through Erode in the
locality (millets) to various locations in Kerala
(rice and tobacco)’ (Pp. 325-326) makes sense
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when these complexities are related to them. The
author is aware of them when she mentions the
‘great variety and space-time specificity in the
way each crop market is constructed and per-
forms’ (p. 326), but she does notexercise enough
rigour to examine them in detail. Several aspects
of capital, money, labour, organisational struc-
ture, investments into allied activities, etc., would
be explained if she related them to the individual
product markets, their price behaviour and asso-
ciated risks.

It is, probably, because of this lacuna that her
policy prescriptions do notsoundconvincing. She
is bewildered by the institutional and organisa-
tional complexities and the failures of the Gov-
ernment and Regulated Markets. She concludes,
rather hesitantly, ‘The marketing systems
analysed here, if deregulated, would not sud-
denly, or soon, exist in a tabula rasa state of
compliant almost-perfect competition ... Unless
deregulation were accompanied by the rise of
countervailing social forces representing at one
and the same time not merely a potential for
‘control’ over market behaviour butalso rivalrous
forces in the struggle for resources distributed
through the marketing system, then the structures
of power and control comprising marketing sys-
tems will work inexorably in their own interests’
(p. 344).

Whatever these social forces are, one cannot
wait for them to emerge from nowhere. There
could be better, and more practical, measures,
One is, for example, initiating the process of
standardisation of varictics, grades, etc. The
introduction of hybrid and improved secds has
already started this process; if it reaches all
regions and covers all crops, the markets will
widen, price comparisons will become more
meaningful and price and market information
dissemination scrvices can be better organised.
The agricultural exports and processing could
also assist accelerating this process. The second
measure could be encouraging Commodity
Marketing Boards. With standard daily quota-
tions, organised trading and, if necessary, for-
ward trading, these Boards could serve as a
common trading platform, the information of
transactions, then, becoming no one’s monopoly.

With all the time the author and her study team
had, such methodological lapses could have been
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avoided and the presentation made more compact,
lucid and analytical. The book under review -
contains wealth of information; there is no doubt
that it is painstakingly collected. There is, how-
ever, a lurking doubt in the reviewer’s mind that
conclusions were reached much before this
information was analysed. The presentation nat-
urally suffered.

A. P. Kulkarni,

Director,

Centre of Studies in Social Sciences,
Pune.

Saberwal, Satish Roots of Crisis: Interpreting
Contemporary Indian Society, Sage Publica-
tions, New Delhi, 1996, Pp. 199, Price: Rs 155,

The theme of India being in a crisis was the
subject of two books lately reviewed in this
journal. One was by Prof. Kohli [JISPE, 1993,
1994] and the other edited by Upendra Baxi and
Bhiku Parikh [JISPE, 1995]. In reviewing the
latier book, this reviewer had observed that that
book by itself did not give us a feeling of a crisis,
since the problems of the society were being
handled well and, if some of those problems were
getting worse some were getting betier also.
However, Satish Saberwal in this book testifics
that ‘scholars in diverse disciplines and academic
locations are now coming to share a judgement
that we in India are in fact in very serious
difficulties’ (p. 36). Saberwal is not referring to
economic difficulties or to the instability created
by election results but to the social disorder
excmplified by battles between students and
bus-drivers, between villagers and the police,
communal clashes and disorderly behaviour on
the roads, in buses, atairports(Pp. 30-34). He asks
the question as to why this disorder; and his
answer is that it is becanse of the inability, not of
a particular leader or political party, but of the
whole society to adapt itself 1o the working of the
new institutions which the British rulers brought
with them and with which we have got to get
adapted, if we have to manage the mega-society
which has replaced the village societies of the
past. There should be no dispute about this part
of Saberwal’s analysis; but Saberwal goes further
and trics to show how the westemn institutions
werc a natural growth in the Christian world and
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how our historical context is completely incom-
patible with them. Saberwal has drawn on a host
of historians whom he calls, using an
anthropologist’s term, his ‘key informants’. That
makes his presentation overwhelming, but one
can still have doubts about his hypothesis. The
first glaring point is that while he has allowed a
span of about 2000 years for judging Europe, he
has allowed a span of only 50 for judging India.
Inthe case of Europe, Saberwal traces acontinuity
of tradition from the Roman political framework
and Greek thought and says that between the
passing of Rome and the rise of strong kingships
by the thirteenth century, ‘the Church provided
Europe with political insurance of a quite
exceptional order’ (p. 116, emphasis his). He
admits that during these centuries there were
cataclysmic disruptions (p. 110). He refers,
though only in passing, to the Hundred Years War
(15th century) and the explosive Arab Expansion
(which penetrated deep into Europe). He refers to
the ‘(Darge-scale persecution and buming of
witches’ (p. 152). He could have, but has not
referredto the inquisitions also. He has mentioned
Hider’s pogroms and the two world-wars of this
century. He could have, but again has not referred
to the biggest disruption of the present century,
namely, the communistrevolution which kept the
democratic West in a state of dread for more than
two decades after the second world-war, The only
reason why Saberwal admires Europe is that
‘(w)henever the dust settled, after conflicts and
all the warfare, there remained the central ten-
dency to turn to the familiar institutions and laws
and to their core impulses ...” (Pp. 113-117).

As against this span of 2000 years, what does
Saberwal allow for the Indian case? Not even S0
years. There is no way that the period of our
Independence struggle can be called a crisis. In
1947, as Saberwal has himself noted, ‘optimistic
exuberance filled the air ...” (p. 143). It is around
1970 that people began to talk of a crisis. Apart
from what political commentators like Rajni
K.othari wrote,a Marathi poet, Suresh Bhat, wrote
his famous song: Dawn was approaching and yet,
suddenly, it trned into dark midnight; Vijay
Tendulkar wrote a historical play Ghashiram
Kotwal which,according tocommentator Decpak
Ghare, represented the insensitivity and oppres-
siveness of the Indian state of the 1970s; Badal
Sircar’s play Micchil (translated in Hindi as
Juloos and adapted in English as Procession),
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which became popular, depicted what was per-
ceived as the apathy, anomie and directionless-
ness pervading the Indian society. This sense of
crisis is thus just 25 years old.

Passing judgements about two societies with
such an unequal time-frame is a quasi-essentialist
way of looking at things: saying that the European
society has exhibited one sort of a continuous
underlying trait for 2000 years and that the Indian
society has exhibited another sort of a continuous
underlying state. This sort of judgement is
iniquitous in another way also - while ghastly
wars and inquisitions and pogroms are accom-
modated in a historical evaluation, mere street-
fights and disorderly behaviour in public places
is considered enough to raise a cry of crisis, just
because dust has not yet settled over them.

Ronald Inden has firmly rejected an essentialist
construction of western and eastern socicties
[Inden, 1990]. Even without his penetrating his-
torical studies, there are several well-known
counterparts in India 10 some of the prominent
features of the European society noted by Sab-
erwal. For the Roman Empirc we have the
Ashokan Empire; for the Roman political thought
we have Kautilya’'s Arthashastra. For the ‘men of
vision’ of the Christian Church and the organi-
sation of monasteries, we have Adi Sankara-
charya and his Peethas established in the four
comers of India. For the Greek logic we have our
own Tarkashastra discussing the same form of
syllogism as ‘Socrates is a man; All men are
mortal; therefore Socrates is mortal’, and also
discussing rigourous definitions of ‘cause’ and
‘effect’.

There is no doubt that European and Indian
societies developed on different lines. But Sab-
erwal’s ‘theoretical perspective’ amounts to the
positing of a quasi-essential difference in the
beginning, which only flowered in the later cen-
turies. If, like Ronald Inden, we reject this
qausi-essentialist perception we ought to look for
some contingent factors as the starting points. For
example, it has been suggested by some [McNeill,
}979] that the very absence of a structured society
in the barbaric tribes of Europe led to a more
egalitarian and pragmatic development of their
thought and institutions, just as the brotherhood
concept in Islam has been attribuied to the tribal
roots of that religion. As to the success of the
barba{ic tribes, Voltaire’s ‘view, later developed
by Gibbon, (was) that the rapid conquest of
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(Roman) paganism by Christianity had disinte-
grated Rome from within and prepared it to fall
an easy victim to the invading and immigrating
barbarians’ [Durant, 1953, p. 222]. This view,
contrary to what Saberwal has said, makes the
Christian Church indirectly responsible even for
decline of Europe into the Dark Age, which lasted
for a thousand years. The main point is that the
Church cannot be given too great a credit, and that
we must search for contingent factors. He has
himself characterised this story, the story of
Europe, as ‘long, compiex and often confusing’
(p. 113). It is hazardous to draw up a simplified
and neatly differentiated model of it, and even
unnecessary, if our purpose is to understand our
problems.

In his chapter on communalism, Saberwal says
that tendentious historiography, separation of
electorates (in the pre-Independence period) and
competition for jobs, which have been identified
by other authors as the causes of communalism,
arenot the root-causes, since communal identities
have first to be in place before conflicts of
interests can take a communal colour. He there-
fore dwells a a lot on the separativeness of
religious tradition. He has not however
adequately explained how antagonisms arise.
These latter arise because of conflicts of interests
and are certainly aggravated by tendentious his-
toriography.

The state has a major role to play in overcoming
our problems, by bringing about economic
development and distributive justice and by
holding the nation together till the various (new)
institutions of the nation get firmly rooted in the
people. Until we achieve that there is goihg to be
some pain and some bursts of disorder. To expect
a painless progress is unrealistic and to charac-
terise that pain as crisis would be sclf-defeating,

Whatever the short-comings in Saberwal’s
analysis, he has very clearly understood that the
‘Indian academia and intellectual circles gener-
ally’ have also a responsibility to bear. In the
Appendix to Chapter 7 of this book, he has given
a very good prescription specifically for them,
whichis (i) that they need to change their present
stance of attacking the state and of holding that
‘all good men and women have to resist the state
and its machinations” (p. 158); (ii) that they

should realise that it would be self-defeating if we-

overload the state-structures with excess of con-
flict; and (iii) that it is necessary to generate
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enough understanding of the essential
prerequisites, if these structures are to function
and to remain functional through maintenance
and renewal.

A very good prescription indeed!
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Kothari, V.N., Growth Employment And Educa-
tion : Selected Economic Papers of V.N.
Kothari, Published on behalf of the Felicitation
Committee, M.S. University of Baroda, Baroda,
1995; Pp. 195, (Price not mentioned).

This book is the first volume of a planned
two-volume publication of some selected papers
authored by V.N. Kothari, as his felicitation on
his retirement as Professor and Head of the
Department of Economics, M.S. University of
Baroda. These papers date from 1957 to 1992 and
are mostly in the nature of theoretical discussions
of various models or propositions or economic
situations of those times.

Some of the topics discussed in this book have
died a natural death, for example ‘Cooperative
Farming’ or ‘Land Army’. (The latter topic has
been discussed under the more academic titles:
‘Disguised Savings Potential’ and ‘Reformula-
tion of the Consumption Goods Multiplier’).

In the case of some topics, the data which
Kothari has used is now quite old. For example,
‘Retumns to Education’ is based on a 3 per cent
random sample survey of the tenements situated
in Greater Bombay of 1955-56; while ‘Disparities
in Relative Eamings among Different Countries’
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is based on the Bombay city data of 1956-57. The
importance of these papers lies in the very critical
analysis which each topic has been subjected to.
Under such analysis it transpires that the models
put forward by even, eminent authors like Arthur
Lewis, S.J. Patel, C.N. Vakil, P.R. Brahmanand,
etc., are flawed, due 1o one reason or the other.

There are some topics which are alive even to
day and it would be useful to see what Kothari
has to say about them.

The paper on ‘Growth and Employment’
recognises the inadequacy of ‘Growth’ in solving
the problems of unemployment and poverty. It
then discusses specific strategies for the devel-
opment of the rural sector. The strategy, sug-
gestedin 1977, is the use of the ample food stocks
and foreign exchange (forex) rescrves available
at that time. However, in advocating this strategy
even the ever-watchful Kothari seems to have
faltered. He says: ‘Excess stocks of foodgrains
can make their way into the economy only
through afall in their relative prices. Price support
operations inevitably make this process infla-
tionary. We cannot hope to build up stocks
through bank credit, have them liquidated through
created purchasing power and yet avoid infla-
tionary pressures’ (Pp. 15-16). This way of pre-
sentation makes us believe that the same stock of
foodgrains is held for a while and later liquidated,
ending in a zero-inventory situation. The correct
way of presenting the situation is that stocks are
held at a certain level and additions to or with-
drawals from this stock are part of the constant
process of inventory management. It is true that
food-stocks are at present more than that required
as an insurance against bad years, but that is the
result of a deliberate policy of price-support,
which serves two objectives: (i) increase in
food-production, and (ii) transfer of more pur-
chasing power to the rural sector. Kothari himself
wants the rural sector to have such purchasing
power so that employment in non-agricultural
sector can be sustained (p. 13). In the same paper,
Kothari advocates a higher rate of interest on the
savings accounts of farmers so that they are
induced to sell away their stocks for money which
can be spent on non-agricultural goods, leading
to more employment (p. 13). This is a clear case
of double counting of benefits. If the farmer
spends his money, he will support employment
but not get interest. If he chooses interest, he will
not be supporting employment. Apart from
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counting a benefit twice, Kothari also ignores the
policy objectives of the price-support policy.

In discussing the unemployment problem,
Kothari points out: ‘The average productivity per
worker in the organised sector is probably more
than four times the productivity per worker in the
unorganised sector.... There is naturally great
pressure to get into the organised sector’ (p. 168).
He therefore stresses the importance of expanding
employment in the organised sector. As regards
the agricultural sector, he finds from the Seventh
Plan documents that the productivity per worker
in this sector is stated to decline, though the Gross
Value Added (GVA)and employment in terms of
Standard Person Year (SPY) is stated to increase
(p. 117). He considers this serious, which does
not seem warranted. In a static mode of produc-
tion, increased employment must lead to dimi-
nishing marginal returns, pulling down the
average. So long as there is some relief to
individuals who were earlier unemployed and
also an increase in the gross product, there should
be no cause for worry.

In dealing with the linkage between education
and employment, Kothari brings out the fact that
returns on the investment in primary and middle
school education are very high as compared to
college education. He is, therefore, in favour of
funds being diverted from higher to lower stages
of education. However, while writing about
educationpolicy, he says ‘doing away withhigher
education would be inviting chaos because
modem education is at least one major factor in
the direction of meritocracy and rationality’ (p.
176). 1t is clear that Kothari wants to tread a
middle path. He also advocates a middie path on
the question of financing medical and engineering
education. He sees the dangers in private colleges
taking over this education (Pp. 184-193). He also
sees the inequity of public financing of this
education since the benefit of it goes entirely to
individuals and, that too, to those who come from
the higher strata of society (p. 178). He therefore
recommendsthe trying of a ‘full-cost fee principle
...combined with (a system of) loans, ... (p. 182).
The validity of these arguments has already been
recognised by the educational authorities and
tuition fees in medical and engineering colleges
have recently been sharply raised. It is however
surprising that Kothari has characterised voca-
tionalisation of education as a fallacy on the
grounds that ‘(v)ocational skills are too specific
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and education is unsuited to impart such skills’
(p- 176). One would say that vocations as diverse
as dress making, watch repairing, electrical wir-
ing, etc., do call for considerable know-how and,
therefore, some formal education.

In conclusion, while one must appreciate
Kothari’s thoroughgoing analysis, one must be
watchful and apply one’s own critique before
accepting conclusions derived therefrom.

B.P. Patankar
83, Shreya Nagar,
Aurangabad - 431 005.

Jharta, Bhawana, Women and Politics in India,
Deep & Deep Publications, New Delhi, 1996,
Pp. xiv+242, Price: Rs 310.

On the threshold of the twenty first century,
India is making a heroic effort to involve its
women in the decision-making process in the
country’s politics in a massive way. After
amending the Constitution to secure at the local
government levels reservation of seats in the
representative bodies to the extent of 30 per cent
of their total strength, the debate is on to carry the
same principle forward to cover the state legis-
latures and the Parliament. Though women have
been elected to all these bodies in the past their
numbers have been very small as is only to be
expected in a traditionally male-dominated
society. With a statutory reservation of seats for
women in elective bodics, the traditional scheme
isbound to be shaken up and a greater share given
to women in the exercise of power as a matter of
right.

Inthe Panchayati Rajinstitutions at the Village,
Block and District levels in the rural areas and in
various municipal bodies in the urban areas, the
experience of the last three years has shown that
given the opportunity women can contribute to
the making of policy and its effective imple-
mentation in spite of their traditional passive role
in public affairs. Their initial shyness has given
place to a keen desire to leam the intricacies of
politicallife and to prove their ability for political
leadership. Voluntary organisations have come
forward to train women to participate effectively
in the democratic system. At first, it was feared
that women would not come forward in suchlarge
numbers as to fill all reserved seats in the local
bodies. It was estimated that nearly eight lakh
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women would have to come forward for the
purpose in the whole country. Apart from their
lack of confidence in contesting elections there
were various social constraints confining their
activities to their families and farms. But it has
been shown by experience that women are
learning fast and there is no dearth of candidates
to participate in local elections. Of course, there
is in operation the Bibi-Bahu-Beti syndrome toa
certain extent where men step down in favour of
their wives, daughters-in-law, daughters, etc., in
the constituencies reserved for women under the
new laws. They continue to exercise authority
ignoring the fact that they were no longer the
elected representatives of the voters. In Rajas-
than, for instance, a new word was coined to
indicate the husband of an elected woman
Sarpanch who assumed for himself the right to
speak on behalf of his wife as the Sarpanch-Pati.
However this must be regarded as a passing phase
in the further liberalisation of the old norms.

The experience of the last three years indicates
that wherever the panchayats are headed by
women or there are ‘women-only’ panchayats,
the pattern of policy priorities shows a distinct
trend. Drinking water, construction of wells,
installation of water pumps, construction of
roads, appointment of teachers, closing of liquor
shops, providing play-grounds and building toi-
lets are some of the topics on which women have
taken decisions. In spite of little experience and
no exposure to public life, women seem to be
working diligently and responsibly. This has in
fact given rise to considerable enthusiasm for
political participation of women in India, cover-
ing an array of actions and activities like, casting
a vote, campaigning for elections, organising
groups, contesting elections, holding elective
offices, etc.

Women'’s political participation is very
important because it leads to acquisition and
exercise of political power. This provides an
opportunity to them to influence the decision-
making process and policiestoamend the existing
laws and sitsations whenever they are
disadvantageous and to bring about necessary
social change. Constitutional guaraniees and
reservations to seats to panchayats has not only
increased the number of women participating in
the political process, buthasalso tended to resirict
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them to the reserved constituencies only. When-
ever women were elected in the open constitu-
encies, they were often ostracised and prevented
from participating in the panchayat as elected
members.

Many studies have been conducted in respect of
women’s participation in politics at various lev-
els. Bhawana Jharta’s book claims to analyse and
evaluate the role and impactof family background
and education on women’s participation in poli-
tics in the State of Himachal Pradesh. The book
is divided into six chapters. The firstintroductory
chapter lays down the broad framework of the
book including the methodology followed for the
empirical research. The sample consists of acti-
vists, who are members of an organised group
whether of a political party or of an interest group,
and the non-activists for the purpose of compar-
ison. The second chapter explains the scope and
the ambit of political participation of women.
This chapter provides a large number of quota-
tions from the works of various authors and
establishes certain hypotheses to be tested by an
empirical study. A historical review of the status
of women and their political participation in India
is covered in the third chapter. The report and the
analysis of the empirical research regarding the
impact of family and education, respectively, on
women political activists is given in the next two
chapters. The concluding chapter gives a sum-
mary of the work including some suggestions for
improving women’s participation in politics.

The empirical study consists of analysing the
responses of 140 activists and an equal number
of non-activists (the control group) to various
questions related to the impact of family back-
ground and educational attainments, respectively,
There is nowhere an explanation of how the
sample of 140 has been selected and how repre-
sentative it is for the whole State of Himachal
Pradesh with a female population of over 25 lakh,
roughly 50 per cent of whom would be eligible to
exercise the franchise. In regard to the impact of
both, family and education, on women political
activists, all that the author has done is to enu-
merate the positive and negative responses of the
sample of 140 activists and non-activists to such
items as membership of political parties, status in
the party if any, membership of the voluntary
organisations, political awareness, participation
in political discussion, participation in conven-
tional and non-conventional activities, their
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efficacy, approach to various persons for solving
problems, active interest in public affairs and
views on the role of women in society and related
questions. The relationship between marital sta-
tus, number of children, age, family structure,
political background of other members of the
family, economic status of the family and many
of the above items has been similarly tabulated.
Asmany as 70 tables have been given in the book
to represent the empirical research. One wonders
if all this effort really leads to any valid conclu-
sions of arepresentative character, even inrespect
of the State of Himachal Pradesh, not to speak of
India as a whole. The working of percentages
under each of the items is only an arithmetical
exercise giving the impressionofa scientific basis
to the statements made. But the whole effort
appears to be like an inverted pyramid very
precariously balanced on a very narrow founda-
tion. While this may undoubtedly show consid-
erable industry on the part of the author, it does
not seem to add much to the body of knowledge
on the subject.

Nirmala Pandit,
Department of Law,
University of Pune,
Pune.

Dhawan, B.D. Groundwater Depletion, Land
DegradationandlIrrigated Agriculture inIndia,
in Scries entitled Studies in Economic Devel-
opment and Planning, No. 60, Commonwealth
Publishers, New Delhi, 1996, Pp. xii+(4)+196,
Price: Rs 300.

Saleth, R. Maria, Water Institutions in India,
Economics, Law, and Policy, in Scries entitled
Studies in Economic Development and Plan-
ning, No. 63, Commonwealth Publishers, New
Delhi, 1996, Pp. (xii)+293, Price: Rs 480.

Development of ifrigation in India gave rise to
more problems than it solved. The controversies
ranged from the choice of the site of dam, the
measurement of the impact of irrigation to over-
exploitation, water logging, salinity. In the aca-
demic debates on irrigation, minor irrigation
(groundwater imrigation) received lesser attention
than the surface (canal) irrigation. Only from the
mid-eighties the issues pertaining to groundwater
irrigation featured prominently. There is an
erroneous impression which gets created due to
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the growth of public investment in irrigation that
major irrigation (surface irrigation) covers larger
area and it is the most widely spread source of
irrigation. But, as the bulk of investment in
creating irrigation facility through groundwater
comes from private sources, this does not get
included in the public investment figures. Though
the prominent source of irrigation, groundwater
irrigation attracted attention only against the
background of canal imigation. However, a
number of issues came up for debate involving
groundwater irrigation after mid-eighties. These
included: efficiency of groundwater irrigation as
against canal irrigation, equity in access to source
of imrigation, major vis-a-vis minor irrigation,
investment and water-use efficiency in the con-
text of pricing groundwater irrigation, over-
exploitation (more explosively called mining) of
groundwater, depletion of water table, well
interference [interference by a well in respect of
water table of adjoining well(s)], water markets
and water-sharing institutions, water pricing,
groundwater extraction methods, energy con-
sumption in groundwater extraction, over-use of
water, land degradation - salinity, salt-water
ingress, etc. The issues covered a wide canvass
and these were attimes confounded by the misuse
of concepts, data or methods of analysis. The
present review addresses to some of these issues
with reference to two books, one by B.D. Dhawan
and the other by Maria Saleth. It is interesting that
both the books come from one institution i.e.,
Institute of Economic Growth, New Delhi. Dha-
wan isknown to all of usasthe foremostirrigation
economist, and Saleth has been consistently
writing about water institutions. Incidentally,
both of them address to two different problems
but there isa sort of continuity in their arguments
which can be traced out.

Receding water table or depletion of ground-
water has occupied the centre stage among the
issues relating to groundwater. Among a few
misconceptions prevailing in the field of
groundwater irrigation is that regarding the ‘stock
and flow’ aspectof groundwater. Dhawan brings
out the difference between ‘stock and ‘flow’ and
refers to the fact that the depletion rate is a
dynamic or comparative static concept. It is
essential to underscore the seasonality and cli-
mate responsiveness of groundwater. Hence,
while addressing the question of depletion of
groundwater, it is essential to take inlo account
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an increasing trend in the ‘rainfall corrected
depth’ to the water table. There is a possibility of
intermixing the methods of measurementof water
table. The usual official method of measurement
isthe depth to water below ground level (bgl) and
the other is the height of water-column in the well.
The most frequent method of measurement is the
depth to water table bgl. But there is a chance of
this getting influenced by terrain in micro-level
comparisons. The data for the purpose of ana-
lysing depletion of groundwater are available
from different sources. The Central Groundwater
Board (CGWB), Groundwater Estimation Com-
mittee Report, 1984, State Groundwater Survey
and Development Agency, and the Ministry of
Water Resources give the data on groundwater.
The procedures of collecting the data are more or
less similar across the agencies and they collect
these data from ‘observation/sample wells’. In
addition to these, the satellite imageries give
information about sub-surface geological situa-
tions, and based on these imageries data can be
interpreted. It is not necessary that all these
sources of data will lead to the same interpreta-
tion.

For a sufficiently long time a consensus
prevailed among agricultural economists that
there is a progressive lowering of water table and
the rate of depletion of groundwater is quite high.
Dhawan takes up the analysis of this hypothesis
about fast depletion of groundwater. As the first
task the concepts of stock vis-g-vis flow aspects
of groundwater have to be clearly distinguished.
The data on groundwater resources are not
available as a time series for the country or for
any state, and as the recharge is quite responsive
to climatic conditions, one cannot draw conclu-
sions based on comparison of any two points of
time. The Central Groundwater Board and
National Bank for Agriculture and Rural Devel-
opment (NABARD) chose to classify the blocks
(community development blocks- essentially an
administrative unit) in the country into. ‘dark’
‘gray’ and ‘white’, depending on the level of
groundwater exploitation. Apart fromthe fact that
movement of water below the earth’s surface is
not guided by the borders of an administrative
block or taluka, the groundwater draft should be
reduced by an allowance of recharge created by
its own use. Further, even a simple text of
hydro-geology brings out clcarly that there are
movements of groundwater depending on the
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type of aquifer and recharge zones. These points
are clearly brought out by Dhawan.

While analysing the depletion hypothesis and
after clarifying the concepts, he tumns to the three
approaches used in measurement of depletion,
namely, the area approach, volumetric approach
and water table approach. The area approach
involves accounting of the share of the ultimate
imrigation poiential exploited. The volumetric
approach is based on the computations of pre-
cipitation, run-off, evapo-transpiration and
recharge as against the total draft. It goes without
saying that quite a few assumptions are involved
in arriving at these estimates as those about the
ultimate irrigation potential. These data are pro-
vided by CGWB. The approach based on depth
to water table inherently involved greater clarity.
But the number of observation wells change over
years, possibly introducing some sort of .non-
comparability. It seems that all the three
approaches have their own weaknesses but
among these, Dhawan prefers the volumetric
approach. The highest depletion of water table
observed from the volumetric data is in the Indus
basin and especially in Punjab and Haryana. But
when the author reaches to the analysis of the data
atdistrict level he notes over-exploitation in nine
districts. However, concluding the discussion on
depletion of groundwater Dhawan remarks as
follows: ‘Official Statistics indicate a rather
confusing picture of groundwater exploitation in
India’ ( Dhawan, p. 35). It is worth noting here
that in the age of information boom we even lack
the basic information to conclude decisively on
such a crucial aspect which is quite painful.

While analysing the process of over-
exploitation of groundwater, Dhawan prefers to
take examples of a few -interesting States.
Initially, the over-exploitation due to a change in
crop pattern is investigated taking acase of paddy
cultivation in Punjab. Paddy cultivation is pre-
ferred by the farmers of Punjab because of firm
price, dependability of tubewell water and
suitable technology apart from a good export
potential. The flat power tariff has also fueled the
increase in area under paddy cultivation. Over-
exploitation of groundwater in Tamil Nadu was
taken up for analysis. The chapter on this brought
out the case of Coimbtore and Nagapatnam dis-
tricts but a detailed analysis of the causes of
over-exploitation is taken up only in the chapter
on Gujarat and Punjab,
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An analysis of the causes of increasing depth to
water table is taken up here. Pooled time series -
cross section equations are used to explain the
variations in the depth to water table. Apart from
the estimation problems, Dhawan uses the qua-

dratic form of rainfall for segregating the impact

of rainfall. The coefficient for the quadratic term
is most of the times positive but statistically not
significant thereby demonstrating futility of its
inclusion as a variable. Surprisingly, the equa-
tions on page 83 which include water released in
canal asan additional variable, show thatincrease
in the release of water in canal also increases the
depth to water table. I agree with the author that
‘the results (in this context) need further inves-
tigation’ (Dhawan, p. 83). The fact, that rainfall
emerges with significant sign, points to the
dependence of water table on recharge. In India
very little attention is given to the fast depletion
of recharge zones. In fact, the issue of the
depletion of groundwater table should be
approached more from the viewpoint of draft or
of the recharge zone. It becomes essential tolook
into the trends of recharge, which are declining
despite the incorporated rainfall correction. Apart
from this, the rate of depletion has to be inter-
preted after standardising it by the rate of increase
in the density of wells. Again we do not have
reliable time series data on density of wells. In
fact, thisis easily available inland records but not
required to be published in Season and Crop
Reports.

Well irrigation is primarily a private investment
activity and once the investment is made the
opportunity cost of using water is negligible. In
other words, in the absence of any regulatory
institutions dealing with the use of water for well
irrigation, the over-exploitation becomes an
inevitable consequence. Saleth’s study on Water
Institutions in India investigates this crucial
aspect. The book touches the economic aspecis,
law and policy towards such water institutions.
Analysing the critical gaps in water économy,
Saleth categorises them into imigation, utilisa-
tion, incentive, financial and policy or institu-
tional gaps. Among important findings of the
analysis of the gaps, it is argued that a proper
incentive structure (to bridge the difference
between the real economic value of water and the
value emerging under the conditions of its irra-
tional use) created with the help of a legal,
administratively feasible institutional system, can
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help to initiate economic use of water, Water
zoning as well as water markets have their own
weaknesses and cannot assure the real economic
value of water.

Pricing of water has been discussed quite often
and it is religiously argued by different com-
missions and commiitees that the water rates need
to be periodically revised. The verbal testimony
from the state budget documents may give the
impression thatthe State Governments do not lack
the intention to effect periodic revision of water
rates. All the same, the fact remains that the
resolve on revision israrely implemented. There
are enough instances to show that attempts to
increase water rates have met with stiff resistance.
Vaidyanathan Committee suggested wide rang-
ing irrigation sector reforms especially involving
an institutional framework. While commenting
on groundwater situation Vaidyanathan recently
wrote that ‘The rights of individual exploitation
of groundwater in an aquifer needs tobe restricted
both for economic reasons and for preventing
inequitable distribution. The rights on ground-
water should be that of use and not of ownership’
[Vaidyanathan, 1996]. Saleth has been arguing
this for quite some time.

Among the important issues which have occu-
pied attention of researchers, the influence of
water lifting devices on groundwater use has
attracted larger attention. Saleth has contributed
substantially to this debate earlier and he devoted
three chapters to the issues encompassing lift
irrigation economy, power tariff and groundwater
use, and the rental markets of irrigation pumpsets.
There are regional patterns in the lift irrigation by
ownership and types. The medium farmers
dominated in electric and diesel operated lift
devices whereas the small farmers still operate
with the traditional devices. An interesting find-
ing of Saleth’sstudy is: ‘Despite the massive rural
electrification programme, the lift irrigation
economy asa whole appears torely more on diesel
pumps than on electric pumps both for primary
and stand-by irrigation’ (Saleth, p. 91).In the light
of this conclusion one has to consider seriously
the link between power tariff and over-
exploitation of groundwater, and also to recon-
sider the Central Statistical Organisation’s
change in computing cost of diesel/electricity for
agricultural sector during mid-eighties.

Power tariff and groundwater exploitation
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relationship is discussed abundantly in the liicr-
ature. The arguments in favour of power tariff as
a policy instrument for regulating groundwater
use does not receive any support from Saleth’s
analysis. It is true that the decision of water use
is not so much dependent on diesel or electricity
cost as it depends on farmers' perception of
increment in the value added per unit of water.
Similar logic applies to the decision to rent the
pumpsets. Farm size, farm assets and additional
yield obtained seem to be the major consider-
ations in this decision process. This practice is
more prevalent in the Indo-Gangetic belt. Further
concentrating on the same region, Saleth works
out the factors behind groundwater buying deci-
sions with the help of a Logit Model. Interest-
ingly, the results of the elaborate Logit exercise
for Bihar, Haryana, Punjab, Utar Pradesh and
West Bengal point to the fact that total rainfall,
farm size, fertility (based on anna estimate), area
under canal irrigation are the important determi-
nants. The variable indicating the economic
conditions of groundwater market represented by
water payments in Rs/acre has been consistently
insignificant. This also gives credence to the
analysis presented by Saleth in the chapter on
groundwater markets on India. He addresses
specifically to the questions relating to legality of
groundwater markets, their emergence only in
fragile resource regions, efficiency, equity, and
10 the question whether they really function as
water markets or as rental markets for pumpsets.
Saleth argues that the groundwater markets are
extralegal, donotcater to ethical aspect of equity,
act as an instrument of rent secking, cause
widespread depletion and work more as rental
markets for water lifting devices. The debate
needs further intensification with widespread
evidence.

In the place of water markets and also in order
tocontain the depletion of groundwater itbecame
essential to design legally-based and farmer-
managed water rights system. Saleth works this
outinthe last twochaptersofhisbook. The model
bill of 1992 suggests a water permit system which
may not be administratively easy and socio-
politically foolproof. Saleth works out a water
rights system and especially outlines the issues
governing such a system. Still a good amount of
work would be needed before analysing the
proposals about any such system. Major focus of
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such a system has to be the administrative feasi-
bility, legal compatibility, equity, socio-political
acceptability and the capacity to influence
resource use structure.

Land degradation is closely connected with
water, especially when it comes to waterlogging,
salinity or salt water ingress. These are the
immediate environmental fall-outs of over-
exploitation of groundwater. Dhawan addresses
almost half of his book to the analysis of the
phenomenon, problems and solutions to water-
logging and salinity. The analysis of the problems
of waterlogging and salinity again is handicapped
by the non-availability of the information base.
An estimated area of about 111 million hectares
outof 175 millionhectares land ismarked as water
eroded areca. But the range of such available
estimates israthertoo largetorely onany of them.
The chapters dealing with this problem in Dha-
wan’sbook are bascd on seminars, workshopsand
some rescarch studics conducted in this area of
interest. Dhawan prefers to focus on the cause of
waterlogging and salinity, its coverage as
revealed by various agencies and consequences.
A large number of studics especially covering the
irrigated command area of various irrigation
projects across states and the scientific evidence
from agricultural universities are put together.
But the findings are at variance with each other
and are basically guided by locational factors.
Another chapter is devoted to the returns from
investments in drainage for reclamation. The
study group of the Ministry of Watcr estimated
the investment of an order of Rs 6,000 crore to
reclaim an area of about 6 million hectares. An
elaborate analysis carricd out suggests that the net
output contribution (nct of costs of cultivation)
might be around Rs 1,000 crore. These compu-
tations, however, do not include the economic
value of reclaimed land and the flow of income
from such lands over time. In any case, recla-
mation becomes essential as a precursor to
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arresting the phenomenon,

The issues pertaining to groundwater irrigation
have mainly emerged from mid-eighties. These
became important especially when NABARD
started lending for groundwater, and viability of
investment became a crucial factor. The possi-
bility of getting to a framework for combating
problems involved does not seem to be emerging
in the near future. Some sporadic examples of
successful water sharing institutions, suggestions
about balanced irmrigation development or
emerging water markets are not going to meet the
challenges. The focus and direction are partially
blurred due to the heterogeneous sources of data,
their questionable reliability, many of which not
satisfying the needs of researchers in the field.
Agencies working on the problems as well as the
Ministry of Water Resources do not participate in
authenticating and confirming the sources of
information. In such a situation, it becomes nec-
essary that a legal institutional framework is
drafted for regulating the use/mis-use of
groundwater. I understand that efforts are in
progress for this and we can wait for the results.
Both the books have their share in enriching the
understanding of the researches working in the
area. As such, the books are going to be
immensely useful. I am sure these will serve as
milestones for research workers as well as
administrators working in the field of ground-
waler irrigation economics.
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Athreya, Venkatesh B. and Sheela Rani Chun-
kath, Literacy and Empowerment, Sage Publi-
cations, New Delhi, 1996; Pp. 299, Price: Rs
295.

This is an account of a total literacy campaign
undertaken in one of the least developed districts,
Pudukkotai, in Tami! Nadu. It was, by most
criteria, highly successful: The account, jointy
written by an academic economist-cum-literacy
activist and an officer in the Indian Administra-
tive Service, directly involved in policy formu-
lation and implementation, is preceded by a
sectiontracing the evolution of strategies for mass
literacy in the modern world in general and India
and Tamil Nadu in particular. The next section
offers an account of the campaign. Central to the
campaign were combined efforts of activists, the
committed, supportive administration, partici-
pation of women as learners, instructors, trainers
and organising activists, and empowerment of
women through related developmental initiatives
during the campaign, such as managing stone
quarries or producing and marketing artificial
gems. The last section raises issues critical to the
success of the campaign, for example, adequate
human and material resources, especially, vol-
unteers, relevance of the programmes to learners’
needs "and their involvement, as well as
involvementof the community at large, structural
flexibility of the programmes, spirit of team work,
emphasis on dialectical two-way learning, rather
than on designated targets, and role of women.

Bhaumik, Sankar Kumar, Tenancy Relations and
Agrarian Development: A Study of West Ben-
gal, Sage Publications, New Delhi, 1993; Pp.
204, Price: Rs 235.

The book is an in-depth study of the nature and
role of share tenancy in Bengal. It profiles the
historical developments and processes which
encouraged the evolution and spread of share-
crop tenancy in colonial Bengal. Its exploitative
character and the theoretical and empirical issues
pertaining to it- its efficacy from economic point
of view- are examined. The structure and func-
tioning of the tenancy system in the post-
Independence period, particularly after the Left
Front’s coming into power, are analysed by using
the National Sample Survey data, in order to
examine the impact of tenancy legislation which
was intended to protect the sharecroppers ade-
quately against eviction and exploitation through
subinfeudation, rack-renting, vezh begar, eic. The
success of the tenancy reform legislation
including measures, like Operation Barga, is
evaluated not only in terms of their achievement
in resetting the terms and conditions of tenancy
contracts in the sharecroppers” favour but also
their contribution to improving allocation effi-
ciency of resources and agricultural productivity
as well as to agrarian development.

Bora, R.S., Himalayan Migration: A Study of the
Hill Region of Unar Pradesh, in Institute of
Economic Growth Series, entitled Studies in
Economic Development and Planning, No. 62,
Series Editor, S.N. Mishra, Sage Publications,
New Delhi, 1996; Pp. 195.

This monograph, a doctoral thesis, is of
immediate relevance in view of the current
agitation for a separate state of Uttarakhand. It
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focuses on the large-scale male out-migration
from the Hill Region of Uttar Pradesh, which is
traditionally prone to population movements to
various other parts of the country, also one of the
poorest and least developed areas. The aspects of
out-migration delineated include its nature,
extent, pattern, the push and pull factors respon-
sible for it, its socio-economic repercussions on
the migrants, also on the households and areas
from which they migrate, in addition to the
cost-benefit analysis of the out-migration.

Carmen, Raff, Autonomous Development-
Humanizing Landscape: An Excursion into
Radical Thinking and Practice, Sage Publica-
tions, New Delhi, 1996; Pp. 244, Price: Rs 295.

Development is defined here as ‘an act of
creation’, with the human capability to create
knowledge- again and again, and together with
others- lying at its core. In order to accept this
conception of development, it is necessary to
decolonize the mind, i.e., to get over a carefully
cultivated mystification and a dangerous self-
delusion that the materially and technologically
better-off, the so-called developed people, have
the solution to the problems of the three-fifths of
the world’s poor, powerless, ignorant and illit-
erate. The volume sets itself to this task.

The first four chapters examine such aspects of
twentieth-century  developmentalism as the
interventionist process for acculturation of non-
white peoples to the West and Western values and
the ownership and commoditization of
knowledge under the hegemonic rule of the
scientific paradigm. The next four chapters, dis-
cuss autonomy in the political sphere (ownership
and control), in the cultural sphere (literacy and
the media), in the organisational sphere (man-
agement literacy), and in the economic sphere
(self-reliance), on which autonomous human
agency rests. The last two chapters concentrate
onthe interventionist rationale, the foundation of
all activities of governments and NGOs, and
assert that the right to intervene, based on the
power of money, is nothing but ‘new colonial-
ism’. All cultural, social, educational, ethical and
other values, viewed by the mainstrearn orthodox
development economics as obstacles to “pro-
gress’, are redefined in positive terms. The vol-
ume brings together again in a proper holistic
perspecive  what  has  been  artificially
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disaggregated by development theory, on account
of its considering itself more as part of the
objective sciences than of the humanities. No
doubt, economic growth is the only engine which
can pull the countless millions from their poverty
trap; yet the unthinking, limitless over-
consumption by the overdeveloped dominant
elites perpetuates this entrapment and makes it
even worse- structural adjustments notwith-
standing. Hence, true development, according to
the author, consists in humanization, which both
the rich and the poor need.

Chattopadhyay, Manabendu, Pradip Maiti and
Mihir Rakshit (Eds.), Planning and Economic
Policy inIndia: Evaluation and Lessons for the
Future, Sage Publications, New Delhi, 1996;

Pp. 215.

The papers in this volume, presented at the
conference on Planning and Economic Policy in
India held as a part of Prof. P.C. Mahalanobis
Birth Centenary Celebrations, may be broadly
grouped under two categories- (i) those assessing
the overall planning process in the last four
decades, and (ii) those focussing on empirical
findings relating to growth and poverty, deter-
minants of industrial production, and the impact
of the current stabilisation programme on fiscal
deficit, inflation and growth. Although it is
emphasised that the economic rationale of the
Mahalanobis policy package adopted in the
Second and Third Five Year Plans was in tune
with the widely held views of the development
economistsin the fifties, the overall verdict of the
volume on the planning exercise is quite unfa-
vorable. Important demerits of the plan strategies
identified in the volume are : (i) an inward looking
trade strategy and the use of domestic availability
criterion in granting import licenses promoted
both static and dynamic inefficiency; (ii) the
country’s resources were not allocated to her best
advantage; (iii} lack of domestic and foreign
competition reduced the drive towards cost
reduction and Research and Development effort;
(iv) bureaucratic control and the system of
licensing fostered rent-seeking activities at the
expense of innovation and productive enterprise;
(v) poor working of public sector enterprises,
responsible for running basic and capital goods
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industries and for providing infrastructural faci-
lities, led to a technology gap, growing ineffi-
ciency in production and rise in the incremental
capital-output ratio; and (vi) the high
capital-labour ratio in the protected industries
resulted in low growth in employment. The roots
of the debt crisis in the early 1990s are traced to
these demerits. Also, explicit policy recom-
mendations are made in all the papers. The
empirical findings in papers from the second
category are of great relevance in framing eco-
nomic policies at both aggregative and sectoral
levels and delineate on the scope and limits of
public intervention in the process of current
economic reforms.

Chelliah, Raja J., Towards Sustainable Growth:
Essays in Fiscal and Financial Sector Reforms
inIndia, Oxford University Press, Delhi, 1996;
Pp. xvi+220, Price: Rs 375.

This is a collection of essays, in fact, lectures
on economic reform and on fiscal and financial
policies, delivered by the author since 1991.
Being associated with the formulation of eco-
nomic policies particularly since 1982, the author
is ina better position to trace the evolution of the
entire reform agenda and present comprehen-
sively its logic and basis. Most essays in the
.volume deal with financial issues and the role of
the government- central as well as state, financial
problems in the context of economic reform, the
role of financial policies in the reform process,
fiscal situation with special emphasis on con-
trolling the fiscal deficit, interstate differences in
economic conditions, state-level reforms and
effective regional planning. The underlying
themes analysed in detail are efficiency, macro
economic stability, viable external payments
position and the responsibility of the government
in ensuring an equitable distribution of the
benefits of growth.

Chew, Sing C. and Robert A. Denemark (Eds.),
The Underdevelopment of Development,
Essaysin Honour of Andre Gunder Frank, Sage
Publications, New Delhi, 1996; Pp. xv+427,

This collection discusses the thematic - of
development- the most cherished goal in the
contemporary world from the local to the global
levels- on the backdrop of Gunder Frank’s
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alternative conception of development to the
mainstream concepiualizations. The contrib-
utions, including Frank’s, analyse the current
welt-anschaung on SOCio-economic
‘development’~ how, since the European
Enlightenment, development is deemed inevita-
ble, positive, progressive and beneficial, and what
are the requisites for, as well as obstacles to,
development, like levels of financial investment
necessary for ‘take-off” or transformation in the
socio-political-psychological conceptions and
values. In depth elucidated is Frank's idiom- ‘the
development of underdevelopment’- identifying
the demerits of this world-view, how it ignores
the global and historical perspectives, even the
pervasive effects of colonialism in most of the
underdeveloped areas; why it should claim
Europe to have a developmental past whereas the
underdeveloped regions to lack all but a mdi-
mentary history, when Europe was once typified
by the same underdeveloped conditions that exist
in the underdeveloped world today; how it sep-
arates the intimately related social, economic and
political development; how it fails to recognise
the exploitation inherent in such development-
the direct relalionship between the ‘externally’
generated exploitation and the exploitative social,
political and economic structures within; and how
modem underdevelopment is the outcome of
development rather than of leftover traditional-
ism. In contrast, Frank’s discourse on unidisci-
plinary social science, coupled witha macrolevel,
holistic approach giving primacy to a historical
social system is presented. Frank visualises
independent, self-sustaining development with
the totality of social action, a process of social
change and economic transformation enhancing
human welfare, but not at the cost of nature.
Further, development is discemed as occurring
trans-nationally and trans-historically, a cyclical
global dynamic by which some regions/peoples
temporarily assume leading ‘developed’ posi-
tions while others are underdeveloped as a result.
Finally, light is thrownon such issues as the crisis
of the worldeconomy in the 1980s,anditsimpacts
- the debt issue and the subsequent structural
adjustment programme introduced in the Third
World by the International Monetary Fund and
the World Bank, their role in setting develop-
mental and, to some extent, national fiscal and
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economic policies for debt-depressed nations
and, thus, the further narrowing of their devel-
opmental choices.

D. Radha Devi, S.R. Rastogi and Robert D.
Retherford, Unmet Need for Family Planning
in Uttar Pradesh, National Family Health
Survey Subject Reports, Number 1, May 1996,
International Institute of Population Sciences,
Mumbai, 1996; Pp. 25.

ThisReport addressesto the problemsofFamily
Planning in Uttar Pradesh, the country’s most
populous state. During 1981-91 its population
grew by 25 per cent, largely as a result of high
fertility- the highest in India. The reason, an
unmet need for contraception, as per India’s
1992-93 National Family Health Survey. This
unmet need is analysed here with a view to help
policy-makers. The major findings are: (i) 55 per
cent of all unmet necd is due to unmet need for
spacing child-birth, with demand for temporary
contraceptives exceeding supply, and (ii) unmet
need varies according to women’s socio-
economic characteristics, the percentage of total
unmet need being especially high among rural
women, illiterate  couples, Muslim and
scheduled-tribe  women. Finally, the Report
underscores the need for increased efforts to
persuade women to accept family planning
methods.

Dandekar, Kumudini, The Elderly in India, Sage

Publications, New Delhi, 1996; Pp. 229.

This pioneering work explores the conditions
of the elderly in India. The National Sample
Survey (NSS) datarelating to 50,000 houscholds,
supported by first-hand portraits of the inmates of
old-age homes in Maharashtraare utilised for the
purpose. The problems faced by the country’s
senior citizens, old-age homes- their geographical
spread and functioning- and regional variations
between the rural and the urban old are expatiated
in terms of their heaith problems and financial
constraints. In addition, reliefs that a welfare state
like India could offer to its elderly citizens and
their financial feasibility are appraised. The
conclusion is: old-age homes may be viable in
urban areas, for the problems of the urban old are
mainly poverty, housing shortage and often harsh
conflict between the generations. On the other
hand, in rural areas, where about three-fourths of
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India’s old reside, old-age pensions appear to be
the solution, not only because the rural old are
well-integrated with their social milieuand averse
to institutional living but also because pension
scheme is a cheaper alternative.

Dandekar, V.M., The Indian Economy: 1947-92,
Vol. I, Population, Poverty and Employment,
Sage Publications, New Delhi, 1996; Pp. 405.

In this second volume of a three-volume study
of the Indian economy, the authorrevises, updates
and puts together his entire writings on popula-
tion, poverty and employment, three apparently
disparate subjects, yet population, the author
maintains, underlies the twin phenomena of
poverty and employment. Health and education,
the quantitative and qualitative aspects of pop-
ulation, respectively, are discussed in terms of
fertility, mortality and literacy rates. The
evolution of India’s population policies are
viewed as protracted deliberations by numerous
committees which have failed to reduce the
birthrate sufficiently to compensate for the
decline in death-rate. The low literacy level is
attributed to the disproportionate allocation of
resources to higher education at the cost of pri-
mary education, resulting in rise in educated
unemployment and brain drain. The section on
poverty delineates on the Agricultural Labour
Enquiry, 1950-51, which saw poverty and
unemployment as the twin facets of the same
problem, and also on the ongoing debate on the
definition and measurement of the poor in the
country. The last section on man power and
unemployment analyses (i) the propagation and
protection of khadi, (ii) significance of labour
time disposition- hours of work and days per
week- as compared to income earned during that
time; and (iii) ‘support price’ for labour for the
realisation of the ‘Right 1o Work’ as a funda-
mental right, i.e., to offer wage labour to all those
willing to take it up on explicit terms and
conditions. To finance such employment, it is
urged, support prices foragricultural productsand
subsidies on food and fertilisers should be
reduced. For, in the ultimate analysis, the poorest
of the poor would prefer a minimum purchasing
power, rather than subsidized food.
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Debroy, Bibek, Beyond the Uruguay Round: The
Indian Perspective on GATT, Response Books
(Sage Publications), New Delhi, 1996; Pp. 225.

In the author’s own depiction of this book, this
is ‘a concise reader-friendly book on GATT
giving the Indian perspective’ (Preface). It looks
beyond the General Agreement on Tariffs and
Trade/ World Trade Organisation (GATT/WTO)
Agreement. For, it takes India’s signing the
Agreement at the Uruguay Round and her
membership of the WTO as fait accompli, and
delineates on the benefits of being an original
member of the WTO, asa result of being a founder
member of GATT, in contrast to the predicament
China finds itself. A rough skeich of the global
economic setting in which the Uruguay Round
negotiations took place is provided before an
overview of the Uruguay Round accord. The
structure of the WTO itself and the text of the
WTO Agreement are examined in the remaining
chapters. Analysis of such articles of the text as
areof special significance to India concludes with
reference to implications for India, e.g., téxtiles
and garments, agricultural exports, trade-related
investment measures in the context of India’s
unilateral economic reform programme, etc. The
much debated social clause pertaining to envi-
ronment, human rights and labour standards,
though not a part of the extant WTO Agreement,
is also discussed.

Dubhashi, P.R., Economic Thought of the
Twentieth Century and Other Essays, Concept
Publishing Company, New Delhi, Pp. 277,
Price: Rs 400.

The 36 papers in this volume deal with the major
economic themes of the twentieth-century, chie-
fly of the first half. The papers are written during
the last forty years or so and are not updated, yet
they are of interest to all those concerned with the
basic thinking regarding the economic system
and economic ideology and the changes that have
taken place in them during that period. The
subjects delineated upon are divided into six parts
and comprise the choice between the then con-
tending ideologies- capitalism and socialism,
demise of the socialist system, Keynesian
Economics, development planning both at the
macro and micro levels, management of devel-
opment and the World Bank prescriptions,

BOOK RECEIVED

791

administered prices, role of the government in the
New World Economic Order, the New Economic
Policy, poverty, trickle-down theory, develop-
ment and environment, quality of life,and so on.

Jalal, Ayesha, Democracy and Authoritarianism
in South Asia: A Comparative and Historical
Perspective, in Contemporary South Asia
Series, Cambridge University Press, Cam-
bridge, 1995; Pp. xiii+295.

This study draws the implications of the new
interpretations and re-assessments of the trans-
ition from colonial rule in South Asia and of the
factors leading to the partition of India. The
conceptnal framework for this study is provided
by the twin dialectics of centralism and region-
alism on the one hand, and of all-India (secular)
nationalism and religious communalism on the
other. Straddling the 1947 divide, these themes
allow for a comparative analysis of the post-1947
state structures and political developments in
Indiaand Pakistan and, after 1971 in Bangladesh,
in the light of their common historical legacy of
layered sovereignties and the institutional legacy
of the colonial era. The principal concem of the
comparative analysis being the interplay between
democratic politics and authoritarian states, the
study elucidates how India’s formal democracy
necessitated non-secular, caste and community-
based political mobilization just as Pakistan’s
controlled elections perpetuated the dominance
of localized clan-based social and political net-
works owing little to Islam, It is illustrated how
Indian secularism and Pakistani Islam both
proved vacuous ideologies, pursued to affirm and
strengthen the authoritarianism, whether overt or
covert, which flows from the colonial adminis-
trative centralization and the accompanying
ideology of monolithic and indivisible
sovereignty.

Krishna, Sumi, Environmental Politics, People’ s
Lives and Development Choices, Sage Publi-
cations, Pvt. Lid., New Delhi; Pp. 303.

The book throws light on the environmental
debate in India, particularly how ineffective
environmentalism is, in spite of its many shades
of green, in dealing with complex problems, such
as population growth, technological choices, and
conflicting claims on the use of resources. As a
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movement, it is confined to stopping specific
govermment projects and policies, refining envi-
ronmental regulations and generating new eco-
logical vocabulary. Several ideological
assumptions underlying environmentalism, like
an ecologically harmonious past, are challenged
for being loaded with fuzziness, contradictions
and distortion in their approaches and strategies.
The volume stresses some important aspects of
environmentalism, such as people also being a
part of the environment, and the environment
providing the resource base for development. The
book, divided into three parts, contains a prelude
which emphasises this human factor in
environment-development  discourse. Part 1
analyses the three broad environmental
approaches to development- popular, managerial
and progressive- distinguished by their positions
on the acid question: Is development the cause of
or the cure for environmental ills? The strengths
and weaknesses of these approaches are analysed
in the empirical context of specific problems of
development of the forests and forest people in
Bastar, Madhya Pradesh, and also in the light of
major strategies- institutional management,
revival of tradition, role of the caste system and
of women in nurturing bio-diversity, and com-
munity participation, especially, people’s move-
ments, such as the Chipko Movement. Part 2
examines the linkages between population,
environment and technology, particularly inten-
sive agricultural technology and big dams. How
the concept of sustainable development
incorporates the criterion of equity is examined
in detail, chiefly in the context of contemporary
controversies about economic reforms, biotech-
nology and intellectual property, global heritage
and national sovereignty, community rights over
resources, and North-South transfers of technol-
ogy and funding. Part 3, comprising only the
concluding chapter, analyses
environmentalist preoccupation with symbols
rather than structures, their limited approach to
many interlinked inequities of gender, caste and
class, their indifference to the decentralised
institutions, like panchayats, and their ignorance
about how to create ‘value-orientation’ and
mobilise all people, not merely those whose
existence is imminently threatened.
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Mehta, Jashwant B., Quest for a Better Demo-
cratic Alternative, Forum for a Bettier Demo-
cratic Alternative, Bombay, 1994, 1995;
xii+212+(iii), Price: Rs 125,

This paperback analyses the current political
system in the light of political systems of other
mature democracies, and points out its several
drawbacks, such as very expensive elections,
dubious means of election funding, political
parties, absence of any in-built mechanism to
compel legislators to attend to legislative work,
instability of governments at the state and central
levels, criminalization of politics, loss of people’s
faith in the system, etc. Also, a better democratic
alternative is outlined, for readers to assess it.

Nair, K.R.G. (Ed.), Regional DisparitiesinIndia:
Papers Presented at the All India Conference
on Regional Disparities in India at New Delhi,
April 1979, Second Revised and Enlarged
Edition, Agricole Publishing Academy, New
Delhi, 1986; Pp. xv+192.

The volume comprises research papers which
discuss regional disparities in the standards of
living of the people within a country, and the
factors responsible for them- economic, geo-
graphical and climatic, and also historical, social
and political. The necessity of deliberate policy.
measures to prevent such disparities is stressed in
view of the dangers of imbalanced regional
advancement, particularly in India, where there is
considerable linguistic and cultural homogeneity
in each state, coupled with equally acute hetero-
geneity among states. The first paper argues that
owing to short-sighted fears of disintegration of
the nation, spatial planning and decentralised
decision-making have not been introduced in the
Indian planning process in thirty years of plan-
ning. Other papers discuss regional disparities in
income, both agricultural income and wages, in
employment, and in educational development.
Also, institutional finance as well as the role of
the Finance Commission are expounded in the
volume,
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Narayana, N.S.S. and Anindya Sen (Eds), Pov-
erty, Environment and Economic Development:
Festschrift for Kirit S. Parikh on the Occasion
of His 60th Birthday, Interline Publishing, Pvt.
Ltd., Bangalore, 1995; Pp. (46)+353;Price: Rs
600.

Diverse policy issues relating to economic
development are discussed in this volume, such
as food insecurity- its global aspects and India’s
food policy, transformation in the World Bank’s
thinking on poverty and development, the expe-
riences of the Republics within the former Soviet
Union in establishing markets, international
barriers to migration, social security, income
inequality during the process of development,
environmental issues of integrating environ-
mental policies with economic analysis, eco-
nomic effects of greenhouse emission
restrictions, and trade policy instruments, like
tariff, quota, trade sanction or embargo, for
achieving environmental objectives and, finally,
certain theoretical concepts to analyse specific
problems, including environmental ones.

National Resource Centre on Child Labour, V.V,
Giri National Labour Institute, NOIDA, 1996;.

National Resource Centre on Child Labour, (i)
Child Labour: A Report of Workshops for
District Collectors and Project Directors, Pp.
(viii}+125+(1), (ii) Towards Eliminating Child
Labour: A Report of Workshop of District
Collectors and District Heads, Pp. ii+165, and
(iii) New Concept Information Systems (Eds.),
Child Labour, Challenge and Response: A
Status on Indian Initiatives towards the Elimi-
nation of Child Labour, Pp. 27, V.V. Giri
National Labour Institute, NOIDA, 1996.

The first publication presents account of four
workshops, one national and three regional, held
for implementing the Prime Minister’s assurance
that an estimated two million working children
would be withdrawn from hazardous employ-
ments by 2000 A.D. It documents the delibera-
tions of the workshops on three major issues,
namely, generating awareness al grass-roots
level, comprehensive door-to-door survey for
identifying children working in hazardous
employments, and operationalising of the district
project societies for withdrawal of these children
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and their rehabilitation through education. It is
prepared as a Manual for district collectors and
project directors in formulating and implement-
ing their various projects and schemes.

The second publication gives account of the
national workshop, held for District Collectors
from the child labour endemic districts in 11
states, to impart professional expertise in opera-
tionalising the location-specific National Child
Labour Projects for rehabilitation of children
working in hazardous employments. Besides the
proceedings and papers of the workshop, it
comprises a few useful government documents.

The third publication presents the problem of
child labour in India in a nutshell: State-wise,
area-wise  (rural-urban),  occupation-wise,
gender-wise distribution of child labour, pro-
portion of child labour to total labour force, the
legislative and other measures taken for the
elimination of child labour, efc., are summarised
in brief.

School of Social Scientists, (Pub), Extrication of
State and Home Rule from Government, in the
series, Ruminator: An Occasional Paper (Ru-
minator 15), School of Social Scientists, Chit-
turpu, 1995; Pp. xxx+360.

The School of Social Scientists, publishers of
this volume, sponsors an Order of Social Scien-
tists, who are unconventional, missionary social
scientists opting to dedicate themselves to the
moulding of the society through the creation of
the required infrastructures. The volume dis-
cusses the roots of social disorder and the remedy

_ for it. It is asserted that for tilting the existing

power structure, no governmental policy, how-
ever novel and progressive, can be implemented
in its real spirit without its beneficiaries
participating actively in its implementation. In
addition, the volume comprises five other papers
: “The Dynamics of the United Nations’, ‘Paternal
Authority Countering Force to Political Author-
ity’, ‘Integration of Labour and Capital’,
‘Transmigration of Agricultural Labour and
Capital among Sovereign Countries’, and ‘“The
Anatomy of Human Aspiration: The Mechanics
of Moulding a Social Scientist into a Missionary’.
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Shah, Maya (Ed.), Essays on Economic Policy,
Methodology and Human Resources, Ed. by
Maya Shah, M.S. University of Baroda,
Baroda, 1995; Pp. xi+277.

This is the second of the two volumes brought
out to felicitate Professor V.N. Kothari. It com-
prises 17 essays on so varied fields of interest that
the Editor found it difficult grouping them in any
particular scheme. Instead, she arranged them in
acertain sequence. Some of the essays are purely
theoretical, such as ‘On the Nature of Inference
and Explanation in Economics’, while others
study different aspects of Indian economy in the
context of economic reforms, like ‘India’s New
Economic Policy’. A few address to issues
relating to a general theory in Indian context, such
as ‘An Indian General Theory of the 19th Cen-
tury’ and ‘Financial Development and Economic
GrowthinIndia’. Some discussa conceptnot only
in the Indian but also in the international context,
for instance, ‘Structural Adjustment: Issues and
Experiences’.

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

OCT-DEC- 1996

Shah, Tushaar, Catalysing Co-operation: Design
of Self-governing Organisations, Sage Publi-
cations, New Delhi, 1996; Pp. 315.

This book examines the question whether
cooperatives can become a mainstream organi-
sational alternative, particularly in today’s liber-
alised competition under the new economic
regime of the World Trade Organisation (WTO),
having succeeded so far as an exception, rather
than a rule, not only in India butalso throughout
the developing world. It is contended that the
internal dynamic of successful cooperatives lies,
not in the impact of exceptional inputs, like good
leaders, super-performing managers, favourable
social conditions and group homogeneity, but in
their having unending drive to strive for the
achievement of purposes, real and central to their
members. It secures allegiance of their members
to the organisation. Three distinctive behavioural
tendencies- to self-create and self-propagate, to
self-preserve, and to self-improve- if presentin a
cooperative, lead to a high level of drive, which
depends on design. To support the criticality of
design to the success of acooperative, in fact, any
organisation, three case studies are included.
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