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EDITORIAL HIGHLIGHTS

introduction

THIS editorial for the month of August covers
major developments at three levels - State,
National and International. At the state level,
the good performance is in the plan execution
for 1991-92 and 1992-93. The agricultural
development and power cut free operation

- has meant an all round good performance in
the state in the preplan year and the first year
of the plan. Inthe tield of power the huge Rs. .

7000 crores lignite project at Jayamkondam

" being executed by private parties - Indian and

foreign is highlighted. Another important de-
velopment is the approval by the central gov-
ernment, of the southern states gas grid
which not only will use the gas now wastefully
flared by Bombay High, but will also be sup-
plemented by gas from Oman. In the field of
walter, the northern districts received continu-
ous and light rains in August, but the drinking
water scarcity continues. For the use of water
by industry, a number of desalination’plants

* have been set up. In the area of industry the

state willbe looking up notonly atthe upcoming
power projects but also the broad gauge

‘connecting Tuticorin with Madurai. Standard

Motors is once more .acing problems, but
Ashok Leyland is expanding rapidly. At the
National level the poor plants performance of
most states in the first year of the Vil Plan is

regrettably noted. In the case of five states .

the plan expenditures are less than 50 per
cent of the approved outlay. This limits their
medium term development. in regard to
pricing, the contradiction betweenthe govern-
ment's reporting the continued decline in infla-
tion and the common man's necessities not
having any price reductionis discussed. Turn-
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ing next to the economy, the problems of GDP
growth, rate of poverty alleviation, the effact
of economic reforms, together with the prob-
lems raised by liberalising foreign invesiment
rules, the mess caused in the disinvestment
process, the effects of GEBI streamlining and
the proposed deregulation of interest rates
arereviewed. Inagriculture, the bumper wheat
and rice crop and its procurement and the
problems of plenty that they create are re-
viewed, withtheproposals for export of wheat.
The problem of agricultural invesiment not
rising at the individual farmer's level is dis-
cussed together with the means of correcting
it. In regard to plantation crops the Colfee .
Boards decision to replace the Free Sales
Quota (FSQ)bythé Export Sales Quota (ESQ)
is important, as the individual growers will be
entering foreign trade directly and not through
the coffee board. Tea records a sharp in-
crease comparedtolast year's fall particularly
inthe North and to lesser extent in the South.
Inthe case of rubber, the government reports
astepped upperspective plan. Atthe industry

level, the stagnant and even decliring level of

industrial growth is discussed, together with
the positive developments recarded: in infor-
mation technology, sugar, bank credit, and
the opening of the single window for mining
projects. In foreign trade the confusing data
on the first quarter of the current year is
referred to which shows the rise in exports
compared to last year's fall. The good per-
formance of the small scale units including
their bright export progress is reviewed to-
gether withthe individualindustrial items such
as sugar, coal, SAIL, marine products and
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ofitsforeigndebt, increasing sharply

its debt servicing ratio, and the problem of

evolving a common lending policy for states
resulting from disintermediation by the central
government are discussed. In the Human
Resource Development area, four events in
the education field namely the monitoring set
up to oversee the implementation of the
Yashpal Committee report, the problems faced
by the 320 Navodhaya Vidyalaya, the Sports
Institute at Nemli and the setting up of a
women college at Bargur are discussed. In
the field of science, the agreement between
Japanese environment institutions and NEERI
represents a landmark in ecological protec-
tion tield. Under international affairs, refer-
ence is made to the Uruguay round of GATT,
the Dunkel Draft and Southerland’s call to rid
protectionism for the benefit of consumers is
referred to. The World Development Move-
ment report on how commercial banks are
making up for their losses from recession by
drawing on their loans and their repayment of
interests from the third world countries are
briefly reviewed. Under other. items, the
M.S.Swaminathanfoundation anniversary,the
independence day celebration in Raj Bhavan
and the India International Centre panel dis-
cussion on the Dunkel draft are briefly com-
mented on.

State

Plan and Programme Implementation

The plan execution and programme imple-
mentation for the year preceding the VI Plan
and the first year of the Plan are, unlike some
other states to be referred to in the national
section, satisfactory. In the year before the
Plan, 1991-92, the Plan programme execu-
tionwas Rs. 1725 crores againstthe outlay of
Rs. 1600 crores. In the first year of the Plan,
1992-93, the programme execution was Rs.
1935 crores against the outlay of Rs. 1766
crores. Thus the state programme implemen-
tation hasimproved andincreasedin size and

depthandquality particularly, the social safety
net for the poor. This record may be the
reason for a higher plan outlay of Rs. 2101
crores for 1993-94. The programme execu-
tionin 1992-93 was goodinthe power genera-
tion field which kept the state free of power
cuts, and as far as agriculture is concerned
has been good mainly dueto agood monsoon
which helped to produce 100 milfiontonnes of
rice. As noted earlier the social services
execution was particularly good with an ex-
penditure of Rs. 693.06 crores against the
outlay of Rs. 623.29 crores. This covered
particularly the special self sufficiency scheme
in all the 387 panchayats at a cost of Rs. 387
crores and on water supply and sanitation at
Rs. 294.85 crores in 1992-93. This record of
combining both growth and services to the
poor is interesting.

Power

In the power field the record is some what
mixed. The hydel reservoirs after half the
monsoon period is half the storage at 1200
million units against the full storage capacity
of 2400 million units and last year's 2100 MU.
The present daily flow is around 13 MUs
compared to 18MU last year. Even the
Cauvery, whose irrigation should be met by
Mettur, farmers are using ground water forthe
kuruvai crop. The TNEB generation at hydel
plants is at a peak level of 1058 MW in order,
mainly to save the thermal plants which have
alow stock of coalreported at 2.5lakhtonnes
all put together. In addition there is 1.84 lakh
tonnes at Haldia and 51000 tonnes at
Paradeep. It is against this background that
the state government applied to the centre for
permission to import coal and received the
permission to import 2 million tonnes. There
seems to be some lack of coordination be-
tween Union Government and Coal India which
objected strongly to Tamil Nadu importing
coal when it (CIL) claims that there are suffi-
cient stock in the state and in the pitheads all
over the country. Now a further area of
disagreement is the quality of coal imported
which should not be below 6000 Calkg. The
first shipment of1.75 1akh tonnes from Indone-

MIDS Bulletin, October 1803

- sia was first held up by the customs because
it wanted to be sure that the coal imported
conform to the quality laid down so that it
could be eligible for the 30 per cent conces-
sion due as against the normal 85 per cent.
On the insistence of the state goverhment,
the coal was provisionally released but when
tested at the Central Fuel Research Institute,
Dhanbad, the calorific value was at 5650 well
below the minimum of 6000. On this basis on
a writ petition filed in the Madras High Count,
an interim injunction restricting the Board
from opening any fresh letter of credit for
importing coal was issued. In this tug of war
there is also politics that is the fall out of the
strained relations between the ruling party in
the Centre and the AIADMK in the state. This
is regrettable as the coal needs of ihe state
should be established and should speedily be
_met. The state government at the end of the
month appointed a commission of inquiry with
Mr.Chandelkar, retired Chiet Justice of the
Madras High Court as one man commission
to inquire into all aspects of controversial
import of coal.'A co-promoters agreement
was signed during the month between TIDCO,
McNally, Bharat Enterprises and four Ger-
man companies to implement the Rs. 7000
crores Jayamkondan Lignite Power Project
referredto inthe previousissues. The Corpo-
ration will now induct as equity partners, two
of the four German Corporations who are
acknowledged experts in Lignite mining and
the two others in power generation. This
combination will also help finance the loan
required for the project including the foreign
exchange of Rs. 5000 crores. The project
when completed will be a major fillip to the
state’s industry, as will be noted later.

Water

As noted earlier, the Mettur level is uncertain
and fluctuating. On some days there it is
reported to have a heavy flow and other days
a poor inflow. The water level at August 30
stood at 71.3 feet against the full level of 170
ft. This is a matter of concern for the farmers.
Further, the World Bank has agreed to fund
the new Veeranam scheme which is to bring.
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drinking water from the Veeranam lake to
Madras. which could provide the citizens 40
million gallons a day. The government states
that it will ensure the completion of the project
by June 1995. The other programme to meet
the water scarcity in the state is the Madras
Fertilizers Sewage Manali plant based on the
reverse osmosis built at a cost of Rs. 25
crores. TIDCO also reports that it is planning
to taunch a Rs. 100 crore project in Manali to
setup a massive desalinisation plant financed
by MRL, MFL, TN Petro Products, AROCHEM,
UN PETRO, Kinetic engineering, Indian Ad-
hesives, Titanium Equipment and other plants

located there. Further, the state government

reports thatithas sanctioned Rs. 53.04 crores

for setting up 40 desalination plants including

amajoronein Ramanathapuramdistrictwhich
will meet the serious chronic water supply

problem in that region. It is hoped that these
plants will fructify and quickly.

Southern Gas Grid

On the basis of the Union Government's
forecast in addition to the current 27 million
tonnes of crude production, there will be an
additional 5 million tonnes during the next
three years. The Union Government also -
announced that it has approved a Southern
Gas Grid which because of the Memorandum
of Understanding signed with Oman for gas
supply, should come into being in 1997 or
1998 instead of the originally envisaged
2002. It is therefore a matter of satisfaction
thatthe four southern states and Pondicherry
have set up a committee at the level of chief
ministers as well as the technical committee
of the chief secretaries in order to speed up
the realisation of this project. In addition the
project is supported strongly by the Confed-
eration of the Indian industry and by the
commercial industries association which are
pressing for speedy execution of Southern
Gas Grid by bringing a pipe fine which will also
use the surplus natural gas from Bombay
High as well as the gas flowing from Oman.

This will be a major boost to the industry in
Tamil Nadu.
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Agriculture

As noted earlier, the monsoon this year has
been good which has helped agriculture pro-
ductionto exceed 00 milliontonnes. This also
helped in strengthening the need and the
demand for changing the cropping pattern in
the state and make it more diversified. At

present 92 percentoftheirrigated areaunder -

cereals is accounted for paddy. Paddy irriga-
tion suffers from significant design and man-
agement inadequacies particularly in regard
todrainage inthe HYV paddy areas. Further,
in a situation of water scarcity the aim should
beto economise the use of waterby changing
overto less water intensive crops and a more
efficient water managing system. The factors
determining the states cropping pattern are:
1) technical - soil suitability irrigation and wa-
ter availability, landscape position, demon-
stration effect, seasonal rainfall; 2) economic
- the needs of the family, governments eco-
nomicincentives, production of resource base;
3) adoption of new technology with regard to
plant food materials, crop rotation and soil
design; and 4) institutional factors - tand ten-
ure and constraint on resources particularly
as 80 per cent of ground water have aiready
being used. ltis against this background that
the medium term plan for agriculture should
be developed. The state government has
made a major decision to allow the private
trade to purchase kuruvai paddy directly from
the farmers in the open market. This puts an
end to the procurement by the Civil Supplies
Corporation and its direct procurerhent for the
govemmentinany partof Tamil Nadu. As free
trade has been allowed, the cash incentive of
Rs. 35 per quintal given by the Civil Supplies
Corporation when monopoly procurement is
inforce will now be discontinued which means
a saving of Rs. 35-40 crores for the govern-
ment. For the current kuruvai season the
saving will be only Rs. 7 crores as the corpo-
ration has procured two lakh tonnes of paddy.
This good flow was due to the bumper harvest
in the delta regions which in turn was due to
the availability of waterin the cauvery system.
This abundance of production has caused

serious problem of storage and twlling which
have been made notvery satistactorily by the
government with the abolishing of levy trade
and the monopoly procurement and |

the market operate (some farmers resist the
abolishing of Civil Supplies Corporation Cen-

tres). These problems will not be faced in the
future.

Industry

The fillip that the Southem Gas Grid would
give industry in the state has been earlier
referred to. A similar effect would follow from
the new Tuticorin-Madurai-Dindigul-Karur line
which by linking the port town of Tuticorin with
the rest of the state and the country, would
bring freight movement into the mainstream
and be of great helptothe joint sector fertiliser
project, SPIC. Industrial raw material would
henceforth be brought directly through this
line for setting up new industries. Smallindus-
try is reported to be optimistic about the future
industrial development. Cll conducted a sur-
vey covering 177 small industries which re-
ports that 39 per cent foresee an improved
business situation and only 19 per cent are
pessimistic about the future. The majority of
small industry is patently positive about the
trend in value output and only 28 per cent
expect no perceptable change. SIDCO re-
ports that it will develop three high tech indus-
trial estates including a knit ware industrial
estate in Tiruppur with a 3.2 million yen credit
from Japan plus an auto ancillary estate at
Ambattur and a food processing industrial
estate atMadras. SIDCOplanstousetheyen
credit also to upgrade technology in industrial
estates, particularly in the Tiruppur hosiery
export industry. The industrial climate is also
pushing forward, Ashok Leyland's launching
a new range of trucks a 7 tonner, a 9 tonner
and a 5 tonner which will have to be spread
over some years. The demand for the lower
pay loads is expanding faster and that is what
Ashok Leyland is responding to. Standard
Motors however is tacing problems from the
factthat as against the target of 9-10 vehicles
per shift from August 1 when it was reopened
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it is producing only 3 or 4 per shift. The
workers attribute this slippage to inadequate
supply of components while the management
claims it due 10 a lack of leadership acumen in
union office bearers who have increased the
workforce by 200-300. This led to a tempo-
rary closing of the company which has been
reopened ontheurging of the government but
its long term functioning is still not assured.
Should it be referred back to BIFR? Another
development that needs to be watched is the
takeover of Enfield by Eicher. This takeover
of the oldest two wheeler manufacturer is
reported to be part of Eicher's strategy to
focus resources on its two wheeler business.
This has led it to conclude agreements to sell
its agro engine and Genset manufacturing
facilities at Ranipet and Thoraipakkam to
Greeves Ltd. This amalagamation has many
problems. The industrial scene in the state is
thus a mixed one.

National
Planning

The Planning Commission reports a sizable
shortfall in the annual plan expenditures of a
number of states, the shortfall recording Rs.
4565.28 crores. The actual expenditure may
be even lower. Taking account of the 10 per
cent rate of inflation, the state's plan invest-
ments in 1992-93 are really static. The main
states effected are West Bengal, which has
not met the promised investment, Bihar which
reduced its plan outlay by near 50 per cent,
Orissa which pruned its plan from Rs. 1405
crores to Rs. 1055 crores in 1992-93, the
actual expenditure forthe previous yearbeing
Rs. 1029.74 crores against the approved out-
lay of Rs. 1400 crores, and Madhya Pradesh
whose revised plan outlay for 1992-93 was
Rs. 1792 crores against the original approved
outlay of Rs. 2400 crores. This record takes
us back to the Rangarajan Committee report
on these states. That committee recom-
mended that the central assistance to them
should be gradually reduced and that they
should be asked to cut their steeply rising non
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plan expenditure. There is reason in its
analysis thatthese states though smallin size
(except Madhya Pradesh) have very large
administrative set ups matching that of big
states. Forthe current year, it looks as if last
year's record were repeated and so it is
important to act on the Rangarajan recom-
mendations.

Power

Inthe area of power, the startling fact reported
is that the northern power grid is about to
collapse because of the large and growing
demand-supply gap. While the daily demand
has shot up to 320 million units, daily genera-
tion is only around 270 million units. On top
the load frequency has collapsed to 48 herz
instead of it being 49-50. With power genera-
tion thus unable to meet the excess demand
particularly from farmers during the summer
dry spell, the only hope is that the heavy rains
would have filled hydel reservoirs and enable
increased hydel generation. This is particu-
larly important for paddy cultivation in Punjab,
Haryana and West Bengal and Uttar Pradesh.
The State Electricity Boards owe the power
grid corporation Rs. 750 crores as transmis-
sion charges and the World Bank has stated
that it would cancel the 350 million loan to the
corporation unless these outstandings are
realised.

Prices

While on the one hand the government keeps
reporting that the annual rate of inflation is-
falling (5.83 percent at July 31) as against 9.9
percent last year, its action planto containthe
prices of essential commodities is really an
admission that its claim to control inflation
rates to a single digit seems to be irrelevant.
Even in terms of wholesale price index, the
indices of food articles, and food products and
clothing record rise which means that when
the government says that it is containing
inflation, it means that it has slowed down the
rise month after month and year after year of
the general price level. While this downward
cost push will benefit industries, the price of



commodities entering ini. commonconsu mp-
tion, particularly of the poor, continue to rise
which can be halted to some extent by the
PDS uninterrupted supply of essential com-
mpdities. Hence the appeal of the union
minister for civil supplies at the last meeting of
state food and civil supplies ministers to lift the
entire grant of foodgrains allocated to them
underthe PDS whetheritbe forbuildingup the
puffer stocks oras the deterrent against hoard-
Ing and price rise should be immediately
acted upon. This urgency also follows from
the record procurement of 7.7 lakh tonnes of
!(harif crops during the current season. There
is alsq the problem of producers o1 foodgrains
resorting to distress sales of foodgrains be-
cause the farmers preferto sell at lower prices
inthe open market, to escapetheharassment
t?y state agencies with regard to specifica-
tions and parameters of moisture etc. Thisis
a short run problem. In the medium term, the
success in clearing the prices of essential
commodities particularly foodgrains depends
upon a continuous step up in production to
meet also the needs of g growing population,
Thesg questions also relate to the ongoing
depgte onthe subject of chemical and organic
ferm!sers. But the essential point to be borne
in mxpd is that the food availability should be
plentlful as this amount will enable a continu-
Ing progress of the economy.

Economy

There are several factors curren
€conomy. To start with, the GDP I

which RB places at 4.2 percent dgn%vg%gt;-
93, due 1argely to good agricultural perform-
ance, when the foodgraing preductionis fore-
Cast at 180.3 million tonneg and among non
foodgrains, oil seeds Output is expected to
touch a new peak of 22.2 million tonnes and
cotton at 12 million bales. The industrial sec-
tor contmues_to lag, recording a growth of 13
per cent during 199293 due mainly to tl;e
poorperformance of infrastructural industries
On this basis for 1993-94, NCAER forecasts
a GDP growth of § per cent due to: (a) a
growth oOriented budget; (b) substaniial in-
crease in public sector expenditure; (c) ad-
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tly facing the

equate levels of foreign exchange reserves:
(d) a positive environment for exports; (e)'
lower excise and customs tarit; (f) increésed
commercial credit supply; and (g) a normal
monsoon. India’s foreign exchange reserves
as at the end of March 1993 were $9,832
billion (an increase of $947 million) over the
level at December end 1992. The main
factors contributing to the reserves rise being
higher aid receipts, increased inflow unaer
NRAandpurchase fromIMFunderthe standby
arrangement. A trade surplus also emerges
during the quarter as a result of improved
export performance (+5.8 per cent) while the
imports growth stagnated. The exchange
rate was hovering around Rs. 30-32 per $
This positive picture could be effected ad:
versgely by: (a) the public sector investment
deg:lming; (b) the excise duty reduction not
l?emg passed on to the consumer: (c) restric-
tlon_s on !ndian exports of textiles, steel and
engineering group; (d) dumping of goods in
the Indian market resulting in loss of domestic
production; (e) lack of an industrial restructur-
ing policy which accounts for industry per-
forming poorly in the last three months of
1992-93; (f) monetary expansion (M,) being
hlghgrthan thetargeted 13 percent. We need
to wait for the GDP figures and its breakdown
for thg current. year. With regard to poverty
declining, the extent of decline seems to be
over stated by the government. The ADB
sponsored' National Institute for Public Fi-

nance and Policy points out that the govern:. ..

ment figures show that poverty of the-af&n
population had declined from 41 per cent to 20
per cent between 1972-73 and 1987-88.
Another estimate shows a decline from 46.5
per cent to 36.5 per cent, and when another
Poverty lineis used from29-27 Spercent. Al
the estimates show a lower rate of decline of
poverly than government estimates. This ADB
sponsored study also shows that contrary to
general belief, there are more poorinthe less
urbanised states than in the more urbanised
states which means that poverty cannot be
attributedtourbanisation. A necessarythough
not sufficient condition tor lowering poverty
levels is high income in comparatively fast
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growing states. It is not a coincidenge that
public expenditure on education and literacy

~ are rather uniformly low in all states; with

primary education receivingasmalipartofthe
education subsidy and health expenditures
inadequately targeted and inefficiently deliv-
ered. This means that the future of poverty
alleviation depends upon extensive labour

intensive employment strategies through ap-

propriate pricing of capital. Turning tothe fact
of the Economic Reforms under way, the
evidence from several countries is that the
process has a serious impact on the relation-
ship between agriculture and industry, widen-
ing the gap between them particularly be-
cause globalisation helps sensitise agricul-
ture, while domestic industry reorients its
products and technology mix to suit the com-
petitive and high technology world market.
The relatively low technology items that domi-
nate rural market are neglected. The govern-
ment’'s response to the need to deal with
effects of the reforms on the linkage between
the two sectors has not been very successful,
particularly in the case of agriculture where
farm exports and procurement support prices
are loaded against it. Where the agriculture
sector is supplemented by some weltare
measures, it encourages more people to con-
tinue being dependent on agriculture. There
is also the problem of the rate of poverty
reduction being faster in the urban areas
comparedto the rural areas. Anotherissueis

_the rise in the fiscal deficit to unsustainable

levels within the first quarter of the current
year. The official figure show that the RBI
credit to government which is an indicator of
the deficit financing in the economy has more
thandoubled fromlast yeartoreach Rs.17,000
crores between March 31, 1993 and July 9,
1993. RBI credit tothe government morethan
doubled from Rs. 9193 crores during this
period in 1992 to Rs. 18900 crores.

~Does this doubling comes about because
ofthe withdrawal of the close monitoring of the
major economic indicators by the IMF? The
net RBI credit ofthe central government which
increasedby Rs. 18.889 crores betweenMarch
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31 andJuly 9 as stated by the government has
not been due to either revenue shortfall or
expenditure increase during the first three
months. There is some accounting juglery in
last year’s accounts to meet IMF targets. This
forces the government to show certain
amounts as its income so that there will be no
probleminthe release of the last instalment of
IMF’s standby credit. These have been cor-
rected now to the extent of Rs. 7000 crores.
Another problemwiththe economicreformsis -
that after two years of the various reforms
under the liberalisation policy, these have yet
to seep down to the policies of the states due
fo information gap, the inspector probiem, the
absence of single window clearance, the prob-
lem of land acquisition and unstructured de-
velopment and labour problems. Maharashtra
and Guijarat, Karnataka and Kerala have an-
nounced new industrial policies but they are
yet to be implemented. There has been also
a three fold growth in the current year of
currency with the public because of the huge
expansion in the current year component of
M,. Despitethis growth in money supplies, M,
has been comparatively moderate at 5.9 per
centbecause ofthe highlevel of food procure-
ment. The food credit for the fortnight ending
July 23 stood at Rs. 2943 crores compared o
Rs. 477 crores for that period last year. The
increase in RBI credit is due to several rea-
sons, the shortfall in revenues, sanctioning of
major instalments of expenditures, the contin-
ued depression in the stock market and the
comparative failure of the public sector equity,
its disinvestment which should be referred to
later. This means that there is need to in-
creasetax collections sharply and cutback on
fiscal prolifigacy, for example in the scheme
allowing all subsidised bank account scheme
for women announced onindependence day,
the government will be spending Rs. 1000
crores. This means that we will have to spend
two or three more years before the economy
is stabilised in terms of fiscal deceptive.

August also saw a rather serious tussle
over Octroi and Pathkar. In order to have
these two levies imposed by 7 states in the
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country, the All India Mode of Transport
Congress called a strike of all truck move-
ments which lasted for over a week. The
Octroi was a tax levied by the British with a
ditferent objective and the road transport sys-
tem was then non existant. Most goods
moved by railway. Today 55 per cent of the
goods transport is by trucks which are inter-
rupted in their journey between Hyderabad
and Bombay alone for example trucks at 60
points. The strike led to widespread disrup-
tionto the economy inthe country which could
have been avoided as the 7 states concerned
could have followed the example of other
states inlevying a surcharge charge onsales
tax as an alternative. The states using these
levies are well to do ones as in the case of
Maharastra, Gujarat, Haryana and Punjab as
well as states like Orissa, West Bengal and
Rajasthan. Once more it is pressure which
leads to a desirable reform. All the states in
the case of Pathkar and the seven Octroi
levying states decided to abolish the levies
from September 1, 1993 after a meeting of the
Transport Development Council. To make up
for the loss of revenue by the abolishing, the
states concerned have decided to hike the
composite fee on national permits from Rs.
3000 to Rs. 5000 from September 1. The
Council also urged the Union government to
deal with pricing of tyres and chassis and
expedite the amendment of the motor vehi-
cles act. It is to be hoped that this kind of
holding the country to ransom will not recur as

it is happening also in other cases like the
Indian Airlines.

Reference is made earlier to the mess in
the execution of the policy and disinvestment
of public sector equities. Due to deliberate
under valuation of the equity (a fact under-
lined by the Controlier and Auditor General),
the first three rounds of the disinvestment
resulted in heavy losses in the public sector.
The objective of this investment has still not

~ been clarified - whether the resources so

raised should be a means of closing the
government'’s revenue gap or retiring public
debt and so reducing the burden of future
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investments. The role of the official i
- 3 commit-
tee which organises and monitors thsn:;‘ﬂ

loading seems to raise som i
C > 8 question: -
ticularly in stemming the lo. o

| SSes referr.
which amountedto Rs. 3442 crores in the:ﬂlr:i
tworounds of disinvestmentsin December91

and Fepmaw 1992 according to CIG. In this
connection the question should be raised
whether the government should have taken
advantage of the up trend in the stock ex-
changes granted that in neither of the two
rounds anything was known officially of the
security scandal. Alsothe government should

not have made substantial gains at the costof

banks and mutual funds as the boom in the
stock market inevitably burst and caused
hqge losses. The department of public enter-
prises reveal an area of ignorance in allowing
the disinvestment to be handled ina bureau-
cratic manner. Inspite of some of the shares
being listed in the stock exchange, there is
really no market for PSU shares which in a
sense reflects the failure of liberalisation
under way. Disinvestment is not recorded as
a first step towards privatisation of the PSUs,
limiting itself in accordance with the accurate
observation of the CAG “that disinvestment
serves only to contain the fiscal deficit”™. The
government ofcourse has its fiscal impera-
tives which however, have to be reconciled
with the wider goal of corporatisation of the
public sector. In this connection the non
implementation of the Rangarajan Commit-
tee report which suggested a ceiling on pref-
erential allotment of shares and other impor-
tantrecommendations are not referred to and
have not been followed up. Therefore it is not
surprising that the record for the third round is
even more dismal. The need for a cabinet
minister for industry and the setting up speed-
ily of the recommended standing committee
on disinvestment which played a part in this
fiasco should no longer be delayed. The
government has plumped for using the third
round, as a source of raising Rs. 3500 crores
tobridge the budgetted deficit and finance the
national renewal fund which are short term
and incomplete objectives. Another impor-
tant development during the month was the
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IBRD proposalof deregulationofinterest rates
which will remove the minimum lending rate
on commerc:ai banks and advances. It also
wants the government 1o reduce further the
statutory equity ratio. The problem with the
World Bank proposals is that it does not take
into account the fragile financial position of
banks when substantial past losses have to
be recouped. This points to the sequence in
which the maximum deposit rate and the
mintmum lending rate are deregulated. Fur-
ther, with the minimum lending rate still in
force, the profitability of commercial banks will
come under pressure and inter-bank compe-
tition resulting in raisingbank lending rates
would further dampen investment demand
and raise the period for credit worthy borrow-
ers. A better sequencing of the Bank's pro-
posal would be to remove the minimum lend-
ing rate before the maximum deposit rate,
allowing better bank customers to bargain for
jower rates, but the banks should also reduce
their deposit rates. During the month, SEBI
has made a number of important decisions
including streamlining the disclosure norms
on investor protection. The issue of capital
premium by a new company being promoted
by a good existing company is also in the
guidelines for disclosure. Where projects are
highly capital intensive with large equity base
and long gestation period, the promoting com-
panies have to bring in 50 per cent of the
issued capital. Further changes in the guide-
lines include their applications only to those
issues of the new companies which provide

"for charging of premium, not extending the

facevalue of the shares and arevised promot-
ers contribution for which a scale has been
established. The brokers in Bombay have
accepted the SEB! guidelines regulations.
SEBI in its turn has clear proposals to let
companies issue non converting shares: The
SEBI chief's warning against Badla trading is
an administration of the Bozrds watch dog
role but may not improve matters. Badlahas
its use, which its flourishing existence proves
but the SEBI chiet’s warning should be taken
seriously to correct the irregularities in the
mechanism's self regulation particularly the
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brokers evading their margins. Here the
question tobe investigated is whether options
trading is an alternative.

One further issue is that there is now clear
evidence referred to in the Joint Parliamen-
tary Committee report investigating the secu-
rity scam that the issue of public bonds has
been used to fuel the scam. The funds so
raised became the principle source of finance
forallvarieties ot speculative and illegaltrans-
actionsinthe stock and security markets. The
finance ministry and the parent ministries of
public sector units should take note of these
deficiencies andirregularities which havelead
not only to the present scam but to similar
deceits over a number of years.

Agriculture

Reference is made earlier to wheat and rice
procurement for the current year being at an
all time high. The procurement of wheat and
rice during 1993/94 rabi and kharif marketing
seasons amount to over 13 million tonnes
each surpassing the previous peak of 11
million tonnes for wheat and 12.67 million
tonnes forrice in 1990-91. Withthis adequate
stock of foodgrains, the Public Distribution
System functioning as the major support of
these essential commodities should begin to
decline. This situation does not take account
of the severe damage caused to the kharif
crops in Punjap and Haryana by the floods.
Thedamage is estimated at Rs. 500 crores, in
many places the crops have been washed
away and the one month paddy crop are
struggling to survive. Thousands of tonnes of
wheat stored in the open have been dam-
aged. Fedtilisers, urea and DAP have been
washed away. Oilseeds crops have also
suffered. Infact a crisis is reported develop-
ing in the edible oils front with the price of
groundnut shooting up by Rs. 9 per kg fol-
lowed by groundnut, rape seed and soya oils
which touched their peak in August 1992.
This means their prices today are Rs. 23 - Rs.
45 higher than they were last year and may
call for imports. To return to the kharif prob-
lem, of the Rs. 300 crores of kharif crops in
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Punjab, Rs. 140 crores have been lost. In
Haryana the loss is estimated at Rs. 467
crores. However, the government states that
the total kharif production will be 2 million
more than last year's 103 million tonnes.
Perhaps it is on this basis that FAO forecasts
that India may export wheat. India's export of
rice principally to Saudi Arabia, Netherlands
and US are expected to record sizable in-
crease. Wheat shipments to the Common-
wealth of independent states should also rise
sharply. These positive events do nothide the
disquiet caused by the recorded decfine in
gross agriculturalinvestmentinconstant prices
from Rs. 4636 crores in the 80s to Rs. 4357
crores in 1990-91. The disquiet is caused not
simply by the decline in public investment in
agriculture but also by the rapidly rising sub-
sidies inmost ofthe inputsin agriculture which
means that even if government finances im-
proved it may result in increase in subsidies
from the states and central governments.
There is need for the distribution of resources
between current expenditure and capital for-
mation in agriculture in such a way that the
latter is increased and the former comprising
subsidies is cut back. In addition there should
be no leakages in any savings on subsidies
and public investment, because only the effi-
ciency of the latter stillinduces farmers to pay
the price close to the market prices on the
currently subsidised inputs. Investment in
irrigation where returns are high could lead to
generation of surplus resources for reinvest-
ment without continuous increase in prices.
Pattern of agncultural investment shouid not
further move in the direction of private invest-
mentbeing only onindividual farms and public
investment on irrigation and water shed de-
velopment projects. Now private investment
should also enter the latter field, and this can
be done by individual farmers pooling their
capitaltotake oninvestmentinlarge projects.

In May, 29 research records were re-
corded, with a heavy lead in fruits and vegeta-
bles which number 18 reports, cereals at 4,
other agricultural products 3 and animal hus-
bandry at 4. Again there is no record of the

use being made by farmers of these resulls in
the large number of research exercise in fruits
and vegetables. However as an indirect avi-
dence of the use being made by tarmers of
this area of research is to be seen in the
market data on fruits and vegetables. In
regard 1o the other agricultural areas,
sericulture is developing rapidly as the cot-
tage industry is being integrated into farming
system, particularly as a supplement to the
seasonal farming system. Mulberry is being
grown from coastal plains to high attitude
areas with variety of soil types, black, red and
alluvial. Research shows that the farmers are
beginning to developing seri culture in their
integrated farming programmes.

Plantation crops

In the tea sector, production, exports and
prices are increasing against last year's de-
cline. The national estimates are: total pro-
duction of 745 million kg, with a contribution of
570 million kg from the North and 175 million
kg from the South. For the current year, the
North output is forecast to increase t, 25
million kg, in the South the increase by 17
million kg as against last year's dismal 7.02
million kg. 1991-92 recorded a decline of 150
million kg (6 per cent) and the export declined
by over 100 million kg largely on account of
the poor off take by Russia as noted in the
previous issues. Now with Russia resuming

purchase of the year at 190 million kg which
even so is higher than last year's 172 million
kg. Despite lower exports in 1992 Indian tea
expanded in the hard currency areas so that
what was lost at the national level from Rus-
sia opting after tea options, was made up by
sale in the general currency area. 1993 is
being observed as the year of Indian tea,
where developments on the export front will
be putting pressure on domestic availability
but will also record a capturing of new mar-
kets. In regard to coffee an importanm new
development is that the Collee, Board has
recommended that in place of the Internal
Sales Quota (1SQ) a Free Sales Quota (FSQ)
be operated, which would provide for direct
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export of the coftee produced by the coflee
growers up to a certain percentage. This
recommendation was adopted by the Coffee
Béard in full with all but two strongly support-
ing it. This would make for the large growers
getting out of the coffee board stranglehold
and searching for export markets themseives.
Now the Board should take the next step and
decide on the percentage of the coffee grown
by each grower which is eligible for FSQ. The
extent to which this will lead to an expansion
of exports and relieve the pressure on do-
mestic sales which is the alternative will have

to be seen in the next year and the year after.

This will also speed up the pressure on gov-
ernment to alter the way this industry is or-
ganised and correct the inequities of ISQ. In
the case of r_bber, the government reports
that it has drawn up a perspective plan for
rubber which will achieve self sufficiency by
2000. It calls for an outlay of Rs. 270 crores
and will involve expansion of the area under
rubber by bringing more non traditional re-
gions speeding up replantation of old and low
yielding areas and modermn HYYV, and raising
productivity of existing plants.

Industry

The low industrial growth rate as the negative
growth rate at -1.25 per cent for 1992-93 was
earlier referredto. As against this, the all India
Manutacturer's Organisation (AIMO) proposes
several measures to revive industry, if the
current year also is notto recordalow 2- 2.5
per cent growth. AIMO emphasises that for
this the focus of industrial reforms should shift
to the state level where unnecessary controls
which still exist should be removedto promote
investment in industry and employment. It
points outthat the fallinthe inflationrate (there
has been no fall in prices, only in the rate at
whichthey are rising) has been neutralised by
the lower industrial growth rate so that the
purchasing power of the people is less than
what it was two years ago with the demand in
the domestic market stagnating. Manufactur-
ers are aiming at expanding their export mar-
kets which will cover their tixed cost but not
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meet the Indian consumers needs. Even at
the centre, the controls continue so that the
organisations feels that the much publicised
dismantling of the licensing raj is a myth.
Ofcourse the DGTD and the controller of
capital issues have been abolished and the
secretariat of industrial approval only handles
EOUs and EPZs but the many licenses con-
tinue - advance licenses, intermediate ad-
vance license, value based licenses, EPCG
licenses, customs clearances, special inter-
est licenses, gems & jewellery licenses, sec-
ond hand capital goods licenses and so on.
The number of customers for the licenses is
less but the scrutiny and delays are more.
Therefore the task facing us is to reduce and
dbolish these many licenses and not keep
issuing orders of regulation and restrictions as
is being donein the case of textiles. Infactthe
latest order, while freeing handlooms to pro-
duce a certain quantity of hankyarn requires
spinning mills to perform this obligation within
a period of 90 days which is an impossible
practical stipulation. With regard to industrial
sickness, the Goswami report referred to in
the last issue refers to the position of BIFR
which feels that the committee puts too much
emphasis on debt recovery in place of other
issues. The Bureau is not responsibie for
delays which is forced on it by the Silk indus-
tries Companies Act (SICA), the critique being
that the committee’s recommendations ig-
nore both public interest and labour points of
view,, which is not true. A key issue of the
committee is the definition of sickness which
is valid and conforms to the Narasimhan
Committee recommendation. Thegovernment
states that the committee recommendations
for speedier closure of sick units with ad-
equate compensation for workers is under
consideration and the ministries are examin-
ing the various suggestions made by the
committee. One question which should be
examined is whether foreign investors, par-
ticularly multi nationals, are reluctant to invest
in India because of bureaucracy, corruption,
inadequate infrastructure, poor quality of lo-
cally supplied components. There is truth in
this assessment of the foreign investors atti-



tude to India as made by the London Econo-
mist Intellectual Unit. Industrial Policy and
Economic Policy must correct these short-
comings. The posiive side of this issue is
seen in the Data Guest Survey which on the
basis ofthe information technology industryin
the country growing by 27 per cent (Rs. 3454
crores), shows that the country being readyto
enter the second phase of computerisation,
that is a shift from manufacturing system to
trading categories. This is true of both small
and large plants in the market. Another
developmentisthe signingofMemorandumof
Understanding by the Small Industrial Devel-
opment Bank (SIDB!) with Indian Bank for the
joint financing of the larger units within the
small scale sector. SSls involved in export
oriented orimport substitution or hightechnol-
ogy products will be given priority. This action
of SIDB!'stobe followed by similar memoran-
dum with other banks both to finance expan-
siorn/modernisation, encou ragenew entrepre-
neurs and avoid sickness which is becoming
endemic in the small scale sector. The Small
Industries Development Bankof india is gradu-

ally shifting from indirect financing to direct

financing. It has come out with several

schemes and programmes to assist the small
entrepreneurs in their business, including
schemes for expanding term loans to leasing
companies which assist small units. These
perspectives has ledthe governmentto fix the
8thPlanoutlay for SSiatRs. 697 crores forthe
centre and Rs. 2115.14 crores under the

States. Atlong lasta single window clearance
hasbeen established for miningprojects. This
window will get the clearance from both for-
estry and environmental depaniments. This

kind of simplification would also help FD! on

which it is reported that the committee has

cleared 24 proposals for foreigninvestment of

Rs. 500 crores. Thismeansthat sincethe new
government took over in July 1991 foreign

Investment clearance amounted to Rs. 2300

crores. In this connection, it should be noted
that the Union cabinet has cleared the pro-
posal for foreign equity investment in Indian
aviation companies upto 40 per cent. The
clearance would be on a case by case basis.
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On individual industries, G| i
nificant critique of the govemmétr\‘: iﬁf\: t:'r?ﬂ
structure as being in a mess and needing
Speedy rationalisation. The capital goods and
ma_c_hine toolsindustry are tacingsevere com.
petgtgon from foreign competitors on uncom-
petitive terms due to the inverted tarift struc-

ture, and multiplicity of tax and levies. There

is urgent need to rationalise the tax Structure
along lines of the Chelliah Committee report,
The Bombay High reports, as noted earlier
that its restructuring will enable a higher leve'l
of production which will g0 up by 5 million
tonnes each year for the next three years.
The automobile industry which has faced
recession during the past two years is now
showing signs of revival, production of aij its
units, passenger cars, commercial vehicles
andtwo andthree wheelers record an upward
trajectory during April-July. Is this recovery
atleast in part a sequel to the wide ranging
reliefs and concessions announced in the
budget, the benefit of which was passedonto
the consumer in the form of lower prices of
most categories? Here the fact that the auto-
mobile market is looking up has led some
manufacturers to increase prices. This will
weaken the industry to face escalations in
input costs unless there is an increase in the
selling price ofthe vehicles. The coal industry
records pluses and minuses. CIL is ranked
4th in the world coal production, producing
211.19 million tonnes which was a growth of
4.5percentin 1992-93. 20 out of 50 ongoing
projects of Coal India are running behitid
schedule. Some of them are 5 year behind.
The row on coal imports by the Tamil Nadu
government has an important aspect which
should be pursued. If it is true, as the CIL
States that its coal sold to Tamil Nadu is 25 per
¢ent cheaper per kilo calories than that im-
ported, then CIL will be competitive even at a
lower tariff of say 25 per cent. Why then are
both CiL and the ministry of coal against any
reductionin the present tariff of 85 per cent of
coalimports? SAIL reports that it has decided
todiversify entering new lines of business like
Cement manufacturing, power generationand
Software development in addition to generat-
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ing design, research and dew{elopment, man-
agement, manufacture of bricks from fly ash
and reroliing of semis. Astheproducer of over
10 million tonnes of stesl, its iarge accumula-
tion of slag and flyash can be used for some
of these product lines. Maruthi Uc}yog reports
that its expansion programme will be raising
its production capacity from 1 .20 lakh units to
2 lakh, in addition to introducing a new model,
Zen, at an estimated cost of Rs. 764.50
crores. On the pharmaceuticals industry, the
government announced that it is reexamining
the entire gamut of the target and price control
mechanism to ensure supply of quality druqs
to the common man at affordable prices. This
has long been the stated obje;ctive otthe drug
price control mechanism which has not been
realised as far as the common man is con-
cerned. The ongoing review is therefore
awaited with interest.

Foreign Trade

Thetrade front presents a somewhat ambigu-
ous picture. RBIrefers to the current account
deficit during 1992-93, the country’s current
accountdeficitincreasingbyoverUS$2 billiop
compared to the previous year anq so it
concludes that exports must pick up quickly to
relieveundue pressuréonreserves.Asagain:st
the year 1992-93, when the previous year’s
3.1 per cent exports to CGA countries was
raised by 10.4 per cent, that too RPA declined
by 62.2 per cent. Imports on the other hand
grew by 11.9percentinsharp contrasttoafall
of 19.4 per cent during tl?e previous year.
Secondly, the trade deficit has more than
doubled from $1545 million in 1991-92 to
.$3305 million, mainly duetothe increasein the
oildeficitby over $1.1 billion. Howeyer, during
theﬁr'stquarterotthecurrenthnancnalyearthe
performance seems to have improved, with
the exports rising in both rupee and dollar
terms and uncomfortable rise in imports. But
the question arises whetherthis fallingimports

is a pointer to the continuing recessionary

trands? The impont performance is a puzzle
as apart from the increase in crude imports,
thelow level of raw materials and components

MIDS Bultietin, October 1893

imports is worrying. During the quarter .the
trade deficit fell to $301.48 million against
$1583.67 million in the first quarer of the
previous year. Exports have performed wgll
and the question is whether the growth. in
exports willbe maintained attherateofthe flr§t
quarterincrease. Inthe currentyear, there will
be an increase in imporis of fertilisers, crude
and edible oils but these will not be run away
increases. Thetrade data for Aprilto Septem-
ber it it follows that of the first quarter should
record a declining deficit. The 8th business
outlook survey on smallindustry conducted by
Clireferredto earlier shows the 39 per cent ot
firms see the general improved business
performance including export perform?nce.
This is good because small industr_y is the
major playerinthe export field. Thereis afear
that the exports are increasing at the cost of
the economy. The export policy is based on
the imperative of earning foreign exchange in
larger and larger amounts, to pay the cos! of
foreign technology, foreign aid and foreign
crude and fertiliser in increasing amounts.
This has resulted in increasingly accumulat-
ing foreign debts which need to be paid out of
our own foreign earnings during current year.
Allthe policies, fiscal and finance seems tobe
dominated by this imperative and so exports
were made competitive by allowing the rupee
to depreciate from Rs. 4 a dollar in the 70s to
Rs. 32 today, which is a depreciation of 800
per cent, caused by our weakness as well as
the dictates ot foreign financing agencies.
Further, financing exports trading is the prior-
ity sector by Reserve Bank, resulting in the
pre-emptionof 40 per cent of the total credit by
banks amounting todirect financing of exports
by the RBI. Also the fiscal policy was framed
keeping in mind the best interest of the export-
ers who enjoyed several other benefits such
as the exemption from the income tax of the
entire export proceeds, being allowed to sell
their licenses inthe open market for premium,
besides provision of imported raw materials to
exporters at international prices. Under the
exchange control rules, customers were al-
lowed to pay commission to foreign buyers,
settling liberally their quality claims and incur-



ring advertising and promotion expenses in
foreign currency. Foreign exchange was re-
leasedtothemiberally for their export promo-
tion tours, with the RBI permission to export-
ers to allow credit upto 180 days to foreign
importers for the repatriation of export pro-
ceeds. Given the record of exporters during
thelasttwodecadesthese aggregate conces-
sions at the cost of the economy andthe other
producers are being questioned. As noted
earlier, the pressure on Balanceof Payment's
position is easing somewhat with a satisfac-
torytrend in foreign trade, so far in the current
financial and the inflow of sizable funds as a

resultof FERA company increasingtheir stake
by 51 per cent and remittances from NRIs

shooting up. This is good but a definite

improvement in Balance of Payment can only

take place if the trade deficit is contracted

significantly. In AprilJune this year the trade

gap has contracted to less than that for 1992-

83 as world crude prices have fallen further.
Asthevalue of aggregate exports was $18.40
billion, imports $21.71 billion in 1992-93 the
deficit was $3.31 billion. If exports this year

rise by 20 per cent and imports by 8 per cent,
the deficit will be reduced to $1.35 billion.

Tuming tothe individual exportitems, exports

of marine products record an increase of Rs.

1767 .43 crores in 1992-93 against the previ-

ous year's Rs. 1475.89 crores. It is to be

hoped that this would reverse the declining

trend in India’s share of global sea food trade
during the 80s from 1.68 per cent to 1.09 per
cent due to lack of sufficient number of deep
seavessels, lack oftechnology, slow develop-
ment of acqua culture and its low productivity,
shortage of seed and food for its development
and some defects in storage and packing.
Pepper exports did well despite its sluggish
production almost doubling to 9900 tonnes in
1992-93 compared to that of the previous
year. ltis important that the value realisation
of the small but important exports should not
be allowed 1o decline, as it is currently. In
1992-93 processed food exports have grown
by more than 100 per cent within a four year
period and are further expected to double by
the end of the VIii plan.
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Loans and Aid

In August the proposal of the centr. -
ment for the public sector undenak?r:ggso ;l.}:‘e
State governments to borrow directly from
external agencies without the intermediary of
the central government has raised some is-
sues. The finance ministry has asked donor
countries to evolve a common policy on lend-
mg_to the state governments since it would be
difficult to implement ditferent policies for
different states. This move of the central
government is aimed at increasing the paceof
utilising all external loans and assistance byt
the reaction of the donors is not favourble to
thiskind of direct lending to the states and the
evolving of two policies, one for the centre and
theother for all states puttogether. Donors do
not have confidence in the states about the
recovery of their loans. Further, the centre
has now agreed that alt prospective disburse-
ments to states would be on the same terms
as received by it instead of the earlier pattern
of passing on only the addition to the states,
which meant receiving 30 per cent as grant
andreceive 70 per cent as loans. This formu-
lae with its high loans ratio has been acting as
a disincentive to the states. This issue of
speeding up the use of foreign loans and aid
is important for dealing also with the balance
of payment issue in 1993-94. The current
account deficit of $4.5 billion is o be financed
by speeding up the use of external resources.
Al this is now in question. August also saw
the successful negotiations of an Asian De-
velopment Bank loan for $600,000 for reha-
bilitating the poor facilities at Bombay, Goa
and Madras. India’s external debt repayment
will go up from $3.25 billion in 1992-93 10
$8.03 billion in 1996-97 according to World
Bank’s projection, sending up the debt sery-
ice ratio from 27 to 31 per cent excluding the
debt to former Soviet Union and other military
debt. Accordingto World Bank, india's aggre-
gate external debt will keep rising from $76
billionin 1992-93 to $80 biltion in 1993-94,$84
billion in 1994-95, 86 billion in 1995-96, $89
billion in 1996-97, and $91 billion in 1997-98.
The repayment obligation referred to earlier
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include repayment to IMF of $326 million in
1992-93, $132 millionin 1993-94, shootingup
to $1104 million in 1994-95 and $1423 million
in 1995-96 after which it begins to taper down
to $540 million in 1997-98. The estimated
portfolio of net direct foreign investment is set
at $390 million in 1992-93, $600 million in
1993-94, $750 miltionin 1394-95, $1 billionin
1995-96, $1.25 billion in 1996-97 and $13.75
bilfion in 1997-98. The bank also estimates
that foreign exchange reserves in 1996-97
would cover only 70 per cent of India's debt
service obligation in that year compared to
over 80 percentin 1992-93. These estimates
do not take account of the effects on India’s
external debt caused by external shocks as
well asthe rouble sector. The aid/loan picture
is therefore grim.

Human Resource Development

In regard to Human Resource Development,
in the Education field, a special group has
been set up to monitor the implementation of
the Yashpal Committee report on minimising
the workload of students of primary classes.
CABE in September is to consider ways to
meet the problems in the implementation of
the New Education Policy. From the next
academic year the government is taking spe-
cial measures like doing away with admission
tests to the primary classes as a means of
reducing the work load for children.

In the last issue reference is made to the
problems faced by the state of Tamil Nadu in
accepting the Navodhaya Vidayala scheme
because of the compulsory Hindi required.
But now in the 320 Navodhya Vidyalaya oper-
ating in 23 states there are reported to be
problems: 37 students are reported dead in
the schools since September 1990, two being
murdered, five committing suicide and seven
drowning. There seems to be no guidelines
about action to be taken when students die
like this and in many of the school the errant
officers escape. Inquiries continue endlessly
into these deaths. This needs early attention
and action. The Uninan government depan-
ment of Youth Affairs and Sports anounces
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the setting up of a national apex body called
the Rajiv Gandhi National Institute of Youth
Development at Nemili to concentrate on (a)
training and orientation; (b) documentation;
(c) research evaluation; and (d) extension
services. Its initial concentration will be on
training youth. The institute is important be-
cause nearly one third of India's population is
youth and by 2030 one third of the world's
youth will be living in India. The state govern-
ment announces the establishment of a gov-
ernment arts college for women at Bargur. it
has been allotted Rs. 60 lakhs and will really
helpthebackward district of Dharmapuriwhen
it starts functioning fromthis year. In the area
of Science an important development is the
50 million yen, memorandum of understand-
ing signed withthe Japanese Midsewing Com-
pany by the National Environmental Engi-
neering Research Institute (NEERI). Scien-
tists in NEER! have made great strides and
now through this memorandum they will ex-
cise their knowhow to package and market
their technologies to suit the demand of the
international market. From the revenue of
650 million yen environmental preservation
technologies are to be developed ‘and dis-
seminated, exchange of technical communi-
cation between Japanese institutions and
NEERVCSIR joint study, research and devel-
opment relating 1o environmental protection
are to be undertaken, activities, systems and
programmes for environment protection ac-
tivities are to be implemented. This could be
a major scientific and technological issue.

International

The Uruguay Round and the Dunkel Draft

The OECD reports that since the Uruguay
round in GATT started in September 1986 an
increasing number of developing countries
have liberalised their trade regimes in order to
boost their participation within the process of
GATT. This shift from protectionism offers
hopes for alasting and equitable expansion of
trade except for the US which is wielding the



big stick ot Super 301 and against the devel-
oping countries and special curbs by the
industrialised countries like Japan. The trend
now is for the former high protectionist devel-
oping countries to join the ranks of highly
outward oriented countries engaged in re-
markable opening of market reforms. Coun-
tries whose involvement in GATT have been
rpgrgina! have now joined those actively par-
ticipating. Countries that are among the poor
and Iea§t developedjoin withthose with higher
per capita incomes for diversifying their trade
act:_vrtjes. This trend is now affecting the
majority of GATT members - 80 of the 108
members. The new GATT Director General,
Peter Sutherland, is drumming up support of
the consumer world in order to speed up the
end of the Uruguay round . Pointing out that
consumers could only benefit from the re-
dug:ed protectionism through lower prices, he
points out that the poorest sections in the
socnpty are forced to spend the highest pro-
portion of their household budget for necessi-
lies I!ke basic food, clothing and footwear and
it is in these area that protectionism is most
common and intense. For him the Unuguay
round is not the answer to all consumer prob-
lems but it would be a considerable service of
relief. This call is timely because when the
Irade policies are discussed intemationally as
consumers are largely forgotten and it is
national government policies particularly pro-
gectionist policies which are to the fore. For
mstanc_e, it is pointed out that agricultural
protection costthe consumerinthe European
Community $450 per year, in Japan $600, in
Switzerland 840, in Finland $910 and in Nor-
way 970. ‘In the end it is doubtful whether
protectionism guarantees employment as the
protected industries usually employed labour
saving technologies. Among the changes in
the Dunkel Draft being negotiated by mem-
ber countries, India is seeking four major
changes: first for additional flexibility in re-
spect of product specific support so that the
countries domestic support programme re-
mains intact; second, exemption from re-
forms for providing minimum market access
even after the balance of payment constraints
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do not apply; third, the countri i

bution system and conmme?al:op: ::%::::s
should remain unaffected: fourth, a change in
the t_ext to make explicit the farmers right to
retain a part of his crop as seen under the
Suigeneris system for plant variety production
which th_e' country plans to adopt. How far
these minimum demands of the country will

l?e finally conceded in the Dunkel Draft nego-
tiations remains to be seen.

World Development Movement Report

The World Development Moveme

States that British commercial bankr;t a'::p.f;l:
ingtheir coffers fromthe developing countries
debts to make up for the losses incurred on
account of the poor domestic performance of
their economy due to recession. About three
fourths of the British banks total third world
debt is in Latin America, and the rest in other
coqntries including India. It estimates that
Ip@ua's total debt of $71.5 billion includes $8.5
billion of debt with commerciat banks in UK
arrangedthrough multilateralinstitutions. This
means that indebtedness to the World Bank
and IMF does not insulate a country from the
Pressures of the commercial banks of the US
and UK as was seen in Latin American debt
negotiations. According to Unicef in Brazil

the UK's midland bank which has the largest
British debt, nearly 250,000 chiidren under
five years died in 1991 and only one in 5 were
in primary school, the under 5 mortality rate in
that country is 67 per 1000 compared to 9 per
1000 in Britain. The third world debt activists
in thesé countries are slowly bringing out a
change in the banks attitudes to the develop-
ing countries. : ,

Society for International Development

The Human Development report of UNDP
referred in the last issue shows that only four
out of 24 Asian countries are in the highly
developed category and 9 in the medium
Category and the remaining 11 in the low
Category. South Asian region as a whole
occupiedthe first positionin the prevalence of
human deprivation and poverty, with India
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leading the poverty morass in terms of abso-
lute numbers. According to the Human De-
velopment Report, 423 million peopie are be-
low the poverty line in 1991 in India and of
these 321 million live in rural areas.. This
contradicts the claims of the government that
poverty is declining. The question that should
be addressed are: What is the impact of
iberalisationpolicies ? Who has benefited from
them? What are the prospects for coopera-

. tionamong countries of South Asia to combat

this evil and develop an integrated approach
to improve the standard of living of the poor.

»

Other items |

M. S. Swaminathan Foundation Anniversary

In mid-August, the anniversary of the
M. S. Swaminathan foundation was held at
which the fourth annualreport was presented.
It was remarkable and gratifying that in the
course of three short years the foundation has
fanned out to all the vulnerable rural areas,
has collected the dying and disappearingplant
species, has developed a eco geo survival
bank. The majority of its staff are working in
the rural areas with rural people and watching
and identifying rural plants. Their finances
have been computerised by the Foundation

which has the only power system in the city
which runs on sofar energy.

Independence Day

The independence day was celebrated in the
Raj Bhavan with the Chief Minister, members
of the Legislative Assembly all being present
with the senior citizens in Madras. The func-
tion is becoming increasingly popular and is
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an occasion for exchanging news and views;
there is also a good cu'ral performance at
the end.

India International Centre Pane!

india International Centre’s August panel held
at the end ot the month drew an exceptionally
large audience as it was on the Dunkel Draft
and the Uruguay Round. The history of the
Uruguay Round and the controversies con-
cerning it were traced in detail by three speak-
ers who had participated in the Round. The
general consensus was that the round was
not completely satisfactory from India’s point
of view but India has no option but to sign the
final agreement. The most serious issues for
India are the intellectual property rights and
intellectual commercial rights. There was
agreement that now itis too late notto sign the
agreement and therefore we should sign it,
but continue developing our industry and ag-
riculture and our foreign trade components to
maintain a certain degree of autonomy.

First Article

Inthe absence ofthe receipt ofthe September
seminar paper, a paper on “Globalisation of
the Economy” is published as the first arlicle.

Second Article

A statement of the Twenty-third Inter Discipli-
nary Research Methodology Workshop held
at RUHSA, Veliore appears as the second
article.

Book Review

The review of the book “Decentralised Plan-
ning: The Karnataka Experiment” appears in
the book review section.
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MIDS News

Dr. C.T. Kurien delivered a lecture on
"G!obalisation and the Service Sector” in
Thiruvananthapuram on September 26, un-

derthe auspices ofthe Kerala Sha i

Parishad (KSSP). e Sahnya
Dr. A. Vaidyanathan participated in a Conter-
ence on “Health Sector Reform” organised
by the Harvard School of Public Health, Dur-
ham. from September 10 to 13; gave two
seminars in the Department of Agricultural

Economics, Colorado State University, on -

Productivity Impact of Irrigation in India, and

The Structure and Functioning of Irrigation -

Systems in Tamilnadu. He also participated

in a Work§hop organised under a UNDP
funded project on Human Development, to
evolve a research agenda on access 16 and
financing of education, in ISEC, Bangalore;:

from September 28 to 30.

Mr. S. Guhan gave a talk on the “Impact of
‘Fiscal Adjustment on the States” at the Na-
tional Institute for Public Finance and Policy,
New Deltii, on September 15.

Dr. Nirmal Sengupta paﬁicipated ina Con~.
ferer_lce 'at Trichy on Farmers’ Participation
in Irrigation, organised by the Irrigation Man-

agement Training Institute, on September 6
and 7.

Dr. S. Janakarajan has returned.on Septem-
ber 25 from Cornell University (USA) after 9
months of stay as part of Ford Foundation’s
post doctoral fellowship programme.

Dr. Padmini Swamina&han

dmi presented a paper
on “Bridging the Technology-Gap: Hove erh
sighted and Dynamic is the Indian Comorate

Sector” at a seminar on Structur j

at a | al Adjust-
ment Policy in India, organised at Banga%re
jointly by the ISEC, Max Mueller Bhavan and
HIVOS, from September 12 1o 14.

Dr. Na§ir Tyabji presented a paper on “Trans-
formation of Skills into Manufacturing Activi-
ties: Policies for Rural Non-Farm Sector” ata
national seminar on Policy Environment for
Rural Non-Farm Sector, at the Institute of

Development Studies, Jaipur, on September
10 and 11.

Rr. Paul Appasamy participated in the Sec-
tropical Coastar Zony anioRical and Sub.

. ne Managerment” ‘orgar-
ised by the Royal Swedish Academy :;gSci-
ences at Stockholm, Sweden, on Septem-
ber 5, -He also gave a lecture on “Employ-
ment in the Informal Sector with special
reference to Madras” at a Training Pro-
gramme on “Need Assessment, Monitoring
and Evaluation Techniques for Mana

of Informal Sector” organised by the MMDA
on September 22, He presented two reports
on “Urban Environmental Management™ and
“Small Water Bodies” at the National Work-
shqp on Environmental Action Programme,
india, organised by the Ministry of Environ-
ment and Forests, New Delhi, on Septem-
ber 28-29.

MIDS Bulletin, October 1903

423

Globalisation : A Description

Malcoim S Adiseshiah

WHAT is globalisation? It is a term that has
recently come into use, (along with liberalisa-
tion and privatisation) covering all facets of lite
- political, economic, social and cultural. it
means, not merely looking at every facet/
problem intemationafty, that also has to be
taken intoconsideration, not nerely looking at
issues from a world point of view, that too is
part of the process, it means that the global
dimension is emerging and has emerged as a
reality today. Inthis note whichis concerned
with the economic aspects, globalisation of
the economy may be defined as the global
dimension of the evolving world economy.

Globalisation : causes and consequences'

a) Therapidimprovementin communication
media and facilities which is resulting in a
growing degree of uniformity and homog-
enisation of wants through out all coun-
tries, developed and developing:

b) further strengthened by the rapid growth
of research and development which is
setling the pace both for economic growth
inthe expansion of agricultural and indus-
trial output and for determining the scope
and content of economic growth, creating
higher value added productsimbued with
increasing knowledge content;?

¢) leading to global businesses concentrat-
ing on increased real values to their cus-
tomers in high quality and low cost prod-
ucts, and selling into a larger market to
finance their growing expenditures and to
lower risks;
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d) accompanied by deregulation of money
markets which is freeing financial flows
from national control, and resulting in.
transnational financial flows and transac- -
tions, aiming at optimising the retums on
resources anywhere in the world, this
financial globalisation outpacing the inter-
nationalisation of both industry and trade;

e) which meansthatinvestment moves about
over the greater part of the world freely,
_making national economies less and less
" national and moving towards interlinked,
interdependent national economies, which
are embryo global economies;

f) one result of which is that large compa-
nies spread out their manufacturing proc-
esses, getting different parts and compo-
nents to be produced or processed in dif-
ferent countries, (Japan for instance pur-
chases 83 per cent of its electronic enter-
tainment equipment from outside Japan);

g) another result along with the compuision
to reduce costs and to absorb in part the
appreciation of the currencies, the busi-
ness are expanding foreign ‘sourcing’ of
their assemblies and even finished prod-
ucts. Thus many large US, UK, Germany:
and Japan businesses have set up facto-
ries in Latin America, NICs, newly indus-
trial countries, like Koreaand Taiwan, and
more recently in the transforming econo--
mies of Eastern Europe and the Com-:
monwealth of independent states (ex-
USSR), everywhere accompanied by a-
more ready transfer of technology.



Globalisation : the Time and Distance
Dimension?

Fyom the above production systems which
aim at eliminating all forms of wastes, at total
commitment .. Juality, there is growing in
such global business houses the establish-
ment of a partnership between management
and workforce committed to continuous im-
provements which will cut product develop-
ment cycles. They are under a double pres-
sure to compress a)the time between design-
ing, making and selling a product, and bjthe
distance between national economies, which
leads them to set up integrated production
facilities around the world and leading to inter
firm agreements to enlarge the scope of their
R&D efforts widen production and marketing
facilities and so win competition in the global
market. There are the same compuisions in
the global businesses on the time front. What
took 200 years, for instance, to move gun
powder from the laboratory to the artillery, is
today taking a few months to move from the
lab to the firm or farm, where the dominating
factor was trial and error, the watch wards
todays are innovation speed, service and
quality to serve the global market demands.
With fast diminishing boundaries, borders and
controls between countries, the traditional
“Nation State™ with clearly marked frontiers is
becoming obsolete and is being replaced by
globalisation of business firms which see the
wide open world market available to them to
be shared and managed globally.

Globalisation : the Volume Dimension

Under globalisation, every product and every
service, every capital investment, every plant
capacity, every production volume grows big
and bigger to meet global business needs. In
this country, power plants, forinstance, of 200
MW were considered as giant size: these
were replaced by S00MW and now 1000MW
turbo sets are considered normal. Sugarplants
with 1250 tonnes crushing capacity a day
regarded as the economic size are being
replaced by 10,000 tonnes crushing capacity
which are just passing the test of viability.
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- utomobile production i

I-ared to the plant capacitj j

.'S 000 times. Similarly inve?u::nﬂe?/reelso::
ihcreasing - from Rs.200 crores in a plant
regarded as mega size, to Rs.500 crores
which now considered meagre,, ontoRs.1500
crores needed for process plants. Bl..ll all

these volumes in Ingi ;
ia are puny in rela
v-orld standards, Y tion to

S today a trickle com-

‘obalisation : Currency Mixeg*

flerence was earlier made

»balisation. The kind of heavy itr?ve':t‘mg‘
valled for by the global producer firms, mobi-
I'sing the necessary resources at reasonable
costs calls for currency arrangements and
mixes that are still in the womb of the nature,
But already the European Community market
is helping to bring into being the Euro Cur-
rency system which avoids the hassles of
Inter currencies conversion in cross border
trade. Businesses are watching this develop-
ing with interest. The future global financial
corporations will be therefore quite different
from the present banks and financial instity-
tions in that they will be dealing with curren-
cles and financial investments which will have

a certain degree of uniformity and so nolgive .

"'s@ 10 conversions problems.

Not only that, the Bank of International
- etllement,(BIS) has committed the group of
wn industrial countries to introduce common
standards of capital adequately by the end of
1992 with the aim of: a) strengthening the
balance sheets of many banks and so gener-
ate greater confidence in the international
banking system and b) creating a better com-
petitive environment by reduced inter bank
customer charges through low capitalised
and fuller use of capacity of the barks. BiS
has divided capital into two basic compo-
nents: a) core or basic equily as First tier
capital: and b) supplementary capital 1o be
used in time of difficulty and classified into
seven groups ranging from undisciosed re-
serves to deductions from capital, such as
deducing. from total capital non consolidated
subsidiaries engaged in banking financial ac.
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tivities. Further agreement has been reached
on : i) the Minimum Capital Ratio which is
set at 8 per cent, ii) Bank Regulation and
Capital Requirement within the European
Community leading on to the creation of a
single internal financial market within the com-
munity, and iii)bank capital from the rating
view point, seen not as means of protection
of depositors but as risk instruments with
ability to absorb losses, as having indefinite
or very long maturity as being free from cov-
enants and as subordinated to claims of all
other creditors.

Capital is only one of the problems that
banking and financial institutions face today.
The creation of new instruments - such as
the action rate preferred stock in the late 80s
which seemed to satisfy the needs of both
investors and issuers but which showed a
disturbing degrec of volatility with investors
demanding ever increasing yield, or subordi-
nated debt which was regarded as capital
but showed that it could not absorb losses -
so that the real means of assessing capital
adequacy is profits, particularly high profit
through retained earnings and raising new
capital through new issues.

Globalisation and International Trade

Earlier reference was made to the
globalisation of International trade not pro-
ceeding at the same pace as the
globalisation of financial markets. ~ Also it
was noted that because of the appreciation
of currencies and because of the high and
escalating labour costs, many cross national
business firms are relocating their export
production in countries with weaker curren-
cies and lower costs.

The globalisation of international trade in-
volves the study of the effects of fiscal and
monetary policies on the trade, the conse-
quent trade and payment imbalances, the
level and quality of industrialisation and
sourcing of intermediates, alongside of the
growing international indebtedness and the
health and viability of the banking system.
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Because they have developed a global
outlook in balancing supply and demand and
weighing profits and losses, alongside o! heir
global connections and widespread produc-
tion facilities over one third of international
trade is today managed and controlled by
multinational companies. Their trade is in
semi products, whose entry is contiolled by
them in various kinds of oligopolies.

Also more and more of international tre e
is based.on international tenders in which
the'multinationals are well ahead, with their
low cost structures and increasing R&D pro-
ducing and providing the latest technology
for the kind sophisticated -products which
these tenders call for.

Globalisation and India

In this penumbra of globalisation where does
India stand?

The Priority Between Poverty Remedial
and Globalisation of Our Production

If a choice has to be made between switch-
ing over to a wage goods production frame
to meet the mass poverty of the people and
the corporate sector entering the area of
globalisation along the main lines set forth
earlier in terms of time, distance, volume,
currency conversion frames and international
trade, the priority lies in the development of
the wage goods model which will address
our immediate problems of poverty and in-
equality. '

That is the priority and not the whole
scenario. Thal is also our immediate prob-
lem and not also our long run needs. From
this point of view there is no need to pose
this issue as an Either or One, Either the
wage goods model or globalisation of Indian
industry, agriculture, services and trade.
Both are needed and both can be accom-
modated provided the timing and phasing
are carefully watched and attended to.



The Wage Goods Model

in this note, the programme of the wage
goods mode! which is the priority for the
country and will meet and correct its short
term pressure points of mass poverty and
growing unemployment is not dealt with.
This priority frame will meet our immediate
problems of deprivation through reviving the
growth of agriculture and allied activities
including small, tiny and village industries, it
will also by being accompanied by and ini-
tiating an agrarian reform - of tenancies,
levels of minimum wage and land ceilings
and redistribution - ensure falling unemploy-
ment and under employment and transfer of
assets from the well to do and the il to do.

A Globalisation Start®

Here the concern is on our entering the area
of globalisation for which we have many
starting points and advantages. A start could
be that the open door to foreign industries
that has been initiated be used for “sourcing”
of some of our imported components and
assemblies - such as motor car components
and assemblies, electronic software, CNC
tools and by the multinationals which are on
the look out for location where high order
technical and managerial capabilities are
available at a lower cost.

A turther globalisation prospect is for those
of manufactures - of finished products like
Marutis, leather garments, or semi products
like processing agro industrial goods which
are now wastelully catering to elite consump-
tion in the country - being exported through
multinationals, as is being done in the case
of our tea exports. But for this, as for ex-
panding home consumption of wage goods,
there is one precondition. The goods and
services produced must conform to quality
standards. As of now only one products
has gained the 1SO mark, 1000. Earlier ref-
erence was made to the imperatives of
quality, service and robustness and here we
need to follow the 1ISO system which UK,
US, Japan and others are changing over to.
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We too can do that and then we will be
the Quality and low cost, league which is :'\
thned interest of both the domestic consumers
and the international importers of goods
and services. o

Another entry point to our move
globalisation i o

tion is fo r our industries which have
reacheq m.temational standards to slot them-
selves in intemational tenders. This is al-
ready the case with some of our firms like
BHEL, Hindustan Lever, but these should
become more general for those few firms
which have graduated to intemational stand-
_ards. This involves study of intemational
Journals and advertisements, as national jour-
nal and advertisements are being studied.
Not only will this entry into international ten-
flers push our R&D forward and integrate in
In production facilities - of agriculture, semi
manufactures and some equipment, - it will
also improve our quality and lower our costs,
professionalise the management institutes
and adapt foreign technology and improve
our marketing techniques as a resutt of this
inter country competition.

The revised policy framework in regard to
FERA provisions in their applicability to pro-
spective global business units has now been
adopted. This change corrects the 60 per
cent Indian equity participation which tended
to isolate Indian production from the global
net works. By this change which points
majority ownership by overseas collabora-
tors, the participating Indian firms are being
exposed 1o world class manufacturing tech-
niques and technologies with immediate and
ready access to the latest R&D activities.
This change may also lead to the multina-
tionals who are currently satisfied with just
being sellers in the Indian market to move
on to integrate their Indian production into
their global set up.

These changes may aiso be the step-
ping stones to our major business firms
developing their scanning capacity to ex-
amine and analyse the world system and
spot in the slots which could become avail-
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_ seas.

able to them and their colleagues in the
comporate sector. Our business units are
now content with a few joint operations with
some firms of and in the south and south
east asian countries. From this collabora-
tive business links, our firms must move on
to establishing global connections for their
production faciiities to become a world wide
endeavor. And in this our business com-
munity which has more than its share of
business acumen and dynamism must move
beyond the traditional areas like textiles into
innovative areas, concentrating on product
differentiation and carving out market seg-
ments in the global trade and business over-

v

Some Crucial Conjunctures

Not only is our clear and over riding priority
for poverty eradication and employment and
equality generation, these priority pro-
grammes are not in compatable with our
entering the world of globel trade and com-
merce, there are also some meeting points,
points of convergence between’ the two.
These points of conjunctures are that the
corporate sector which globally has contrib-
uted to the creation, development, transfer,
diffusion and adoptation of technologies
which contribute to the accumulation of
knowledge and generation of weakh of the
countries, has in India and the developing
countries generally manifested technologi-
cal weaknesses which are both the cause
and eftect of the poverty, inequalities and
underdevelopment characterising” their
economies. Hence there is need for wid-
ening the market for technology, towa_rds
improving the demand for technological
products which will aiso harness the poten-
tial of countries ke India to contribute to
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Globalisation and Immediate Foreign
Trade Concerns

Again, these issues on globalisation in rela-
tion to India may seem somewhat remote
from our immediate foreign trade concerns,
of balance of payment problem, the Ex Imp
policy and loans from the Intenational Insti-
tutions.

Balance of Trade Problem

The Economic Surveys for 1990-91 and for
1991-92 present the details as well as the
overall crucial balance of payments situa-
tion” The trade balance was recovering
from an annual average of -3.4 per cent of
GDP in 1980-85 to -3.2 per cent of GDP per
annum in 1985-90, -2.8 per cent of GDP in
1990-91, but the current account balance
was worsening from -1.3 per cent of GDP per
annum in 1980-85 to -2.2 per cent of GDP
per annum in 1985-90 and -2.5 per cent of
GDP in 1990-91. This worsening situation of
the balance of payments was due to a)rapid
increase of imports, particularly the bulk
imports by 30 per cent in 1990-91 which
table 5.5 highlights and bjthe sharp decline
in net invisibles from 2.2 per cent of GDP per
annum during the VI Plan to 1.0 per cent ot
GDP during. the Vil Plan with a further ca-
{amitous decline to 0.4 per cent of GDP in
the terminal year 1989-90. The immediate
policy response to this comprised fiscal cor-
rection, a 7 points trade policy reform, and
an 8 points industrial policy reform including
public sector reform, - all of which is con-

 chuded by the section of the Ecpnomic Sur-

the expansion of global economic activities. -

Because, as has been pointed out,* a world
in which poverty and inequality are endemic
will always be prone to economic, political
and ecological crises which are global in
their outreach and impact. This is the point
of conjuncture and convergence.
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vey with the caption, - Capability for Seif
improvement, which brings us back to the
globalisation world economic trend in the
words of the survey: “world markets are
more competitive than some hitherto shel-
tered domestic markets. If our agricultural
and industrial products are to compete inter-
nationally, their producers will have to im-
prove their own competitive position continu-
ously through technological and managerial
improvements and adopt themselves rapidly
to changes in international market condi-



tions. This capacity for unceasing adapta-
tion and innovation would need to be devel-
oped™® - which is an imperative for our
domestic as well as our foreign trade.

The Ex-Im Policy

Similar is the story on the Ex-Imp policy
which in effect replaced imports licensing
and linked import entitlements to export earn-
ings. From July 1991, these entitiements
called Ex-Imp scrips were freely tradeable
and had a premium of 30 per cent for most
Part, and from March 1992 this system was
supplemented by the partiaf convertibility of
the Bupee, under which any foreign income
coming into the country could be converted
upto 60 per cent at the market exchange rate
and the balance of 40 per cent at the official
rate. All this was a means of opening the
doors of the country’s foreign trade a little to
world forces of exports-imports but has
proved to be inadequate, as it is resulting in
a sharp increase in imports, with a near
staghant export performance; so that this
further limited opening to global forces, is
leading to a decline inthe country’s reserves
which till March end was Rs.14.5 crores and
declined ‘steadily to Rs.I3.9 crores in May
end. And.so the debate is on, as to whether
the policy should be reversed and the foreign
trade .doors bolted once more, using the
licensing and the imports compression weap-
ons or whether the doors should be opened
more fully by going in for full convertibility ot
the Rupee. On this latter option, full convert-
ibility, there are two caveats. The first is an
economic one, that full covertibility means
that exchange rate changes must be re-
flected in domestic prices of the commodities
which cause them (which are called “bulk
imports™). The second follows from the first
and that is that the use of bulk imports, which
in our case are defence, crude oil and fer-
tilisers, is rationalised and controlled and
when simultaneously exports resume their
upward trend - in the 50s our share of world
trade was 1.96 per cent, in the 60s it fell to
L.I5 per cent, in the 70s further to 0.7 per cent
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and in the 80s to a meagre 0.

In 1990 it has picked up(o°0.54 gr%eerntc:nn:i
should continue this uptrend. The moral
here once more is that an Ex policy
followed by pattial convertibility ig

tioned by global forces of intemational trad:

Loans from international Institution

The World Bank and IDA i

lending for the Plan have il 199}1::;9;
the loans from the intemational mamm .

World Bank, IMF, ADB - referred to here are
in relation to the economic and fiscal crisis
that the country has faced since 1990, for
correcting some of our macro economic im-
balances and for effecting structural adjust-
ments. The first loan from IMF in July 1990
for $600 million which was from our share

the second was the standby loan of 322;
billion in November 1991. The real loan, ang
issues arising from it began with this IMF
loan for $2.2 billion in 1991 November andthe
World Bank loan ¢! $500 million in 1991,
followed by a bank loan of $1 billion for
structural adjustment including the National
Renewal Fund and ADS loan of $213 million
in 1991.theMFCCFIo.\o"230n‘onh
July 1991 and $635 milfion In September
1991. Now the government reports that it is
negotiating an Extended Financial Facilty
(EFF) loan, which will include the standby
credit of $2.2 bilfion, for $5 billion to $7 billion.
The problems faced by the country with the
loans are two fold. One is the burden of their
Tepayment which is reaching rather heavy
Proportions given the total foreign indebted-
ness of the governtnent rising from $69.78
billion in 1990 to $78.42 bilion in 1991,
excluding NRI depdsts. The repayments to
the IMF and World Bank will begin in 1994-
95 at SDR 666 milljon and continue for 10
years and that is when the crunch will be
faced. The second problem is the conditions
attached to the loans (the Worid Bank and
IMF call them ‘conditionalities’ when the term
conditions is perfectly clear and understand-
able). Ofcourse every loan has . conditions
attached to them and | was one of those who
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supported the borrowing from IMF and the
World Bzak at the start, because | saw no
alternative to them. Now more than a year
later 1 find that the conditions are getting
more onerous (the government reported to
parliament accepting 16 conditions in Decem-
ber 1991 vis a vis the Bank and 9 further
conditions in February 1992) and in particu-
lar their implementation is turning into a form
of sanctions - as in the case of the loans for

. what the World Bank calls structural adjust-

ment and the rate of the reform process
demanded by the IMF. As for alternatives
to the loans from the World Bank and IMF,
there are two alternatives - the first is for us
to save a little more (say 0.5 per cent of GDP
to meet our capital needs and to change our
life styles so that the import intensity of our
consumption goods and the capital goods
used for their production is decreased.
Further even as the efficiency of the produc-
tion and distribution systems is improved
and the small starts towards globalisation
suggested earlier are put into effect which

will improve productivity, the flow of Direct .

Foreign Investment will begin to reach levels
envisaged in the VIl Plan, creating in the
process the competitive environment which
is also a hall mark of the global system.

Some Cautions on Globalisation in India

There are also a few cautionary notes that
need to be struck even in the small start to
globalisation of the Indian economy that has
been advocated. .

The first caution is with regard to agricul-
ture and the primary economic sector. In the
many sided structural adjustment pro-
grammes being operated in the country as
from July 1991, there is not one word about
agriculture. There are a few and limited
provisions made for the socially broad rural
development programmes on which the
National Development Council was so exer-
cised. This lacunae and silence with regard
to agriculture in our economic reform strat-
egy currently under way both puzzling and
ominous. It is puzzling in that the absence
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of any systematic approach to the agrarian
question and to the possibility of raising the
productivity of agriculture in the future shows
a kind of changed government perception of
what is important. In the past agriculture
was regarded as important both as the source
of food security and the major means of
employment generation. But today that
emphasis has shifted to the market. Today
the government believes that agricultural
growth, increased foodgrain production can
be attained by a greater resort to markets
and by allowing the price mechanism free
play to the point where relative price move-
ments and profitability ratios will be adequate
for the higher agrarian growth rates that are
expected and needed. (This explains the
concentration in both attention and discus-
sion on deregulation, reduction ‘and with-
drawal of subsidies, exchange rate flexibility
and replacement of government intervention.)
This agricultural strategy is puzzling because
the basic structural and other problems in
agriculture have not been touched. let alone
resolved. They are straining rural stability.
This hands off policy with regard to agricul-
ture is also ominous this year, because it is
recognised that a 5th year of good mon-
soons will be unusual almost miraculous,
and that placed alongside of the perilously
low tevel of our foodstocks particularly wheat,
plus the current low rate of procurement, is
placing the Public Distribution System in some
danger.

A second caution is the pace at which the
food processing industry is being set up.
This is linked to the development of what is
called diversified farming, which is moving
parts of agriculture from growing cereals to
commercial crops. This is a sound and nec-
essary development to increase rural em-
ployment and incomes but its phasing should
be such as not to cause uncertainties in the
rural production, distribution and employ-
ment market. These commercial crops pro-
vide the raw material for the food processing
industries, which are necessary to meet the
growing and effective demand in the domes-
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tic market and for India taking its place in the
competitive global exports area. This again
must be related to their effects on the exist-
ing rural’ economic structure, where 70 per
cent of the people depend for the livelihood
on small scale family famining, which the
agrarian reform programme recommended,
will stabilise if not augment.

Finally the agricultural commodities
processing industry provides the link, the
nexus between agriculture and manutfactures,
and is the area which foreign multinationals
will be attracted to under the open door and
direct foreign investment policies earlier re-
ferred to. India's entry into the global pro-
duction area to develop it as a quality and

low cost activity is inevitable. The way to
counter its negative features is for the indian
counterparts, the few Indian businessmen,
referred to earlier, intelligent, mature,
professionalised, to use technology includi
computerisation and robotisation to stand up
to and equate their production volume and
marketing techniques to any of the multina-
tionals. Only in that will our entry into the
globalised world economy not lead us to
adopt foreign tastes and standards, benefit-
ing the 3 to 5 per cent of the population which
will always be the direct effect of globalisation
and leads us into a debt trap under which,
in accordance with Susan George’s finding,
the poor are made to pay back something
they never wanted, never got and never
benefited from.°
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Health and Human Resources Development =

GOOD heatth is not simply an objective of
development. It is a positive force driving
development. investment in health would
increase both the size and the productivity
of the human capital of a society. “... it has
become more and more clear that health
goes hand in hand with economic and social
development. The questions are - how
serious is the threat to health, what is to be
done about it and who will do it?” - Hiroshi
Nakajima, Director-General, World Health
Organisation.

These questions and related issues were
the focus of the twenty third interdisciplinary
research methodology workshop organised
by the Madras Institute >f Development Stud-
ies in collaboration with the Indian Council of
Social Sciences Research. The workshop
was attended by over 40 participants com-
prising economists, sociologists, medical
experts, environmentalists, statisticians, vol-
untary health organisation representatives,
health activists and health researchers.

The nineteen papers presented and the
discussions and deliberations at the work-
shop were on three broad ranges of issues.
The first category death with problems of
defining, measuring and assessing the heaith
status of a society. The second category
was about the provision of health care - the
demand for it, access to it, the role of private
and public sector in its provision, policy is-

sues relating to it and so on. The third range
of issues were regarding health and soci-
ety, highlighting the interrelationship between
various socio-economic, cultural and techno-
logical factors and the society's health sta-
tus. The overall emphasis was on methodo-
logical aspects relating to health research.

Health Status

Health is in fact a multi-dimensional phenom-
enon. The WHO defines health to denote “a
state of physical, mental and social well-
being and not merely the absence of disease
or infirmity”. Thus, given that health is not
just the absence of iliness and given that
various social, economic, cultural and tech-
nical factors of a society influence and are
in tum influenced by its health status, the
very definition of health status becomes
fuzzy. Measuring and assessing the health
status gets further complicated.

Five papers of the workshop dealt with
these issues. One of them specifically dis-
cussed these problems of definition and
measurement. Two of them dealt with as-
pects of health surveys and two papers
presented some information and analysis on
the present health status in India.

Currently used measures or indices of
health status like infant mortality rates, per
capita food consumption, weight for age and

*®

Statement of the Twenty-third Interdisciplinary Research Methodology Workshop, held at RUSHA,

Vellore, from June 8-10, 1993. This was the second in the series of three Workshops on *Human

Resources Development”.
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occupational health problems. Epidemiologi-
cal studies or impact studies with an inter-
disciplinary approach need to be systemati-

cally carried out in order to understand the -

environmental and occupational health dan-
gers. The approach has to be holistic in
order to encompass the economic, social
and political factors as well as the medical
ones. Such studies are extremely signifi-
cant, especially for developing countries like
ours that are following the development
models of the North, with increasing use of
polluting and toxic technology but without the
necessary awareness about and precautions
against its genetic and other health hazards.

As an extension of the gender bias exist-
ing in the social, cultural and economic
spheres in this country there is also a gender
bias in health care aspects. It was pointed
out that when it comes to investment in
health, boys were seen to be given prefer-
ence over girls especially in rural areas.
Similarly, the family planning programmes
in India have treated women more as targets
to enable carry out the programme of popu-
lation size reduction rather than as decision-
makers who would be able to exercise a
choice regarding acceptance of the pro-
gramme and of the specific mechanisms of
the programme. It is essential to have
policies that would provide women equal
education and equal bargaining powers and

that would provide them equal rights for

decision-making regarding choice of family
Planning programmes. Only then these bi-
ases could be removed. ,

Role of Voluntary Organisations

There was also a panel discussion on the
nature and changing role of voluntary organi-
sations in provision of health care particulasly
in the context-of the structural adjustment
programme. The discussions highlighted
the fact that in the light of the structural’
adjustment programmes there was a greater
role to be played by voluntary organisations,
as the share of public provision of health
care services was likely to come down. These
organisations should play a greater support-
ive and supplementary role. They should get
more structured and more interlinked organi-
sationally aiid can work very effectively in
tandem with the government. But with the
World Bank and other international organi-
sations being interested in selective inter-
ventions and in funding specific health pro-
grammes the priorities of voluntary organisa-
tions are bound to change. The questions
are how much autonomy they would have,
how much would the felt needs of the com-
munity be met and what would be the social

- and financial accountability of the voluntary

organisations and to whom?
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Of Panchayatl Raj and People’s Plans
R. Hema

Decentralised Planning : The Karnateka Experiment by Abdul Aziz, Sage Publications, New Delhi,

1993, pp. 148, Rs.195. (

SUBSEQUENT to the adoption of a socialist
form of governance after independence and
with the national objective being ‘growth with
equity and social justice’, planned develop-
ment was the path chosen for the Indian
econormy. The planning procedure adopted
sought to achieve global (i.e. at the nationai
level) objectives in terms of increasing the
rate of economic growlh.aireducim?:‘y,

yment and ities, a ating
mﬁsdbn andhseowon. it had a macro-
level, top-down approach, where central
agencies at the national and state levels
formulated plans both for the macro and for
the lower spalial levels. This centralist bias
of the planning process led to an enclave
type of growth giving rise o regional, sectoral
and sectional inequalities.

The need to achieve growth with greater
equity at the local levels, to make planning
more responsive to local needs, and to ensure
better implementation of the plan programs,
has made a strong case for decentralised
planning. Two major changes witnessed in
the seventies have created the necessary
climate for this. One was the shift from the
sectoral approach of carlier plans to a re-
gional approach adopted during the Fourth
Five Year Plan. The other was a shift from
‘command polity to demand polity’ where
allocative decisions were increasingly sub-
ject to ‘control by voter sovereignity.

In this background Abdul Aziz critically
evaluates the formulation strategy, the priori-
ties and the implementation of decentralised

MIDS Bufletin, October 1993

plans based on the Karnataka experiment.
He presents a brief discussion of the theo-
retical issues regarding the priorities and
strategies of decentralised planning, sketches
out a normative model that provides guide-

lines for its implementation and an evalua-

tion of the Karnataka experiment with refer-
ence to this normative model. The politico-
adminisirative institutional structure within
which decentralised planning has to be un-
dertaken is dwelt upon at some length.

In his briet theoretical discussion the au-
thor rightly stresses that in order to be re-
garded as decentralised, planning ought to
be carried out by the local bodies, involving
local people and with local perspectives
regarding needs and resource use. What
this calls for is true participation and au-
tonomy in decision-making at the grassroots
level. To achieve this, Aziz points out that,
it would not be enough to have just the
physical institutional structure (in terms of
decentralised political bodies, administrative
and data collecting organisations) in place
but was also essential to have the suitable
environment in terms of both political and
financial autonomy for these local bodies.
On the issue of top-down and bottom-up
linkages of decentralised plans the author
states that the local plans should be well
meshed into the macro plans. However, he
does not suggest any effective mechanisms
that could resolve the conflict between global
optimal and local optimal solutions. This issue
is particularly crucial because it is this diver-



gence belween global oplimal and local
optimal solutions that is responsible for the
failure of macro plans in meeting local needs.

In the chapters on instilutional structure
for decentralised planning and finances of
the Panchayati Raj (PR) institutions, Aziz
presents a very comprehensive description
of how the PR bodies have evolved and
developed over time. He traces the chang-
ing powers and duties of these bodies, their
relationship with other institutions (govern-
ment, bureaucracy) and the degree of politi-
cal and financial autonomy they enjoy. The
picture that emerges is that local govern-
ments are not recognised in the Indian
Constitution as a distinct layer of authority
like the union or state governments. The
state governments are vested with the au-
thority to legislate on all matters relating to
local government bodies. As a result there
is considerable diversity in the structure of
and powers accorded to the PR institutions
indillerent slates. However, in general, these
inslitulions have come a long way from the
inglleclive, nominaled local bodies that were
in charge of the community development
projects of the fifties. Though the degree of
financial autonomy allowed to these bodius
is still limiled, they are witnessing greater
representation of local people (particularly
because members are co-opted from weaker
sections) and are serving as forums for ar-
ticulating the local needs and implementing
the provisions of the macro (national) plans
more effectively and efficiantly.

Karnataka has made a good start in this.
Drawing upon its long pre-independence tra-
dition and experience with regard to local self
governments, Karnataka has developed its
Panchayati Raj institutions. From a two-tier
structure introduced in 1952 it moved on to
a three-tier structure in the sixties. This
system was then replaced by a new PR
system comprising several politico-adminis-
trative bodies, with the passing of the
Karnataka Zilla Parishads, Taluk Panchayat
Samithis, Mandal Panchayats and Nyaya
Panchayats Act in July 1985. The notable
features introduced by this new system were:
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i) separating the development and regula-
1ory responsibilities such that while the
PR institutions were in charge of the de-
velopmental aspects the regulatory func-
tions were vested with the state govemn-
ment officials. Moreover, the administra-
tive machinery of the state government
became accountable to the elected repre-
sentatives of the PR institutions;

ii) setting up of a state finance commission,
on the same lines as the national finance
commission, to make recommendations
on the devolution of funds: and

iii) settingup ofthe State Development Coun-
cil, chaired by the Chief Minister, as an
apex body of the PR system.

Regarding the financial sources and financial
autonomy of the PR institutions, the autho:
presents a fairly detailed picture and this
shows that like the PR institutions in all other
stales, in Karnataka also they have to rely
very heavily on government grants while
their other sources of tax and non-tax rev-
enues formed only a small fraction. The ‘free
outlay’ that was made available 1o the zilla
parishads and mandal panchayats was ohly
5 per cent of the total plan outlay. However,
the state finance commission has made
certain recommendations in this context which

is being considered by the Government of

Karnataka.

After discussing at some length the me-
chanics of the district level and mandal
panchayat level plan processes in Karnataka,
the author sets out to assess this experiment
in decentralised planning. The assessment
is in terms of the efficacy of the district and
mandal level plans in:

a) meeting better the local needs and utilis-
ing the local resources;

b) meshingintothe national/state levelplans;
and

c) monitoring and implementing.
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To examine whether decentralised planning
served local needs better, the author com-
pares:

i) the inter-sectoral aflocations of the plan
outlays at the state and district levels
since 1987;

ii) the district plans of 1987-88 (when they
. were formulated by the state level heads
of departments) and those of 1988-89
and 1989-90 (when the zilla parishads
prepared them); and

iii) the district plans across four regions

grouped by agro-climatic conditions.
These comparisons reveal the following:

i) While the state plans accorded highest
priority to irrigation and energy the district
plans allocated larger proportion of funds
to rural development and social and eco-
nomic infrastructure;

ity structures of the district plans formu-
lated by state departmental heads and
those formulated by zilla parishads; and

iii} thesectoralallocations atthe intra-district
level were in tune with the agro-climatic
conditions. |

The author also observes that the new PR

institutions are more effective in monitoring

and implementing the Plan programs. There

is also greater integration with the state and
macro plans wilnessed in the Karnataka
experiment.

This book by Aziz makes a significant
contribution in highlighting the merits of de-
centralised planning ard provides a very
good insight into the institutional aspects and
the politico-administrative framework needed
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#4245 there is no divergence between the prior-

to successfully implement it. A good de-
scription of Kamataka's pioneering experi-
ment in this direction is provided. However,
the arguments and tools of analysis used for
the assessment seem to be lacking in strength
and rigour. Apart from the fact that the
period of analysis is very short (the differ-
ences in allocations could well have been
due to annual variations rather than any
intended shifts) it is also not clear as to how
sound it is to make judgments on priorities,
based only on the proportion of funds allo-
cated. An analysis of the rationale for such
allocations may have provided greater
insights. Moreover, when the state level sec-
tors and the district level sectors for plan
allocations are demarcated (and are not iden-
tical) and when bulk of the district plan re-
sources are funded from state government
grants, comparing the inter-sectoral priorities
at these two levels does not seem to be
signiticant.

The message that decentralised planning
is important in order to have a more socially
equitable development and that a good sys-
tem of Panchayati Raj institutions, that are
democratically elected, truly representative
and politically and financially autonomous,
need to be in place to effectively implement
these, is well brought home. The Seventy
Fifth Constitution Amendment Act does hold
out some hope in this direction. By making
it mandatory to institute PR bodies and hold
elections regularly, this Act recognises the
local bodies as a distinct layer of authority
and by providing for the constitution of state
finance commissions it allows for greater
financial autonomy.

This timely contribution by Abdul Aziz
would be a useful source of reterence for
researchers and for people involved with
policy-making in this area.
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EDITORIAL HIGHLIGHTS

introduction

FOR this month of November, the editorial
covers somewhat briefly three levels, state,
national and intlemational. At the state level
the revival ot district planning and the call for
the states to fall in line with the national
economic reform policy, together with the
problems involved are indicated. inthe power
area the coal row between the centre and the
state has been provisonally settled with the
centre's position upheld by the courts. The
overall power position for the moment is sat-

. isfactory, with some black outs and power

cuts to balance supply and demand. The
North Madras Thermal station has raised
problems because of its cost escalation. In
the water area the establishment of \'/ater
Management Cells inthe districts, the growth
ot salinity because of defective irrigation and
the World Bank's appeal to the two states,
Karnataka and Tamil Nadu, to settle the
Cauvery issue speedily are noted. In agricul-
ture the South West monsoon effects in the
districts and the peaking of the kuruvai har-
vest at month's end along side of the long
range plan for livestock and poultry in the
state are noted. The problem of aiming at the
objective of self sufficiency in foodgrains is
analysed, with no solution proposed. In the
industrial area the further planning for the
industrial park and comidor to Singapore is
discussed. The month's development include
the building of the oil bank terminal which
would also help expand exports, Ashok
Leyland's expansion, SPICs new plan along
§ide of some problems raised by ils foreign
investment buying into this well run company,
Binny's diversification, Madras Relineries
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progress and the set back in Madras Fertilis-
ers, ELCOT's expansion and TIDCO Tyres
with Raunaq's enterprises are detailed. The
developing of a new fishing harbour is also
highlighted. Atthe nationaillevel, inthe power
field the growing indebtedness of State Elec-
tricity Board to both NPC and CIL and the
unease caused in the World Bank about this
are referred to. The new developments are

the 66 power projects applied for by the
private sector and the plans for expanding

non conventional energy. In the economy
area the rate of inflation is referred to along
with the effect ot economic reforms on the
economy. The Bombay stock exchange after
a period of panic trading has recorded a rally.
The RBI's annual report refers to the delete-
rious effects onthe economy of the increasing
R8I credit to the cenfral government and the
distortion of the reform efforl. The worsening
of the fiscal deficit is also referred to along
side of the IMF advise for India to move faster
onthereforms. The RBlannual report projects
an improved rate of economic growth for
1993-94 mainly based on the good perform-
ance of agriculture following from the good
monsoon. The effects of the reduction in the
lending rates and the deposit rales are dis-
cussed along with the rising indebtedness,
domestic and foreign, ot the government. The
13 days truck strike which ended on Septem-
ber 28 has caused a serious loss of industrial
production and the reduction in exports. In
agriculture a good south west monsoon is
referred to with its positive affect on the kharit
crop whichis forecast to reach the same level
as last year. 1t also improves the terms of



~.

"y
=

~-growing food stocks and the state of the poor

% 440

N Q‘ e .
ssfencout tﬁg,(armer. The relation between the

is briefly discussed. The 24 research reports
are also analysed, noting the increasing re-
search effort in the cereals field. The new
regional programme, namely the Farmers
centred Agricultural Resources Management
(FARM)was launchedinthe monthwith UNDP
assistance of $12 million. In the area of
Plantation crops, the increasedtea production
vis a vis lastyear, the Coffec Board resolution
fora Free Sales Quota (FSQ) are referred to.
In the industrial area the rate of industrial
growth which is siowly picking up in the first
two months alongside ol a decline in the
current year is discussed. Along with the
performance of the private corporate sector
where the annual report of ICICI shows falling
profits, the latest data reported by CMIE
shows a slight recovery. The SSI develop-
ments are also discussed particularly in rela-
tionto IRBI sanction. The newtextile policy is
referred to along with some questions. inthe
foreigntradefield, the improved export growth
rate of around 21 per cent along with the
decline in the growth of imports is shown to
reduce the trade gap and fadilitate the Bal-
ance of Payment position. The good indi-
vidual export performance are also briefly
outlined. The foreign loans and aid are briefly
discussed. Inthe Human Resources Devel-
opment field therelalively satisfactory progress
inthe literacy campaign is indicated. Alsothe
preparatory work and documents forthe sum-
mit meeting of the nine most populous coun-
tries in the world is discussed. In the health
fieldthe growing population controlprogramme
is noted. In the employment area tie latest,
48th round of NSS data on employment and
unemployment is analysed in some detail -
with its effect of poverty. The new youth
employment scheme launchedby the govern-
ment is referred to. In the international sec-
tion, the IMF annual report indicating stuggish
economic growth in the world except in some
East Asian countries is discussed. Also the
IMF decision to increase the next issue of
SDRs and provide for a continuation of the
Enhanced Structural Adjustment Facility

(ESAF) are noted with satisfaction. The World
Bank's caution on the results of not going in
for higher investment of Human Resources to
fight world poverty is noted as one contrary
element in relation to its advocacy of the free
market economy. GATTs negotiations and
discussion of the Dunkel Draft are referredto.
UNCTAD's propogedreview of GSP arerather
pessimistically outlined. The falling interna-
tional trade trends in the developing world are
noted. The ILO's programme to fight child
employment is also indicated with some sat-

“isfaction. In relation to other items of interest

to the institute, the debate on social economic
problems facing India organised at the Anna
University, the discussions of the meeting of
Commission of Direct Taxes for the Southemn
Region, the SRC/TNBCE bi monthly meet-
ings together with the International Literacy
Day celebrated in Madras by SRC and the
award of certificates at the conclusion of the
training programme of the literacy instructors,
the meeting of the Tamil Nadu State Council
for Science and Technology, the India Inter-
national Centre monthly panel discussion on
India, East Asia and the Pacific and their
economic relations and the ting of the
Prannig Gmidp o m oting of

and the choice of the Vice Chancelldi of the
Banaras Hindu University are referred to.

State
Plan

A right step is the state’s decision to prepare
master plans for each district, in relation to its
population growth, increaseintratfic and other
related economic matters over the next four

decades. This will also be a reference docu- -

ment for the government's building grants for
factories, schools, colleges, hospitals etc. An
important issue has been raised at the Na-
tional Development Council by the Prime Min-
ister in his statement that the state should
follow the economic reforms initiated by the
centre. But the states have been fighting
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against over centralisation of powers by the
centre, which for instance in the case of
industrial regulations has reduced the states
to just large size municipalities. The states
now following the economic reforms of the
centre (which includes decentralization which
is a non starter) experiences a different sce-
nario. The rationale, however, for centraliza-
tion in Industrial development which the new
eddhomic policy would accelerate is that such
centralisation is required to ensure a proper
linkage of the country, due to wide spread ot
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scarce raw materials like coal, oil and miner- -

als to help the spread of industry all over the
country. But the concentration at the centre
has only resulted in extension of power by the
vast bureaucracy which has delayed decision
on licenses for selling up units. Even so,
Tamil Nadu was one of the states which did
fairly well in industrial development upto the
mid 60s mainly because of the dynamism of
the then chief ministers. But for a rational and
fairindustrial policy, these personal and politi-
i tactors shoukd not be the major factors and
as long as these are not dealt with, the prime
minister’s appeal for the states to follow the
centre in its reform policy will receive no
response. The response calls for afair appor-
tioning of the investment flows between the
states taking into account their infrastructural
and other facilities.

Power

The coal import controversy between the
state and the centre referred 1o in the last
issue is now in the high court whichhas asked
forallthedocuments to ensure thereal position
with regard to the coal stocks in the state, the
quality of imported coal etc. It has in the
interimvacated its injunction preventing Tamil
Nadu Electricity Board from opening fresh
letters of credit. However, TNEB has itself
decided not to go in for them. On the powier
front for the state, the situation is somewhat
confused. On the one hand there are
encouraging signs such as the outstanding
dues of the Electricity Boards totalling Rs.4000
crores beginning to decline, the increased
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interest of foreign companies in the power
sector, particularly ifthe demand is expedited
to assure their profitability. Further PLF is
doing well and is likely to cross 58 per cent in
1991-92 and the following year against 53 per
centin 1990-91. This means for instance that
even a one per cent increase will mean an
additional availability of 723 MW or Rs. 2500
crores. For this state however, there seems
to be difficult days ahead caused by the poor
storage position in hydel reservoirs and
inadequate coal stock. Inthis connection, the
loading ports of Haldia, Paradeep and
Vishakapatnam not having such stocks is
also worrisome. This in a sense is the back
drop to the coal import controversy. Further,
the North Madras thermal station in addition
tothe slippage it has suffered, has been hit by
the huge cost escalation. This makes the
project impossible for TNEB which has been
helped so far by the ADB.

Water

The water situation in Madras and its district
continues to be extremely serious. All three
city storage reservoirs - Poondi, Red Hills and
Sholavaram (the combined storage is 6483
mc ft.) are Continuing to be totally dry. Inthe
months of August and September there have
been rains, rather light but which have
prevented the ground water level from further
declining. Inindustries, the response to these
severe water shortage has been to recycle
water which is being done regularly by
industries such as Fl, MRlI etc. Cll proposes to
set up a water management cell with
governmerit's cooperation to bring about
effective action for industrial use of water. it
estimates that whilethe alternative demands
of industry in all areas for Madras is 30 per
cent of the metropolsis overall demand, the
32 industries in Manali and Ennore need
about 30 million gallons per day. They needto
set up an increasing number of desalination
plants specially inthe coastal areas of Manali,
Cuddalore and Tuticorin. It is now expected

thatthe water management cells jointly by Cil
and MMWSSW will be explored. In this
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connection one furtherimportant development
is the decision of the'state govemment to go
in for seed clouding, with the contract being
concluded between metro water and the
Atmospheric Incorporation USA. As a result,
the first seed clouding was undertaken on
September 1 on an experimental basis. This
trial run produced good rains inthe catchment
areas but its quantification will take about a
week to 15 days. This cloud seeding is now
the second experiment after a gap of 8 years
and looks as if it is likely t¢ be successtul. In
the water field, the lack of Cauvery agreement
between Tamil Nadu and Karnataka has
attracted the special attention of the World
Bank which is concemed about the problems
created for water users in both states. In its
report on water management world wide, it
urges the two states to arrive speedily at an
agreed position on the use of Cauvery waters.
It is critical of Karnataka for misusing its
position of being the upper riparian state,
equally of Tamil Nadu for standing on its
acquired rights. In this connection Guhan's
brochure on Cauvery Water Dispute is
important as referred 1o in the last issue.

Agriculture

For the state as a whole, agriculture has
profited from the normal rainfall in the South
West monsoon. 12 out of 22 districts in the
state have registered “above normal” rainfall
namely Pasumpon Muthuramalinga Thevar
(50 per cent above normal), Kamarajar (41
per cent), North Arcot (25 per cent),
Dharmapuri (27 percent), South Arcot (23 per
cent), Periyar (23 per cent), Salem (17 per
cent), Madurai (15 per cent), Dindigul - Anna
(5 per cent), Tiruchy (7), Nilgiris (3 per cent).
The districts which received deficient. rainfall
were Nellai Kattabomman (23 per cent below
normal), Kanyakumari (-44 per cent),
Thanjavur (-37 per cent), Ramanathapuram
(-28 per cent),Sambavarayan (-23 per cent),
Coimbatore (-16 per cent), Pudukottai (-6 per
cent), VOC (-5 per cent), Quaid-e-Milleth (-2)
and Chengai MGR (-1). Thus all the districts
ol Tamil Nadu should see cither normal or

excess rainfall during the year, with 5 per cent
excess during the South West monsoon. The
Kuruvai paddy harvest is now completed by
the end of the month and the arrival of freshly
harvested paddy is pickingup in Nagapattinam,
Quaid-e-Milleth districts and Thanjavur. The
first analysis shows that the average output is
more than 6 tonnes of paddy per hectare.
This is good, given the uncertainty faced by
the farmer due to the Cauvery disagreement.
Inthe area of horticutture Tamit Nadu occupies
the first place in the country in the production
of banana, mango and other fruits which
however is not being used for adequate
processing and preservation both for internal
and external use. Looking at the agricultural
economy of the state, it is noted that it has
stagnated considerably from the start of
planning in 1950 to 1989-90 where total
foodgrain production had been more or less
stable running from 47.39 lakh tonnes to
42.40lakhtonnes with varying rates of growth
at 5.3 per cent in the 60s, 1.2 per cent in 70s
and 16.39 per cent in the 80s. In the case of
nonfoodgrains;covering - sugarcane, colton,
groundnut and others there has been a simitar
trend with the 60s recording 7.8 per cent
annual average growth, 1970 recording 3.32
per cent and -10.24 per cent in the 80s. This
record gces along with the small size of
holdings (1 heclare against the ail India
Averageof 2hectares), the skewed distribution
ofland asset, the dry wet ratio -55:45, and the
food and non food crop ratio of 75:25. The
instability in foodgrain productionis a reflection
ot the erratic monsoon. The income elasticity
of demand for foodgrain in the state is 0.58,
rate of population growth is 1.75 per cent and
per capita income growth 2 per cent. This
gives an anticipated growth of demand at 3
per cent and the demand for foodgrain at

106.65 lakh tonnes in 2000 AD. With water

resources a major constraint, the net area
irrigated rose from 21 lakh hectare in the 30s
1o 25.49 lakh hectare in the 80s. The decade
trendinyieldrates shows a moderateincrease
withe three decades since planning, showing
a good production performance of foodgrains
but which is never adequate for the state,
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which is always on the margin of lack of
adequate food stocks.

The state government in September
announced a long needed long range plan
for development of livestock and poultry
including both the brand of local livestock
as well as the large scale production of
fodder and effective health care. The
World Bank assistance will be available
for this long range programme costing
Rs.46.62 crores which will arrest the
dwindling pasture, improve the cultivation
ol lodder crops including nutrition lodder,
which will be made available to the
farmers.

Industry

In the industrial area in the state the develop-
ment of certain industries need to be noted.
The Rs.125.64 crores modernisation cum
rehabilitation programme of the textile mills of
Binny is being revised with the heip of IDBI,
the State Bank and ICICI. These clearances
however are taking time mainly because the
modernising has been delayed so long and
the increasing competition faced from the
decentralised sector. Ashok Leyland reports
thatinthecurrentyear 1993-94 its programme
of consolidation of its truck and bus produc-
tion shows improved performance during the
year. In this connection it is being helped as
a result of its alliance with the Hinduja Group
and lveco which is helping it *> weather the
worst of the recession effects and promote
the beginning of a recovery. MRL referred to
earlier announced an ambitious 10 year per-
spective plan for a major diversification and
expansion at a cost of Rs.5000 crores. This
involves ensuring new areas such as trading,
energy management, consultancy, fertiliser
production and delicensing. While expanding
its existing activities, the company terms it as
its contribution o the process of globalising of
the Indian economy. A help to industry in the
state is the $100 million oil bank terminal
being set up near Madras with the coopera-
tion of a consortium of Dutch, Singapore as
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well as SPIC and TIDCO companies. Its first
priority is the increased supply of chemicals
which will meet not only the needs of the state
but aiso the South Asian region. Another
external company, the Apollo Tyres (chair-
man Raunaqg Singh) in collaboration with
TIDCO is setting up a nitro phosphate com-
plex at a cost of Rs.760 crores. This is stated
by the company to be the start of a host of
other investment projects now under consid-
erationin the state. The state is also embark-
ing on a new area. The Singapore Corridor
will also involve anindnistrial park. Itis making
aformal application to the foreign investment
promotion board for this, as part of the India
-Singapore fast trade corridor. This calls for
several concessions from the state govern-
mentinorderto atiract foreigninvestmentinto
the industrial park and to improve trade with
Singapore. The industrial deregulation pro-
gramme is having some negative effect on
some of the industries. The decontrol of
fertilisers and the tall in its consumption has
adversely affected the production and finan-
cial results of Manali Fertiliser Ltd (MFL). The
company reports that fertiliser consumption
has decreased by 25 per cent since August
1992 when decontrol was announced. The
question is whetharthe decontrol should have
been gradually phased because in the long
runthere is no altemative to the deregu'ation.
Another company which is also moving in a
new directionis ELCOT, the New Erawhichis
raising capital from the market to finarice its
100 per cent export oriented project located in
MEPZ. The project will go onstream in De-
cember and its technical cooperation in Swit-
zerland is helpful. The state level export
promotion committee at its first meeting in
September recorded two contrary trends in
the state’s export performance. Reserve
Bank reports that a major part of the Southemn-
region annual exports is from the state. But
this trend in the last few years has been a
declining one, particularly in relation 1o the
state domestic product in the years 1990-91
and 1991-92. These need attention by the
state. SPIC’s decision to dilute 35 per cent of
its equity in favour of foreign investors raises



qQuestions about the future of foreign invest-
ment in this country. While SPICs offer itself
cannot be objected to on the basis of which it
isbeing offeredto is questionable. it looks as
if SPlC is promising more than it can deliver,
WhK.:h. might disrupt orderly overseas equity
participation in the country and our invest-
ments being fair unreal and coloured facts.

National

Power

The very large indebtedness of over Rs.4000
crores of the SEBs to the National Power
Corporation was earlier referred to though
with a slight positive note inthe volume begin-
ningtodecline. But additionally the SEBs owe
ahuge Rs.28CO crores to L. Also reference is
made to the positive impact of the interest of
the private sector in the power field. The
government reports that the private sector
has signed 66 power projects involving a
generation capacity of 28044 MW and invest-
ment of Rs.83,993 crores. This is certainly a
quantum jump in the private seclor's interest
and entry and is a positive factor in relation to
thR tunds starved Indian Power sector. in
order that these private sector interests may
be actualised, it is important as noted earlier
that the prices of power and the price per unit
of power and the payments should be regular-
ised and speeded up.

In the power area the ministry announced
that a programme to achieve a target of 2000
MW energy from non conventional energy
sources will be targeted during the 8th plan.
Of the 2000 MW envisaged, wind energy will
account for BOMW for which 500 sites have
been identified where large wind mills could
be set up. Here again even more than in the
wind energy ‘ield, inthe solar energy field, the
private sector has already become active.
Majority of the villages of the country particu-
larly those not fully electrilied could reduce the
time involved if solar energy is used. 90 per
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cent of the budget of the Ministry of Non
Conventional Energy is being allocated for the
exploitation of renewable energy sources in
the rural areas and to create a new set of
énergy entrepreneurs who would set up units
to generate power from non conventionat
energy sources.

Prices

The annual rate of inflation as at August 28,
1993 is recorded at 6.57 per cent. The official
wholesale price index for the week ended
August 28, was 244 8 with a | per cent in-
crease in the index for primary articles par-
licularly the food articles which have gone up
by 1.5 per cent. It is important to recall that
what is being reported is not decline in prices,
but a decline in the rate of increase of prices
for the year. The truckers thirteen day strike
was ended on September 28. The extent to
which the industrial production and exports
have been disrupted will be carefully weighed
during the coming days. The South reports
that 50 per cent of its industrial output and

Rs.1000 crores of its exports were lost during
this period.

Economy

Continuing the analysis of the impact of re-
forms on the economy undertaken in the iast
issue, the Reserve Bank of india report con-
firms that it does not have the instruments to
implement thetargets set by structural adjust-
ment programme. That is, it holds inflation to
be resurgent and at the same time providing
cheapcreditand redirecting financialresources
from the government to the commercial sec-
tor. What the Reserve Bank is stating is that
there is incoherence and weaknesses in our
reform policy which causes the resurgence of
inflation and the counterpart devaluation of
the rupee - which could undermine the struc-
tural reform of the financial sector. Despite
culting back on public investment, deficit
financing is increasin_g as will be noted later.
Fiscal prolifigacy has injected too muchmoney
Into the economy and into the commercial
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banks this year. To correct this and avoid the
spurring of inflation, the cost of credit will have
to be raised which cannot be done because
the CRR is to be reduced from the current
16.5 per cent to 10 per cent by 1997. With-
drawal of money through the sale of govern-
ment securities from the Reserve Bank is a
non starter because such withdrawals can
only be at adiscount of government securities
which willmake nonsense of the programmed
reduction in SLR to 25 per cent by March
1996. Fiscal policy has thus widened the
access of both government and business to
money and credit. The RBI solution for the
government to cut back the liquidity would
also raise the question of going back on
economic growth moving into recession. Thus
the country’s economic reform programme
which should be raising the growth rate of the
economy is not doing so as the Reserve Bank
inits annual report shows. The economy now
is in a situation where it needs far more
investment than in the past for a given unit of
output. In the 80s Rs.360 crores of new
investment gave an additional output of 100
crores (an ICOR of 3.6). According to RBI
during 1990-91 10 1992-93, ICOR has shot up
lo 6.6, that is a new investment of Rs.600
crores is needed for a Rs.l00 crore output
during this three year period covering the
reform programme. This is also borne out by
the factthatinthe 80s an investment of 21 per
cent of GDP has now become the equivatent
of 23 per cent which points the urgent need for
increasing productivity inthe economy to bring
down the disturbirg rise in the ICOR. Against
this background the IMF advises in its current
global economic survey thatIndia should move
faster and take more decisive action in the
implementation of tax reform, develop a more
competitive banking system and take steps
for further consolidating credit. This may be
good advise from the IMF point of view but
cannot be implemented in the Indian condi-
tions. Hence the IMF and V. rld Bank aid
needsto betailoredtowhatic  ssible for the
economic reform programm-- e country,
which also means that the - - an the re-
sourcesofthesetwo agencies -* * .idbeginto
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decline. This necessity should not be over-
looked by the laudatory IMF reference to
India's reform effort which as noted earlier
requires to speed up the pace and quality of
liberalisation. Theirreconcilable problemhere
is that the finance minister has rightly empha-
sised the possibility of a large scale of deficit
than has existed with the proposed adjust-
ment programme, while the fund states its
opposition to any such increase. This means
that there is need to evolve a package of
policy measures covering trade, fiscal, mon-
etary and industrial policies which can both
meet the needs of fiscal consolidation and
micro economic adaptations. This transition
to the market economy is not painless and so
there must be actionto ensure thatthe burden
of adjustment is proportionately shared by
different classes. While the growth towards
privatisation is part of the push towards the
market economy, apart from the problem of
sick public enterprises, the privatisation of
public enterprises in general has to be limited
and selective as the example of China and
Poland show. The liberalisation process also
seems to attract some colourful but irrelevant
statement by the finance minister as in the
case of promoters being allowed to hold an
equity stake of 75 per cent, when their present
stake is microscopic. If the suggestion for 75
per cent equity stake to be held by domestic
promoters is meant 1o counterbalance the 51
per cent stake ot foreigners, it is a case of
comparing incomparables.

RBI's annual report for 1992-93 basing
itself on the high growth of agriculture and
projected improvement in industry forecasts
that real GDP growth in the current fiscal year
will be around 5 per cent, with the real indus-
trial growth rate at 4.5 per cent, which in a
senseis the resultof the improved agricultural
output. This trend strengthened by agricul-
ture should also lead to lower import intensity
of output and the recovery in the industrial
growth rate referred to eailier. However the
medium term export growth is projected at
about 15 per cent per annum in dollar terms
with a significant narrowing of the trade defi-
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cit. This positive scenariois also confirmed by
IMF which in its latest annual report refers to
India as the future front runnerin the growth of
world economy and moving rapidly towards
close integration with the world economy.
However, a sober note s struck bythefinance
minister about the concern caused by the
present fiscal situation of the country. The
deficit of the centre is computed at a high
‘Rs.17,000 crores and that of the states an
additional Rs.7000 crores for the current fi-
nancial year. The RB! annual report reters to
the alarming increase in the centre's budget
deficit during the early months of 1993-93
which by August 20 was of the order of
Rs.21,065 crores ‘involving a high net RBI
credit to government at Rs.16,245 crores.
Unlessthesetrends are reversedthere would
be a large monetary expansion and a sharp
rise in prices.

In July, there has been a slow down but is
this partof atrend? The key is for government
expenditure not to exceed government rev-
enue. That is the only way in which the RB|
credit to government can be kept under con-
trol. However, the prospects are not favour-
able. As of August 6, 1993, the monetised
deficit stood at a high Rs. 16,445 crores far in
‘excess of the Rs.4314 crores budget for the
entireyear 1993-94, and farabovethe Rs. 7872
crores during the comparable period of 1992-
93. Further, disorderly movement in the cen-
tral deficit will get reflected inthe development
effort and nullify the government's promises
about improved social welfare planning and
have deleterious effect on poverty alleviation
and employmentgeneration as we have noted
earlier. Here the centre’s announcement of
the appointment of a new pay commission
has a pointer in the direction of their being a
growing gap between the precept of fiscal
prudence and discipline and the praclice of
meeting of populistdemands. The RBiannual
repont refers 1o the rising share in direct tax
fromtotal tax collection during the three years
1990-91 {0 1993-94. But thisis duelothelow
overall lax revenue base following the cut in
customs lariffs. The question is whether the

contribution of direct tax to the exchequer will
grow for reasons other than softening the
regressiveness of :ndirect taxation. In the
1993-94 budget, excise dues were reducedto
counter the recession in a number of indus-
tries. Similarly the promise to enlarge
MODVAT is motivated by reasons of fiscal
etficiency. Since the regressiveness of indi-
rect taxation s a fact, there is a case both for
making indirect taxes progressive and for
getting more out of direct taxes. Unforu-
nately the government has eschewed both
measures. The government should not give
into pressure from the middle classes on
raising the exemption limit for income tax and
providing increasing reductions. Instead there
should be a widening of the personal income
tax net.

During September there have been impor-
tantchanges in bank rates. Bank lending and
deposit rates were cut by 1 per cent (15 and
10 per cent respectively) as from September
1. Is this an affirmation of the governments’
commitment to an interest regime that is
consistent with the rate of inflation. Banks'
profitability will not be affected because the
two rates are moving in tandom but will the
growth of bank deposits be assured?, a ques-
tion which arises from the previous experi-
ence in cultingthe deposit rate. There is also
the question whether this is a move towards
adopting a market determined rate structure
which has its pros and cons.

On the stock exchange there was during
the month a period of panic mainly due to the
altachment by the income tax department of
shares in some prominent companies like
Apollo Tyres, Castrol, ACC, Great Eastern
Shipping etc. this block listing of nine compa-
nies shares of Rs.300 crores by the 1ax de-
pariment. Butthis dipinprices was short lived
reflecting the buoyant mood of the market.
The BSA sensitive index rose by 41 points, in
expectation of that the income Tax Authori-
lies would make known the names of offend-
ing stock brokers. Also during the month the
Securities and Exchange Boardo! India (SEBI)
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announced its planto introduce a comprehen-
sive legislation for setting up norms for share
depositors.

The Tenth Finance Commission now visit-
ing various states, states that the debt buitt up
for all the states stood at a massive
Rs.1,25,000 crores. The Commission ex-
pressed its concem at this massive indebted-
ness and wants the states led by the most
developed ones like Maharastra to take the
lead in reducing their indebtedness.

Agricuiture

In September therevival of the monsoonrains
provides bright crop prospects. According to
the agricultural secretary, the monsoon rains
inthe North and North West increases the soil
moisture for a good rabi crop and has saved
the kharit paddy crop. Between July t and
September 1, 26 of the 38 meteorological sub
divisions received normal or excess rainfall
covering 67 per cent of the districts. This
removes fears of shortfall in kharif production
because of the prevailing dry spell in parts of
North India, in late August and early Septem-
ber, relieved however later by the revival of
themonsoon. Hence forthe kharit season the
expectation now is that the crop will be 103
million tonnes which is the same as that of last
year, with the paddy crop being lower than
that of last year and coarse cereals better at
32.3 million tonnes which would balance a
shortfallin paddy. The positive outlook for rabi
wheat is strengthened by the development of
7 new HYV seeds which will take rabi produc-
tion above the previous year's 57 million
tonnes. The grain target for rabi 1993-94 has
been set at 82.5 million tonnes compared to
last year's 79.75 million tonnes and the actual
produclion of 78 million tonnes. The total
kharif production is being estimated at 100
million tonnes and the oil seccis output at il
million tonnes. This was the outcome of the
national conference of agricultural campaign
held at the end of September. To keep down
openmarketprices andrelease storage space,
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FCT announced at the end of September that
it will sell wheat from its buffer stock in the
open market from October. A positive devel-
opment is that the bountiful rains in the major
soya bean growing regions have made possi-
ble a bumper crop of soya beans grown over
43 lakh hectares. The disturbing thing about
our agricuftural situation is that it is so heavily
dependent on the monsoon. There is particu-
lar relevance with regard to the advise of the
World Resources Institute, Washington that
Punjab should move away from rice cultiva-
tion and concentrate on less water demand-
ing crops, letting other areas than Punjab
which have more suitable soils and climate 1o
take uptheslack. Thereliance onthe monsoon
might also decline with the new HYV varieties
referred to earlier now in use and optimum
dozes of inorganic ferilisers and pesticides.
Butallthisis part ofthe change infarmpolicies
which are described as far reaching to match
the industrial and trade reforms. i agriculture
is to be a major participant in the reform
process R must be made less nature depend-
ing. But what ever policies maybe formulated,
the financial crunch faced by the country is
forcing a decline on essential farm research.
The All India Coordinated Wheat Improve-
ment Project for instance which is the engine
of the wheat revolution is heading this proc-
ess. The 8thplan aflocationof Rs.10.50 crores
is not sufficient to meet even the pay and
allowances of the staff at its centres. This
needtobe taced and more resources, internal
and external, moved into this area. Here a
report by operation gvaluation division of the
World Bank that the World Bank should stop
funding projects in India which require forcible
resettiement may release funds for intensify-
ing operation research. There are some 8
large projects such as Karnataka irrigation,
Guijarat medium irrigation, second Singraull
thermal project, Tharakpur Thermal project,
Madhya Pradesh medium irrigation, MP
major irrigation, Subbar Marekha irrigation,
andthe second Orissairrigation which require
such review and recasting. This may also
ensure that agricultural policy is aimed at
sustainable farm development.
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In regard 1o the problem of foodgrain stocks,
procurement priceés and the rural poor,
foodgrain stocks are climbing up in response
to the record increase in procurement/sup-
port prices which benefits the large farmers
and private traders who held back foodgrain
stocks last year. The problem is not only
optimal realisation from experience which the
Union Minister of Food crops emphasised but
alsotheimperative need of ensuring the coun-
try’s genuine food security. The coexistence
of some 40 per cent of the people being under
nourished and about the same number living
below the poverty line not being able to have
two square meals a day along side of a
surplus of 20 - 25 million tonnes of foodgrains
is not only a mark of socia! inequality but also
one of lack of agricultural stability. In this
contexttaking account ofthe future uncertain-
ties as regard to supplies and prices of
foodgrains in the domestic market, there is no
real genuine foodgrain surplus. On the sug-
gestionto export in sizable qualities, even the
alternative suggestion of exporting the fine
quality foodgrains like basumati and impont-
ing the cheap varieties is no solution. In this
context the launching of the new regional
programme of integrated farmer centre agri-
cultural resources management FARM) with
a $12 million UNDP grant might enhance the

resources of the poor and marginal farmer
which would be helpful.

On farm research 24 reports have been
recorded in the month of September with 5 in
the area of cereals (both seeds and control of
pests), fruits and vegetables 8, flowers, seeds
and soil 6, animal husbandry 3. Thisis a better
planned research record with stronger em-
phasis on cereals than in the past, as well as
on fruits and vegetables. The area which is

lackingis in regard to animal husbandry which
needs a strong push.

Plantation Crops

In September, UPASI has asked for a sepa-
rate plantation policy resohtion which is im-
portant and worth careful atlention. There are

targets for each of the plantation crops, but
what is needed is a large consigtent frame-
work which can helpdetermine changesinthe
targets, and their priorities. It would atso help
the government to react more quickly 16 the-

rapid and unpredictable changes inthe world '

and domestic markets on plantation products.
This would also acknowledge the need for a
separate policy frame for the plantation sector
from the rest of agriculture. As this sector is
much more sensitive to world market trends,
this would also call for our definition of the role
of commodity boards to allow them to grow
into effective matrketing and development
agencies which may also enable them 1o
generate adequate resources. One principled
condition is that production in this sector
should not fluctuate 1oo widely from year to
year. An effective policy framework would
help raising production to levels where the
export surplus is always available at minimal
costs. In the area of Tea, a project to revive
tea cultivation in the hill regions of Gharwal
and Kumoanis being launched, bothto create
employment for the hill people and promote
the country’s tea exports. A large number of
old tea gardens are beirg regenerated and
new estates being developed. Saplings have
been brought from Silliguri and Palampur for
the 23,000 hectares of land being developed
in the project. With regard to Coffee, the
Coffee Board projects a bright outiook for the
year. Itis very much hoped that the increase
in prices recorded in the last 10 months will
continuethroughthe year. Theintroductionof
ISQ had beneiited ‘he growers particularly
large ones by enabling them to 1etc_h higher
rates. It is hoped similarly that the introduc-
tion of FSQ now under study by the govern-
ment will solve the perennial problem of sur-
plus faced by the coffee industry.

Industry

At the macro level, the index of industrial
production shows anincrease by 1.5 per cent
in April and May 1993, the first two months of
the fiscal year against the rise of 5.9 per cent
in that period in 1992-93. Manufacturing was
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up by 1.9 per cent against last year's 4.8 per
cent, electricity by 7.9 per cent compared to
last year's 5.9 per cent and mining declinedto
7.7 per cent against last year's growth of 12.2
per cent. According fo CMIE industrial pro-
duction has started picking up from May at
213.2 (+3.9 per cent). But CSO's quick
estimates of lIP show adeclineby 0.2 percent
in June against an increase of 3.4 per centin
June 1982. This was mainly due to manufac-
turing registering a negative growth of 2.5 per
cent. Thus for the first quarter April-June
industrial output recorded a marginal rise of
0.2 per cent, and manufacturing a decline of
0.4 percentagainstarise of 4.4 percentinthe
first quarter of 1992. Good performers in the
first two months were rayon yarn (48 per
cent), cars (44 per cent), LVCs (39 per cent),
Caprolacilum (+31.7 per cent), while the poor
performers were sugar (-60 per cent), phos-
phatic fertilisers (-57 per cent), medium and
Hieavy vehicles (-42 per cent), steel output up
by 3.4 per cent, though its consumption de-

‘clinedby.7.3 percent. Theimprovementinthe

financial performance of 72 companies forthe
period ending Junse 1892 points to the possi-
bility of better resolutionfor this year. Thisone
reason for more companies raising more funds
from the market - Rs.1742 crores were raised
during the first quarter. The government re-
ports that it has approved 343 foreign techni-
cal and financial collaborations from January
foJJune 1993. A sectorwise analysis suggests
that many of the domestic appliances units,
computer, auto ancillaries, steel scraps and
petro chemicals are still suffering from a lack
of demand. While others like the four Lever
compznies, Bata, CEAT reportsharpincrease
in sales. The reduction in the interest burden
has also helped the corporate sector whichin
the last two years has been forced lo restruc-
ture itself to meot the competition, internal
and international, unleashed by the reform
process. One of the major bottlenecks facing
the industries are the poor infrastructural fa-
cilities as well as the procedures and labour
laws which also act as adeterrentto FDI. The
data also shows that there seems to be the
start of a turn around inthe recessional phase
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in the automobile industry which character-
ises the last two years. With a pick up in
demand, the cut in customs duty on imported
components needed by LCV producers, and
cheaper credit, the turn around should be a
longtermtrend. Reversing ICICI's conclusion
of a decline in the overall profitability of the
private corporate sector in 1992-93 it reports
that total cost increased at a faster rate than
sales, gross profits (profits before interest but
after depreciation) grew by 12.3 per cent to
13,209.28 crores, (the escalation “in other
income” being a major element in sale of bye
products, cancellation ot forward foreign ex-
change covers excise refunds, income from
investment). )

The steel electronic arc furnace units are
passing through adifficult time with 78 of them
closing down. For them the demand reces- -
sion and the cost of imported steel scrap
keeps. rising. This 50 per cent closure is
worrying and seems to be further increasing.
This secondary sector is also hitbecauseitis
power intensive and the rise in power taritfs
bears hardly onthem. The budget which gave
reliefinimport duty to so many industrialitems
increased that for the steel scrap by 50 per
cent and excise duties on the sector’s output
of ingots and billets was also raised. To arrest
this trend of closure of units, these issues
would need to be attacked in a coordinated
manner and relief given to the sector.

Restrictions on manufacture of 28 items
result from the small sector by units set up in
the backward states have been removed.
This will enable new industrial units set up in
these statestoobtain Syeartax holiday for the
manufacture of 28 items listed in the lith
schedule of Section 80-1A of the Income Tax
Acl. This should also promote more growth
schemes and help develop both small scale
units in these states. Another positive devel-
opment is the marked improvement in the
productionofinfrastructuralindustries reported
duringthe firstfour months of the current year.
The production of coal, steel, automobile,
power and cement recorded upward trends,
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while crude oil and freight traffic declined.
This overalltrend in infrastructural production
should begin to removae its acting as a bottle-
neck referred to earller.

With regard to sick industrial units, the
Industrial Reconstruction Bank of India (IRBI)
has taken legal proceedings against 48 sick
units for the recovery of Rs.55 crores which
are their over dues. The IRBI portfolio con-
tains 294 large and medium sick units with
outstanding credit of Rs.380 crores. 226 of
them are under nursing programme with
Rs.270 crores outstanding, and the remaining
48 non viable units are being taken up legally
as mentioned earlier. Industry wise, the larg-
est are lextites (96 units) followed by basic
metals (32 units) and food (29 units). Interms
of states, West Bengal has thelargestnumber
(78 units) followed by Gujarat (74), UP (72
units), Maharastra (29 units), Andhra Pradesh
(22 units) and Tamil Nadu (20 units).

A new textile export quota announced in
Septemter increased the preterences for ex-
porters with a good record of performance. it
abolishes the special entitlement of public
sectorunits. Specialincentives hasbeengiven
to handloom exports. This three-year quota
policy 1994/96 for texlile exports and gar-
ments is designed 1o be export friendly, en-
couraging an enhanced value realisation.
It will also stop “quota frauds” for which an
enforcement committee headed by the textile
commissioner has been set up. The commit-
tee would debar any defaulting exporter from
obtaining or utilising export entitiements for a
specific period of time. Thus the policy aims at
planning the twin objectives of liberalistion of
some ofthe allotment provisions ofthe present
policy, while tightening and monitoring the
quota utilisation and the prevention of quota
frauds.

Foreign Trade

Crude oil imports continue to form a heavy
part of our foreign trade burden at 28.90
million tonnes for 1993/94. This plus the an-

ticipated domestic production of 27 million
tonnes will make available a total of 71 million
tonnes against a projected demand of 63.1
million tonnes for the year. This disappointing
record of not increasing indigenous produc-
tion for narrowing the gap between demand
and availability is worrisome. What is discon-
certing is that domestic production is declin-
ing from 35 million tonnes in the 80s to 27.82
million tonnes in 1991-92 and 24.43 million
tonnes last year. The failure of ONGC to
nurse the Bombay High wells account for this
set back. Now the response to the govemn-
ment’s invitation to foreign oil companies to
invest in India's oil exploration is awaited. So
far the response has not been good. The
major effort must therefore be ONGC and the
private sector in India. '

The trade gap and current account deficit
seemtobelookingupalittle. Thisisimportant
in view of the World Bank’s conclusion that
Inuia will need substantial external Balance of
Payment financing in the next four years
which it states at $8 billion in 1994, $10 billion
ayear in the subsequent lhree years, mainly
because of the repayment of 1/3 of the $76
billion externaldebt. Thetrade gap beingonly
around $2 billion in 1993-04 against $3.31
billion in 1992-93 and $5.93 billion in 199115
heartening. This will ease the pressure on
Balance of Payment position which the Re-
serve Bank states at $4921 million for the
current year. This is the same level as the
previous year. This means that the currept
account deficit may be even lower than in
1992-03, if the export growth of 28 per cent
registered in the first quarter is sustained for
the rest of the year. Foreign exchange re-
serves has shifted with adecline inthe volatile
componenls such as swaps and deposils

under the foreign currency deposit scheme.-

As noted earlier, export have maintained a
growth rate of over 17 per cent for the 4
successive months this year at $6916 million
for a period April - July 1993 which is a growth
rate of 27.9. This export rise is mainly due to
the exports of agro based products for the
period April-July 1993. On the import front
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there was a decline of 2.32 percent compared
fo last year at $7364 billion. The strike of the
truckers is howsver affecting exports which
are piling up both at rail stations and at the
ports. Inthefirst 10days ofthe strike between
September 15-26, Rs.400 crores of exports
have been lost and even more seriousthere s
a iéparable loss in export contracts in the

"~ pipe line and in export markets.

The issue of the Dunkel Dratt is still a live
one in the country. India is seeking changes
in the draft to make explicit that its PDS will
not be affected and that its consumer food
subsidies will not come under pressurs. At
the end of September, negotiations by the
commerce secretary in Geneva reports that
assurances have been received from major
agricultural producers thatthe provision ofthe
Uruguay round (the Dunkel Draft) would not
affect india's subsidy regime and that farmers
rights would not be affected by the TRIPS
agreement. Here with regard to agricultural
subsidies India's budget situation which is
transparent and on open book shows that
even raising all agricultural subsidies would
notbe tradedistorting. Inpad, India’s disquiet
stems from the major issues revolving round
EC and US markets. On individual items
engineering goods exports show a heartening
15.7 per cent rise during the period April-July.
Texliles and garments from the Southern
region exports show an increase of 51 per
cent at Rs.1976.50 crores during January-
July 1993.

Loans and Ald

The Worid Bank has provided a loan of $145
million to the Indian Renewable Energy De-
velopment Agency for the promotion of solar,
wind and small hydel power projects. This
included a grant of $30 million contributed by
the Global Environment Trade Fund and the
Swiss Development Corporation. There 5 a
proposal by the Common Wealth Finance
Ministers to set up a $50 million privatisation
fund. The fund is privately owned and man-
aged and would take advantage of opportuni-
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ties for international investors in siate owned
enterprises being soki 1o them. This needs
careful watching. There havebeen loans from
Japan during the month and the US for devel-
oping the Stock Exchange. Rising interest
and principal repayments have led 10 a mas-
sive 76 per cent increasa in net outllows under
the so called external assistance programme
in the period April-July 1993-84. This en-
hanced debt service payments are due to the
bunching of repayment applications on multi-
lateral and bilateral debts amoumting to $404
million in the first four months of 1993-94 as
against $229 during the same period of the
previous year. The so called receipts also fell
by 20 per cent in the current year to $588
million from $739 million. The debt servicing
raises questions whether our foreign reserves
are adequate.

Human Resources Deveiopment

Education

Education for All seems to be as distant as
ever with India having. 80.pRpeentof the
world's adult literates and 21.87 per cent of
drop out school children, given an annual
population increase o $7-9¢ millen. This
siluation will worsen in the tutwe. The ques-
tion is whether India will be aisie o honour its
commitment to the international consuitative
forum to provide educatien to 20-24 million
children not in schoc! and fevacy to 121.3
million in the 15-35 age group by the turn of
the century. Minhas' study on educational
deprivation using 1989 NSS data shows that
a high 42 per cent of chiltivgn drsp out in the

- first two yeas Lecause-26 puicent-atatethat

they are “not interested in education”; 16 per
cent because they have failed. The drop out:
rate today is even higher at 50 per cent. The
gender bias is seen inthe fact that 60 per cent
of the out of school children are girls and 62
per centofilliterates are women. To meet this
staggering educational problem, the educa-
tion ministry plans to. bring tegether pro-
grammes of Early Childhood Care and Edu-
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cation (ECCE), ICDS, balwadi, nutrition and
primary education. Older giris will drop their
lttie ones at Anganwadis in which primary
school teachers will be provided instruction.
SCERTs . will prepare pre school materials
and curriculum in local needs and provide
personnelimparting childhood education spe-
cialtraining. When Panchayati Rajbecomes
- a reality, village level education commitiees
and panchayat w.il play a major role in ensur-
ing the education to all children. For this to be

realised a new education system is needed

where teachers are made accountable and
forced to perform may be by being employed
on contract for 3-5 years. ltis worrisome that
Kerala which is the leader in the literacy
programme has for political reasons created a
7 month gap between literacy phase | and
lteracy phase Il which may result in relapse
into illiteracy of some neo literates. There is
also its problem of 9 lakh illiterates who are
stillto be educated. Theresults whereliteracy
has become universal are evident such as in
the 60,000 Pudukottai women learning to
cycle to reduce their labour of fetching water
from long distances, or the Nellore women
spearheadingthe antiliquorcampaign. While
the International Literacy Day was celebrated
all over the country with investigation of total
literacy programme with its focus on specific
districts, Unicef paints rather a bleak picture
in its Study on literacy in india. It points to the
need for population control i the literacy edu-
cation effort is to succeed. Vocational educa-
tion at the first degree level will receive a shot
in the arm when the UGC committee recom-
mendation for 35 vocational subjects to be
introduced in all collegesis actedupon. These
subjects include important and modern sub-
jects like tourism and travel management,
computer maintenance, principle and prac-
tice of insurance, stilf photography and audio
products, these specified subjects, cover arts,
human and social sciences, commerce,
economics and management, physical,
chemical, bio sciences, engineering and tech-
nology. Their introduction in the arts college
will bring about a littia revolution in the
education field.

Health

The World Bank aided India populationproject
V being implemented in Tamil Nadu and 3
other states is to be extended to cover more
municipalities. This will strengthen family
welfare infrastructure, train all levels of health
care personnel and provide or repair equip-
ment in the primary health centres and refer-
ral hospitals. -

Employment

What is the effect of the economic reforms
programme on employment. Accordinglothe
Economic Survey 1992-93, total employment
grew by 119.54 per cent in the government
sector between 1977 (137.67 lakh) and 1983
(164.57 lakhs), fell to 112,07 per cent be-
tween 1983-89 (from 164.57 lakhs to 184.44
lakhs). Inthe private sector employment grew
by 110 per centduring 1977-83 up from 68.69
to 75.52 lakhs but fell in 1989 by over 1 per
cent (75.52 lakh to 74.53 lakh). The employ-
ment situation under the economic reform

programme is somewhat bleak. Even inthe
west where there are social security and

unemployment benefit schemes, the growing
unemployment which now comprehend mil-
lions of white collar workers is becoming
unsustainable. In India, the employment
growth in the private sector is sluggish and
with greater competition from foreign compa-
nies and enterprises there will be no growthin
employment. Rather the closing down of sick
units in the public enterprise sectors and the
squeezing of PSEs and other parts of the
structural adjustment programmes which
make good economic sense, leaves out the
human problem of those who will be rendered
jobless and those who are waiting for a job
(the so called backlog) and the mounting
educated unemployed. The economic reform
programme is no answer to this human ques-
tion. The just published NSS results of its third
annual survey of consumer expenditure and
employment - unemployment (45thround July
1889-June 1990) show reduced average per
capita consumption of cereals in both rura|
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and urban areas. Some reduction in poverty
(trom 37.6 per cént in 1987-88 to 32 per cent
in 1989-90, in rural areas but even better from
39 per cent to 30 per cent in urban areas).
Minhas' analysis however show a lower de-
cline in the poverty ratio (from 48.7 per centto
4.3 per cent in rural and from 37.8 per centto
33.8 per cent in urban). In this situation
unemployment rates have recorded a sizable
and all round decline and the proportionof the
employed to the total population has risen.
The proportion of the employed under rural
males which had been declining from 55.2 per
cent in 1977-78 to 54.7 per cent in 1983 and
53.9 per.centin 1987-88 ros8 0 54.8 per cent
in 1989-90. Among women inthe rural areas

nt fell to 31.9 per cent in 1989-90
from 32.3 percentin 1987-88 and 34 per cent
in 1983. This reversal of risingunemployment
is thus even more marked in 1989-90 survey.
The usual status unempioyment among rural
males which had steadily increased from 1.2
per cent in 1972-731o 1.8 percentin 1987-88
declined to 1.3 per cent in 1986-89 with a
steeperfalito 2 percentunder “current weekly
status” from 4.2 per cent in 1988-89. The
additional employment generated has been
self employment: rather than paid employ-
ment which has declined. This NSS data is
corrobosated by the perforrgance of the
economy where agriculiural production re-
corded an impressive growth of 23.5 per cent
in 1988-89 and 1989-90 as did foodgrain
productionduringthese two years. The index
of industrial production rose by 18 per cent
and so did the organised employment from
257.12 lakh in March 1988 1o 263.18 lakh in
March 1990. As the stabilisation and struc-
tural adjustment programme went into effect,
these modest improvement in poverty and
employment levels have been arrested. The
government proposes the launching of 20
additional projects under the ILO assisted
international programme to eliminate child
labour. They will benefit 16,000 children di-
rectly. A new Rs.540 crores scheme under
the prime minister's Rozgar Yojana for edu-
cated unemployed youth is to be launched
from October 2 with a capital subsidy of
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Rs.540 crores providing employment to 10
lakh educated unemployed youth. H will pro-
vide each person a loan up to Rs.! lakh out of
which 15 per cent will be subsidy. The imple-
menting instrument for this programme will
be the block Panchayat Samithi which
means that the Panchayat Raj must come
into existence. -

International

IMF and World Bank on the: lndlan\
Economy

IMFs 1993 World Economic Outlook refers
positively to India’s economic rebound which
it attributes to the strong adjustment policies.
Though this has helped to relieve the econo-
my’s crisis, R aiso points to the need for
increasing the coverage of the reforms, to
fiscal consolidation, scaling back of a large
number of distortionary taxes, the lifting of the
rigid controls of the consumers needed im-
ports and agricultural exports, the restructur-
ing and privatising of public enterprises. it
states that not withstanding some gradual
reforms in the early and mid 1980s, interven-
tion policies retarded India’s growth. Highand
rising fiscal deficits inthe 80s led to the foreign
exchange reserves crisis, increasing external
borrowing on commercial terms. With the
Waest Asia contflict and the sharp deterioration
in the domestic political stability, the possibil-
ity of India’s servicing its large foreign debts
was raised. ltis herethatthe decisive reforms
policy, again coupled with the international
financial support proved effective in restoring
conlidence and promwting the inflow of capi-
tal. Buoyant capital inflows helped to raise
foreign exchange reserves, though the latest
growth in exports did not provide a strong
base. The World Bank in a report on agricul-
tural policies, points to 11 per cent ot irrigated
land in India being affected by salinity which
could have been avoided with more attention
and avoidance of wastage of water. The silu-
ation in some other countries is even worse -



cent of salinity of the US irrigation, 23
o ‘;m inChina, 21 zercem in Pakistan. The
need for the World Bank helping to pay alten-
tion to the salinity consequences of its irriga-
tion assisted projects is emphasised and
should quickly be put into affect.

World Bank

The World Bk Presidentin his statemem to
the Development Committee made animpor-
tant policy pronouncement, namely that struc-
tural adjustment is primarily the responsibility
of adjusting countries themselves and thg
bank and external actors must not impose il
on them. He stated that reforms however,
painful are unavoidable necegsmes. that gd-
justmentisa complex difficulttime consuming
" process, that when seriously implemented it
helps the country concerned to a higher and
moresustainable growthpath,that ithas proved
more difficult for low income countries to reap
the benefits of adjustment, that the transi-
tional costs of adjustment cannot be ignor‘ed

social safety nets mustbe provided for
ms:wm suﬂert{i’ bmmdﬂ
statement it looks as if the World Bank itsell

ecognis e limits of free marketing and is
;dvocalhe\;gme formofinterventionism. The
World Bank President staled that the effi-
ciency of public seclor is necessary 1o pro-
mote sustainable growth in the developing
countries because the private sector cannot
do i alone, with the Managing Director of IMF
making a strong case for evolving social poli-
cies 10 help ensure the broad base of partici-
pation by the population in the economy. In

regard to the social policies, he states "
include here policies {0 alleviate poverty, pro-
tect the most vuliarabic Gid Sivee uowin e
excess population growth”. This turn around
of the two muktilateral agencies is bolh inter-
he and important for the development ol

®Poor countries. Is the World Bank moving

T . M, £, from complete reliance in markels 1o
seleclive government interven-

M“W by South Korea, Hongkong.
Malays‘a, Taiwan, Thailand, Singapore and
'ndonesia and Japan. Here the systematic
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state intervention plays the key role in the
development of these countries. These inter-
ventions range fromtargeting subsidied credit

to selective industries, protecting W

import substitutes, and supporting R&D
through public investment. .

IMF

The IMF management has now turned around
and is fully supporting a new allocation of
SDRs on the grounds that there isa long te{m
giobal need for increased international liquid-
ity. It projects that globaldemand 'qr reserves
will expand by 100 billion SDRs during the 6th
allocation period (1992-96) as well as the 1apt
that attheendof 1992 alarge proportion of its
members had low levels of international re-
serves. Henceits 1993 annualreportrelfersto
the declaration of April 300n coopqratipn for
sustained global expansion on which its in-
terim committee has recommended a new
aliocation of SDRs. It points out that 20 per
cent of the developed countries and 40 per
cent of the countries in transition hold non
reserves amounting to less

'“'t an 4 week# of imports while 34 per cent of

developing countries and 61 per cent of coun-
tr:as in transition hold international reserves
equivalent of less than 8 weeks of imports. It
also points out that a SDR allocation that
made only a moderale preparation of the
growth in demand for reserves would have no
affect on global inflation. A new allocation of
SDRs would conlirmto IMFs articles of agree-
ment of making the SDRs a principle reserve
asset of the international monetary system. i
would also help to correct the imbalances in
the distribution of SDRs with respect to 38
mehibers ncluding the slates of the former

Soviet Union which seems to be the main
raason for this change in the IMF.

IMF announceda downward tevision é)'l rlt?:
size of the concessionally Enhanced el
wral Adjustiment Facility (ESAF) from

) . he
lion to $7 billion to the dcsappomtme'ni!nc;lll$8
developing countries. Even the org o
billion represenled only aboul 4percento
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aggregate financing needs of the eligible coun-
tries. It is hoped that the IMFs secretariat's
view {hat the $7 billion (SDRs 5 million) is only
atarget and that when it is finally established
it will be nearer $8 billion. However, IMF has
decided to extend ESAF beyond its date of
expiry on November 30 to help low income
developing countries to deal with their Bal-
ance of Payment problems.

The World Economy

IMFs 1993 World Economic Outlook points
out that developing countries are growing
faster and have become a major locomotive
for world economic growth now accounting for
34.4 per cent of world GDP against the indus-
trial world’s 54.14 per cent. Asia continues to
account for 54.4 per cent of the developing
countries GDP and 17.7 per cent of world
GDP. It expects the industrial world GDP to
,grow up to 2.2 per cent in 1994 along side of
high unemployment exceeding 32 million peo-
ple in 1993. The 1993 report of UNCTAD
reports that the world economy continues 1o
be in the doldrums, with recession persisting
in the North, as a result of which commodity
prices are falling yet again, intensifying pov-
erty in the south as well as multiplying unem-
ployment in the North. The only bright spot is
represented by East and South East Asia
which with 6 per cent growth rate in 1992 and
1993 seems {o be on the way to becoming a
growth pole for world economy. The World
Bank study of this Eas! Asian miracle con-
cludes that the process of economic growth
followed by the eight countries - Japan,
Hongkong, Singapore, Taiwan, South Korea,
Indonesia, Malaysia and Thailand - does not
differ essentially lion: iiie growii palern in
any other regions, being based on the same
underlying economic factors as the growth in
the other regions, with the important differ-
ence that this region has simply done more
and done itbetter. Theregions external growth
flows from the reservoir of fiscal and human
capital built up over the years and resources

.allocatedtohighly productivity centres. These

eight countries of East Asia (referred to as
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Asian Tigers) have growth since 1960 twice
as fast as the rest of East Asia, Africa as fast
as South Asia and Latin America and five
times than sub Saharan African countrigs.
Discussing the role of public policy in the
progress of these countries it is found that
each country adopted its own policy, with
Hongkong allowing full play to market forces
but others resorting to a policy of state inter-
vention when demanded. This calls in ques-
tion, the assumption in the West that state
intervention is bad economic policy. inthese
countries, intervention is directed towards
pushing up exports that led to the overall
economic growth. The lessonstobe learntby
other countries include maintaining macro
economic stability, investing in people, estab-
lishing appropriate agricultural policies, build-
ing safe and secure financial systems and
keeping the economy open to foreigniechnol-
ogy. This latter is also the World Bank’s
favourite discipline.

World Trade

IMFs Latest Direction of Trade statistics re-
ports that exports of developing countries
increased at a higher rate in 1992 than world
trade and their imports also rising faster than
in 1991, increasing their trade deficit from
$31.1 billion in 1991 to $106.7 billion in 1992,
Thisis becausetheir expontsincreased by 8.8
per cent while their imports grew by 16.2 per
cent. The rising deficit was the result of the
slow economic growth in industrial countries
and the rapid growth of imports in the devel-
oping countries. It also shows that the trade
balance in Middie East in 1991 was not in
surplus, recording a deficit of $5.2 billion.
Alrnicancountiies hadalow 2. 1 per cent expornt
growth and 9.3 per cent import growth. The
industrial countries growth continued to fall by
6.2 per cent for exports and 4.5 per cent for
imports. This lower import increase for the
second year narrowed their aggregate trade
deficit from $91 billion in 1991 to $52 billionin
1992. US trade deficit grew by 20 per cent in
1992, Germany’s trade surplus increased by
63 per cent and Japan's to $107 billion.
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UNCTAD also points out that the US unilat-
eral trade sanctions ignoring GATT are a
major source of concern. This along with the
growing protectionisminthe developing coun-
tries presents an unfavourable trading envi-
ronment which does not allow for liberalisa-
tion of foreign trade. UNCTAD proposes to
conduct a policy review of GSP under which
developed countries offer concessional duty
onimports from developing countries. Thisis
the result of a review of the working of GSP
over the past year by the UNCTAD commit-
tee, where a number of countries have sug-
gested that the system should be revitalised
and fresh and innovative approaches used in
its review and proposals for improvement.
Thus UNCTAD which has always been more
flexible than IMF or the Worid Bank in their
straight jacket deflationary policies cautions
against market related reforms which lead to
turbulence and conflict. UNCTAD's sane ad-
vise is that in the changed structures, bold-
ness is needed but unless these policies are
tempered with realism it will result in costly
excesses. UNCTAD unlike the IMF and the
World Bank is not euphoric about india’s
reform programme.

ILO

ILO in its report in September states that 69
million people around the world are working
only part time, most by choice, but millions
because they cannot find full time jobs. Most
part timers are women working without the
protection given to fulf time employees. On
this, ILO is preparing an agreement for trad-
ing part time workers more equitably and
uniformly throughout the world.

Other items

Socio Economic Issues Seminar

ﬁt Anna University, at the request of
' '.'Subfamamgn there was amestingof econo-
TISts, journalists, social scientists, engineers,

managers and others to consider the results

ofthe disintegration of thee Soviet Union. The
American view was that this marks the end of

socialism and communism, but the
majority of the members considered that wity
the major economic problem to which we in
India should give ali our attention is the alle-
viation and reduction in poverty, of people
living below the poverty line. On this all re-
sources, particularly the newly emerging bio
technology developments should be used to
combat poverty.

Income Tax Commiltee

A meeting of the Southern Income Tax Com-
mission was held in early September to re-
view the function of income tax and other
directtaxesinthe South. There was a general

agreement that there was a need for further -

liberalising and the simplification of proce-
dures. The question of increased tax collec-
tion as a result of reduction in income tax was
discussed, as last year's empirical evidence
for the southern region seems to favour this
view.

International Literacy Day

Septoimber 8, the mternational literacy day
was celebrated all over India. In Madras the
celebration involved the release ol six excel-
lent text for the education of sireet children.
This was an important and practical way in
which the reduction of illiteracy could be at-
tained.

SRC/TNBCE

Hhere were lwo SHU lunctions in September.
The first was the usual bi-monthly of the
Governing Body wherethe new commissioner
of Adult Educationreplacing the former direc-
tor was welcomed. The evaluation report of
the cadre based programme was discussed
and it was decided 1o print it and make it an
item of the agenda tor the General Conler-
ence. Asecond SRC meeting was held at the
end of the month to present cenificates at a
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valedictory function ofthe traiffing programme
for instructors. it was a brisk business like
meeting with a limitation on speeches. Atthe
TNBCE Executive Commitlee mesting the
arrangement for the forthcoming annual con-
ference were reviewed and arrangements
made for the meeting of the General Assem-
bly which would elect the Council and the
Council which would electthe Executive Com-
mittee. The Triennium reports of SRC and
TNBCE as reviewed and approved by the
governing bodies would be presented.

india International Centre

In the India international Centre the month's
panel discussion on economic relations be-
tween india and the neglected East Asia and
the Pacific region was reviewed. It was a
general feeling that this potentially important
area should be more fully exploited through
visitations and joint programmes. The other
meeting of the Centre was the planning group
forthe Economic Affairs Group wherethe new
convenor who takes over the Economic Af-
fairs Group from next year presented a very
comprehensive list of lectures and seminars.
The members made various suggestions on
both. it was finally agreed to have one panel
discussion every month from the list that is
presented and approved and four or five semi-
nars during tho year. it was also agreed that

the timing of the panel discussion should
move up to the second week of the month.

Banaras Hindu University

The Selection Committee for the Vice Chan-
cellorship of the Banaras Hindu University
also met in New Delhi at the end of Septem-
ber. The members comprising the Ex Chiet
Justice, the ex Cabinet Secretary and the
chairman of MIDS agreed upon a panel of four
distinguished scientists which was presented
to the President of India forthe selection of the
Vice Chancellorship.

First Article

The paper on "Evaluation: Some Recent
Trends™ appears as the first article -

-

Second Article

The paper for the September seminar on the
“Impact of Liberalisation -an the Sugar indus-
try” appears as the second article.

Book Review

The review of the book “Economics of Child
Labour and Fertility" appears in the book
review section.
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MIDS News

Mr.S. Guhan presented a paper on “Federal
Dimension of India’s Economic Reforms"at a
conference on Federalism in Diverse Socie-
ties, jointly organised by the Center for the
Advanced Study of India, University of Penn-
sylvania and Centre for Policy Research,
New Delhi, at Philadelphia from October 21 to
23, 1993.

Dr. Barbara Harriss initiated a discussion at a
Workshop on the objectives and methodol-
ogy to be adopted for a project “Adjustment to
Development: Agrarian Changes, Markets,
and Urbanisation in South India, 1973-1993"
held on October 15, 1993 in the Institute.

Dr.R. Hema gave a lecture on “An Overview
of the Electricity Scenario in Tamil Nadu and
the need for Energy Conservation” for atrain-
ing programme at National Institute of Port
Management, Madras on October 12, 1933.

Dr.D. Jayaraj presented a paper on “Rural
Poverty and Caste Discrimination: Some Pre-
liminary Findings"at a State Level Seminaron
“Rural Poverty™ at Arulanandar College,
Madurai on Oclober 14, 1993.

Prol. Martin Greely, Fellow, Institute of Devel-
opment Studies, University of Sussex deliv-
ered a lecture on “Agricultural Bio-Technol-

ogy and Developing Country Agricutture” in
the Institute on October 19, 1993.

Ms.Medha Patkarled a lecture discussion on

“Narmada Issue” on October 14, 1893 in the
Institute. '

Drs.Padmini Swaminathan and M.S.S.
Pandian presented a Note on “The Need
for Rethinking on the Relationship between
Large-Small Scale Production Units™ at aWork-
shop on Impact of New Economic Policies on
Small and Tiny Industries Sector, organised
by the Entrepreneurship Development Insti-
tute of India at Ahmedabad on November 2
and 3, 1993.

Dr.Paul Appasamy gave two lectures: “Envi-
ronmental Planning™ and “Urbanisation and
Environment™ atthe P.G.Depariment of Eco-
nomics, Stella Maris College, Madras, on
October 5, 1993, and one lecture on: “Sci-
ence, Technology and Environment™ and
“North-South Environmental Issue™ for the
Visiting American Students at CReNIEO,
Madras, or: October 12, 1993. He participated
ina Panel Discussion on “Global Environmen-
tal Issues™ at Loyola College on October 15,
1993. He also served as a chairperson forone
of the sessions at a seminar on “Urban Envi-
ronment” organised by Annamalai University
at Thanjavur on October 26, 1993.
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EVALUATION : SOME RECENT TRENDS

Nimal Sengupta

EVALUATION, as it is understac="1ay, is a
relatively new area. Evaluatio. . . «iCes are
of course very old. One with a long tradition is
theperformance evaluationofstudents, known
asthe examination system. Thou gh not as old
as this, product and performance evaluation
works of industry managers too have a long
history. But all these practices have gone
through radical changes. in the more recent
period. Evaluation procedures today are far
too sophisticated — though not necessarily
complex — from their nascent forms in the
past. Nor are these developments matters of
mere theorelical interest. Of late, significant
changes have occurred in the evaluation set
up of the country; there are indications that

" Turther changes will occur in near future. My

purpose here is 10 introduce those changes
along with the background depates that
brought outthe merits and demerits of each of
these approaches.

The age-old terminal examination sys-
tems in school education for example, had
remained in vogue for hundreds of years.
Towards the middie of this century however,
serious raseaich in i NGV Ul BUULaliUN
began to question many of the concepts im-
plicit in the examination system. These in-
cluded atltempts to deline the purpose of

education. Inevitably, the questionwas 1aised

whethertheterminal examination systemwas
adequate for assessing the performance of
pupils in all relevant areas, whether the
summated ralings of these examinations ac-
wally reflected the total improvement in per-

formance commensurate with the holistic goal
of education. Gradually, these ideas have
radically changed the education system in-
cluding-evaluation procedure.

it may seem surprising if we discuss the
evaluation works in industrial project man-
agement inthe same breath with evaluationin
education. But they need to be. The method-
ology of evaluation worked out in each area
has certain similarities®, certainly in ap-
proaches, if not also in techniques. Develop-
ments in evaluation methods in education or
industrial projects have benelfiled from each
other. Today evaluation is considered as a
subject by itself. So let us introduce the other
significant developments from different
spheres.

With the intensification of welfare pro-
grammes in the post War period the question
of effective utilisation of the programme fi-
nancing became important for several gov-
ernments. Welfare programme had begun on
a large scale in the 1960's in several coun-
tries; in USA and Canada, as welfare work
and Lulipeisaiory educalion programmes: in
U.K. as part of their community development
programmes. Tha administrators, directly in-
volved in implementation and investigation,
had thought of constantly improving their de-
livery syslem by evaluating each step?. This
was applauded as a new style of administia.
tion, as “"experimental social administration™
The research counterpart was eulogised as
“action research”.
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In the field of education there were com-
parable activities. By around ‘sixties many
educational institutions had begun inquiring
into the course contents and the teaching
methods. At times some schools were used
as laboratories for evaluation and validation of
specifictechniques. Incurrent vocabulary that
will be known as “pilot project”. But the trend
in those days were different. These school-
experiments too were known as “action re-
search”. Particular mention may be made of
- researches in U.K. on educational priority
areas®. There were similar works in Indiatoo.*

There are some other names for this
group of research e.g. "learning by doing™ or
“continuing education”. While the administra-
tors hailed the process as an experiment in
administration, the professional research.ars
described the meeting ground as a special
type of research, directly relevant for action.
The impractical and irrelevant nature of re-
search has often been disturbing to a section
of researchers. it had developed into a sharp
criticism in the hectic years of late sixties.
There were reflections in India 1o0®. The “ac-
tionresearch” termwas however, more popu-
lar because of its radical overtone rather than
its well-developed methodology. As early as
in the ‘thirties Kurt Lewin, a clinical psycholo-
gist® had first coined the term “action
research”. Inthe next decade it was popular
with a group ol researchers arguing for“action
sociology™. But their impropriety was clear
to many’. The balance between action and
research was never established, they either
tended to be more action little research or
more research with nominal action. For
some time howaever, this paradigm was quite
popular.

The significance of this action research
phase indevelopmental administrationis how-
ever, immense. The dominant approach in
programme administration is what is called
“blueprint approach™. This is typified in the
programme designers attitude that the tech-
nological package and programme of action
as described in project proposals and guide-
lines are appropriate. Given good manage-
ment that will work in any environment®. The
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*action research” phase brought out a distinct
philosophy and -accompanying approach
where planning, implementation and evala-
tion are integrated. The set back occurred
because their research design was too ambi-
tious. They had thought of imitating the con-

_ trolled atmosphere for validation procedures

of physical and medical sciences. Social com-
plexities, unfortunately, are of such order that
proper control can never be exercised and the
experiences of social laboratories can never
be replicated as was thought by the “experi-
mental social administrators™. With the more
methodical researchers this problem has led
to further thoughts on evaluation designs®.
But the altemnative approach to administra-
tion, based on regular performance evalua-
tion, has certainly been established by the
highly motivated administrators of the "action
research” phase. Significant also is their con-
tributionto the introduction of continuous evalu-
ation and using it as a feedback instead of a
terminal process.

Probably the most well-known stream of
evaluation is the cost-benefit analysis. In the
developing countries, where public invest-
ment was an important activity, project as-
sessment became an important task. In the
late 'sixties, the works at Oficina de
Planificacion Nacional (ODEPLAN) of Chile
laid the foundations of shadow-price based
Cost benefit analysis". Wih the intensifica-
tion of project financing activities project as-
sessment methods became essential for in-
temational financial organisation. This led to
the development of the World Bank and UNIDO
guidelines™. During the seventies these inter-
nationally accepted methods spread far and
wide. For the Planning Commission in India,
cost benefit assessment became mandatory
as project selection criterion.

The cost-benelfit analysis has become so
well-entrenchedinthe Indian scene thatthis is
considered not as one of the evaluation tech-
niques but almost as THE evaluation tech-
nique. By now, there are of course, numerous
questions on the methodology. The environ-
mental impact evaluation methods is a major
bone of contention. Less known are another

setofcriticism leveled against this approach, ™
a set of criticism which has relevance in all
fields of evaluation, financial and non-finan-
cial. It nas been felt that the apparent rigor-
ousness is rather, pretentious. The informa-
tior: processed inany social cost benefit analy-
sis are varied and often gross approximation
or inaccurate. The method demands exces-
sive quantification and creates a tendency to
overlook important qualitative changes. It is
doubtiul whether the analyst' has compe-
tently used the complicated analytical method.
Indeed, the method is so complex that rarely
is itused correctly by an a.ialyst. How precise
would the resuils be in such circumstances?
To add to the weaknesses such results are
obtained often after incurring high cost and
large delay. In the eighties these criticisms
strengthened the cases-for rapid and less
costly appraisal techniques.

There are some other fundamental ques-
tions which runthrough all fields of evaluation.
One is whether they should be goal-based
(GBE) or goa:-free (GFE). GBE is the older
one, the approach taken by management for
product and performance evaluation. Here,
the goal is given to the evaluators by the
management. It shouid be mentioned that
‘goal’ is a general term which includes objec-
tive, purpose, target or output - a whole
hierarchy of goals from ultimate to immedi-
ate's. The evaluation process consists essen-
lially of sludying whether the pre-determined
goal was attained or not. The so-called goal
free evaluation (GFE) is not without a defined
goal. Here the task of defining the goal is left
to the evaluators. Naturally. this approach
permits inclusion of such aspects which, in
management's understanding, would be the
side effects of a project. If properly used, this
approach should include the totality of conse-
quences, both main and side effects, of a
project. Therefore, GFE is also known as
social or systems approach.

The second {undamental debate is
whether the evaluation should be objective or
subjective. Al first glance it appears to be a
non-issue, for, objective evaluation is cer-
tainly the most desired. But the case is not
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that simple. The GFE for example, is overtly
subjective in approach by allowing the evaly-
ators to define the goals. The contestants
however, say that the GBE is also just as
much subjective, only that the management
hides its subjective preferences under the
garb of legitimate project goals. it was a
bitterly fought debate in the eighties. The
managementaccusedthe evaluators of stray-
ing all over, raising unnecessary issues, and
causing damage to the project. The evalua-
tors had strongly defended their positions
from the perspectives of social relevance of
developmental projects. In the field of educa-
tion the debate had occurred in the previous
decades, culminating in such radical critics as
of Paulo Friere™®.

Much of the dust has settled by now. An
account of the gains and losses may now be
made. That evaluations should alsobe global
and goal free is not adisputedissue any more.
But the recognition has not helped promotion
of this technique. Rather, it has discouraged
commissioning of evaluation works in gen-
eral. The adverse side effects that may be
brought to light by a GFE are often inconven-
ient for managers and planners. Apprehen-
sive as they ars, they have lost much of their
enthusiasm. Its unfortunate consequence is
the reduction in goal-based-evaluations too.
GBE has its own case. Itis the essential input
forthe alternative style of administration intro-
duced earlier.

Oneway of c'riking abalance istobroaden
the goal in a mutually agreed manner be-
tween the managers and evaluators, and to
conduct goal based evaluation (GBE) within
thisterms ot reference. Thanks to the debates
during the last decade, today we have fairly
good idea about thedifferent spheres of social
activity relevant for each kind of project. To-
day itis possible for the sponsors and evalua-
tors to enter into a negotiation at the very
outset, regarding the goal. The set goals need
not be only those envisioned during the for-
mulation stage, but the sponsors should be
forewarned as much as possible ahout the
brogdened scope. Such evaluations will be
easier to carry out and acceptable to manag-
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ors, in spite of any critical conclusion. In prac-
tice, this is becoming more and more popular.

An off-shoot of this debate is broadening
of the eligibility criteria of evaluators. Once it
was understood that the goals can be defined
only inthe subjective manner, claims of allthe
concerned parties became legitimate. This
led to the development of patticipatory evalu-
ation and stake-holder based evaluation”.
Who is better placed than the beneficiaries
themselves in evaluating a public project or a
social welfare programme ? This led to the
development of the participatory evaluation
methods. In another approach, favoured by
the FAOQ, all the stakeholder, beneficiaries or
not, are identified and actively involved in the
evaluation.

These are of course some approaches
not specific evaluation techniques. The list of
techniques will runinto hundreds, so much so
that now dictionaries on the subject are com-
piled. There are several journal and network
bulletins dealing only with evaluation. Nodoubt
some of these techniques have been applied
by some informed researchers. But usually
that remains confined to one or two pieces of
research. | will like to introduce some major
trends. Although limited, some of these tech-
niques have already made some headway in
the Indian evaluation scene.

The greatest success is. in the area of
education. Reforms in examination system
were suggested by the Secondary Education
Commission (1953-54) and the Education
Commission (1964-66). Ever since the estab-
lishment of National Council of Educational
Research and Training (NCERT) countrywide
changes are being attempted in a systematic
manner, in all areas of education including
evaluation.' In addition to the old style of
examination, the evaluation system today
alsoincludes objectivetests, diagnostictests,
use of school records, and achievements in
non-written aspects as performance scores.
Evaluation process continues all throughout
theyearthrough shon questions, weekly tests,
semester examinations, mid-term and termi-
nalexaminations. At all stages students, teach-
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ers and parents can use the evaluation results
to improve the performances. Summative

‘evaluation has been parlly replaced by grad-

ing system. Competence inaspecis whichare
non-quantifiable find places in evaluation,
Considerable help is given to the teachers to
adapt to the new procedures.

The National Education Policy announced
in 1986 proposed a new examination system
hoping to bring a proper integration of teach-
ing, leaming and evaluation. The goal of ex-
amination reform was defined as improving
the reliability and validity of examinations and
to make evaluation a continuous process
aimed at helping the student to improve his
level of achievement rather than at certitying

the quality of his performance at a given
moment of time.

Norms of social cost-benefit analysis have
undergone some modifications, like with re-
spect to the question of environmental eftect.
Mid-term, ex-post and such evaluations are
also more frequent. Although desirable, these
are not radical or innovative changes. In gen-
eral the administrative approach is still the

“blueprint type where it is believed that the

general guidelines and terhniques are alright;
allthat is needed for storling achievements is
a group of committed and competent admin-
istrators. An approach based on a feedback
mechanism integrating planning, implemen-
tationand evaluationis almost absent, except

probably when it is insisted upon by external
donor agencies. '

To set the picture right it must be added
that there is one important exception to this
set up. Centrally sponsored programmes like
that of poverty alleviation are implemented by
the states. But they need to be standardised
for uniform implementation all over the coun-
try. This, necess:tates monitoring and evalu-
ation of the implementation process by the
centre for which thera is a Programme Evalu-
ation division of the Planning Commission. it
undertakes comprehensive evaluationof pro-
grammes from lime to time. Some more rou-
ling evaluations of - few specitic aspects are
done by other offices like the Comptroller and

Auditor General. In addition, some special-
ised agencies and institutions are commis-
sioned once in a while by a Ministry or a
project authority, to undertake extemnal evalu-
ations. These constitute a valuable set of well
known evaluation studies. If at all, they have
some contributions to policy alterations, little
inthe way of improving project performances.

In this set up the Concurrent Evaluation
started by the Rural Development® depart-

- ment in 1985 is a distinctive addition. Under

this scheme performance data of different ru-
ral development programmes are being col-
lected every month on a rotation basis, cover-
ing severaldistricts. it may berecaliedthatthe
rural development programmes are centrally
sponsored but administered by states and lo-
calgovernments. This data, therefore, canbe
a valuable input for the sponsor in observing
uniform and efficient implementation.

The adopted procedure for collection of
this data is a radical departure from the com-
mon practices. The questions are framed by
the central office of the departiment. But it
does not use its offices or the offices of the
other govermment departments at grassroots
level for collection of the data. Several Insti-
tutes have been contracted, and they are
conducting this study for the department. it is
not, gxternal evaluation, since the planning
and processing is_done by the department.
Thus, the feed back mechanism is in-built.
The department claims that the data is col-
lected and processed in three months. In
contrast, when other recognised agencies or
institutions were commissioned by the de-
partment for conducting evaluation studies
they take, on an average iwo years. Lastly,
the guidelines for interview are not very rigid
which leaves considerable scope for pantici-
pation for the evaluating organisations.

A third important trend is the spread of
Rapid and Participatory appraisals (RRA,
PRA). The rapid appraisal procedures were
sought in order to collect information in an
expeditious manner. In the eighties efforts
were made for systematic development of the
oft-applied old procedure of “informal” meth-
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ods of inquiry. The effort paid rich dividend?'
and by the late eighties RRA was a well-
known technique.Z Sometimes in 1988 in
Kenya, where the use of this method was
spreading, the term “rapid” was replaced by
"participatory”, signifying the greater need of
modesty while approaching interviewee. Some
international organisations favour stress on
“rapid” to “participatory”, some others the
reverse. Thus, both RRA and PRA are in use.
Leaving aside the subtle differences, they
constitute a specific approach in data collec-

_fion and evaluation.

The spread of the social cost benetit
analysis methods have created a kind of
evaluation culture in which all other forms of
evaluation are looked down upon. RRA was
founded through baring the pretensions of
rigorousness and precision of large scale
questionnaire surveys and the cost-benetit
kind of analysis. Today, it is often a question
of choice between the two streams. Sup-
ported by some international organisation
RRA/PRA techniques have made consider-
able progress in India, particularly among the
NGO's. But lately, considerable interest has
been shown in this technique also by state
governmenis and training institutes for ad-
ministrators and technocrats. Although these
techniques are primarily used for acquaint-
ance and information gathering they easily
develop into evaluation. Some international
agencies have already accepted these tech-
niques as standard evaluation procedures.
Stray attempts of evaluation using PRA/RRA
are already known, though not yet widespread,
in India. Yet, given the fact of external sup-
port, often by donor agencies, it is likely to
catchup. it may be recalled that some specific
methodologies in social cost-benefit analysis
had spread quickly after the World Bank and
UN organisations lent credence to them.

Probably the most important characteris-
tic of all these evaluation procedures is their
rapid nature, which enables their use as feed-
back for improving the process itselt. The

following chart summarises their special
{eatures:
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Examination Concurrent RRA/PRA
Reform Evaluation
1 Goal based Goal based Goal free
{widened goal)
Continuous Continuous Occasional
Partly qualitative Quantitative Qualitative
Less subjective Subjective Highly subjective
Not costly o Moderately Moderately
(in built into the system ) costly costly
Quality of information ' _
6 High Moderate .. _ Very high
Comparable ' Comparable Not comparable
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Impact of Liberalisation on the Sugar industry °

} Introduction

DURING the pasttwoyears, the Government
of India has embarked on a programme of
liberalisation with the objective of promoting
rapid growth and development of various sec-
tors of the economy by ushering a philosophy
of economic decision making based on mar-
ket forces. One of the key elements of this
programme has been the removal of various
controls which had hitherto kept on leash the
enormous growth potential of the country and
hampered econcmic development 1o an ex-
tent that India came to be commonly referred
to as a‘Caged Tiger! - Pursuant to the imple-
mentation of this programme, various sectors
ct the economy, and industry, in particular,
have been liberated from the regime of con-
trols such as:

1. thosebywayof licensingrequirements,
removal of which has spurred fresh in-
vestment in new units as well as modemi-
sation and expansion of existing units in
such newly liberated industries; and

2. those on pricing and distribution of
various raw materials and finished goods,
removal of which has resulted in determi.
nation of prices and allocation based on
marketforces ofdemandand supplyrather
than by executiveradministrative orders,

which in turn has spured new invest.
ments in such sectors.

e e e
*

Seminar paper by Ram V. Tyagarajan, Chairman anEj Mana
Sugars Ltd. presented at MIDS on September 30, 1993

MIDS Bulletin, October 1993

In this context, this paper seeks to examine
the extent to which this philosophy of liberali-
sation has been made applicable to the sugar
industry, which has traditionally been, per-
haps, the most rigidly controlied and requ-
lated industry, in all its dimensions.

it Sugar Industry

The sugar industry occupies an important
place inthe economy of our country, being the
second largest agro based industry after tex-
tiles. Being necessatrily located in rural areas,
the sugar factories in the country act as
calalysts forruraldevelopment. Asa matterof
fact, there is no other industry in the country
where the interaction between industry and
agriculture is so direct and intimate as in the
caseofthe sugarindustry. The sugar industry
is the largest industry in rural areas, providing

employment to nearly 3 5 lakh workers with'

an annual wage bill of the order of Rs.1000
crores, the bulk of which is expended in the
fural areas. Besides, sizeable indirect €M
ployment is also generated in the ancillary
activities of harvesting and transportation of
sugarcane. The industry also contributes sub-
stantially to the central exchequer with annual
excise collections in the range of Rs.800
Crores. Besides, State Governments also col-
lect nearly Rs 500 crores per annum by way
of purchase 1ax and cess on sugarcane. The
industry is also unique in terms ot sell-suffi-

ging Directorr.b Thiry Arooran

derives its fuel from sugarcane itself viz.,
bagasse, the fibrous residue remaining after
the extraction of sugarcane juice. Thus the

1

'137

ciency in ils requirements of power and also "

industry does not depend on any extemnal .
non-renewable'source of energy to meet Rs -

requirerients ‘of giéam and power. The
processing of sugarcane also yields invalu-
wmdm viz., molasses and bagasse.

asses is a vital industrial raw material
especially for manufacture of alcohol and has
enabled the development of alcohol based
chemical industries in the country as an eco-
nomic alternative to the petro chemical route;
while bagasse is finding increasing use as a
substitute for wood in the manufacture of
paper and related products. Of late, bagasse
has also turned out o be an invaluable raw
material forco-generation of power, with steam
generated by burning bagasse in high pres-
sure boilers being used to run turbo genera-

tors for output of power. As amatterof fact,a
sugar mill with a crushing capacity of 2500 -
tonnes of cane per day can be configured to

generate nearly 7.5 M.W. of surplus power
during the crushing season and as much as
15M.W. during the off season, the latter being
subject to availability of alternate fuel. The
total potential for co-generation of power by
the sugar industry can be gauged from the

present population of sugar factories in the :

country viz.,, 400 plus! It canbe seen fromthe

above that notonly does the sugar industry

play a vital role in the rural economy of the

country and contributes substantially 1o the
Central and State revenues, but also yields
valuable industrial raw malerial for manutac-
ture of chemicals besides offering tremen-

dous polential for co-generation of substantial -
amount of surplus power which can be gain-

fully fed into the grid.

Il Controls on the Sugar Industry

While the sugar industry with its tremendous
potential for rural development and growth of
various ancillary industries can be a very
dynamic vehicle forthe growth of the economy
as a whole, the polential is yet far from reali-
sation due to the extraordinarily complex web

ofcontrols andregulations whichgovern every
aspect of the industry whether it be procure-
ment and pricing of sugarcane, or pricing
and distribution of sugar and molasses or
licensing of capacity, both new and ex-
pansion. While the new policy of economic
liberalisation had generated a lot of hopes in
the industry regarding removal of the afore-
said controls, very little progress in this direc-
tion, if any, has been registered so far and it
would not be an exaggerationto state that the
sugar industry has been by and large kept out
of the purview of the programme of economic
liberalisation as explained hereunder:

1 Continuing lack of freedoin and level
playing field In procurement of
sugarcane

Unlike in other sugar producing countries,
sugar faclories in India are disabled from
sourcing their requirement of sugarcane from
captive plantations due to land ceiling legisla-
tion enacted by various State Governments.
While sugar factories had at one time been
exempted from ceiling laws, they are today
permitted to hold only small extents of fand
and that too for purposes of sugarcane re-
search and development. This has necessi-
tated drawal of sugarcane by each factory
from tens of thousands of farmers with its
attendant uncertainties from year to year. in
this prevailing system of contract farming,

. individualfarmerstendto switch overto differ-

ent cropping patterns from year to year de-
pending on relative profitability of raising vari-
ous crops and varying climatic conditions,
which in turn means that the area under
sugarcane available for drawal by any sugar
factory can never get stabilised unlike in the
case of captive plantations. This instability in
area under sugarcane cultivation naturally
gets reflected in steep fluctuations in sugar
production with its consequential impact on
the price of sugar. It should also be noted that
under this system of contract farming, even
when the sugarcanb crop is abundant, it is not
necessarily made available to the sugar fac-
tory in the organised seclor for conversion
into sugar. What is perhaps a unique feature
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in India is the substantial and significant pres-
ence of alternate sweeteners viz., Khandsari
and Gur (jaggery), which also compete with
ﬂtewgarfadoﬁesbnheavai\ablomamm.
In many parts of India and particularly in Uttar
Pradesh competition fromthesetwo alternate
sweeteners is amajor factor and the drawai of
sugarcane by sugarfactories in Uttar Pradesh
averages to only 40% of the available
sugarcaneinthe State. These alternate sweet-
eners, inspite of their inefficient manutactur-
ing process, are able to outbid the sugar
factories primarily because they are not sub-
jectto any Central or State controls or levies,
For instance, no Central Excise is levied on
khandsari sugar or molasses and besides,
khandsari molasses has atways been kept
out of the purview of pricing and distribution
controls unlike in the case ot sugar factory
molasses. These units are also not liable to
pay the Statutory Minimum Prices fixed for
sugarcane let alone the State Advised Prices
which are strictly enforced on the sugar facto-
ries. There are also no controls on the sale of
khandsari sugar either in terms of levy re-
quirement for the public distribution system or
by way of monthly release mechanism to
regulate the prices. Likewise, producers of
gur/jaggery enjoy total freedom from controls
on procurement of cane or sale of the end-
product. As a matter of fact, demand for gur
has also grown by leaps and bounds in the
recent past as an invaluable raw material for
illicit distiliation, which in tumn has enabled the
gur producers to bid away cane from the
sugar factories by offering highly remunera-
live prices. Thus it is clear that there is no
level playing field between sugar factories
and the producers of the two alternate sweet-
eners, leading to:‘n‘gesirag’o distortions inthe
sugar economy particularly to instabilit

in availability of sugarcane to the sugar lactcb)r
nes, lrglhiscontext, it is imperative to review
the existing land ceiling legislation and make
R possble for sugar factories to organise
Captive piantations either
baahtomoetmleaslso%onhoiranmal

result in oemistem in
Ao dionas e
the indian sugar economy.
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i Another important facet of the procure-

ment of raw material by sugar factories is the
demarcation of distinctive areas for drawal of
sugarcane for each factory. This demarcation
Is done by the State Governments to reguiate
the of cane but unfortunately not on a
permanent basis. Whenever demands are
made for establishment of new sugar facto-
ries almost invariably, such licences are
granted by carving out areas already devel-
oped by existing sugar factories in sreas
hitherto demarcated to them, as opposed to
being established in virgin areas. This is yet
another major factor which has historically
served only to destabilise the smooth working
of the existing sugar factories. Only when
Sugarfactories are reasonably coniident about
the continued availability of cane from the
areas presently demarcated to them,, will
there be any incentive for sustained cane
development as also for modermisation and
expansion of capacity to more economic lev-
els. In the alternative there should be no
demarcation at all so that sugar mills can
compete for cane and the farmers also realise
a better deal in the bargain.

Further in Northern India, many factories

are still competlled to procure cane from the so

called Cane Cooperative Societies ratherthan
diractly from the farmers. In the absence of
direct contact between the factories and the
farmers, there is no scope whatsoever for
extension of cane development activities by
the factories which is sorely needed since
productivity in sub tropical India is very low.
with an average yield of only 50-60 M.T.8 pef
hectare as against 85-100 M.T.s per hectare
in the tropical parts of the country. Strangely
enough, even Cooperative factories in Uttar
Pradesh are required to procure cane through
these Societies rather than directly from their
groweér members. However some of the newly
established faclories, have been permitted 1o
deal directly with the farmers without interme-
diation by the Cane Co-operative Societies,
thus leading to an unequal situation between

‘existing and new factories in terms of their

ability to directly deal with the farmers and
provide cane d&Vthmem services.

2 Continuing fixation of prices payable
for sugarcane on extra-sconomic con-
siderations

As regards the price payable for sugarcane,
Statutory Minimum Prices are anhounced by
the Govt.of India from year to'year and as per
law, the factories are also obliged to share
50% of the excess realisation on sale of sugar
withthe farmers. However, inreality, factories
are constrained to pay the so called State

" Advised Prices which have no basis in law,

but which are always far in excess of the
liabllity under the formula for sharing the ex-
cess realisations on sale of sugar. Also, the
Statutory Minimum Prices announced by the
Government of India are almost always kept
at an unrealistic low level, since this happens
to be a major component in the determination
of the price of levy sugar. So, in orderto keep
the retail price of levy sugar at a pre-deter-
mined level, the Statutory Minimum Price of
sugarcane aiways tends to be fixed at a much
lower level than wamranted by market condi-
tions and the prevailing prices of other agricul-
tural crops. Announcement of such unrealis-
tic and lower than warranted Statutory Mini-

- mum Prices has been the root cause of the
" phenomenon of State Advised Prices which

have come to stay notwithstanding their lack
of any legal sanction.

While the State Advised Prices are not
legally binding on the factories, in practice,
factories have no option except to pay the
same failing which local law and order prob-
lems are bound to arise, apprehending which,
the factories invariably fallin line. Even during
periods of glut and excessive stocks of sugar
as at the end of the 1991-92 sugar season,
State Advised Prices have always been hiked
substantially from year to year due to pres-
sure from the politically strong farmers lobby
and this in turn fuels excessive planting of
sugarcane which again further exacerbates
the glut in sugar. The latter invariably results
infall in sugar prices and consequential inabil-
ity of the factories to pay the Statle Advised
Prices resulting in mounting ‘arrears’. This in
tum resulls in drastic fall in planling, and
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hence in sugar production, and herein lies the
cause of the steep fluctuations in sugar pro-
duction which have always characterised the
sugar economy. If only the sources of de-
mand and supply were allowed to prevail then
in a scenario of mounting stocks, factories will
pay a lower cane price based on economic
considerations and equilibrium between de-
mand and supply is likely to be established
much sooner and it is far less likely that one
will witness such violent fluctuations in sugar
production as the country has traditionally
encountered.

3 Continuing controls on sale of sugat
both inthe domestic and international
markets

Every aspect of the sale of sugar produced by
sugar factories continues to be closely regu-
lated. In general 40% of the sugar prodjced
by any factory is earmarked for supply as levy
sugar to the public distribution system and
only the remaining 60% is allowed to be sold
in the so called ‘free market’. Factorywise
release orders specifying quantities permit-
ted for sale are issued every month by the
Government of india, both in respect of levy
aswellas "free sale' sugar withthe latter being
further subject to the stipulation that not less
than 47.5% of the release for the month
should be sold during each fortnight of the
month. Thus by regulating the total quantity of
sugar released for sale in the free market for
a particular month and by further regulating
the despatches on a fortnightly basis,.the
Government is able to effectively regulate or
control the price of sugar in the open market.
Thus the term “free sale” sugar is really a
misnomer and sale of such sugar is also
regulated inthe aforesaid manner. Whenever
prices in the open market exhibit an upward
tendency, the Government invariably an-
nounces an ad-hoc additional release of free
sale sugar for the particular month which in
turn will act as a damper on the prices. Even
if itis necessary to regulate the open markel
prices inorcerto curb inflationary tendenties,
thereis unfortunately no attempt to define and
declare what is an accentable level of prices
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in the open market, taking into account the
cost of production of sugar. The cost of
sugarcane which again is beyond the control
of the sugar factories as stated earlier, consti-
tutes nearly 65-70% of the cost of production
and whenever free market prices are de-
pressed by excessive release of free sale
sugar, factories are unable to meet their cane
price obligations to the farmers on time, re-
sulting in the phenomenon of arrears of cane
_ price which, as stated earlier, inevitably sets
in motion the reduction in cane planting and
the ‘sugar cycle’. A more rational way to
regulate the prices in the open market would
be to define the acceptable price level, given
the cost of production and then intervene only
if the open market price fall outside a band of
say + 2.5 10 5% around the acceptable price.
This concept can even be further refined to
allow factories to automatically increase or
- decrease their individual sale of sugar, as and
when prices range outsidethe aforesaid band.
The latter proposal would certainly bring the
prices back into control much sooner and at
the first sign of any substantial deviation from
the norm than the present system of correc-
tive action by Government, which inevitably
leadsto considerable speculationby thetrade
astothelikelyquantumofthe monthly release
as also the possibility of any additional re-
lease during a particular month. It would not
be an exaggeration to state that the amplitude
of fluctuations in open market prices of sugar
during any given month are considerably more
than in the case of any other commodity.

Anotherimportant aspect whichdeserves
mention in this context is that sugar factories
can stilt sell only to wholesalers who possess
a valid licence / permit to deal in sugar, and
they in turn can sell only to licensed retailers.

As regards levy sugar, ex factory prices
are fixed on a zonal basis based on the zonal
average cost of cane, conversion cost and an
element of return. However, it is important to
note that the cost of cane adopted in the
fixation of levy price takes into account only
the Statutory Minimum Price fixed by the
Government of India and does not recognise
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the additional price advised and enforced by
the State Government. Thus a substantial
portion of the cane cost is hot compensated
for in the levy price, resulting in requisitioning
of levy sugar for the public distribution sys-
tem, at a price which is below the cost of
production. The conversion cost for each
zoneis determined onthebasis of cost sched-
ules prepared by the Bureau of Industrial
Costs & Prices, onceinthree years, andthese
schedules are supposed to represent the
average conversion cost for alithe factories in
that particular zone. implicit in this system is
that factories which are efficient and ncur
lower than the average conversion cost ben-
efit from such averaging while factories who
incur above average conversion cost are at a
disadvantage, and perhaps rightly so. How-
ever, the Government has recently commis-
sioned another enquiry by the BICP for deter-
mining the conversion cost schedule which
will be applicable for the next three sugar
seasons commencing with the 1993-94 sea-
son, but with instruction to arrive at two differ-
ent cost schedules for each zone - one for
factories below a crushing capacity of 2500
TCD and another for those above 2500 TCD.
This particular directive from the Government
cannot be comprehended in the context ofthe
present economic thinking which recognizes
the need to build economies of scals by
encouraging expansion of existing capacities
to global scale - as a matter of fact, it seeks to
penalise factories which have expanded to
higher capacities while at the same time re-
warding those factories which have opted to
remain at lower capacities with much higher
conversion cost. Also the element of retumn
which is provided in the levy price has a major
lacuna in that computation of return is reck-
oned only on historical cost and not on re-
placement cost basis and as such is woefully
inadequate in the context of the urgent need
to mobilise internal resources for modernising
the factories which are slill predominantly old
in terms of age of assets and ouldated in
terms of technology.

Inadditiontotheregulationon saleof sugar
inthedomestic market, exports are alsoregu-

lated and permitted only whenthe Govemment
determines an exportable surplus. Thus, there
have been years when exports have not been
permitted at all, keeping in view the require-
ments of the domestic market and especially
the domestic price levels. This policy of permit-
ting exports only as and whenthe Government
determines availability of surplus, will seriously
undermine the ablfiity of the industry to effect
exports in a market which is characterised by
intense competition from several sugar pro-
ducing countries which are consitently in sur-
plus. Forinstance, during 1990-91 and 1991-
92 subs:antial efforts were undertaken by the
industry to export sugar and new markets for
Indian sugar were developed especially in Sri
Lanka. Butthe steep fallinproductionin 1392-
93 has resulted in a ban on sugar export and
this will only undermine our efforts to export
whenwe are once again confronted with a glut
intheyearstocome. Instead of this ‘onagain’
- ‘off-again’ policy on export, given the reali-
ties of the international market for sugar, the
Government would be well advisedto earmark
adefinite quantity or percentage of production
for regular export, irrespective of fluctuations
in production and domestic price levels.

4 Continuing requirement of licence for
establishing new capaclty as well as
for effecting substantial expansion

While various sectors of industry have been
liberated during the last two years from the
licensing regime, the sugar industry is one of
the few which still continues to be one of the
scheduled induslries subject to licensing un-
der the Industries (Development & Regula-
tion) Act. What is especially disconcerting is
that even substantial expansion of existing
capacity is subject o licensing requirement.
Againthe present licensing policy forthe sugar
industry gives priority to the Cocperative and
Public Sectors and only in the absence of
applications from these sectors for a particu-
lar location, will applications from the Private
Sectorbe considered, contrary o the general
thrust oftheliberalisationprogramme lowards
privatisation.
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Further, contrary tothe recommendations
of various expert bodies, the presentlicensing
policy permits establishment of new capacity
within a radial distance of 25 K.M. from exist-
ingfactoriesrelaxableto 15K.M.ifthe circum-
stances so warrant. This is in stark contrast to
the recommendations of a minimum of 50
K.Ms. by the Bhargava Commission and 60
K.Ms. by the Reserve Bank of India. As a
matter of fact, during the 7th Plan period the
minimum distance was first specified at 40
K.M. andthen subsequently dilutedto 25 K.Ms.
so as 1o accommodate political pressure for
licensing more new sugar factories. Estab-
lishment of new factories in such close prox-
imity to existing factories tends to deprive the
latler of developed cane area and oftentimes
such licensing has resulted in both the exist-
ing and the new faclories eventually suffering
for want of adequate cane.

The pressure for granting new licences is
also fuelled by the Incentive Scheme for new
tactories which at present offers total freedom
from levy requirement i.e. 100% of the output
can be sold in the open market for a period of
8-10years as against 60% permitted for exist-
ing units. Tnus, such an incentive scheme
places the enlire burden of supporting the
public distribution systemonthe existing sugar
factories, which, giventhe fact that levy sugar
is requisitioned at prices way below the cost of
production, are therefore not able to find ad-
equatle internal resources to modernise their
plants andinvestin cane development. it may
also be noted that such incentives are not
made available for expansion of existing fac-
tories beyond 2500 TCD which has been de-
termined as the minimum economic size for
the sugar industry. Thus, the licensing policy
instead of encouraging expansion to more
economically viable levels, encourages in-
stead the setting up of new grass-root capaci-
lies with project costs in the range of Rs.50
crores, and whose economic viability is artifi-
cially propped up by the provision of an attrac-
tive incentive scheme at the expense of the

existing sugar factories.

Fuither, based on the estimated demand
for sugar, 1ne Government also reckons the
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additional capacity that requirestobe licensed
taking into account the capacity aiready li-
censed andinstalled. Hereinlies another prob-
lem in the under-assessment of the capacity
which is already licensed and installed. Since
sugar factories are licensed on the basis of
crushing capacity per day, the latter must be
multiplied by the average duration of the sea-
son andthe average recovery percent of sugar
to arrive at the annual capacity in terms of

sugar production. Since recovery and dura-
~ tion vary from year to year and region to re-
gion one has to necessarily arrive at an aver-
age for both parameters over a period oftime,
to determine capacity. in this context, the
Government adopts a 10-year average re-
sulting in an assessment of licensed capacity
of175lakh M.Ts. and installed capacity of 102
lakh M.Ts. However, if a more recent average
were adopted, the same would work out o a
licenced capacity of 203 lakh M.Ts. and in-
slalled capacity of 120 lakh M.Ts. onthebasis
of a 5-year average and licenced capacity of
212 lakh M.T.s. and installed capacity of 125
lakh M.Ts. on the basis of a 3-year average.
Thus by adopting a longer term average, the
capacity alrcady licensed and installed is un-
derstated by nearly 30-40lakhM.Ts. and gives
scope for addional licensing which may not
be warranted. In the present context of liber-
alisation, it would be far more desirable 1o
delicence new capacity butwithout any incen-
tive scheme 1o make creation of new capacity
artificially viable. Such a policy would also
encourage expansion of existingunits atmuch
lower costs, resulting in economies of scale

and lower cost of production which can be
passed on to the consumer.

§ Continuing de-facto controls on mo-
lasses

In June 1993, the Government of India re-
moved all price and distribution controls on
molasses, which had hitherto been fully regu-
lated under the provisions of Molsses Control
Order, 1961. While this move has certainly
been in line with the overall programme of
liberalisation, implementation in most States,
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barring Maharashtra and Tamil Nadu, has
either been totally frustrated or not entirely in
keeping with the spirit of Government of In-
dia’s order rescinding such controls. As a
matteroffact, inter-state movement ol molas-
ses is still not free and strangely enough,
movement of molasses and alcohol between
States is referred to as "expon” and if permit-
ted at all, such movement is only on payment
of an export pass fee. Further, the Govem-
ment of India itself has stipulated that the
State Governments should take sufficient
measures to prevent excessive diversion of
molasses and alcohol 10 the potable alcohol
sector and that the requirements of the indus-
trial consumer should be safeguarded. Such
restrictions on free inter - state movement as
also the distribution within a State between
the industrial and potable alcohol sectors, will
invariably and indirectly result in a restriction
on prica. Thus it can be seen that the guide-
lines issued for implementation of decontrol
have de-facto established partial control on
movement and distribution and consequently
of price, which once again goes against the
spirit of liberalisation.

IV Conclusion

Fromthe above it can be clearly seen that the
sugarinduslry, in allitsdimensions, continues
1o be kept, by and large out of the purview of
the liberalisation programme. The operating
environment of the sugar industry will never
be truly liberalized without the following:

1 Determ:nation of price of sugarcane on
the bas's of economic considerations;

2 Allowing sugar factories lo own/lease
captive plantations;

3 Decontrolof sugarandremovalof controls
on export,

4 Delicensing of the industry and
scrappingoftheincentive scheme fornew
factories; and

5 CEllective implementation of decontrol
of molasses, both in letter and spirit.

Book Review
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‘Economics of Child Labour and Fertility: Sumanagala,
M. and Nagarajan, B.S,B.R. Pubhshmg Corporation, Delhi, ¢

1993 Pp.220, Rs.190.

BN

D. Jayaraj

THIS book consists of two parts divided into
five chapters, excluding the Introduction. Part
| consists of three chapters, on Demographic
and Social Profile of Tamil Nadu and India,
Child-Labour Profile in Tamil Nadu - Districts,
and Determinants of Child-Labour: Micro-
Studies, respectively. Part Il comprises two
chapters on Factors Determining Fertility Be-
haviour and Major Findings and Polncy lmph-
cations respectively.

The authors have compiled information
on demographic profile of the state and the
country. They have also collected valuable
data on occupational characteristics of child
labourers. The information on earnings and
contribution of wage income of child labourers
to total family eamings is extremely useful.
However, the authors have not organised the
information well. Nor have they succeeded in
conveying the information to the readers.

Inthe Introduction, poverty and inequality

are identified as primary causes of both high

incidence of child labour and fertility. The
analysis at the macrolevelondeterminants of
child labour ignores both poverty and inequal-
ity as causalfactors. infact, the path analysis
of the determinants of child labour in Section
lllof chapteris of crude birth rate and not of
child labour. The micro leve! analysis of both
child labour and fertility loses their significant
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because the sample is biased by including
only households which have at least one child
working with couples living together in the
reproductive age group. Atbest,the results of
the analysis explain the fertility behaviour of
households which have at least a child work-
ing and not the fertility behaviour of house-
holds in Tamil Nadu. Thus, the results cannot
be generalised.

The analysis on factors determining fertil-
ity also loses its significant since it does not
include some of the important causes of fertil-
ity such as age at marriage, poverty and sex
selection. Although the authors have stated
that poverty and inequality are the major
causes for both high fertility and high labour
forca participation of children, they have not
analysed the data within a coherent frame-
work. ltis wellknownthat child labour, fertility
and infant mortality are high, and age at
marriage and level of education are low among
poor households. Therefore, the relationship
between child labour and fertility cannot be
analysed using single equation framework. It
must be explored using a simultaneous equa-
tion model, particularty when poverty is not
reckoned directly in the analyses. These
methodological and analytical inconsisten-
cies limit the value of the book, although the’
issue addressed is topical, and the book con-
tains rich information.,
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with the poor outiook for the

e high foreign exchange reserve and the
quota on exports to Russia are also analysed.
inthe aid area, the four loans made during the
maonth by the World Bank and ADB are noted
together with satisfaction at their declining
rate. In the area of Human Resources
Development the major event is the
commissioning of INSAT 1IB and its effect
on making possible and directly universal
primary education and mass literacy.
The deleterious effect of the earthquake
on education in Maharastra is also noted.
In the employment field, the IMFs view that
its structural adjustment programme causing
only short term unemployment is discussed
with the conclusion that the deleterious effect
on employment will last through the
8th plan and probably the 9th plan. In the
international section, the World Bank and
IMF'sturn around advocating state intervention
in order to promote development as the main
lesson of the nine East Asian countries is
discussed. The concept of growth regions in
Asia as a new form of development is referred
to, side by side with what the World Bank
calls the East Asian Miracle. The statement
of the heads of IMF and the World Bank at
the annual two day meeting are analysed with
some interest as they represent a departure
from their "additional position cutting back
on state intervention and promoting a free
market. The GATT stalemate is referred to
with the deadiine of concluding the Uruguay
round by the middle of December receding.
The World Academy of Sciences conclusions
on population and fertility growth are discussed.
Under other items, some 7 items with which
the Institute was connected are referred to -
AIR broadcast on literacy, National Centre for
Industrial Harmony, Science City, Tamil Nadu
State Council for Higher Education, India
International Centre’s Board of Trustees and
Seminar on the Gulf, the annual meeting of
the Institute of Social Sciences and the
Tamil Nadu Board of Continuing Education

and the State Resource Centre's Annual
Conference.
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State

Budget and Finance

The Supplementary Budget presented by
the Government to the October session of
the Assembly amounting to Rs.23.36 crores
shows expanded expenditures not being
matched by increased revenue collections.
The supplementary budget covers Rs.15.82
crores which was released for the sale of
fertiliser at concessional prices. This could
have been foreseen in the budget. A second
provision is Rs.54.25 lakhs for opening an arts
and science college for women in Bargur,
Dharmapuri district. This adding to higher
education is questionable and in any case
could have been in next year's budget. Other
equally questionable proposed expenditures
are Rs.73.06 lakhs to meet the increased
allowances to the statf, Rs.1.91 crores for
restructuring TANS! and a grant of
Rs.25 crores o tnie famil Nadu Water Supply
and Drainage Board which could have been
included in the next budget, Rs.2 crores as
contribution to the Tamil Nadu Transport
Development Finance Corporation assisted
by the World Bank and Rs.4.3 crores for
setling up an acqua culture estate in the
Chidambaranar district. These expenditures
could have beer foreseen and included in the
plan. There is the usual problem of
supplementary budgets proposals for
expenditures not being covered by indications
on how these expenditures are to be met,
and whether they will add to the massive
budget deficit for 1993-94 (see Vol XXIii
No.5-6, pp19-20). Meanwhile the government
reports plans for increasing increased
mobilisation of small savings which is now
necessary with the Centre’'s withdrawal of
incentives to it. One area of special attention
is postal savings where animprovementin the
savings of investors, as in its equal mutual
funds could result in some increase. Further,
the State's proposal to use district planning as
an incentive for enhanced small savings
through the initial provision of Rs.20 crores as
unused fundsto itwith the promise to increase
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this allocations in the future, particularly for
districts which record better gavings. Similarly
any village which ensures 100 per cent
attainment in this smajll savings scheme is to
be provided with the public infrastructure in
the form of water , oF road or other
facilites vp o & maximum of Rs.1 lakh.
Furtho:. highschool or higher secondary
attains its target is tobe given the

of basic sports equipment. There is

one puzzie here. Whilg the State has been
crying aloud against the abolition of Centre’s
incentives resuiting in decline of smali savings
schemes, itreports atthe same time an alltime
record of Rs.615 crores during 1992-93, which
is one reason for the State reaching and
passing the plan quiley of Rs.1835 crores as
reported in the lastissue. Similarly, the central
govemmentaiso reports that the small savings
collections have increased by four times during
the period April - July 1993-94 as against

Ry Pa Tt
[ : o A :
InoroRe ™ to fear about the

decline in small savings and the resulting
income of the State.

Water

in October, the State, particularly the
northern districts insiading Madras and
Chingleput teceived rains. As far as Madras
city is concerned, the lack of drinking
water continues t0 be a problem and the
rains recorded a meagre rainfall in its
catchment areas. During the South West
monsoon between June and September 1993
three districts received excess rainfall,
plus 20 per cent being its measure, pius or
minus 19 per cent being normal, minus 20-59
per cent deficit and minus 60 to 98 per cent
scarcity. The excess rainfall districts were
Kamarajar (30 per cent), North Arcot
(24 per cont) and Pasumpon Muthuramalinga
Thevar (21 per cent). Districts which
recorded normal rainfall were Madurai
(14 per cent), South Arcot (13 per cent)
Dharmapuri (8 per cent), Dindigul Anna
(6 per cent), Salem (4 per cent), Tiruchi
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(1 per cent), Chingleput M G R, Periyar,
Nilgirls, Madras, Pudukottai, Nagapatinam
Quaide-e-milleth, Chidambaranar and
Thiruvannamatl Sambuvarayar being in
the normal category. The districts which
had deficit rainfall were Kanyakumari,
Tirunelveli, Thanjavur, Ramanathapuram and
Coimbatore. The State has received 316mm
of rainfall during the period, invoiving a
deviation of only 3 per cent. This is not an
unsatistactory record both for drinking water
purpose and for agriculture in the state.

Power

On the power front the three developments
noted are, first due to imbalance between
supply and demand there is considerable
load shedding during the month affecting
particularly industry. The supply side
represented serious daficit due to reduction in
thermal and hyde! generation, the shut down
of one Kalpakkam atomic power unit and
some decline in the Neyveli supply due to &
faulty conveyer and the entry of rain water in
the lignite mines. There is need to study this
situation in order to avoid this kind of load
shedding which involves heavy loss for
industry. The otherdavelopment s the Ggrman
government finance agency's assietance
(KFW) to the Neyveli Lignite Corporation's

capacity expansion of its thermal
power station. This direct foreign
involvement in the power sector is a
continuance of close association of
Germany with NLC and should be muitiplied
in assistance from other private foreign
sources. Finally, the government states that
it plans to complete the 120MW Basin Gas
Turbine project by 1995 to free Madras from
power shortage. Further, the state as awhole
faces the problem of low voitage and as a
result of the survey of this question a pian for
Rs.200 crores for erecting sub stations and
transformers has been developed. In the
discussion of the powaer sector the government
has raised for the first time the question of free
power for farmers which in addition to the
target ot energising 40,000 pump sets during



the current year and decisions on the 4.8 lakh
applications, all invoiving a revenue loss of
Rs.865 crores for the current year, which is
met in part through the government's tariff
compensation of Rs.350 crores. The
government invited the Assembly to debate
this question of free powaer to farmers; only this
Proposal which s necessary andsound seems
to have been prompted by the injernational
lending agencies laying down conditions for
charging for the supply of power. .

Annual Credit Plan

The government announced that the annual
stock taking of Banks’ performance in
private sectors resuitad in the Annual
Credit Plan for 1993-94 being fixed at
Rs.2572.20 crores as against the disbursed
credit of Rs.2318 crores in 1992-93.. The
[break-down is satisfactory; in that agriculture
will receive Rs.1642 crores, industr
Rs. 563 crores and trade and services
Rs. 366.24 crores. There has to be a special
plan for cottage industries and service sectors
which will enable them to use the funds
earmarked for them at 40 per cent. The
functioning of other seclors has not been
satisfactory and so the decision to review
particularly SUME (Scheme of Urban
Marketing Enterprises) and SEEUY
(Self Employment and Educated Unemployed
Youth) is timely and should result in removing
their slow and defective working and in
generating adequate appropriate reforms.
Another area which needs to be evaluated is
the extent to which Annual Credit Plan
promotes decentralised district planning
including the allocation of Rs.20 crores
for the current year for it as referred to earlier.

Agriculture

The results of South West monsaon for the
State has been referred 10 earlier as a positive
factor for both the kuruvai and samba crops.
it is Mettur water supply which is causing a
certain amount of dislocation in farmers’
planning of their crops. For instance in the first
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part of October, Mettur dam's storage was
very low and hence its outfiow had 19 be
sharply reduced. It has of cdurse resulted in
disarrangements to farmers’ plgns. In mid
October there was some rise in the Mettur

- Inflow which increased the storage. Towards

third week, because of 'rains there was
no discharge from Mettur wh "a..lq"?},,w
ralsed to 70 f1. by tha M ‘3&.“
This kind of fiuctuation Wiy fhettyr dam
storage is very bad for agriciithi n

and the growth of crops. in particular,
the cauvery delta of Thanjavur and
Nagapatinam Qualde-e-milleth Is ‘entirely
dspendent on Mettur for its samba ¢rops. The
Interim Award of the Water Tribunal of some
compromise on it should be implemented by

the Government of India through the

neighbouring state government of Karnataka.
For the ensuing samba crop, monopoly
procurement of paddy which was not in force
during the kuruvai season will be in operafion
in order to help the public distribution system.
The Government already has a large stock
of 9 lakh tonnes of rice and so the system
ofunforeseen monopoly procurementscheme
is in some question. Thig issue Is also
worsened by the unavailability of further
Storage space in the State and the lack of
wagons which involves a problem for moving
of paddy procured from the delta region.
Agriculture policy needs to be reformulated
taking into account all these tactors. While the
allocation for agriculture in Annual Credit Plan
wasreferredto as satisfactory, NABARD points
out that the State's Banks faced serious
overdues especiallyin the lasttwo years which
amount to nearly 50 per cent of the ioans.
This mounting overdues could become an
obstacie in making available short term.
Mid term credit to the farmers. This neads 1o
De avoided in view of the State’s further tight
food situation. A new initiative in agricultural
frontin the State is the building of 1000 modal
farms using focally availablg resources and
using progressive farmers: Every district
should atieast have a model tarm. The project
is to be devised by a Statg level, and district,
block and Taluk leve committees. It is to be
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hoped that operational procedures and fixed
conditions being set up will not hamper the
operation of this much needed programms.

Industry

The failing Infrastructure of the state Is
adding to the many causes which make
the Industries sick. The 10 per cent of the
country’s registered factors i.e. (in this state)
are faced with serious shortage of power
including the interruptions caused by foad
shedding referred to earlier. MALCO has had
to close down and Standard Motors is tacing
similar problems. The other factor leading to
Industrial sickness are the ongoing labour
struggles. In addition to the Standard Motors,
the Gangaikondan Centre, Perunthurai Centre,
the Nannilam Centre are caught in this area of
Industrial unrest. Further the Madras labour
union of the B&C Mills opposed the BFIR's
decision to grant permission to the
management to resiructure the company,
without the consent of the Union. This might
lead to a serious situation in the company.
The result of all this is that the industrial map
of the state shows an aggregate loss of
Rs.155.81 crores against their aggregate capital
of Rs.124.09 crores. The major part of these
losses arise from 21 units which have
contributed Re.43.89 crores. Given the
recession in the country and in the state,
these negative factors are holding back
the state’s industrial development. They are
the points to which special attention needs to
be given even as there is talk about the state
regaining its past industrial position in the
country. One positive fact in this direction is

the conversion of the metre gauge into broad

gauge of the Karur-Dindigul-Madurai-Tuticorin
line and the deveiopment of several direct
services from Madras-Madurai-Kanyakumari
which will help to spread the effect of the
products of the industrial firms. On specific
industrial performance, the Khadi and Village
industries sector reports a production lavel of
Rs.408.89 croresin 1992-93 with similar sales
records during the current year. Another
innovative development is the steel plant
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to be fed by Neyveli Lignite at a cost of
Rs.800 crores sponsored by TIDCO. The plant
is to have a capacity of 3 lakh tonnes in the
first stage and is to be increased in phases
to 7 lakh tonnes. A negative development is
the higher pricing at Rs.2200 per tonne for
propylene for the Manaili Petro Chemical
firms. This higher price does not apply to
public sector units of MRL. Though the issue
is under the High Court investigation, the firms
at Manali are worried. SPIC reports its plans
to invest Rs.2500 crores in several down
stream petro chemical projects for benzene,
paraxylene, PTA at 2 1akh tonnes per annum
and PFY at 60 thousand tonnes per annum.
As a result, SPIC shares are commanding
a high programme in the market. Thus the
industrial scena is a mixed ona for the state
in October.

Natlonal

Plan

The 1993-94 plan like that for 1992-93 is once
more being underfunded resulting In serious
investment shortfalls in the core sectors of
transport, power and telecommunications,
along with the private investment not
materialising on the expected lines. This
serious under funding of the plan during the
two years is mainly because the states
resources are well below that projected for the
8th plan at 24 per cent. Hence the nesd for a
somewhat radical restructuring of states
finances along with an increased resources
effort which is needed. The discussions with
the state government on the state annual plan
for 1994 and 1995 which have started at the
end of October will last for six years should be
used for the above purposes. The growth rate
in 1993-94 Is likely to be under 5 per cent.
Similarly the states plan for the year lag
far behind as indicated by the massive deficits
in their budgets. They have not mobilised the
required resources and hence the shortfall. in
the public sector, plans are short of the target



because of the shoritall in the budgetary
supporl. Additionally the expected
Rs.6000 crores market borrowing is not
likely materialised. This situation for both
the Centre and the States is worsened by
the decline in revenue realisation during the
current year. Another feature of the coming
pian for 1994-95 is the state's transferring
36 per cent of the total plan outlay to sub
State (district and block) level planning bodies
on the basis of the recommendation ot
the National Development Council. Thig is a
positive development and has been pointed
out in the earlier issues of the Bulletin will
make not only for realistic firm planning but
also for effective poverty alleviation
programmes because who the poor are

can be identified only at the local village,
block level.

Power

As the State Electricity Boards owe the
Nationai Thermal Power Corporation
Rs.3115 crares as at Septembar 1, NTPC
has decided to market its power directly
to bulk consumers and on the basis,
MOUs have been signed by NTPC with
Gas Authority of India, Railways, Coal India.
This marketing strategy will avoid future
mounting of dues but not solve the current
staggering burden of the Rs.3115 crores
referred to earlier. This again seems to
hint that unless SEBs settle their dues
promptly they will have to manage for
themselves as 35 per cent of NTPCs supply
is to SEBs. This is not an easy matter
because the Central Electricity Supply Act
and the State Electricity Act have to be
amended for NTPC to collect its duas quickly.
The urgency of this is to be found in the
fact that the Minister of Power who recently
visited the World Bank was told that there
will be cancellation of further parts of
the $1.2billion loanifthe centre power activities
like NTPC do not clear up their outstandings
bu:“::d D?:en;t'm This deadline is almost on

erelore some further reduction
in World Bank loan of $750 miliion already
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made is not unlikely. A new source of funding
is the European Development Bank which has
made available $65 million to co-finance
construction of the southem regional load
despatch and communication project. Mthisis
a soft loan, it will not seriously add to the
probiem of repayment faced by the Board.
in the power sactor of the 8th plan, the national
programme being launched from November
for bio-energy utilisation relating to
co-generation and recyciling of urban and
municipal wastes 1o save imported fossil tuel
costs is important and should be noted.
A package of fiscal policy measures Is being

“developed to ensure the success of this

programme. In this connection it should be
noted that co-generation as an additionai
Source of producing power has vast potential
in the country particularly in industries like
sugar, fertilisers, textiles, cament etc where
steel is used in large quantities tor their
operations. This untapped reservoir for
cogeneration should be used. 1ts technology
is known and easily avaiiable, tha government's
main contribution is to remove the hurdles in
the way of this programme particularly the
policy on pricing of surplus power produced
through cogeneration. Here the SEBs should
be buying the surplus power, and must be
obliged to make prompt payments of their
purchasesas one means of ensuring reaching
the target of 6000 MW during the balance of
the year. This should be increased in the
futgre plans to 10,000 MW which is what
India's untapped potential points to.

Inflation

September ended (the week ending 25)
with the wholesale price index standing at
7.3 per cent for the year. The price situation
deteriorated during the first haif of the current
financial year at 6.6 per cent compared to
the 6.3 per cent in the same period of the
previous year. This means that unless the
general price falls during the next six months
the target of attaining inflation under 6 per cent
by the end of 1993-94 wiil not be attained.
Further, unlike last year when the inflation was
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caused by the raising of the administered
prices the inflation this year is essentially
market led. This means that the inflationary
expectation now is attributable to the large
liquidity on account of higher average central
government deficit levels. There is also the
problem of these rates being based on
provisional data so that when the actual
growth Sigures are available the inflation rate is
likely to be pushed up. Further, given the
slack in Industry, there is the opportunity
for big house to raise cheap money. There has
been no credit squeeze because banks to
are flush with resources. This low growth
equilibrium goes against the main purposes of
the economic reforms which is to push up
growth and that probably is the only way in
which inflation can be controlled.

Economy

The earthquake that struck the Marathwada
region of Maharashtrainvolved a large number
of people Killed and injured and heavy loss of
property. ltis time that the country developed
the expertise to predict quakes with some
accuracy and to build houses including the
village hutments to stand such shocks.

The shartfall inrevenue collections is serious
as it makes fiscal management almost
impossihle.' Against the budget’s optimistic
projections predicting about a 15 per cent
rise in customs revenue and 5-20 per cent
increase in direct taxes, though later the
Finance Minister said that a revenue shaortfall
of Rs.2000 crores could be expected.
The actuals are -Rs.1683 crores on customs,
-Rs.1849 crores on excise and -Rs 808 crores
from direct taxes. The presenttrend is that the
gap Is likely to be larger than last year's
Rs.3500 crores and the deficit will exceed
Rs.10,000 crores. This is not the time for
relaxation of controls on expenditure. The low
level of tax collections is due in part to the
present economic situation in the country.
Leakages in the collections of excise and
customs duty are considerabie and the
possibility of expanding the personal income
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tax is not very bright. The country's revenue
from direct tax to GDP is one of the lowest in
the world. The government's plan to expand
the coverage of tax deduction at source might
be one way of reducing the widespread evasion
in the services sector but even here the poor
yield from presumptive taxation of income
does not give much hope for any sizeable
increase in revenue. This Is true both for the
central as well as the state governmants. The
government has repeatedly statad that over
the next couple of years customs duties,
corporate tax, personal inconve tax will be
fower in accordance with the Rangarajan/
Chelliah Committea report but this is completely
contrary to the slow and declining trend in the
economy referred to earlier and the resuilting
decline in tax collections. One consequence
wouldbe thatfor the second year in succession,
there will be a drop in the plan outlay in both
the centre and the states.

Returning to the question of the economic
reform impact on the economy dealt with in the
pastissues, the continuing industrial stagnation
nullify the hopes of reform stimulating growth.
The IIP index shows that for the first quarter
industrial production grew by 0.2 per cent
compared to last year's 1.5 per cent. Whatis
worrisome is the depressed performance of
the manufacturing sector which has grown
only by 0.5 per cent despite the 28 per cent
increase in exports reported. One reason is
that the Indian industry has diversified away
fromintermediates, basic and machine making
sectors, capital goods, and basic goods are
facing difficulties while chemical, petro
chemicals, electronics, consumer durables
and food processing are doing well. Istherea
case for recasting the industrial index in order
that the performance of the economy may be
more truly and accurately reflected?

In October RBI announced a credit policy
which has been described as “a friendly busy
season policy™. The statutory Liquidity Ratio
has been reduced from 37.25 per cent to
34.75 per cent and from 30 per cent to 25 per
centofincremental deposits which will release



asum of Rs.4150 crores for banks to lend. 1t
has also eased norms for lending by banks via
the consortium system. This is unlikely to
stimulate growth because as noted earlier the
economy particularly industry has not been
held up for lack of funds. The policy also
announces packing credit for domestic inputs
of exports being permitted in foreign currency.
The maximum permissible bank finances is
increased to Rs.2500 crores with CP issues
allowed upto to one year, no limits on CD
issues and the limits on investment in PSU
Bonds raised 0 5 per cent of incremental
deposits. This policy which embodies the
agenda of financialliberalisation raises several
problems, namely, a financial sector boom
while the real economy stagnates. Thereason
for our recession is the collapse of demand
caused by the lack of purchasing power mainly
through the cuts in government capital
expenditure. Further, according to ICICI the
average capacity utilisation declined by 2.8
per cent for basic goods, by 6.1 per cent for
capital goods and by 17.5 per centforconsumer
durables in 1992-93. This quantification of the
earlier reference 10 the decline needs to be
noted. The credit policy should have addressed
itself to the major result of the present policy
reforms which is the recession, under which
fewer goods are produced and more money
chases these fewer goods. Does this mean
that the only choice for the economy and its
planners is between recession and inflation?
It is very doubtful whether the credit policy
announced will revive the economy apart from
stimulating the stock market. RBI by aliowing
all India institutions to operate on more hours
in the money marke! has tried to solve the
excess liquidity problems in the banking system
which will be further aggravated by the
reduction in SLR. Even NABARD and SIDBI
states that they do not require any additional
short term funds. Where then is the liquidity to
be used? A gradual rise in inflation fuelled by
the faster growth in M, declining revenue
collection, poor industrial performance, lower
GDP growth and higher deficit which are
retarding the pace of economic reforms have
to be addressed.
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Direct foreign investment flows reached
Rs.1112 9crores during the first seven months
in the calendar year January-July. This is
already Rs.447 crores higher than the total
inflow of foreign investment last year at
Rs.675.21 crores. There has also been a
sharp rise in the total approvals given for
foreign investments during the first seven
months of the calendar year at Rs.5790 crores.
While these amounts of foreign investment
are welcome, it is important that they are in
high priority and high technology industries
like power, oil, food processing, chemicals,
electrical and electronic equipments, telecon,
transportation and industrial machinery and
not in consumer items like coco cola,
pepsi cola, health tax, hamburgers etc. With
regard to the disinvestment of public sector
enterprises referred to in the last issue,
the government is unlikely to follow the
Rangarajan Committee recommendations
in this year's disinvestment programme
because of the time limit imposed by IMF
conditionalities onbridging the widening deficit:
the sale of PSU shares is one means of
meetings its conditionalities. There is some
question as to whether PSU disinvestment
should be used for bridging deficits.
The government policy plans to use pan of
the finances for feeding the National! Renewal
Fund. Inthe hurry to raise resources the main
valuable suggestions of the Rangarajan
Committee such as the criteria for selection of
PSEs for disinvestment, the percentage of
equity in public disinvestment, the target
clientele, the means for valuation of shares
and the precautions to be taken in the pian for
disinvestment as well as the over arching
recommendations for the standing committee
on disinvestmant to be set up to oversee the
entire programme are likely to be overlooked.
The budget projected raising Rs.3500 crores
through the scheme which calls for 2 or 3
rounds of disinvestment but it looks as if this
year again there will be a repeat of the last two
years disinvestment performance. One of the
outcomes of the PSU disinvestment has been
the gradual development of privatisation,
though as secondary to the closing of the fiscal

MIDS Bulletin, December 1093

deficitfunction mentioned earfier. Privatisation
is now in the initial experimental strategy with
no concensus among economists or the
political parties about its neceassity. Given the
fact that 10.5 per cent of the country’s total
capital formation is now in the form of shares
of public sector enterprises and the
governmentoommitment to IMF thatbudgetary
transfers to the PSEs will be progressively
reduced, this start of privatisation seems
inescapable despite the record of the private
sector with regard to efficient management
and problems of corruption and nepotism.
Privatisation should be preceded by market
services,effective publicity, reductions of
over manning and bureaucratic interferences
and not using the resources from the sales of
PSE shares to narrow budget deficits.
Privatisationis one route butitis not the overall
remedy to the problems faced in regard to
the public sector enterprises.

During the month, the Securities and
Exchange Board of India (SEBI) continued
to be given additional powers such as the
power to cancel the registration of under
writers indulging in manipulation, price rigging
or corruption. The rules and regulations
issued during the month list the conditions
for grant of recognition and the obligations
and responsibility of under writers,
procedures-for inspection by SEBI and code
of conduct. Thus no person can now act as
the under writer without obtaining a
certificate of registration from SEBI. The under
writers will now be required to have a minimum
network of Rs.20 lakhs and other regulations
arise from suggestions made by SEBI for
reforms in the primary market which is
characterised by many deficiencies in the
functioning of under writers. One of its main
suggestions is that arrangements be made
for firm allotment in mutual funds by Indian
financial situation, foreign institutional
investors including NRIs and OCBs and
permanent employees of the issuers to the
extent of the 70 per cent of the issue,
with 30 per cent being offered to the public.
The extent to which these and the other
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reforms during the month will bring order and
discipline in the stock marketand its members,
the brokers and under writers and afford
protection to investors needs to be watched.

The causes of poverty in the country and
the means of ameliorating or eradicating it
needtobe recastinlight of recent studies. The
Lakdawalla Committee on poverty shows a
high poverty ratio of 39.3 per cent compared
to earlier planning commission estimates of
29.9 per cent. Its methodology is superior as
it takes into account the states specific price
indices, separately for rural and urban areas
andrelies uniformly onNSS data. Theresuliting
drop in the country’'s poverty in the 15 years
(1973-74 to 1987-88) at 15.6 per cent is
encouraging because the decline applies to
the different depressed socio, economic
groups - agricultural labour, casual non formal
labour in the rural areas, scheduled castes
and scheduled tribes and children. The paradox
involved in this should be noted: some state’s
like Kerala and Tamil Nadu which have
progressed a great deal in the social sector of
education and health unlike in Bihar and Orissa,
others like Punjab and Haryanaregister record
results from HYV, unlike Karnataka, and more
generally the wide inter state variations in
irrigation. Rural roads and other rural
infrastructure. Also the available non farm
jobs and rate of urbanisation is varied between
states. Given these inter-state differences,
the paradox is the uniform decline in poverty
despite some variations like the Orissa rural
poverty ratio declining only modestly from
67.3 percentto 57.6 per cent over the 15 year
period while that of Andhra Pradesh has fallen
from 48.4 per centto 20.9 per cent. Maharastra
which is acclaimed the world over for its
employment guarantee scheme has a rural
poverty ratio of 40.8 per cent against the
national average of 39.1 per cent. There is
need for more research to give an explanation
for these differences, which will be particularly
necessary to formulate a strategy for the
efficientuse of resources through the increased
investmentin socialsectors and as an effective
means of reducing poverty.



‘Here the World Bank's policy research
report, the East Asian Miracle which it
shows can be replicated by other countries,
which it states, if the following fundamentals
are followed: First, the governments’ must
ensure that the benefits ot economic
development are widely shared; wide
sharing mechanism give socio political
stability which is necessary for growth; to
quote the report "with an emphasis on
primary education, equitable land holding,
support for small enterprises, an export
oriented drive and low cost housing, much
of the East Asian Miracle can be
achieved™. Second, these countries support
small and medium enterprises which give
a fillip to equity and eftficiency. Third,
they achieved ground domestic and
investment ratios. These lessons need to
be followed by India and if that is done the rest
of the reform programme namely export
promotion, the opening up of the economy,
technological absorption and an effective
and secure financial system will also follow.
(Incidentally the turn around in the World
Bank’s advocacy of market friendly approach
and against state intgrvention should be noted
and will be referred to later.)

Agriculture

In the agricultural area rabi price for 1994
have been raised by 6 per cent. This
inflationary system of farm support benefits
only the large and medium grain producing
farmers and has helped the shift in area
towards rice and wheat away from coarse
cereals. The question is raised whether the
question of continually raising rabi or kharit
prices should be replaced by a system of cash
payments in proportion to the amount of land
owned. This will: (a) ease the subsidy burden,
(b) remove the discrimination against the
farmers who do not have a marketable
surplus, (c) allow food prices to fall which
will help the very poor consumers, (d) create
a disincentive for leaving iand fallow and
(e) force the improvement in land records
which will be of help to the small farmers.
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Looking at the agricultural scenario in
1992-93, it is seen that despite the favourable
mansoon, the change in export-import policy
on agricultural products, the increase in
procurement prices just referred to, the
extension of fertiliser subsidy to farmers and
concessions to them in the draft agricultural

policy resolution, the overall agricultural®

production in the year is not a satisfactory
indicator for our claim of emerging towards
selt sufficiency in food. The population growth
rate at 2.1 per cent (adding 163 million in the
decade 1981-91) would have been at the low
per capita consumption rate. Itis admitted that
186 million tonnes of foodgrains are needed.
The availability in 1992-93 was 180.30 million
tonnes. The same is true with regard to the
current year where rising procurement prices
and falling offtake have increased the foodgrain
stocks by 86.5 per cent (30.09 million tonnes
this year from 25.12 million tonnes last year).
This increase is mainly due to the poor offtake
in the first four months of the current tiscal
year. The offtake was down by 27.5 per cent
(compared to 4.6 per cent last year) thus the
offtake has gone down for the third year in
succession. This means that the PDS prices
and open market prices of foodgrains are
nearly equal and as quality wise the poor
consumers canchoose his variety of foodgrain,
the PDS offtake decline is significant.

The water supply for agricuiture will remain
anunknown quality. Some area suffered from
Severe scarcity as the northern parts of this
state and many rural areas, there are areas
where the hutments and other dwellings are
swept away by floods and the storm water.
This points to the faulty handling of water
resources where proper drinking water
management policigs not only lessens the
intensity of floods but also makes water
available to areas in need. Infacta FAO report
points out that the country’s land and water
resources are capable ol sustaining a
population of 260 million if they are properly
managed. Water is the key resource for a
further development of agriculture. The first
requirement is to increase the efficiency of our
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irrigation system under which 30 per cent is

lost through channel seepage and annual loss
due to floods over 40 million hectares
experienced. )

Onindividual products the major horticulture
products such as mango, grapes, bananas,
iyche!, mushroom, tomato, onion and garlic
have entered our export front in a large way.
Here there is need for modernising our food
processing technologies. Similarly there is
need to widen our export markets along with
boosting our investment in this area. The
National Federation of Cooperative Sugar
Factory points to the decreasing trend in sugar
production due to the downward cane
production and substantial rise in cane prices.
Further, leading farmers are switching to short
duration crops like soya beans, sun flower,
groundnut, pulses and vegetables. There is
urgent need to correct this trend while
liquidating the cane price arrears to farmers as
well as optimising the cana prices.

During the month 22 research reports have
been recorded with slightly increased number
with regard to animal husbandry research,
countering lactation diseases in cows, reducing
cotton seed poisoning in calfs, control of viral
diseases of duck and developing anintegrated
package for kid rearing. The animal husbandry
farmars are using the results of research more
extensively and more effectively than the
foodgrain growers. This may be investigated.

Plantation Crops

The Spices Board plans to double exports

over the next three years is a sound one as it

is based on shifting from supplies of raw
materials to the value added consumer
products with special emphasis on quality and
productivity. In this connection the new logo
introduced by the spices board would also
help in expanding its exports which last year
reached S0 countries and earned Rs.382
crores. This year the export earning from
spices is expected to succeed Rs.500 crores.
Coffee Producers in the country and the coffee
board face two problems. The US has opted
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out of the international coffee organisation,
which related the future of ICO rather closely
to the success or failure of the Coffee Export
Reduction Scheme . in turn this scheme will
be eftected by the approach that the US now
can adopt towards world coffee. A second
problem is an internal one and that is the
relations between coffee board and Nestle’
which have been troublesome throughout
October. Nestle’' India is suspected of
purchasing large quantities of coffee from the
Internal Safe Quota (ISQ). The Board suspects
the link between these purchasers with the
Nestle's diverting all the coffee meant for the

.exports into the domestic market. It has

appointed a sub committee to investigate this
alleged infraction. This difference between
the Board and the Nestle’' should be speedily
settied in order that the coffee industry can
function effectively in the country.

Industry

Industrial production particularly the
manufacturing sector registered a steep
declinein June. Industrial production registered
a negative growth of 0.2 per cent (as against
last June's 3.6 per cent) and the manufacturing
sector decreased by 2.5 per cent (as against
the rise of 3.4 per centlast June). Similarly an
unsatisfactory trend were registered in the
crude 6il production (-5.4 per cent), fertilisers
(-50.7 per cent), with only coal production
and electricity showing upward trends.
The slow growth of industry and particularly
manufacturing is confirmed by the first quarter
data. Industrial growth performance of
0.2 per cent covering food products, textiles
goods, electrical machinery and transport
equipment. NCAR states thatits model predicts
anindustrial growth rate of 4 per centand GDP
at 4.5 per cent. This poor performance of
industry in the first quarter is undergirded by
ICICls study oncapacity utilisationin the private
corporate sector (1990-91 and 1991-92) which
show an overall decline in the capacity
utilisation rate of the various products
manufactured by the private corporate sector.
The study covers 408 ICICI assisted



companies. A survey of the leading
multinationals by the economic intelligent
unit of the Economic Times shows that
foreign companies considered the Indian
bureaucracy to be a bigger obstacie than a
creaking infrastructure referred to earlier or
poor quality suppliers or low productivity
labour, or unfair and siow legal system, or the
influence of local business interest over
government policies. The survey shows the
multinational companies’ satisfaction with
the introduction of liberal economic reforms
and the attitude to foreign investment, its
implementation by the bureaucracy being
the bottieneck. Multinationals have been
invited to develop Bombay High oil field
particularly the 25 leading companies. The
lease will be on profit sharing basis and
the use of the most recent and effective
technology. The government has notified
input output norms for 419 more export
items which takes the total number of such
norms to 23800. The latest norms notified
include the engineering groups (353 norms)
chemicals (46) and electronics (10), they
should result in expanding the demands
for Indian products resulting from improved
quality. The record of BIFR analysed by the
Goswami Committee report was referred to
in the earlier issue. It has not touched on
the committee’s main aim which is to act as
a fast track companies liquidating agency,
the record of BIFR show the progressive
improvement in its rate of disposal of
companies referred to it. There are serious
delays which affect the companies referred
to it, but the cause for the delays is really
the government particularly the ministry of
finance. One move to speed up BFIR's action
process is the decision to order sale of the
assets of sick units even at the start of their
winding up process. Here banks and financial
institutions will be requested and required
to dispo3se assets of sick units in a time bound
manner and deposit the proceeds with the
respective high courts. In order to bring down
industrial poliution levels ofthe country, UNIDO
has launched a project to reduce the large
wastes generated Dy the country's small scale
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industry. The project starts with three
industries - pulp and paper, textile processing
andpesticideformulaﬁon.Thmuweegec(on
waste minimisation programme is being
backed by Cll in an effort to get companias
themselves to undertake it. The increasing
tertiliser subsidy bill is disturbing because it
seems out of control and looks like it will be
over Rs.5000 crores against the projected
Rs.3500 crores. The major part of this addition
will be due to rising imports particularty to
meet the growing demand for urea. There
is need for quick action, the increase in
support prices which will not be reflected

in Increased farm prices as fertilisers counts

a small share in total farm costs.

Foreign Trade

For a change the foreign trade scene
presents a satisfactory picture with the
trade gap declining $1.5 billion in 1991-92
because of the shap restrictions on imports,
$3.3 billion in 1992-93. In the current year
the first five months, April-August, recorded
exports rising by 24.3 per cent from $6.9 billion
to $8.6 billion while imports declined by
3.7 per cent from $9.2 billion 10 $8.9 billion
in the same period last year. Hence the trade
gap for the period was a small $254 million
against $2.3 hillion for the same period last
year. Indoliar terms exparts regisiered a rise
of 24.3 per cent ($8.7 billion). The main good
performers in the first quarter being gems
and jewellery (+72 per cent), ready made
garments, engineering goods, leather, cotton
yarnand made ups. In Augustthere is a slight
deceleration in export growth which remains
at over 24 per cent, above the year's target
of 20 per cent. Of the $3.4 billion of additional
exports targeted for this year, halt ($1.7 billion)
have already being realised in the first five
months. Hence the Augustdeceleration is not
the cause for worry except for the high
expectation raised by the first quarter's
performance of 28 per cent. The government
however says that it would be satisfied with
15-16 percentexportgrowth. In this connection
the exports 10 CIS markets of 18 per cent
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during this period should be built upon for a
further increase. The continuing dip inimports
caused mainly by the fall in crude oil prices is
a cause for worry as there is also a fall in non
oil imports which reflects the persisting
recession in industry. The significant decline
in the trade deficit during April-August and
the inflow of funds from the foreign financial
jnstitutions burdened with scarcity in stock
expenditures have led to the RBI funds held
abroad rising above Rs.18,000 crores in
October. The turn around in export
performance should be maintained if BOP
pressures are not to reemerge. The pattern of
export growth shows that its improvement
has occurred in the primary commodities
area which cannot be sustained for the rest
of the year. Real export competitiveness
should be in Indian merchandise as well as
services, as quality competition, without
depreciation providing the main prop. (The
rupee depreciation has been 8 per cent during
this period). Hence the export basis needs
to be expanded and strangthened and the
import liberalisation must be reflected in
substantial export gains. Despite this good
record the external sector prospects for the
next three years are not too bright.

Foreign exchange reserves are about
$8 bilion which are due to the fact that
there were no large repayment dues.
The World Bank assistance of $215 million
for Maharashtra Earth Quake Relief Fund,
and the declining imports referred to earlier.
For 1994-35, the situation may worsen as
the period of repayment of IMF loans will
begin. Over the next three years $5 billion will
hava to be repaid to the IMF and in 1996-97
$1.6 billion will have to be repaid when the
indian Development Bonds are redeemed.
itis to be hoped that the government will not
tum to IMF's EFF and ESAF, in this situation
because of the hard conditionalities involved.
In October the Government imposed quotas
on the export of products to Russia under the
doubie repayment mechanism through which
India has to repay Rs.1500 crores to Russia in
commodity exports. The quota restrictions
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are Initially on agricultural products and other
essential commodities. This innovation will
affect agriculture and the economy in the
coming years and needs to be walched.

Loans and Ald

A rather curious development is the tack of
takers for the foreign current year loans being
offered by ICICI, IFC\. As a resuit ADB has
been asked to cut a large part of its loans - $60
million meant for ICICI, $150 million for IFCI.
Is it because the terms of the loans are harsh
or the cost of servicing the loans increased as
+he result of the exchange rate depreciation?
This needs probing. In October the Small
Industries Development Bank has requested
$50 million from IBRD as short term facilities
for tanners and textiles units for the small
scale sector. Similarly ADB has selected
Karnataka for the first urban development
project in the country and has offered a loan
of $200 million. IBRD has made a loan of
Rs.800 crores for the Haryana government's
composite water resources consultation
project. Compared to last year, this slowing
down of loans is good from the point of view
of the repayment obligations.

Human Resources Development

The Education scene presents positive
and negative features in October. Latur in
Maharashtra which was to be declared a total
literacy district in October was laid flat by
the earthquake, resulting in all efforts turning
from education to saving the people and
their houses. This gloom over shadows
the literacy achievement. In order to achieve
universal primary education and total literacy,
the satellite, INSAT Ii B, is to be employed.
The ministry’s normal plans for this runs
into thousands of crores of rupees which
donotexist. Demonstrations and experiments
carried out in interactive satellite based
broad casting system for educational training,
makes possible reaching outtolarge numbers
of receivers and for the receivers 1o interact
withthe sources. Hence the efforts now under
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effgmwg channels. Secondly, there is the
critical impontance of a decentralised system
oi_glanmng which would allow for eftective
utilisation of local level comparative
advantage. For this, decision making
power has to be effectively decentralised,
and as the experience in West Bengal, and
the sMrl-ﬁvpd experiment in Kamnataka has
shown (Apz, 1993), a stable system of
Panchayati Raj Institutions is essential. It is
to be hoped that the proposed Bill on
Panchayati Raj will provide the constitutional
framework and the political imperative for
effective decentralisation. The effects of
purely administrative altempts at rural
industrialisation have been shown to be
ineffective, through Indian experience itself,
in the 1960s and 1970s (Planning
Commission, 1978). .

This note considers the possibilities for
growth of a specific segment of the rural non-
farm sector, embryonic manufacturing and
repairing enterprises based on skills already
located in the rural areas. itis notconcerned
with the prospects of tertiary sector activities,
although it is recognized that they are a
necessary component of any general
programme for rural development. It is also
principally concerned with areas where the
preconditions for substantial growth in
agricultural output do not exist.

In 1981, there were 2.85 crore men, and
0.5 crore women, in the rural areas whose
main occupation was in non-farm activities
(Census 1981). As many as 1.27 crore
men, and 0.26 crore women were actually
involved in manutacturing activities, repairs
and in operation of mechanical equipment
(Divisions 7,8,9 of the 1968 National
Classification of Occupations). Within this
subsector, it is possible to identify a number
of distinct groups of skills and aplitudes. The
first, and most imponant, consists of those
that have emerged in response to an industrial
way ol life (motor vehicle and tractor repair
and electrical jobwork, for instance). The
second, and the preponderant one, in terms
of numbers, includes those intrinsic to the

village economy (tanning, oil pressing,
khandsari, pottery, etc.) The third Qroup
occupations where simple machinery
has transformed the character of the work,
and enabled the skill to retain cone
significance (tailoring, carpentry. construction
activities). Finally, there are one or two
e;qeptaopal cases, such as handlooms and
bidi making, where significant markets have

been retained for products made with largely
traditional technology.

A rough classification of the four groups
shows that the modem occupations invoive

-24 per cent of the men, and 7 per cent of

the women in the rural non-farm sector; the
traditional, 40 per cent of both men and
women; the third group for 20 per cent of
men and 9 per cent of women and, finally,
handiooms and bidi making for the remaining
16 per cent of men and 43 per cent of
women. Put in its most graphic form, the
objective of policy should be to ensure that
demand is generated for the products and
services provided by the first, third and fourth
groups, where long term viabilty has been
demonstrated. The problems of the sizeable
section of the rural population who eam their
incomes from participation in the tradtional
(the second) group have to be addressed by
simple measures for technological and skill
upgradation, of the kind observed historically
within the third group. Otherwise, their
livelihoods must be ensured by their
employment in asset creating aclivities in
public works programmes. This point is
emphasized because in the absence of
concrete steps to improve technology and
skills, within their own occupations, the limited
access to education they have cannot be
€xpected to equip them for the entrepreneurial
roles envisaged by IRDP kinds of public
interventions. (In these occupalions the malg
illiteracy level is 51 per cenl, compared to 33
per cent in the first group).

_ However, female illiteracy is actually higher
in the first group, at 85 per cent compared
o 81 per cent. This is an indication that the
Occupational calegories, at the two digit level
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They point out that taken together with the
protective barriers erected by the industrial
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nations, the external environment for the -

developing countries is grim. This situation
contrasts with the economic reform
programmes that the developing countries
have adopted including reduction of their trade

. barriers. Further, the higher growth in some

developing countries of Asia and Latin
America is providing markets to the industrial
nations. US exports, for instance, to China,
West Asia and Latin America grew in
1981-1992 at 10 times the rate of increase
than its export growth of Westem Europe.
The IMF in particular raises the question as
to how long the developed countries can
continue to be an engine for global growth,
hence the vital necessity for revitalising growth
in the industrial countries.

The shape of future growth in Asia may be
the triangle made up of informal economic
zones that stretched across the borders of the
countries. ADB joins the governments in
calling attention to larger and more structured
attempts of integration such as the 15 member
Asia Pacific economic cooperation forum.
The only growth triangle set up now is the
pocket of economic cooperation with promise
of free trade and efficient use of resources by
linking complementary of adjoining countries.
This is being duplicatedin three other countries
whose future needs careful examination.

The World Bank study just published, The
East Asian Miracle seems to suggest that
the IMF/US theory about development is
not succeeding. The IMF view that the
transformation from the command economy
to the market economy is through the “big bag™
or shock therapy. The major ingredients of
this transformation inciuding privatisation
have to be swallowed in one gulp. The result
will be painful with mass unemployment,
inflation and even starvation. However,
UNCTAD’s annual report chalienges this
theory, pointing to China whose economic
reforms adopted the gradualist method starting
with agriculture and exports and reached a
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growth rate of 8.5 per cent per annum during
1978-90. A gradual move towards
marketisation has been accomplished in that
country without any formal privatisation of
state owned enterprises. A successful creation
of town and village enterprises has been
particularly outstanding as its rapid and new
organisational forum not be privately owned
but acting according to the rules of the market.
The World Bank's publication, East Asia
Miracle, referred to earlier, covers the East
Asian and the newly industrialised countries
of Hongkong, Taiwan, Singapore, South Korea,
Malaysia, Thailand, Indonesia and Japan
which have been growing by more than
8 per cent per annum, according to ADB, the
World Bank points out that this has been
possible because of the promotional
supportive state intervention, including
promoting private investment sources. The
infrastructure, supporting R&D and expansion
of education and heaith which the market
does not seem able to perform. This turn
around is aiso noticed in the IMF managing
director's statement. to the two day annual
World Bank/IMF meeting in which he makes a
strong case for evolving social policies and
states “| include here policies to alleviate
poverty protect the most vulnerable and slow
down excessive population growth™. Similarly
the World Bank President highlighted at the
meeting the need for an efficient public sector
to promote sustainable growth in the
developing countries. He stated * the private
sector cannot do it alone. An efficient public
sector is an essential partner to invest in
people, to provide safety nets for those in
need, to support basic infrastructure, and to
enforce environmental protection without
which there can be no sustainable
development®. As noted earlier this is a
complete turn around for both World Bank and
IMF which now seems to appreciate the views
and experience set forth in the Bulletin,

If the developing world has been able to
register sizeably higher growth than that of the
developed worid, this has been due largely
through the consumption needs of these



countries. imports of the developing countries
showed an increase of 122 per cent between
1986-1992 as against an increase of only 80
per cent by the developed countries. Most of
the countrigs in the developing world specially
East Asia are export oriented economies and
their GNP for the most partis influenced by the
pace of their intemational trade. Given the
disparity in the growth in output in trade
between the developed and the developing
countries, it is apparent that large number
of developing countries are not only able to
growindependentiy of the developed countries’
performance but that they also trade more
among themselves than before. This is the

South-South cooperation, and is a trend
to be welcomed.

IMF in its latest forecast for the global
gconomy predicts that the global economy
backed by robust growth in the developing
countries referred to earlier is expected to
register a growth rate of 3.2 per cent in 1994
compared to 1.1 per cent in 1993. Given the
fact that the actual performance of the world
economy for the last two years have been
well below the IMF forecast, the prediction is
made with some caution. Currentty America,
most Europe, Australia and Japan are facing
the serious problem of falling asset prices and
rising debt which has persisted for aimost
three years. Further if the performance of
the major industrial economies continue along
the present lines it is doubttul if in April 1994
IMF will be able to confirm its present forecast
of 1.1 per cent growth for 1993. In regard to
the higher growth rate of the developing
countries, which has hiked the average for
the world as a whole, it is not only the
East Asian countries referred to earlier which
are recording high growth rates, they are
being joined by Argentina, Mexico, Chile and
Colqmbia. The inflow of foreign capital is once
againplaying animportantrole in the economic
de\./elopmem of these countries. Also some
Afncgn countries have joined this group. The
dechning scenario in central and eastern
Euroge 15 coming to an end though it remains
for this year and next at a rather low level.
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GATT

The Uruguay round is being stalled by the US
European disagreement over reduction in farm
subsidies. Both sides have hardened their
position so that the out line agreement
proposed in the Dunkel Draft is a non starter.
Thenew GATT Director General has appealed
to all countries to make the painful decision
to dismantle trade barriers that protect such
politically powerful sectors as agriculture
in order to gain greater benefits for all. Todate,
his appeal is unheeded.

"World Scientific Academy

The population summit of the world's scientific
academies has been considering the problem
of population fertility rates. It concludes that
family planning alone cannot reduce world
population to a sustainable level because the
population problem is multi faceted and
complex. Itis both a cause and consequences
of changes in environment, economic
development, bio diversity, land aggregation,
energy conservation, exhaustion of resources
and erosion and social back up institutions.
A second conclusion is the need for paying
greater attention to providing better education,
health and economic opportunities to women
as a means of tackling population problems.
Women's role in the effective management of
resources of environment is decisive; it points
to an increasing faminisation of rural poventy,
seen in the fact that between 1965 and 1988
there has been a 17 par cent increase in
poverty of women compared to men. The
majority view was that population policies and
family planning services would be more
effective and responsive to women's needs if
they were crafted on the basis of the
understanding of the interaction between
gender and poverty in developing countries.
However nine academies from Japan,
Argentina, Armenia, Georgia, italy, Spain,
Africa and Ireland enter reservations on the
declaration because the African academies
State that for them poputation is an important
resource for development, the Japan and
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Argentine academies believe that such
declarations are outside their jurisdiction.
Armenia, Georgia, italy and Spain could not
sign the document because of intra group
differences. - Nevertheless the statement is a
milgstone for global development.

Other items

All Indla Radlo

There was an AR broadcast on the problems
of extending literacy and continuing it to
extension programmes. It was pointed out
that while some 120 districts in the country
are in the course of attaining total literacy,
there is need for two further emphasis.
First, the literacy effort should be linked to
the developmental needs of the illiterate,
second there should be no gap after
reaching complete literacy and the continuing
post literacy programme in order to avoid
reversion to illiteracy.

National Centre for industrial Harmony

The Centre heid its annual general meeting
in mid October, at which there was emphasis
on the training programmes as a means of
promoting harmony between labour and
management. One of the effective training
programmes was run in the President Hotel
for training middle level managers in
successful outcomes of their assignments.
The conference reviewed and approved
the audited statement of accounts of the
Centre for the year 1992-93 and approved
the budget for the following year.

Tamil Nadu State Council for Higher
Education

The second meeting of the Tamil Nadu
State Council for Higher Education was
held in mid October. The Council reviewed
the follow up undertaken by the Secretariat
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of its decisions at the last meeting.
It approved the recommendations of the
advisory board of Vice Chancellors on
the functioning of the autonomous colleges
in the state. It also made decisions on
setting up machinery for testing the quality
of education and the qualifying examination
for lecturers. It reviewed and approved
the budget for the year and the staff
appointment made by the President.

Sclence City

A meeting of scientists, planners and

-administrators was held at the Swaminathan

Centre for carrying forward the planning of
the Science City. The main needs are two.
The first is to link the twenty two scientific
institutions in the Taramani area through
computer net works. Second, is to ‘build
an auditorium which will hold about 1000
scientists. The gap in this plan is that
science has been interpreted rather narrowly
to include only the physical sciences
and technology excluding the social and
human sciences, which would make the
science city really viable.

india International Centre

In October there were two main events in
the India International Centre. First there
was a meeting of the Board of Trustees
which approved the architectural pian for
the six grounds made available to the
Centre by the government. This annex is
to be an expansion mainly for the conference,
meeting facilities of the Centre and is likely
to cost Rs. three and a half crores, including
a half a crore already paid to the Delhi
government. The second event was the
seminar on India and the Gulf in which it
was noted that there is still a rather large
area of ignorance on both sides which needs
to be bridged. The Gulf countries are
passing through difficult times because they
have over committed themselves and their
oil revenues. Here India could not only
continue as a receiver of gult resources



India Internationa! Centre

In October there were two main events in
the India international Centre. First there
was a meeting of the Board of Trustees
which approved the architectural plan for
the six grounds made available to the
Centre by the government. This annex is
to be an expansion mainly for the conlerence,
meeting facilities of the Centre and is likely
to cost Rs. three and a half crores, including
a half a crore already paid to the Delhi
government. The second event was the
seminar on India and the Gull in which it
was noted that there is still a rather large
area of ignorance on both sides which needs
lo be bridged. The Gulf countries are
passing through difficult times because they
have over committed themselves and their
oil revenues. Here India could not only
continue as a receiver of qult resources
from its expatriates and employment of
its manpower, but also make available
various services, engineering, technological
and education which the countries and
their peoples need.

Institute of Social Sciences

The Institute at its annual meeting in
October at which the Secretary General's
report was discussed in some detail.
With a small staff the institute has been
able to run some 12 seminars and training
course and published five document. It was
emphasised that there is need for some
concentration of effort given its limited
resources both in manpower and in finance
and that its three fold programme could
in some ways be inter related. The meeting
also received and approved the audited
statement ot accounts for 1992.93 and
the budget proposed for 1993-04.

SRC and TNBCE

The Sixth Triennial Annual Conference of
Tamil Nadu Board of Continuing Education
and the State Resource centre was held at
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the end of October with the Commiss;

of Aduft Education inaugurating it, under
the chairmanship of the president of the
Association. The theme of the cont

was the relation between cont Weracy
education and the development needy and
facets of the people. It was emphasised thay
more and more education should be turned
in this state from literacy education to
continuing education in a tunctional context.
The general body received the annual
reports of TNBCE and SRC made a number
of suggestions and approved them. It also
received the report on the recommendations
made by the meeting of voluntary agencies
heldthe previous day. It approved the reports
and the audited statement of accounts for
the year. It reviewed a valuable evaluation
report by the President on Cadre based
Adult Education. Thegeneral body proceeded
to elect the council of TNRCE comprising
50 members. It also elected the oftice
bearers of the two bodies, the President,
the Vice President, the Secretary, Joint
Secretary and Treasurer. The Council
meeting soon after elected 18 members of
the Executive Committee of TNBCE and
the Goveming Body of SRC.

First Article

The paper for the November seminar
“The Global Economy of the 1990s"
appears as the first anicle.

Second Article

A note on "Transformation of Skilis into
Manufacturing Activities : Policies forthe Rural

Non-Farm Sector appears as the second
article.

Book Review

The review of the book,
Competitiveness - The cas
Indian Machine Tools" 5
review section.

“Technology and
e of Brazilian and
ppears in the book
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MIDS News

Dr.C.T. Kurien delivered a lecture on
*Globalisation™ at a Workshop on New
Economic Policy organised by the
Jana Vignana Vedika, Hyderabad, on
December 2, 1993.

Dr.S. Neelakantan participated in thg Round
Table on "Poverty Reduction Policies and
Strategies in India™ sponsored by ADB and
ISEC, held at ISEC, Bangalore, on
December 6-8, 1993, and presented a Note
on *Urban Poverty Reduction Policies and
Programmes of the Government”.

Dr. Nirmal Sengupta presented a paper on
*Search for Alternatives”at a conference on
Development of Bastar, held at Nagpur on

November 5-6, 1993. He also participated in -

a Congress on Traditional Science and
Technology heldatliT, Bombay,onNovember
28 to December 3, 1993 and delivered the
Key Note address on “Water Management

" Section®.
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Dr.R. Hema participated in a Discussion
Meet on Health Economics held at CMC,
Vellore, on December 1-3, 1993.

Dr.Steen Folke, Research -Director,
Centre for Development Rgsearch,
Copenhagen, visited the Institute on
November 17, 1993.

Dr. 1.M.D.Little, Emeritus Protessor of
Economics, Oxford University and Fellow .of
Nuffield College, Oxford, delivered a special
lecture on the “East-Asian Miracle” at the
Institute on November 30, 1993. This was
followed by a lecture on “Macro—Economps
and Political Economy 1964-31" by Dr. Vijay
Joshi, Fellow, Merton College, Oxford.

The twenty-third meeting of the Heads of
Social Science departments of the Southern
Universities was held at the Institute on
December 4-5, 1993. The theme of t_he
meeting was “Financing of Higher Education
in Social Sciences”.
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The Global Economy of the 1990s

C. T. Kurien

I

THE package of economic reforms initiated

in the country in mid 1991 with its accent on
liberalisation, globalisation, privatisation and
marketisation rests very heavily on a chain
of assumptions. It is claimed that the global
economy is one of trade among national
économies, that such trade is competitive
and free, that the integration of the Indian
economy to it through liberalisation will open
up a 'gnarket-lriendly' economic regime
which, n tum, will result in increase in
competititon, efficiency and growth. It is this
chain that the Finance Ministry's recent
Discussion Paper, Two Years of Economic
Reforms claims will make possible “to break
age-old bonds of poverty which continue to
afflict so many millions of our people”. Many
of these assumptions are of a theoretical
na!yre with several “ifs" to be satisfied for
their validity. And yet economists who put
1oq~ard these propositions to provide the
rationale for the reforms either forget or
ignore these theoretical conditionalities and
present the chain of arguments as though
they are self-evident Propositions, or truth to
be accepted by faith and with reverence
The extent of creedal recitation that goes on
in a discipline that claims to be an advanced
science is truly amazing|!

Be that as it may, some of the assumptions
on which the economic reforms are based
are essentially empirical in natyre whose
veracity can be scrutinised with the help of

factual information. The nature of the
contemporary global économy as it has been
taking shape during the past couple of
decadqs and as it has been emerging in the
}99()_s IS one of them. What | propose to do
in this presentation is a factual analysis of
that entity with reference to the 1980s and
the first couple of years of the 1990s. ‘The
data_ have been gathered from respectable
publications such as the reporis and studies
of the \{Vorld Bank, UNCTAD, and that great
champion of free trade and free enterprises
The Economist of London. '

I
The Background

A quick review of the developments in the
world economy since the end of the Second
Word War may be helpful. Recalling the
collapse. of world trade, the compethtive
devaluations ("beggar thy neighbour” policy)
and the spread of the depression of the inter-
Wwar period, the United States and the United
Kingdom, as the emerging victors of the
war set out to create a new internationa)
économic order. It was not a global order
Tl_\e Soviet Union, though an ally in the wa}
with the USA and the UK, was not a party

nomic arrangements
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not have any direct involvement in the
discussions because they were still colonies
of European countries. Among these colonies
India was a party to the discussions, but was
represented by the British Indian
administration. Even among the “big powers"
the UK did not have much clout at that time
as the war had really ravaged it. So, the new
economic order was essentially designed by
the USA which had, by this time, emerged
as the obvious leader of the “free world™. The
ground rules for the new order were discussed
at a conference in Bretton Woods in the USA
in 1944. There was general agreement that
what was required was a world in which
countries did not close their eyes to the
repercussions of their actions on others. But
on the details of the plan there was difference
of opinion. A proposal by the British
economist Keynes was initially given careful
attention. But at the last moment what was
adopted was a counter proposal put forward
by an American banker. The decision was to
set up the International Monetary Fund (IMF)
whose responsibility was 10 maintain a fixed
exchange rate system with provisions for
dealing with temporary balance of payments
problems of member nations and the
International Bank for Reconstruction and
Development (IBRD, but from the beginning
more widely known as the World Bank) to
provide long-term capital. Thus two
international agencies were established to
deal with economic issues, both based on
banking principles rather than on principles
of cooperation among independent countries
of the world. The proposal to set up a
genuinely international body to deal with
trade was rejected by the USA, but a
few years later a consultative body to
talk about and decide on trade was
established which has come to be known
as the General Agreement on Trade and
Taritf (GATT). As was designed, a lot of
talk does take place under its auspices.

The fixed exchange system established
at Bretton Woods and of which the IMF
was to be the guardian seemed to work
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successfully for the first decade and a half.
However, it was not so much the setting up
of a system that accounted for the smooth
functioning of the international economy at
that time, but the dominating role of the US
economy and the strength of the dollar
which, therefore, came to be accepted as the
de facto global currency. The flow of capital
also was largely unilateral, from the US to
Europe in the form of the Marshall Plan, to
Japan for its reconstruction and in small
trickles also to what were then recognised as
underdeveloped countries. “The American
economy became the principal engine of

‘world economic growth”, recalled a

commentator, “American monetary policy
became world monetary policy, and the
outflow of dollars provided the liquidity that
greased commerce™. (Robert Gilpin, The
Political Economy of Intemational Relations,
Princeton University Press, 1987:133).
But the hegemonic role of the American
economy and the standing of the dollar as
international currency were to have other
consequences which soon began to become
evident. The United States needed foreign
exchange to finance its global operations,
especially the stationing of its forces in
Europe and carrying out a prolonged war in
Vietnam. But since the dollar was globally
accepted, the US was in a position to solve
its balance of payments problems by issuing
its own currency as and when the need
arose. For a short while the dollar reigned as
the undisputed global currency as no other
national currency had ever done.

One reason for this global acceptability of

_the dollar was that the US government had

the legal obligation to convert the dollar into
gold on demand. But this arrangement was
not to last for long, both for global and
domestic reasons. At the giobal level, both
Japan and West Germany had spectacular
economic revival from the 1950s and
throughout the 1960s, and their currencies,
yen and mark, emerged into the global
scene. In the meanwhile the massive
escalation of the Vietnam War led to glaring



deterioration in America's balance of
payments and US domestic policies,
particularly the Great Society programmes
ol the Johnson administration, generated
huge budgetary deficits leading to inflation
in the country. These developments
that began to show the vulnerability of the
US economy and the steadily growing
capital surplus of Japan started eroding
the confidence of the world in the strength
of the US economy and the dollar. By 1971
the outflow of gold from the US had become
massive and in August of that year Nixon
was forced to announce the suspension of
the convertibility of the dollar into gold,
thereby abandoning the basis of the Bretton
Woods system of fixed exchange rates,
although the decision to move to an era of
floating exchange rates was made only in
1973 and was formally ratified only in 1976.

The change in the status of the dollar
and the first oil shock of 1973 resulling
from the sharp hike in oil prices by the OPEC
could have thrown the international economy
into utter chaos. Howaever, the willingness
of the OPEC and Japan to continue 0 hold
their surpluses in the form of dollar gave
the dollar the status of de facto reserve

currency, an arrangement which continued
for some more years.

The period from the end of the Second
World War, or the beginning of the 1950s till
the oil shock of 1973, was one of
unprecedented growth in oulput in real
terms in most countries of the world,
including the underdeveloped countries which
demonstrated their capacity to grow giving
the lie to many grand theories which asserted
that low income countries would not be able
- fo grow because of the vicious circle of low
productivity, low incomes, low capital
formation and low growth - a clear case
where what appeared to be a logically
plausible theory turned out to be empirically
not true. There was very rapid expansion of
intemational trade also; in fact, the period
has been identified as the one with the
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highest rate of growth in international trade
ever. For all these reasons the 19508 and
19608 have come o be referred to as the
“golden decades".

Along with these changes a development
of far-reaching consequences was also
taking place. The political and economic
clout that the United States had during
this period was put to use to promote
the global interests of the giant
US cormporations and 1o give them a new
standing as transnational corporations
active across national boundaries. From
an accumulated direct investment of a
little over $10 billion in 1950, American
direct investment abroad had picked up
rapidly and by the early 1970s the US
had become more of a foreign investor
than an exporter of domaestically
manufactured goods. These investments
continued to some extent in traditional
manufacturing industries, but increasingly
they came to concentrate in the
automobile industry, chemicals and
electronics. And by the early 1970s
international production by American

. trangnational corporations had surpassed

trade as America’s international economic
involvement. Foreign production by the
US corporations had become nearty four
times as large as American exports. Also,
a substantial proportion of the US export
of manufactured goods was really transfer
from an American branch to an overseas
branch of a transnational corporation.
What was essentially a US phenomenon
up to the 1970s became more widespread
with European and Japanese transnationals
also following the pattern set by the
US TNCs. The emergence of the TNCs,
thus, introduced a new set of actors in
the international economic scene. Under
their influence, what was basically
an intemational economy tili then began
to get transformed into a global economy
with a new global division of labour cutting
across national boundaries and a substantial
flow of capital and funds also moving
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to country,
back and forth from cguntry
all under private auspices. _That shows
also the underlying connection between
globalisation and privatisation and
he eagemess of
:h:se ag the slogans of 3 new age.

III

The 1980s - Changing Patterns

The 1970s ended with another major ]ol.t
to the world economy, the second oil
shock of 1978-79. Thus, lh0ugh-the
dacade started with great expectations
of the continuation of the golden period,
the mood was very different at the end.
The changed mood pervaded much of
the 1980s. In some respecls the early
1980s bore siriking resemblance to the
early 1930s. The early 1930s witnessed
the collapse of the British hegemony
that had for a centufy dqmingted the
international scene. The situation was
similar in the early 1980s, the us
hegemony of three decades was over

-and the role of the dollar as the lead

currency was in dispute. Thus both

‘periods saw a retum to a competitive

i ism after some experiments in
:::Snr?thbsnansm. Both decades became
periods ©of flexible and floating exchange
rates. A further feature that the ear_ly
1930s and the early 198(?5 h.ad in
common was recession which in the
1930s, of course, turned out to be
the Great Depression. in both instances,
the recession started in the United
States, in the 1980s as a result of the

i i [ f the
policies adopted 10 fight inflation of th
closing years of the 1970s. Domestic

policies in the US, especially after
Ronald Reagan became president in 1981,
were geared towards the monetary
regulation of the economy. Putting up the
rate of interest and restricting money
supply were considered necessary 0 curb
inflation. These measures led to a slowing
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the TNCs to project

down of economic activity itself and
the recession started spreading. The
recassionary mood prevailed in many parts
of the globe till 1983. There was theq a
recovery for about five years, but recession
returned in 1988 along with unemployment
and has continued to be the prevailing situ-
ation right upto 1993. Even the Gult \!Var of
1990-91 gave only a temporary repneve.

Taking the decade as a whole, the lpw
tempo of economic activity in the leading
industrial economies was one of the most
visible features of the»1980s. The per capita
GDP of the “industrialised market economies”
that grew at an annual average of 3.6 per
cent from 1950 to 1973, came down 10
2.0 per cent from 1973 to 1089. ‘.There
was a particularly perceptible fall in the
growth of industrial production of the top
ones among them in the 1970s as
compared with the 1960s and in the 1980s
as compared with the 1970s. Unemployment
also became very acute in practically all
the Western countries and became very
much of a global phenomenon. On this
the Human Development Report, 1993
has observed thus:

in OECD countiies unemployment stayed above
6% throughout the 1980s, reaching a peak of
6.0% in 1991, which means more than 30 milion
jobless. Unemployment in the European members
of OECD increased three-fold from 3 per cent in
the mid-1970s to about 10% in 1982. The situation
in the developing countries is much worse. [n
Sub-Saharan Africa, not a single country had’
single-digit unemployment figures throughout
the period. In Latn America, urban unemployment
has boen above 8%. And in Asia, countries like
India and Pakistan, despite fespectable GDP
growth rates (more than 8% a year), had
unemployment rates above 15%.

Global trade also began to recede. During
the quarter century from 1350 to 1975 the
volume of international trade expanded by as
much as 500 per cent, against an increase
in global output of 220 per cent. The volume
of trade continued to grow in the next decade
also, but at a much slower rate in relation
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to global output than before. According to
World Bank data, world trade which grew
at an average annual rate of 6.5 per cent in
the 1950s, 8.3 per cent in the 1960s and
5.2 per cent in the 1970s, came down to
4.0 per cent in the 1980s. What is equally
significant is that trade came to be much
more among the richer countries with
trade between the richer and poorer ones
considerably reduced.

But there was one sphere where the
1980s witnessed enormous, almost mind-
boggling expansion. This was the sphere of
finance. The Economist gave the following
figures in its survey of the World Economy
in September 1992:

% In 1980 the stock of international bank
lending was 32.4 billion. By 1991, it had
risento $ 7.5 trillion. In 1980 it constituted
4 per cent of the GDP of OECD industrial
countries; in 1991, 44 per cent.

% In 1982, the total intemational bonds
outstanding was $259 billion, by 1991
it was $ 1.65 trillion.

% In 1970 America’s securities
transactions with foreigners amounted
to the equivalent of 3 per cent of
the country's GDP, in 1980 the figure
was 9 per cent, in 1990 it was
93 per cent. The corresponding figures
for West Germany were 3 per cemt,
8 per cent and 58 per cent; and for
Japan, 2 per cent (18975) 7 per cent
and 119 per cent.

vt Currency trading in 1991 was estimated
to be roughly $900 billion each day.

To these may be added another set of
related figures. Foreign direct investment
nearly tripled in the 1980s and by the end of
1990 stood at over $ 1.5 trillion in terms of
book values.

These changes, certainly, have been
unprecedented. The Economistiound inthem
the emergence of a new global economic
order. It said:

Twenty years from now oooNnomMists will think
of the 19808 not as the decade of the
International debt crisis, nor ef the dollar's
boom and bust, stll less of Reaganomics and
monetarism. AN these matwered, but none of
them marked decisive change in the forces that
drive the world economy. Yet, the 1080s did
witness such a change. During these yeurs
many of the boundaries between national
financial markets dissolved, and o

o e o
that the past decade will be remembered.

The dissolving of the boundaries between
national financial markets has certainly

Jntroduced a new aspect to the global

economy. It is very much the doing of
the TNCs and it is, therefore, necessary
to see the phenomenal growth of these
corporations and the nature of their
operations in recent years.

A brief reference has already been made
to the emergence of the transnational or
multinational comorations in the decades
immediately after the war. The TNCs or
MNCs consolidated their position in the
1970s. But, paradoxical though t may ap-
pear at first, their growth peaked in .the
1980s when the growth of output and trade
slowed down. The Economist in a special
survey of MNCs in March 1993 said that
from 1983 to 1990 foreign direct investment
grew four times faster than world output and
three times faster than world trade. The
survey also indicated that at the beginning
of the 1990s there were over 35,000 MNCs,
in the world controlling some 170,000 foreign
affliates. Some of them lik¢ s Royal
Dutch-Shell, Ford Motor, Ge! olors,
Exxon, IBM are international giants but not
all MNCs are large. But the largest 100
(excluding those in banking and finance)
accounted for $3.1 trillion of word-wide
assets in 1990, roughly 16 per cent share
of the world's productive assets, of which
$1.2 rrillion was outside their respective
home countries. Possibly a third ol world
trade also takes place within the TNCs
as transfers from one of the units of a‘
TNC (subsidiaries, affliates etc.) to others

MIDS Bulletin, December 1993

. Undoubtedly, one of the main reasons
for the rapid growth of the TNCs has been
the technological revolution of our times
that has led to substantial economies of
scale in production and possibilities of global
specialisation in production. The automobile
industry provides a good example. Today
the production of a motor vehicle involves
the manufacture and assembly of more
than 4,000 components for each unit in
a number of stages. Many of these
stages are subject to economies of scale
to differing extents. Taking all these
into account, it has been estimated that
for passenger cars the minimum efficient
scale is something of the order of
200,000 to 250,000 units per annum for the
mechanical parts and over 1,000,000 for the
body panel. It is not difficult to see why
multinational enterprises emerge in such
industries. Few national economies can
absorb a million cars a year; markets have
10 be found in different countries. I that is
the case, production plants can be located
in different parts of the world. In fact, the
components can be produced wherever
there are specific advantages of production
and transported to a central place for
final assembly. It has been shown, for
instance, that the manufacture of Ford
Escort, which .is assembled as a car in
the UK and Germany is done effectively in
15 different countries. Centralisation of
control with diffusion of activity is the basic
principle that underlies such operations.

But the TNC's operations are much more
in the sphere of marketing than production.
Because of the size of their operations
TNCs have a tendency to become
monopolies. Where this is not possible,
the second best alternalive is practically
always resorted to, of becoming oligopolies,
but with clearly differentiated products,
giving a semblance of choice to the buyers.
But in effect the attempt is to exercise
the power to set the price to the producers’
(and sellers’) advantage. The price fixing
ability that monopoly or oligopoly confers to
the TNCs is further strengthened by the
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process of “transfer pricing”. Where a TNC
is a multi-plant corporation with plants
located in different countries, it has the
freedom 1o treat the movement of goods
from one plant to the other as an internal
matter. TNCs liberally make use of this
opportunity to price the items that they
transfer from one country to the other in such

© a way that given the custom duties and

taxes on profits in different countries they
are able to maximise their profits. Because
of the prevalence of transfer pricing, there
is no reason to think that “the international
prices™ resulting from them correspond to
competitive prices that free trade is
supposed to bring about. In this sense
distorting global prices is one of the
standard activities of the TNCs.

In the 1980s the TNCs found a new
avenue for profit making - speculative
activities in securities and even in foreign
currencies. The opportunity was provided by
the cumulative interactions among the
different currencies of the world, in interest
rates and in security prices. The hectic
movement of funds from country to country
during the decade was partly the result of
locating productive activity in different
countries and was made possible by the
remarkable changes in telecommunications.
But the opportunity for making quick
profits other than though productive
investment has led to mergers, takeovers,
leveraged buy-outs and other forms of
dealing in enterprises, rather than in goods
and services, indicating a shift towards
“paper entrepreneurship” as a writer has
put it. Consequently there has been a shift
also from trade as such into capital
movements although the emotive
expression of “free trade” is liberally used
and the TNCs, more than national
governments have become the champions
of the cause. But the freedom that the TNCs
are asking for is the freedom of capital in
any form to enter anywhere and also to exit
at any time. The strategy is to make use of
the homogeneity and mobility of capital to



exercise dominion over physical resources
and human labour, both characterised by
heterogeneity and relative immobility. In view
of the strategic control they exercise on
capital, particularly liquid capital, the TNCs
emerged during the 1980s as strong advo-
cates of globalisation, liberalisation, privati-
sation and marketisation and the many other
slogans that have been going round the
world with them. In the next section we shall
see what impact these are coming to have
on intemational trade and finance.

IV
International Trade and Finance

GATT which was set up for promoting inter-
national trade was essentially a “taking

shop” from the beginning. As has been
observed:

The system was never based on standard
economic arguments for free rade, but rather
on a kind of managed mercantilism under
which counvies traded concessions on Imports

in teturn for export Opportunies (WIDER, Worid
imbalances 1989, p.114).

Hence although three basic principles
of reciprocity, non-discrimination and
transparency were laid down as the
ground rules, from the beginning it was left
1o each country to define how these
principles were 1o be operationalised. From
the outset both the United States and many
European countries decided that agriculture
would not be subject to GATT discussions
(thus setting up an initial barrier 1o developing
countries in terms of what was possible).
Fromthen on several “rounds” of discussions
have been held, and it must be recorded
that international trade was substantially
begrahsed in comparison with what obtained
prior 1o the Second World War. The average
tariff on manufactured goods was cut from
40 per cent in 1947 1o less than 10 per cent
by the mid-1970s. Trade Iberalisation wag
facilitated by the fact that during most of this
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Period the United States was an export
9oumry. and did not have 1o lacemmui:;hg
temational competition.

_ The situation changed in the 1980s_E

in the 1980s the US was siix g cmd:g
nation. But by 1984 the US current account
showed a deficit of $ 100 billion,

' 1o a variety
of protective measures which have eamed
the name of “new Protectionism" going into

a range of non-tariff arrangements cont

1o the GATT principle of transparency. The
chief among them is what has come to be
known as “voluntary export restraint” (VER)
which is a total misnomer because it was
anything but voluntary. lt was America’s way
of telling other countries, on pain of retaliation,
1o reduce their exports into the US. Once
stared, VERs became 3 very eflactive
weapon and spread from textiles and Clothing
to steel, cars, shoes, machinery and
consumer electronics. European countries
also came 1o use VERs and GATT's
secrelariat in Geneva counted some 300
VERS and similar amangements by the end

of the 1980s. According to an estimate made’

py the Institute for Intemational Economics
in WashingtonD.C .. the worldwide elimination

of such measures might increase worid trade
by $330 billion a year.

.VER was only one of the measures of
distonting trade palterns. The Economist in
s 1990 survey of World Trade said:

The crowbar in America’s toolbox is the
Notorious Section 301 of its rade
This gives the president broad ayp
fo retaliate against lorelgn trade pra
that untairly discourage American ox
America decides whai I8 unfair:
.8 vague on that point.

With the use of the Crowbar American trade

policy became more ressive in the second
halt of the 1980s. lnaiggee a 'Supefh;m‘ was

Otity
clices
ports.
the law
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brought in to accuse countries of a proad
range of “unfair trade practices”, again, as
unilaterally decided by the US. Countries
*named” under Super 301 must reach
agreement with the US trade representative
within 12 to 18 months or face retaliation. it
may be recalled that in 1991 and again in
1993 India has been thus “named”.

~ The latest in the show of strength has
been the current round of GATT negotiations
started in Punta del Este in Uruguay in 1986
and hence known as the “Uruguay Round".
it has been the practice in GATT that before
the rounds formally start, there are
negotiations to settle the agenda and the
discussions for drawing up the agenda for
the Uruguay Round were a long process.
This was mainly because so far GATT
negotiations had been entirely on trade in
goods. In the preparatory discussions
before the present round, the United States
insisted that GATT should move into trade
in services also, particularly banking and
insurance. The brief for this was prepared by
an agency called Multilateral Trade
Negotiations Coalition consisting of some
200 corporations led by American Express,
Citibank and IBM. The MTN coalition received
strong support from another, known as
Intellectual Property Coalition whose
members inckided top TNCs some dealing
with banking and other services and others
representing the agro-chemical industry. The
TNCs as such have no role in GATT and one
of the problems that had been coming up
before GATT in the 1970s and 1980s was
how to deal with gross distortions of
international trade that many TNCs have
been indulging in. But with strong supporters
of “business” and private enterprise occupying
positions of power, like Ronald Reagan in
the USA and Margaret Thatcher in the UK
during most of the 1980s, the TNCs found
it easy to make an entry into GATT and also
in_influencing the GATT agenda. In the
ongoing Uruguay Round, it has become very
clear that priority has been given to
liberalisation in trade in sectors fike banking,
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insurance, transport and telecommunications.
Getting these services under the purview of
GATT has the advantage that the political
power of the economically strong national
governments can be used through a wide
range of retaliatory measures (including the
‘crowbar’) to get the smaller and weaker
countries to fall in line. The Uruguay Round,
therefore, has been effectively used by the
TNCsto penetrate into a global forum through
the courtesy and cooperation of national
governments. Super 301 shows that the
strategy has begun to yieid results already.

. It is not possible in this paper to go into
the details of all the intrigues and intimidations
and certainly also inducements that go under
the name of “negotiations” within GATT.
| shall touch upon just one of them, and
rather briefly, in the context of the Uruguay
Round itself. As already mentioned, this
Round has been going on since 1986. But
for several months and years the discussions
concenirated on just one item — the US
attempt to get Europe to give up the protection
it has been affording to agriculture. The US
itself has been promoting the export of grain
through a regime of subsidies. But the feeling
now is that the emerging European Union
may be in a better position to influence world
trade in many agricultural commodities,
especially sugar and so the US now wants
Europe to open up its agriculture to global
competition and the European countries have
been resisting this. The Uruguay Round
remained stalled on this issue almost till the
end of 1991. At that point, to bring the Round
to a successful conclusion, Arthur Dunkel,
the then Director General of GATT presented
a Draft Final Act to the participants of the
Round which they were either to accept or
reject without any opportunity for detailed
discussion. This Draft, according to many
members, did not reflect the spirit of the
negotiations, but had incorporated several
measures 1o protect “Intellectual Property
Rights” as canvassed by the powerful TNCs,
while neglecting many of the issues that
Third World countries ‘had demanded.



502

While attempts to capture GATT through
the widely open back door are going on,
there is also a growing recognition that in
view of the changed conditions, especially
the volatility resulting from the manner in
which the flexible exchange rate system has
been functioning in recent years, it may not
be possible, at least in the foreseeable
future, to restore even a semblance of world-
wide and multilateral trade relationships.
The effort in the 1980s was, therefore, to
bring about imited “minfateral” arrangements.
The European countries gave the lead for
this many years ago by launching a European

Market and then moving on 1o a
more integrated European Union. Late in the
decade the United States entered into special
trade relationship with its neighbour, Canada,
which in the early 1990s was enlarged to
draw in Mexico also and named North
American Free Trade Association (NAFTA).
At a less formal level Japan also has
established special trade arrangements with
its neighbours. It would appear, therefore,
that instead of greater integration, what has
been happening to the global economy inthe
1980s and beyond is greater fragmemtation
and a reorganisation into blocs, at least as
far as trade is concerned.

But in the realm of finance, of course,
there has been substantial globalisation. in
a way &t is paradoxical that this shouid have
happened after the intemational monetary
system collapsed. But there were other
factors favouring it. There was a conservative
backlash in the USA and the UK and some
other capitalist countries against what was
claimed to be too much of state intervention
in the economy and a call 10 leave the
economy to the market forces. In effect it
meant a retreat from fiscal policies and a
reliance on monetary policies (hence the
name “monetarism”). One of its operationaj
implications was that putting up the rate of
interest was the best way to fight the inflation
that was becoming widespread in the late
. 1970s. The Reagan administration followed
this policy which curbed the inflation, but

semtheeoonomytoareeeuionh

1980s. The high interest rate, howm',.z
o a renewed demand for the dollar. The
value of national currencies came o

very much on the interest rate poficies
pursued by national govemments, on intee-
nal price levels and so on. This situation
provided an excellent opportunity to attempt
to make profits through speculative activi-
ties. Hence buying and seliing of currencies
became an avenue for profit-making facii-
tated by the technological changes in tel-
ecommunications. The period also

a kind of competitive deregulation of eco-

‘Nomic activities and financial systems in

many parts of the world that further
unshackled speculation. It also led 10 the,
financial markets of many countrie$ being
opened 1o non-residemt investors and/or
borrowers and residents being dflowed 1o
deal in foreign assets and liabilities causing
close connections between national and in-
ternational financial systems. All these led
not only to a sharp increase in financial
transactions across national boundaries but

also 1o a stronger linking up of the financial
systems of the world. '

The 19808 also saw a major shift in
international financial intermediation - away
from banking into secunty markets and so
referred 10 as “securitisation”. International

bank lending slowed down, but intermational

gransactions in securities and bonds

increased. This has led to some major
consequences. The first is that the volume
91 international tinancial transactions
increased enormously (as the figures given
inthe previous section have shown) because
constant buying and seiling is the essence
ol the securities market. Since Security prices
of different courtries are denominated in
their respective Currencies and the
international value of Currencies have been
fluctuating frequently, secyrity prices were
also moving up and down, thus providing
lurther incentives to buy a
these transactions tended to influence cur.
rency prices also. In the 1980s and subse-
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quently, the exchange value of national
currencies have come to reflect much more
these transactions - more frequently the
result of speculative considerations - than
either the performance of the economies
concerned or even their transactions with the
rest of the world in goods and services. In
other, words, at the international level a
perceptible separation was beginning to
emerge between what is usually referred to
as the “real economy™ consisting of produc-
tion, trade and consumption on the one hand
and finance on the other. Finance ceased
fo be a facilitator of the real economy and
came to have an autonomy of its own.
Perhaps it even started dominating the real
economy, a case of the tail wagging the dog.
By the end of the 1980s, the daily volume
ot foreign exchange trading in major currency
markets reached almost the average monthly
volume of world trade and the annual increase
in the size of international banking alone
amounted to nine times the total foreign
direct investment made across all borders,
reported UNCTAD's Trade and Development
Report, 1990.

Animpontant implication ot finance coming
to have an autonomy beyond its basic function

as an intermediary between savers and
investors has been that for those concemed

with profits short-term capital gains from
financial transactions have become much
more attractive than profits eamed from
long-term investments. Other, and perhaps
more subtle, changes have come aiso. Today
the term “market” especially in its global
dimension has come to mean the market
for securities and currencies, because that
is where most of the trade and transactions
are taking place, and not the market for
goods and services. This may explain one of
the paradoxes of our time. How is it that
since the beginning of the 1980s where so
much has been done 1o restrict and regulate
international trade, there has also been an
increase in propaganda in tavour of “free

- trade™ and “free market*? The answer is

simple. “Free trade” now means the freedom
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of capital to move in and out of national
boundaries and “free markets” are where
securities can be bought and sold without
restrictions and impediments by national
governments.

Vv
The South in the 1980s

Sure of the inability of the poor countries to
grow, the rest of the world had a
condescending attitude towards them in the
fities and sixties. But when accounts of their
performance started coming in, it turned out
that in terms of aggregate growth at least,
they could do better than many developed
countries. They also demonstrated their
greater resilience during the 1970s. After the
first oil shock, whereas the trend growth rate
of developing Northern. countries nearly
halved, from an annual average rate of
4.9 per cent in 1960-73 to 2.8 per cent in
1973-79, the countries of the South sutfered
only a relatively small decline, from
6.3 per cent to 5.2 per cent. However, the
impact on them of the changes in the world
economy during 1979-82 was shattering.
In 1982 and 83, the growth rate of these
countries as a group had come down to just
2.0 per cent, below the rate of population
growth, atthough there was considerable
variation within the group with some of them
in Asia, including India showing high rates
of growth,

The problems facing the developing
countries were manifold. Because of the
recession in the developed countries and the
consequent tall in demand, the prices of the
main commodities exported by the developing
countries - other than oil - fell sharply, to the
lowest levels since the Great Depression of
the 1930s. It led to the terms of trade also
tuming against them, a problem that became
very acute for several African countries. One
study estimated that in 1975, African farmers
could have bought a basic tractor for about
8 tonnes of their coffee; by early 1930 they
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had 10 give 40 tonnes. The decade of the
196803 also tumed out %0 be one of very high
price instability that affected mostly sugar
and coconut o, but also jute, nickel, tea,
tin and lead. The protective measures
adopted by -the countries of the North
reduced opportunities of exports even at low
and unstable prices. A study quoted by a
World Bank report estimated that if the
main OECD countries had removed their
tariff and non-tarff barriers, exporis of
textiles from the developing countries
would have increased by 82 per cent and
clothing by 93 per cent. UNCTAD caiculated
that complete trade liberalisation could
boost developing country exports of clothing
by 135 per cent and textile by 78 per cent.
Another simulation study showed that if
the OECD countries reduced agricultural
protection by S0 per cent, agricultural
export revenues of developing countries could
rise between 2 per cent and 40 per cent. And
UNDP's Human Development Report, 1992
calculated that global market conditions make
developing countries lose economic
opportunities worth around $500 billion
annually, ten times what they recewe
in foreign assistance.

While their exports were stagnating and
imports continued to be costly, the flow of
funds to ‘the developing countries which
had registered a big increase in the 1970s
began to dry up. There were also substantial
Mcrease in intemational interest rates, with
the six month Eurodollar rate going up
" nominal terms from an average of
8.3 per cent in 197579 10 148 per cent
in 1880-82, ay pointed out by the South

Commission in vy Report, The C
the South (p.57). -, hallenge 1o

The Report listed the following aspects

of the international 8Conomic environm
of the 1980s that had gpecia impacteor::

the countries of the South {pp 21 4-15):

¥ The rapid expansion of transnational

enterprises as the maijn producers
. {
goods and services for intemational tradg.

with a growing proportion of international
transactions taking place among
branches of the same firm or among
related firms.

¥r A related expansion of the role of private
banks in creating international liquidity,
which became uncoupled from the growth
of intemational trade, and the fact that
the transactions of these banks
supervision by central banks,

W A resulting excessive growth of
indebtedness in both developed and
developing countries.

w Changes in the relative importance of
factors of production, which implied a
move away from material/energy/
unskilled labour-intensive products and
processes, implying a loss of comparative
advantage for developing countries.

w Related changes in the importance of
sectors of production in the developed
countries, implying a shift away from
agriculture and industry towards services.

¥ Growing instability, unpredictability, and
fluctuation in the functioning of the
international economy, notably in interest
rates and exchange rates, and the
growing uncertainty in capital markets.

w Significant institutional changes: al the
national level, increasing deregulation,
privatization, and reliance on market
forces; at the international level, the
collapse of the intemnational monetary
system established at Bretton Woods
and the erosion of the multilateral trading
system embodied in GATT.

In the international context the net effect of
all these was that the gap between the
developed and.developing countries in terms
of per capita incomes increased, although
the per capita income in most of the latter
Countries had increased during the past few

s, notwithstanding the tremendous
growth in population that many of them
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experienced. The per capita income of de-
veloping countries as a whole was 8.7 per
cent of the per capita income of developed
countries in 1960. it came down to 6.1 per
cent by 1987.

The South Commission's Report saw

these widening disparities not merely as
the result of differences in economic

. progress, but also of the enlargement of the

North's power vis-a-vis the rest of the world.
On this the Report has the foflowing to say:

The leading countries of the North now more readlly
use that power in pursult of their objectives. The
‘gunboat’ diplomacy of the nineteenth century still
has its economic and political counterpart in the
closing years of the twentieth. The fate of the
South I8 Increasingly dictated by the perceptions
and-policies of govemments in the North, of the
multilateral Institutions which a few of those
governments control, and of thq network of
private institutions that are increasingly
prominent. Domination has been reinforced
where pertnership was needed and hoped for
by the South. ... A network of relationships has
been built among private entities - banks,
investment houses, transnational companies - in
the leading developed countries. This has
sorved to strengthen the influence of decisions
made by private bodies on world economic
activity, and to that extent %o limit the effoctivences
of govemmental policy decisions. For the South
the resuit is &ven further marginalisation and
greater powerlessness. (pp.3,5).

Similar assessments have been made by
other agencies as well. On the availability
of external capital to developing countries
The World Bank's Global Economic Prospects
and the Developing Countries 1991 recorded:

in 1981, the heyday ol petrodoilar recyding, net
fiows %o developing countries from private creditors
and commercial banks totaled $53 billion. By 1969
net flows had dwindied 1o $ 4 billon. Funds from
official sources became equally scarce. The
sharp decline in new money to developing
countries during the 1980s meant that net
resource transfers to developing countries,
after deducting for interest on existing debt, shifted
from a positive $46 bilion in 1881 ® a negative
$17 billion in 1088,
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One of the most widely discussed issues
during the past decade was the international
indebtedness of many of the Third World
countries which by the middie of the
decade crossed the $ 1000 billion mark and
continued to grow till the end of the decade.
The causes for the emergence of debt as
a major problem were complex, but the
World Bank's World Development Report,
1991 admitted:

The debt crisis emerged as the worid recession,
high real Interest rates, and the terms of wade
shocks of the early 1080s caused acute debt
servicing problems for severely Indebted
nations. Interest paymenis owed by the
daveloping countries grew 40 per cent during the
period 1980-83 to $64 billion. That was about
3.2 per cent of thelr GNP, compered with less than
1 per cent only a few years eariier.

VI

Much of the material | have used to describe
the nature of the contemporary global
economy pertains to the 1980s and only
marginally touches the 1990s. This is mainly
because of the long time lag involved in
getling official data that deal with global
aspects. But whatever information that has
become available suggests that in terms of
performance the early 1990s do not appear
to be very different from the late 1980s.
Here is an assessment of the situation in
mid-1992 by UNCTAD's Trade and Develop-
ment Report, 1992:

The world economy has bemen suffering its
most severe recession since the Second World
War. Production has fallen In the United States
and flattenaed In Japan. Western Europe is
stagnating: the boost provided by German
unification has petered out, while high interest
rates remain. Growth has picked up in Latin
America, but remains slow there and in other
developing regions, other than parts of Asia.
Central and Eastern Europe are suffering a
precipitous fall in living standards: the transition
process is proving much more painful than
anticipated. Overall, signs of improvement are scant,
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In conciusion, two questions must be raised
arising from one's understanding of what
the emerging global economy is really like.
The first is about capitalism. One of the

world witnessed enterprises so powertul
and so totally committed to the capitalist
mission of going out 1o the ends of the

world to make profits. In all these
major historical events of the past decade ways conditions could have been never

and the early years of the present was  more favourable for capitalism to show its
the collapse of the socialist regimes of  true colours.

Europe and the break up of what once \ .

was the mighty Soviet Union. One The question, therefore, 'S (;an one
interpretation put on this rather sudden and expect anything more from capitalism than
unexpected event, or a series of events,  has demonstrated in the 1980s and the
1o be more accurate, is that they mark  ©arly 1990s?

the final triumph of capitalism over all The second question relates to the
its “enemies”. Whether that is right or not, recent economic reforms in our country.
there can certainly be no doubt that in Expectation of benefits from the integration
the 1980s capitalism was triumphant. ot the Indian economy with the global
In 'fact the past decade was the one economy is said to be the underlying ration-
which saw capitalism working substantially  ale of the reforms. if the nature of the global
according to its own principles extricating economy is like what has been described
itself from the arbitrary powers of the in this paper based on factual accounts
state. Never in its history has capital  and not as some theories make it out 1o be,
been more mobile, more universally  what can be the consequences of the
spread, more enthusiastically sought after. integration of the indian economy with i?
Never has the globe been more integrally  How can that “integration” be achieved?
linked up through finance; never have even  |gny it necessary to have a realistic
commodity markets become more

appraisal of the reform measures a
globally connected. And never has the thepsg lines? o

Note

This paper is a brief summa
and Global Capitalism (Ori
The Economist, Septe
Development Repont, (
World Development R
Countries, (World Ban

ry of chapters 3 and 4 of the author's book The Indian Economy
ent Longman, 1994). The primary source materials have been
mber 22, 1990, September 19, 1992, March 27, 1993; Trade and
UNCTAD), 1990, 1992; Human Development Report, (UNDP), 1993;
eport (World Bank), 1991; Global Economic Prospects and Developing
k), 1991; and The Challenge to the South, (South Commission), 1990.
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Transformation of Skills into Manufacturing Activities :
Policies for the Rural Non-Farm Sector *

ical i sals agriculturally dynamic regions of the country,
Eiommﬁ::vg&?'&"g&rggfg the diversification of the occupational Structure
growth of the rural non-farm sector have anq the growth pf small entetr‘pns:s V{:s
both an empirical base, and a congepu:]al tal;mg p‘!)atc:gaﬁscua"ﬁ?arloll:g p:z t( lga? a1r;g7|6)g
inning. Data have shown that the nature of ural , .
:wrrspif‘ig;%gn of[t)he rural economy may lead 1;1his requuredt ?hdns“tt;r:;t;‘:’na:z-bre eg;g:l‘: ianb:\u;
me levels in non-agricultural  the nature of the ; _
to‘::cxijl';;ggons which are often higher than country, andtowargs :::\,itttt;:\‘/;:;ui&eg:g:
those from the agriculture sector itself  of the.Siva_raman ommi A teable
1986). This would emphasize contnbunon's (Planning ommissio

the importance of the non-farm sector in 1981:39). With the rene\{ve_d pohcy concern
raising the average levels of rural income.  on the non-_fa(m sector, it is important now
Conceptually, with the gradual retreat of the that clear dnstnnchor)s in strategy are n)ade
State from direct measures to redistribute betwegq lhg potentngl for rural ocgupauonal
income, through fiscal means, small-scale diversuf:cahqn provided by. a}gr|<.~iu!lurally
self employment has returned to the forefront dynamic regions, and the mg;g:y gort\?!?t .renst
of policy concemn (India, 1987.9). ot thg cou_ntry, whe(e rainfed jons
combine with poor soil, to set limits on the

The problems associated with creating rate of agricultural growth, and even on the

income earning opportunities in the rufral stability of output levels.
were central to the policies for . _
tai::r:slopin; small scale emerpriseg, in general, These are distinctions to be madtz in ti?m:fs
from the Third Five Year Plan onwards of the policy for the nor)-farm sector tse ‘
(Tyabji, 1989: 145-47). However, the  However, there are major detenmr'\arr:‘ :“oo
approach at this time did not differentiate the success of the'pohgy tlha! a;z exf?ecls o
between different kinds of rural (or the seclor: lhesg lie, {usty. in c'?i:all > !
“backward”) areas, a distinction that became macro-economic policy, sp'z rl stru)::tural
critically important after the success qf .the eﬂ_ects of the measu;es B
Grean Revolution. in 0200 e e eanbly reduced lovers that  the
f th ountry, in the 1 S noticea ced .

?caf.r,t%la?mingecgmmissiyon, 1969). By the Govemmen& has in its hag'd?‘..btc:i :':rae';:t
mid 1970s, it was becoming clear that in  economic activity mﬁ reisnu fonal !

*  Note presented by Nasir Tyabji, at the national seminar on “Policy Envifonmen_t for
Rural Non-Farm Sector” held at the Institute of Development Studies, Jaipur,
September 10-11, 1993
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effgmwp channels. Secondly, there is the
critical importance of a decentralised system
oi_glanpmg which would allow for eftective
utilisation of local level comparative
advantage. For this, decision making
power has to be effectively decentralised
and as the experience in West Bengal, and
the sMrl-ﬁvpd experiment in Kamnataka has
shown (Apz, 1993), a stable system of
Panchayati Raj Institutions is essential. It is
to be hoped that the proposed Bill on
Panchayati Raj will provide the constitutional
framqwork and the political imperative for
effective decentralisation. The effects of
_purely administrative altempts at rural
!ndustrialisation have been shown to be
fneifecﬁve, through Indian experience itself
in the 1960s and 1970s (Plannind
Commission, 1978).

This note considers the possibilities for
growth of a specific segment of the rural non-
fan‘n_ sector, embryonic manutacturing and
repainng entemprises based on skills already
log:aied inthe rural areas. Itis notconcerned
with the prospects of tertiary sector activities,
although it is recognized that they are a
necessary component of any general
programme for rural development. It is also
principally concerned with areas where the
preg:onditions for substantial growth in
agricultural output do not exist.

In 1981, there were 2.85 crore men, and
0.5 crore women, in the rural areas whose
main occupation was in non-farm activities
(Census 1981). As many as 1.27 crore
men, and 0.26 crore women were actually
mvolyed in manulacturing activities, repairs
anq in operation of mechanical equipment
(Dms,'nons 78,9 ot the 1968 National
Classification of Occupations). Within this
sn.pse_ctor. it is possible to identify a number
of distinct groups of skills and aplitudes. The
first, and most important, consists of those
that havg emerged in response to an industrial
way ol life (motor vehicle and tractor repair
and electrical jobwork, for instance). The
second, and the preponderant one, in terms
of numbers, includes those intrinsic to the

village economy (tanning, oil pressi
khandsari, pottery, etc.)mTho lhi% mn%
occupations where simple machinery
has transformed the character of the work,
and enabled the skill 1o retain cone
significancae (tailoring, carpentry. construction
actvities). Finally, there are one of two
exceptional cases, such as handlooms and
bidi making, where significant markets have

been retained tor products made with largely
traditional technology.

A rough classification of the four groups
shows that the modem occupations involve

.24 per cent of the men, and 7 per cent of

the women in the rural non-farm sector: the
traditional, 40 per cent of both men and
women; the third group for 20 per cent of
men and 9 per cent of women and, finally,
handiooms and bidi making for the remaining
16 per cent of men and 43 per cent of
women. Put in its most graphic form, the
objective of policy should be to ensure that
demand is generated for the products and
services provided by the first, third and fourth
groups, where long term viabilty has been
demonstrated. The problems of the sizeable
section ol the rural population who eam their
incomes from participation in the traditional
(the second) group have to be addressed by
simple measures for technological and skill
upgradation, of the kind observed historically
within the third group. Otherwise, their
livelihoods must be ensured by their
emp_loyment in asset creating aclivities in
public works programmes. This point is
emphasized because in the absence of
concrete steps 1o improve technology and
skills, within their own occupations, the limited
access to education they have cannot be
expected to equip them for the entrepreneurial
roles envisaged by IRDP kinds of public
!nlerventions. (inthese occupalions the male
illiteracy level is 51 per cent, compared to 33
per cent in the first group).

However, female illiteracy is actuatly higher
the first group, at 85 per cent compared
10 81 per cent. This is an indication that the
Occupational categories, at the two digit leve!

in
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used here, are not able to distinguish between
the skiil content of men and women's tasks
within the same occupation. More
substantively, for policy to address the
question of the oocupations suitable for the
growth of women’s employment, a more
disaggregated analysis is essential.

The remainder of this note concentrates
on the industrial era occupations (the first
group). As might be expected, in the rural
areas most of these involve repair or
operating skills. It should be emphasized, at
this stage, that the skills are an attribute of
the individual, and are currently utilised not
only in the manufacturing sector of the
economy, but also in the tertiary sector.
For example, an electrician may be owning
an electrical job-work concern, or working in
a bus transport organisation, or be employed
in a bank branch or other administrative
office. Secondly, as this example
demonstrates, the skill may be embodied in
a self-employed person, in an employer, or
in an employee.

The traditional option has been to conceive
of measures irrespective of the location
(both individual status and the economic
sector) in which the skill exists. This approach
ignores the differential employment
generating potential of the same skill in
distinct economic locations. A more dynamic
approach requires the analysis of how
they are to be transformed into
manufacturing skills. For instance, it is a
common experience to find that rural
workshops display simple components and
parts, locally made, which are used in repairs.
The question is whether these abilities to
improvise can be the focus for systematic
policy intervention.

Apart from training, the critical issue lies
in the generation of sustained demand for
the product or component which is to be
manufactured. Except in exceptional
conditions, this can only be provided by the
urban market, or by large scale enterprises,
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both located in some proximity. In this
context, a suggestion made by the Study
Group on the Non-Farm Sector (Mahajan,
1992) Is worthy of examination. The Report
of the Study Group mentions that there are
a sizeable number of rural firms, intermediate
between the rural manufacturer and the
large enterprises associated with the
regulated factory sector.

These enterprises are denoted by the
term Directory Manufacturing Enterprises
(DME) and are defined as those
establishments which are smaller than
regulated factories, but which employ at
least 6 workers, one or more of whom is
hired. The Study Group has suggested that
the possibilities of linkages between the rural
manufacturer and the DME be explored.
The issue is essentially that of developing
a hierarchy of ancillaries, taking advantage
of not only economies of scale through
specialisation, but also of location.

According to the 1984-85 survey of DME,
there were about 1 80 000 rural DMEs
(CSO0, 1989). While on the average the
value of “work done by other concerns™ was
about 2.6 per cent of the total inputs, this
may be taken as conservative measure of
the quantum of demand for ancillary work
and supplies. Conversely, an optimistic figure,
which also includes packing materials, repairs
and maintenance amounts to about 6 per
cent of inputs. If more details were available
of the composition of other inputs, it is likely
that the potential demand generated by
DMEs would be of a volume significant
enough to justify policy intervention.
However, to reach an integrated industrial
structure, the DMEs should also be treated
as potential suppliers to other industrial
enterprises. In this context, it is significant
that the “work done for other concerns™ is
about 14 per cent of the value of output, on
the average. Here again, detailed data
analysis would permit a more reliable estimate
of the extent of the integration of DMEs in
the overall industrial structure.
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- This is, however, an analysis of potential
based on a historically generated industrial
structure. The criticial change in public policy
is precisely in regard to ancillarisation. This
should not been seen as an option entirely
within the decision making domain of
the individual firm: in other words the
make-or-buy decision must be accessable to
policy intervention.

Thus, the thrust of the. argument presented
here is based on the following propositions
(i) A meaningful policy for the non-farm
sector must be centred on rural servicing
and repair facilities (ii) these capabilities
must be identified locally and measures
initiated for upgrading skills leamed on the

job, so that competence in repairs and
services is transformed into manutacturing
ability (iii) markets for components, services
and repairs should be generated by mural
factories in the size range of DME which
survey data show to exist in fairly large
numbers. (iv) the DME in turn must be linked
to large entemprises through an interconnected
grid of subcontracting (v) in furtherance of
this policy, agencies and financial institutions
servicing the non-farm sector have to initiate
a policy framework for ancillarisation. (i) for
the operationalisation of all the implications
of this policy, project appraisats of both the
large and the intermediate sectors must
include techno-economic feasibility studies
of components suitable for ancillarisation.
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Technology and Competitiveness : The Case of Brazilian and
indian Machine Tools : Jan Peter Wogart, Aasha Kapur Mehta

and Arun Mehta, Sage, New Delhi 1993, pp.175, Rs.225/-

Nasir Tyabji

BOTH Brazil and India worked actively in
the efforts to develop a New Intemational
Economic Order in the 1970s, and also to
reduce to a minimum the unfavourable end
results of the Uruguay round of trade talks
held under the aegis of GATT in the 1980s.
The effort was to forge a new concensus on
the functioning of the institutions of the worid
economy, so that the pattern of world trade,
technology flows, and migration of skilled

was conducive to the development
needs of the Third World as a whole. By the
garly 1990s, it was clear that these efforts
had manifestly failed, for a number of reasons.
Chief amongst these were the divergences
in the interests of individual countries in
the South. Added 1o this were the varying
degrees of economic and pofitical resilience
that these countries could summon when
confronted with the pressures emanating
from the First World (and the inducements
for floor-crossing premised on individual

defections).

it was the collapse ot this oolleg:tive. eﬂ_on
that has been largely instrumental in bninging
Brazil and India together on another
dimension of economic policy. Asthe authors
of this book point out, debates on the relative
merits of different strategies of development,
alive issue earlier, subsided with the collapse
of the countrias of the sociakst bloC. Both
Brazil and India are now in a process 9!
structural adjustment designed, agan
according to the authors, 710 expose
traditionatly inward looking industrial sectors
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to international competition.” The relevance
of this exercise is premised, of course, on
the argument that balance of payments
problems, where caused by the inability to
match imports by exports of manufactured
goods, are not due to any inherent probiem
in gaining access to foreign markets
(the premise of UNCTAD's efforts so far).
Rather, they are due to the uncompetitive
nature of these exports in terms of prices,.
quality, delivery times and after-sales service.
Penetration of the internal markets of these
economies by non-domestic firms will,
it is argued, increase the competitive
abilities of indigenous firms, lead to an
increase in export earnings, and
consequently, restore the equilibrium in the
balance of payments.

Although this is the ruling philosophy, it
incorporates a number of large assumptions
which the authors do not evidently see the
need to question. This detracts from the
stability of some of their conclusions, but
there is little doubt that in the case of the
specific industry they wish to examine,
machine tools, the long term _prospeas are
precarious. As the book is based on
knowledge gained from earluer_studves o! th_e
machine tool industry in Brazil and lndlq. it
is useful in posing the issyes of promoting
technological dynamism in sharper io_cus.
There is no doubt that the large sca_le tirms
in India could have performed gonssderab!y
better, both in terms of innovations, and in

export performance.



What is important about the East Asian
industrialisation success stories (the
classical cases of individual defection
from Third World collectivity) is the
system of very specific policy measures
introduced by the Governments of Japan,
Korea and Taiwan,

The authors point out, for instance, that in
Japan the ratio of the value of imports
of machine toois 10 the value of demand
has remained below 10 per cent {p.46). In
other words, Japan's formidable export
performance is based on the acquisition of
“international competitiveness” through
means other than the opening of the internal
market. Similarly Amsden (1989) and Wade
(1990) show that in Korea and Taiwan sectors
of industry were, and are, supporied against
competition by imponts until they achieve an
adequate degree of competitiveness. }f there
is one lesson trom all of South East Asia, it
is that the intemal market provides the
spring-board to substantial export growth
(Henderson, 1993).

In the Indian context, there seem to be
strange cases of very efficient and very
inelficient producers surviving side by side.
Data collected by the World Bank quoted by
the authors show that firms in the machinery
producing ‘'sector had a very wide range of
performance when measured in terms of
operating costs attributable to administration,
inventory, and credit extended in the form of
receivables. A process of break-neck opening
up of the economy under such conditions is
likely to lead to the collapse of tirms. not
necessarily because the production
organisation is technologically inefficient, but
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because the management is. Closures in

these cases will ledd to a waste ot Industrigt
productive capacity, and the of a

skilled labour force, which are both national
aconomic assets.

Itis puzzling feature of this book that the
authors pay fittie attention to the sequence
andtiming of measures necessary 10 increase
the operational efliciency ot indian industry,
particularly in a sector such as machine
tools, where the internal market has been
shown by the CMT({ census 1o be substantiat.
Their premise seems to be that the few
outstanding companies in Brazil, and India
{they have case studies of two from each
country) are the protolypes of the only firms
which deserve attention. These firms are
polentially capable of entering the export

arena it their strategies are appropriately
worked out.

Although this premise in entirely in tune
with their broader assumption, that the
lessons of East Asia show that the export
markel is the key to international
competitiveness, this is a misreading of
East Asian industrial policy. It also provides
litte guidance on what is 1o be done as
far as the mass ot Indian capital goods
producers are concerned. This is a pily
because the authors are aware of the
complexities of the Brazilian and Indian cases,
as their repeated mention of macro-economic
instabilities in each country demonstrates.
Had the book started from this fact-ol-lite
and then built on  specialised knowledge
ot the machine-tool industry, it could
have been a true guide 10 the problem of
lechnology and competitiveness.
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