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Special Report

Global Competitiveness Report 1997:
The Indian Context & Imperatives

Suresh D. Tendulkar

Competitiveness is defined as the ability of the national
economy to achieve sustained high rates of economic
growth in the medium term. The globalisation process
which has led to increased competition and lower profit
margins in many industries has promoted growing con-
cern among the business community as well as the
national level policy makers. The Global Competitive-
ness Report (1997) of the World Economic Forum has
ranked India at the 45th position among 53 participating
countries, while China takes the 29th postion. This
paper critically examines the database and methodo-
logy of GCR, while underlining the importance of image
of a nation, which would be influenced by the Report. It
elaborates the various factors that contribute to com-
petitiveness and examines India’s position and perfor-
mance. Three major areas, government, finance and
labour are identified as those where India lags behind
most of the competitors. The paper also emphasises
the urgent need to tackle the problems of labour market
inflexibility and public sector inefficiency.

Suresh D. Tendulkar is Professor at Delhi School of Economics,
University of Delhi, Delhi-110 007. This paper is a revised version of
the Keynote Address delivered at the Seminar on Global Competitive-
ness Report 1997 organised by National Productivity Council in Delhi
on Septemver, 17, 1997.

Global Competitiveness Report (GCR) defines com-
petitiveness as the ability of a national economy to
achieve sustained high rates of economic growth over
the medium term of 5 to 10 years. There is also a con-
sensus the world over that rapid economic growth is a
necessary precondition for raising the living standards
of the population. In India too, the economy managed
to emerge out of the proverbial Hindu rate of growth of
3.5 per cent per annum (pcpa for short) experienced for
three decades ending 1980-81-and recorded 5.5 pcpa
growth rate during the 1980s. There is also currently a
welcome and widespread social acceptance of the im-
perative need for the Indian economy to achieve seven
per cent or higher rate of growth of gross domestic
product (GDP) in a sustained fashion.

GCR evaluates competitiveness ranking in terms
of weighted average index of eight factors. Of these,
four factors—openness, government, finance and
labour are assigned equal weights of 16.7 per cent
each. Two other factors—technology and infrastruc-
ture are assigned 11.1 per cent each. The remaining
two—management and institutions carry the weight of
5.5 per cent each. In the case of the first four, 3/4th
weight is given to hard data and 1/4th to survey data.
In the case of the next two, 1/4th weight is assigned
to hard data and 3/4th to survey data. Evaluation of
the remaining two—management and institutions is
entirely survey-based. Survey data are collected from
over 3000 business executives in 53 countries involv-
ing opinions presumably based on informed impres-
sions, judgements, experience and observation. When
we take account of the division between hard data
and opinion survey across factors, it turns out that
the rankings are based on an index which assigns 55
per cent weight to hard data and 45 per cent to sur-
vey data. Hard data themselves relate usually to not
more than 5 years preceding the year of the report.
Even here, it would be useful to bear in mind that
hard data relate to immediate past and require to be
interpreted with reference to the future potential of the
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country in respect of sustained economic growth.
Clearly, an element of judgement is inescapable even
in the interpretation of hard data.

In view of the importance given to the opinions of
business executives and judgemental elements in inter-
preting, it would be in order if the global competitive-
ness ranking is taken as reflecting the dominant image
of a given country in comparison with other countries, in
the eyes of the rest of the world. This may, but need not
necessarily, coincide with the image of the country as
viewed from within the same country.

This raises the fundamental question—why should
we be bothered about our global image in terms of
competitiveness ranking? The answer is straightforward,
namely, we ought to be bothered if we wish to engage
in commercial exchange with the rest of the world. For
this purpose, it is important to know how the rest of the
world views us. This in turn raises the question: why
should we interact with the rest of the world in trading
goods and services, technology, capital and skills? Be-
cause, economic policy reform initiated in 1991, involv-
ing liberalisation and globalisation as major plans,
actively seek interaction with the rest of the world. In this
connection, a legitimate question has been raised. Is
this interaction sought because of external pressures
from World Bank, International Monetary Fund, World
Trade Organisation,etc.? If it was external pressure and
not our own interest as a society, we should clearly not
be doing it. It is, therefore, necessary to analyse how
active interaction with the rest of the world is in our own
interest and how it can be mutually gainful, i.e., not only
to ourselves but also to our trading partners.

Economic policy reform initiated in
1991, involving liberalisation and
globalisation as major plans, actively
seek interaction with the rest of the

world.

In analysing these questions, the need for Indian
economy to attain sustainable rapid economic growth is
taken as imperative because rapid economic growth
has managed to reduce absolute poverty not only in
other countries of the world but also in India. In this
context, the following three propositions, could be put
forth.

One, among the alternative forms of organising the
economy that have actually been tried out, the capitalist
form based on private enterprise and driven by competi-
tive market forces has turned out to be the most flexible

and resilient in achieving rapid growth in a sustained
fashion in a fast-changing world and the least bad in
terms of minimising the negative side effects on the
economy and society. The government has played a
supportive and regulatory role mostly in successful
cases in terms of providing responsible and efficient
governance and in a few cases a creatively activist role
in reinforcing the market forces. This proposition,
whether explicitly admitted or not, has been the founda-
tion of the economic reforms initialed since July 1991.
Otherwise, liberalisation of direct discretionary
bureaucratic controls would not have been undertaken.
Undoubtedly, liberalisation has unleashed creative ener-
gies of private entrepreneurs in a large variety of
productive areas which earlier had been constricted
despite a functioning market economy. The turnaround
in our growth performance since 1993-94 undoubtedly
owes to this.

Two, although the mainsprings of the process of
rapid economic growth must lie within the country, ex-
perience shows the international trade (in goods and
services, technology, capital and skills) has provided the
most effective and hence the best available instrument
for stepping up and maintaining the higher rate of
economic growth. However, it is important to recognise
that international trade is a demanding instrument.
Much as it confers benefits of faster improvement in
living standards that arise out of mutually gainful oppor-
tunities for creative and fruitful participation in interna-
tional division of labour, it demands, in return, strict
efficiency oriented discipline in terms of macro-
economic stability, realistic foreign exchange rate policy
and swift mobility of factors of production including
labour across productive units and sectors in response
to ever-changing structure of demand, both domestic
and international, and fast-changing technologies. It
also inflicts heavy penalties for default in discipline be-
cause other countries can and do switch to alternative
destinations for private foreign investment as well as for
buying and selling goods and services. Gains from inter-
national trade can be reaped only if the society is willing
to accept and practise the discipline that goes with it.

Three, reasonably free multilateral trading system
with effective policing by the World Trade Organisation
offers the closest available approximation to competitive
markets. It is well established both in theory and prac-
tice that competitive markets ensure efficiency which in
dynamic context, translates into competitive economic
structure that ensures sustained and rapid economic
growth. It is again important to recognise that domestic
markets in India had for long been distorted into rigid
the past and hence cannot provide the required com-
petition merely from liberalisation. Competition has got
to come from threat of imports with non-distortionary
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low tariffs or compulsion to export in return for conces-
sions in the domestic market.

In the light of the three propositions put forth, the
answers to the questions raised earlier in connection
with GCR 1997 should be obvious. In order to reduce
absolute poverty at the fastest possible speed, it is neces-
sary for the Indian economy to grow at 7 per cent or
higher rate and hence, it is in our own interest to use the
instruments of liberalisation and globalisation for this pur-
pose. It follows that for the rapid growth to materialise,
we ought to recognise and put into practice the discipline
demanded by globalisation. It also follows that for this
purpose, the political process must find ways of tackling
the domestic vested interests who are going to be ad-
versely affected by the process of liberalisation and
globalisation and who have been and are, therefore, going
to be opposed to this process. .

If the need for aggressive participation in international
division of labour is accepted, which we must, and if the
imperative need for rapid growth is conceded, it should
be obvious that we ought to compare ourselves with our
major competitors in exporting labour-intensive manufac-
tures and seeking direct foreign investment and assess
our own strengths and weaknesses requiring corrective
action. Our major competitor is clearly mainland China —
an economy that is much larger than that of India in terms
of population and has experienced much higher rates of
economic growth than that of India.

Our major competitor is clearly main-
land China.

In the overall ranking of global competitiveness
among 55 countries, GCR 1997 places India at 45th
spot in comparison with 29th for China. In GCR ranking,
China has jumped from 36 in 1996 to 29 in 1997,
whereas India has just managed to retain the same rank
in 1996. Only in respect of two factors does China's
rank lower than India’s —technology (one notch down
from India) and management (5 notches down). With
reference to openness, both the countries are at the
bottom: China at 48 and India at 51. However, hard data
show that China has a considerably better performance
in terms of rate of growth of exports and inflow of
foreign exchange reserves exceeding $ 140 billion.
Clearly, GCR ranking of China—just three notches
above India with respect to openness —does seem to be
consistent with objective facts. Subjective impressions
and judgmental interpretations of hard data emphasised
earlier in the GCR ranking appear to be playing a major
role in this context.

What is more interesting is that the Chinese rank is
much higher than India’s in respect of three major fac-
tors—government (China at 12 is 11 places higher),
finance (China at 16, 12 places higher) and labour
(China at 8, as high as 22 places above). Clearly, as the
rest of the world views these twao giants, China provides
better and more effective government services and
policy environment, presumably a government that
works swiftly and hence a more effective governance,
than India.

Despite long established financial system in India,
China is perceived to have a better financial intermedia-
tion and higher rate of domestic savings. Finally, and
not so surprisingly, the Chinese labour is perceived to
be considerably more efficient and productive in relation
to wages and the flexibility of labour market greater in
China than in India. In respect of the remaining two
factors —infrastructure and institutions —China is 8 and
6 places above India respectively.

China is perceived to have a better
financial intermediation and higher rate
of domestic savings.

That these perceptions are not too wide of the ob-
jective reality is indicated by the outcome reflected in
the comparative growth performance of China and
India. Both India and China had a per capita GDP in
1980 that was 4 per cent of USA, that by 1996, China
reduced this gap to 12 per cent compared to 6 per cent
for India. This was the result of very rapid rate of growth
GDP per capita (relative to United States) in China at 6.4
per cent per annum compared to a mere 1.6 per cent
per annum in India.

If we wish to improve our global competitiveness
ranking which we must if we want to maintain a 7 per
cent or higher growth rate in a sustained fashion using
international trade as a very important instrument for
this purpose, it is necessary to change the perception of
the rest of the world about India's economy. This can be
done by identifying our areas of weakness, the con-
straining factors in those areas and analysing how we
can relax these constraints. The above discussion of our
comparison with China provides a useful starting point
for this purpose. The three major areas where we have
been lagging behind not only China but other com-
petitor developing countries as well are: government,
finance and labour. If we manage to post dramatic im-
provements in these areas, this will have a favourable
impact on openness and infrastructure as well so that
these two critical areas do not need separate attention.
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As we argue below; the three major factors of govern-
ment, finance and 1abour are themselves interlinked so
that they require a co-ordinated focus of policy.

The three major areas where we have
been lagging behind not only China but
other competitor developing countries
as well are: government, finance and
labour.

Starting with government, it is necessary to under-
line the fundamental truth that the core business of the
government is to govern in the light of the deteriorating
quality of governance in such basic areas, as law and
order, establishment, enforcement and speedy voluntary
transfer of property rights and elementary education as
well as basic health. These are the critical areas that
reinforce the impulses of rapid economic growth and
these are known to be not well served by the market.
Inordinate delays in taking critical decisions requiring
swift action, and further administrative, procedural and
judicial delays in implementing the decisions that have
been taken are clear reflections of deterioration in the
quality of governance. The overenthusiastic formal
machinery of the government has taken upon itself func-
tions and activities especially in the commercial domain
well beyond its competence, and organisational-ad-
ministrative capabilities at its disposal and which can be
better performed by the market. It is necessary to
recognise that the deterioration in the quality of gover-
nance has taken place as a direct consequence of the
over-extended functions and activities of the govern-
ment in the commercial domain. Ideological cobwebs in
mistaking the means of the public sector as an end in
itself irrespective of whather public interest is served or
not, have been coming in the way of speedy withdrawal
of public sector from non-core activities and re-deploy-
ment and reallocation of the government machinery to
perform well the core functions of governance. This as-
sessment matches with the perceptions in GCR 1997 in
respect of detailed factors relating to government.
India’s rank is 45th or lower with reference to well-
directed subsidies, government fiscal balance, competi-
tive government policies, effective state interference,
bureaucratic quality and tax evasion. In terms of the
competence of government, India’s rank is 39th in com-
parison with in 14th for China.

Apart from the core functions in the classical fiduciary
domain of the state mentioned above, modern govern-
ment need to provide facilitating favourable environment
to private economic activity especially in the context of
globalisation. Two critical elements of this environment

are important. One, the responsible macroeconomic
management for maintaining low rate of inflation while
balancing government revenues and expenditure for effi-
ciently supplying the core services of fiduciary nature
mentioned above. The second is the flexible yet stableand
transparent policy environment that keeps up with our
major competitors in international trade and minimises
bureaucratic hurdles in the implementation of policies by
simplification of laws, rules and procedures. Despite
reforms having entered the seventh year, precious little
has been concretely done in this area.

Modern government need to provide
facilitating favourable environment to
private economic activity especially in
the context of globalisation.

Because of the overstretching of the government
machinery as discussed above, public sector reforms
assume urgency, as it has a dominant presence in the
financial, manufacturing as well as service sectors. The
direction is clear, withdrawal from non-core areas, giving-
autonomy while ensuring accountability for improving
efficiency in areas which remain in the public sector and
finally, providing effective and impartial regulatory en-
vironment for private sector in critical areas of infrastruc-
tural investment. In the past, the assured budgetary
support irrespective of economic performances and the
resulting political and bureaucratic interference under
the garb of public accountability subverted the
autonomy and commercial viability of public sector un-
dertaking (PSUs) including those supplying critical in-
frastructural facilities and services. The administered
pricing policy has been often guided by non-economic,
subsidy-cum-patronage disbursing considerations to
reap immediate political gains. The result has been de-
linking of economic performance and commercial
viability from the reward of those managing or
employed in such enterprises.

Tolerance of inefficiency, overstaffing and wasteful
use of resources have been the inevitable and but initial-
ly unintended consequences. This is particularly damag-
ing in two areas of public financial sector and basic
infrastructural services. Crippled by priority lending
often on non-commercial considerations, and political
pressures and accentuated further by poor lending
practices and sheer inefficiency (arising out of monopo-
listic position) public financial institutions constitute the
weakest link in integrating the Indian economy to the
rest of the world, especially when we are actively seek-
ing private foreign investment in infrastuctural sectors.
India's 38th rank in GCR 1997 in respect of finance is a
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reflection of this weakest link. Non-traded physical in-
frastructural facilities and basic infrastructural services
emanating from them constitutes among the conven-
tional core functions of the government in all the
economies. Poorly maintained and often congested in-
frastructural facilities and high cost of infrastructural ser-
vices wimn irregular, fluctuating and interrupted supplies
has a cascading effect on the cost structure of the entire
economy besides bottlenecking the very process of
rapid economic growth. India’s 48th rank for infrastruc-
ture among 53 countries in GCR 1997 accords well with
the objective situation. Apart from forced withdrawal of
budgetary support as part of the fiscal correction since
1991-92, PSUs are subjected to inordinate delays in ad-
ministrative decision-making as regards their restructur-
ing and investment proposals, public accountability to
legisiature and legislative committees, and audit by the
Comptroller and Auditor General, besides the normal
one mandated under the Companies Act and the sur-
veillance by the Central Bureau of Investigation and
Central Vigilance Commission. This environment makes
public sector managers hesitant to take genuine com-
mercial risks. The urgent need is to consider whether we
can amend article 12 of the Constitution to take PSUs
outside the purview of the definition of State or whether
we disinvest beyond 50 per cent for-this purpose even in
the core areas.

Poorly maintained and often congested
infrastructural facilities and high cost of
infrastructural services with irregular,
fluctuating and interrupted supplies has
a cascading effect on the cost structure
of the entire economy.

The final problem area that requires urgent attention
not only for promoting rapid growth but also for pushing
up India’s rank in global competitiveness ranking relates
to labour market inflexibility. In the labour market, effec-
tive enforceability of labour policy and labour legislation
have been confined at best only to the formal segment
of the industrial sector. These legislative provisions
backed by liberal judicial interpretations, expanded the
scope of the terms industry and workmen, and have
sought to protect the existing employment in the or-
ganised sector establishments. These interventions in
the past produced several consequences which have
proved harmful to the organised workers as a class.

One, they involved considerable loss in productive
efficiency. As mentioned in the beginning, these inef-
ficiencies inevitably translate themselves into high real
cost of production hurting not only the consumers and

users of output but also the international competitive-
ness of the industrial sector and most importantly, the
capacity of the affected units to provide employment in
a sustained fashion.

Two, they discouraged new investors from entering
into the formal sector and wherever they did the inter-
ventions induced them to save on labour by adopting
capital intensive technigues.

Three, they adversely impacted the behaviour of ex-
isting entrepreneurs as regards expansion.

Four, private sector units looked for legal
loopholes that would enable them to escape coming
under the legislative provisions by giving contracts to
works which would exempt them from employer-
employee nexus.

Five, the job protection provisions were also
bypassed by the private sector units through prolonged
lockouts, non-payment of water, electricity and other
dues to induce closure and inducing separations first by
linking pay to production/productivity and then curtail-
ing output.

The sum-total of these adverse consequences has
been not only to constrict the employment expansion in
the high productivity organised sector but more impor-
tantly, workers not getting their legally rightful dues
which they would have if orderly closures and work
force adjustments had been permitted through
legitimate means. Even though the Industrial Relations
Bill has been on the agenda of reforms since 1991, vir-
tually no progress has taken place on this frent.

Even though the industrial Relations Bill
has been on the agenda of reforms
since 1991, virtually no progress has
taken piace on this front.

While the private sector enterprises did manage
(often through not fair means) to escape the rigours of
state interventions in the labour market, public sector
enterprises and formal government machinery could
not. In the event, employment in the public sector (in-
cluding administration) grew much faster than that in
the private organised sector. Overstaffing in the public
sector enterprises and government administration
resulted from the political pressures for expanding
recruitment even when strictly not warranted by con-
siderations of their need and productive utilisation. Judi-
cial pronouncements and/or political pressures also
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forced the public sector to turn temporary/casual
workers in their employment into permanent ones ir-
respective of whether they could be productively
employed or not. The primacy given to the role of public
" sector as a model employer over the basic commercial
or productive activity also contributed its share.

In GCR 1997, India has been ranked at the 30th
position in respect of labour. This is relatively higher
than India’s overall rank mostly due to the availability
of cheap and skilled manpower in comparison with
mostly European, Latin American and erstwhile com-
munist countries with greater labour market in-
flexibility. China gets the 8th rank without similar stock
of skiled manpower. Appropriate amendments in
overprotective labour legislation is clearly the first but
a very important step towards greater flexibility of the
labour market. It would have a very significant signall-
ing effect for the rest of the world. Its implementation
would also contribute to the sustenance of the recent
spurt in the rate of economic growth by introducing
the much needed labour market flexibility. The current
inflexibility is hurting the public financial institutions
and other PSUs much more than those in the private
sector and the resulting infrastructure bottlenecks
have been constraining the growth process. Overstaff-

Appropriate amendments in overprotec-
tive labour legislation is clearly the first
but a very important step towards

greater flexibility of the labour market.

ing in the government machinery combined with job
security and non-transparent accountability are also
adversely impacting the quality of governance. In so
far as these factors are constraining economic
growth, labour market inflexibility is preventing
generation of more productive employment oppor-
tunities elsewhere in the economy. Serious and
credible organisational efforts are needed to alleviate
immediate hardships arising out of downsizing and re-
deployment and to facilitate the movement of labour
to units, sectors and areas experiencing rapid growth.
Foregoing are the economic imperatives for success-
fully maintaining and raising the current seven per
cent growth rate. These inevitably raise political ques-
tions which need to be addressed in the political
domain. Whether the political leadership is willing to
accept the challenge in a creative fashion or not is an
open question. O
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Focus

Centre State Fiscal Relations: The
Alternative Scheme of Devolution

S.P. Gupta & A.K. Sarkar

The assignment of tax powers in the Indian Constitution
has become lop-sided, with the Centre possessing the
right to collect the most productive taxes while the
States have been allocated the responsibility of impor-
tant public services. The authors envisage changes in
the present arrangement with due consideration of
national as well as regional priorities.

S.P. Gupta is Director and Chief Executive and A.K. Sarkar is Consult-
ant at Indian Council for Research on International Economic Rela-
tions, India Habitat Centre, Lodi Road, New Delhi-110 003.

The Constitution of the Republic of India has been
described as quasi-federal in character. It provides for a
federal structure with strong unitary features in both
political and economic spheres. The States do enjoy a
substantial degree of autonomy within the areas of
responsibility granted to them by the Constitution. The
Constitution assigns to the States several major respon-
sibilities relating not merely to the basic functions of
government such as the maintenance of law and order,
but also other wide-ranging crucial functions closely
connected to the social sectors, agriculture, infrastruc-
ture, including water management and the overall
development of the economy. :

It should be noted that the Indian Constitution
provides three lists—the Union List; the State List and
the Concurrent List. Briefly all matters relating to curren-
cy, banking, finance, defence, foreign affairs, including
economic relations with foreign entities, matters affect-
ing the country as a whole and those relating to inter-
state relations are placed in the exclusive domain of the
Centre. On the other hand, matters closely connected
with the life and welfare of the population, such as local
government, public health, much of the communication,
land, agriculture and water management, are placed on
the State List. The Concurrent List covers three impor-
tant areas: industries, education, and economic and so-
cial planning. Although industry is a category on the
State List, the Centre is given the power to legislate by
law in the Parliament and through the Industrial
Development and Regulation Act.

The assignments of tax powers in the Indian Con-
stitution seem to have been based on two fundamental
principles. The first is that the assignments should avoid
giving concurrent tax to the Centre and the States. The
second is that the most important taxes which have
economy-wide implications or which can be collected
most efficiently and economically be assigned to the
Centre. Based on the second criterion, the Centre was
given the power to levy income tax on non-agricultural
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inccme (individual as well as corporate), customs
duties, and all excise taxes on production, except those
on liquor. This meant that the Centre had within its juris-
diction the most productive sources of revenue with a
broad tax base. The States have been assigned tax
revenues related to land and agriculture (land revenue,
agricultural income tax, and other duties on agricultural
land), sales taxes except those on inter-state trade, ex-
cise on liquor, taxation of inland transport except rail-
ways, property tax and the entry tax (the last two have
generally been delegated to the local authorities).

Share of Centra! Taxes & Grants-in-Aid

Since the most important and productive taxes were
allocated to the Centre, the constitutional assignment to
the States of responsibility for important public services
ied to vertical fiscal imbalance. Anticipating such an im-
balance, provision was made for giving grants-in-aid to
States in need of assistance for the sharing of two of the
important central taxes with the States. Taxes on the
non-agricultural income of non-corporate entities shall
be distributed between the Centre and the States. In this
case, the sharing is mandatory. Constitution also
provides that the yield of Union excise duties may be
shared with the States if parliament so provides by law.

Since the most important and produc-
tive taxes were allocated to the Centre,
the constitutional assignment to the
States of responsibility for important
public services led to vertical fiscal im-
balance. Anticipating an imbalance,

provision was made for giving grants-
in-aid to States in need of assistance for
the sharing of two of the important
central taxes with the States.

Finance Commission

The financial position of the states was unsound,
and the states were making continuous demands for
further increases in their percentage shares. The
nexus between expenditure decisions and the related
raising of tax revenues had seriously weakened. The
constitution envisaged that grants-in-aid of revenues
to the states would flow mainly on the basis of
recommendation of the Finance Commission. The
Finance Commission was assigned the task of state-
wise distribution of non-plan revenue and expenditure.
Since the Finance Commission is not authorised to
make the final decision, their report is recommen-

datory. But in course of time a convention has grown
of the Central Government accepting all or most of
the major recommendations of the finance commis-
sion. However, as the Constitution has not provided
any guidelines to the Commission, the approaches of
the different commissions have varied and have not
led to the evolution of a set of principles firmly
grounded in economic analysis or empirical research.
The States' share of central taxes was raised from 50
per cent of income tax in 1950-51 to 85 per cent of
Union excise duties in 1985-86 to 1989-90. For the
years 1995 to 2000 income tax share has been
reduced to 77.5 per cent and Union excise duties
raised to 47.5 per cent.

Plan Expenditure Development

With the establishment of the Planning Commis-
sion, the Centre began to give grants and loans to the
states to help them finance their public sector plans.
The Planning Commission which functioned directly
under the Prime Minister as Chairman and kept outside
the regular government structure, coordinated the
plans of the Centre and of the States and developed a
national development plan. The plans of the States
were approved by the Planning Commission and the
plan transfers to the states were made through, or on
the recommendations of the Planning Commission.
Transfers to major states eventually became formula-
based, but the Planning Commission still retains some
discretions in the matter, particularly in respect to the
allocation of plan funds to the special category states.
The plan transfers consist of grants and loans. In addi-
tion, conditional grants are being given for the im-
plementation of the national welfare programmes
under the rubric of central sector and centrally spon-
sored schemes.

The total volume of plan assistance to be given to
the states for the five years and the annual plan is
decided jointly by the Ministry of Finance and the Plan-
ning Commission. The approach of the Planning Com-
mission and the manner of financing the Plan on
revenue account encourage the states and the central
ministries to increase their levels of recurring expendi-
ture on staff and related expenditures in particular with a
five year horizon in view, because plan resources are
available during the concerned plan period. After that
period, such an increase in recurring expenditure usual-
ly becomes a permanent addition to the revenue budget
on non-plan account. This approach to expenditure
planning lacks a long-term strategy to control the
growth of public expenditure. Large federal transfers
had to be made to cover the deficits of the States which
considerably weakened the finances of the Centre.
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Moreover, the loans granted by the Centre were to be
invested in development projects such as irrigation
works, electricity and transport undertakings or were to
be lent for productive purposes. In actuality, portions of
the loans were used to cover deficits, and whatever was
invested did not bring sufficient returns to cover interest
and amortization.

The loans granted were to be invested
in development projects such as irriga-
tion works, electricity and transport un-
dertakings or were to be lent for

productive purposes. In actuality, por-
tions were used to cover deficits, and
whatever was invested did not bring
sufficient returns to cover interest and
amortization.

The flow of grants outside the recommendations of
the Finance Commission gives rise to the problem of
coordination of different flows. The overlap of functions
of the Finance and Planning Commissions is also yet to
be sorted out. Again the fact that the Planning Commis-
sion continues to approve of increase in expenditure
within a five year period, even when the planned in-
creases in revenue expenditure lead to revenue deficit
continues to create disequilibrium in the budgets.

Economic Reform & Planning

The economic reform since 1991-92 to 1994-95
was occupied with problems of stabilization, which
pertains mainly to balancing the public sector income
and expenditure and the payment gaps. In India's
quasi-federal structure, the income and expenditure
responsibility of the Government between the Centre
and States provides almost full powers to the Centre.
For reducing costs, and increasing competitiveness
and efficiency thereby leading to higher growth and
welfare of the society, India has now entered effective-
ly into the second phase of reform, the phase of
structural adjustments. In this effort, the existing
Centre-State relations including the financial one are
coming into focus and likely to aggravate the
problems already in hand. Even the present stabilisa-
tion achieved will not be sustainable if the associated
restructuring of the economy does not take place
simultaneously. Structural adjustments involve areas
which pertain not only to the Central prerogative in
their assigned economic responsibilities but also lar-
gely to the domain of the States. Is the present
framework of Centre-State relations, congenial and
compatible for this?

It has been observed over time that increasing verti-
cal fiscal imbalances develop between the Centre and
States as the responsibilities of financial needs for carry-
ing out all the economic activities assigned to the States
far exceed their normal revenue raising capacities. This
is iargely because of the lower buoyancy of the States’
sources of revenue and the higher elasticity vis-a-vis
growth in the major areas of their expenditure. The two
institutions Finance Commission and Planning Commis-
sion between them evolved a set of fixed formulas for
allocations and some discretionary modes in grants and
loans to the States to fill the gaps. However, the gaps
are ever increasing and the necessary filler is coming
from the Centre at the expense of more deficits and
higher subsequent cost to the society in general. The
States become more and more dependent on the
Centre with their local based development priorities
often being superseded by the Centre's pricrities
through explicit or implicit grant conditions often based
on political and other considerations. Secondiy, be-
cause the States have the luxury of getting an easy
source of gap filler, their fiscal discipline is disappearing.
They have neither the initiative to improve the revenue
earning nor any intention to control their unnecessary
expenditure on wasteful channels.

Because the States have the luxury of
getting an easy source of gap filler, their
fiscal discipline is disappearing. They
have neither the initiative to improve the
revenue earning nor any intention to
control their unnecessary expenditure
on wasteful channels.

With stabilization being reached by some soft op-
tions and at the neglect of many hard alternatives relat-
ing to structural adjustments, a scenario has developed
which is opposite to the desired direction of the struc-
tural adjystments. To summarise in brief, for controlling
the budget deficit, heavy cuts in the social expendi-
ture/infrastructure and transfer to the states have been
undertaken in the Central Budget instead of any sig-
nificant reduction in the government’s wasteful revenue
expenditure. But as a consequence, the budgetary
transfer to the States has fallen.

Table 1 presents the time series data on resource
transfers from the Centre to the States starting 1991-92,
the year in which the reform process began. The table
shows the five ways through which these transfers take
place: States’ shares in central taxes as per the Finance
Commission award; non-plan grants under Article 275
of the Constitution as determined by the Finance Com-
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Table 1: Transfer of Resources from Centre to States

mission; non-plan loans representing essentially plough
back of the net small savings mobilised by the State;
plan support comprising normal central assistance dis-
tributed across States according to the Gadgil formula

and additional central assistance to cover externally:

aided projects; and assistance for centrally sponsored
schemes with a grant element of over 98 per cent.

At an aggregate level, the data shows that resource
transfers from the Centre to the States as a proportion
of Centre's total receipts (revenue + capital) have been
coming down, dropping by as much as 5 percentage
points since the reforms began. The drop is even more
significant in net terms.

The divisible pool, as of now, comprises only in-
come tax (77.5 per cent) and excise duties (47.5 per
cent). In its alternate scheme of devolution, the Tenth
Finance Commission suggested the pooling of all
central taxes for sharing with the states. There is a sig-
nificant drop in non-plan grants from Rs. 6129 crore
(1996-97) to Rs. 4871 crore (1997-98). But these are all
formula driven grants and decline, as a rule, over the

(Rs. Crores)

ltems 1991-92 1992-93 1993-94 1994-95 1995-96 1996-97 1997-98

(RE) (BE)
Total receipts of the*Centre 121850 130899 153188 184618 197766 230505 272430
(1+2+3)
Gross tax revenue 67361 74637 75744 92294 111237 132319 15347
Non-tax revenue 15961 20084 22004 23629 28191 33571 39750
Capital receipts 38528 36178 55440 68695 58338 64615 79033
Transfer of resources from 44786 50510 56953 62966 69553 81123 87351
the centre to state
State share in central taxes 17197 20522 22242 24840 29298 35107 40254
Non-plan grants 2600 2652 2318 2238 . 5878 6129 4871
Non-plan loans 5465 4852 4921 9371 9873 10066 10516
Plan support (grants & loans) 13650 15508 19395 19446 17536 22407 24348
Centrally Sponsored Schemes 5874 6976 8077 7071 6968 7413 7362
Gross transfers to states as 37 39 37 34 35 35 32
% of Centre’s total receipts
Resources from states to 9990 11091 13753 15676 18414 20669 24334
Centre
Loan payment 3149 3366 4058 4333 5325 5624 6642
Interest payment 6841 7725 9695 11343 13089 15045 17692
Net transfers from Centre 34796 39419 43200 47290 51139 690454 63017
(B-D)
Net transfers from Centre as 29 30 28 26 26 26 23
% of its total receipts

award period of the Finance Commission. The Finance
Minister has some flexibility, to the extent that it is not
formula driven, in determining the plan support to
states. Even so, fiscal constraints seemed to have be-
come binding. The increase in plan assistance from Rs.
22,407 crore (1996-97) to Rs. 24,348 crore (1997-98)
reflects a growth of just 8.7 per cent in nominal terms
and near zero in real terms.

The seventy five per cent of the net small savings
mobilised by the States is transferred to the States as
loan and has been an important source of finance for
State plans. After a quantum jump in 1994-95, there has
been near stagnation under this head which can be at-
tributed to the unattractive interest rates on these instru-
ments and the money, competing opportunities now
available for saving, several of them with tax shelters.

If the present revenue sharing responsibility
remains unchanged, this will result in an increasing
problem of gap filler and the likely aggravation of the
dependence of the States on the Centre in the structural
adjustments process. The basic premise of market
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A decentralised revenue sharing

scheme is to be innovated along with a
sense of fiscal discipline and cost ac-
countability in the State finance.

economy has with it a large in-built decentralisation to
make structural adjustment possible and introduces in-
itiative and competition between States. Therefore a
decentralised revenue sharing scheme is to be in-
novated along with a sense of fiscal discipline and cost
accountability in the State finance.

Devolution of Fund to States

For the devolution of funds to Centre and States,
the major institutions are Planning Commission and
Finance Commission. The two commissions have to
function in tandem in the coordination of resource
transfer to States. The assessment period being dif-
ferent, an overall view of the resources and the require-
ment of non-plan and plan at both levels of federation
in an integrated manner is difficult. This problem was
taken up in earlier plans and the dysfunction was cor-
rected in the third, fourth and fifth plans. But from sixth
Plan onwards, this correction for dysfunction between
the span of the two agencies was not followed. The
Tenth Finance Commission (TFC) (1995) mentions,
“We were considerably handicapped in our work by
the fact that the period of our report does not coincide
with the period of recommendation of Finance Com-
mission or with that of a five year plan. In the past, due
recognition was given to this factor and upto the
Seventh Commission the periods were synchronized”.
This correction should be made urgently — otherwise it
will jeopardise the fiscal coordination between the two
levels and horizontally between the plan and non-plan
accounts. This is particularly important during the
process of fiscal consolidation.

Tenth Finance Commission

The Tenth Finance Commission (TFC) has broken
new grounds and recommends basic changes in deter-
mining the devoluable tax revenues of the Centre by
pooling the proceeds of some taxes instead of going tax
by tax. It has tried to rationalise the tax devolution for-
mula by unifying the criteria for the allocation of both
Income Tax and Excise Duties. The major question is,
do the innovation and new formulation help to address
the basic tasks which every large federation has to face,
reducing the vertical and horizontal fiscal imbalances
resulting from the distribution of power and function be-

tween Centre and States? We propose to highlight this
issue of pooling of tax revenues.

In the framework of cooperative federalism, the
Constitution currently provides for the sharing of two
taxes, Income tax and Union excise duties, with the
States. The progress of tax reforms will be greatly
facilitated if the ambit of tax sharing arrangement is en-
larged so as to give greater certainty of resource flows
to, and increased flexibility in tax reform for, the two
layers of government.

The major benefits resulting from the new arrange-
ment of pooling taxes for devolution between Centre
and States are as follows:

e With a given share being allotted to the States
in the aggregate revenues from Central taxes,
States will be able to share the aggregate
buoyancy of Central taxes

e The Central Government can pursue tax
reforms without the need to consider whether a
tax is shareable with the States or not

o The impact of fluctuations in central tax
revenues would be felt alike by the Central and
State Governments ey

e Should the taxes mentioned in articles 268
and/or 269 form part of this arrangement, there
will be a greater likelihood of their being tapped.

The relevant ratios determining the vertical allocation
in tax devolution have remained at 85 per cent in the case
of income tax and at 45 per cent for Union excise duties
for the past ten years. As the share of the Central Govern-
ment in income tax is only 15 per cent, it has often been
claimed that the Centre has shown lack of interest in
tapping this source of revenue fully. Similarly, it is also
believed that the large share of Union excise duties ac-
cruing to the State has reduced the flexibility of the
Centre in the choice of tax measures.

Of the major Central taxes, the two taxes presently
shareable seem to be less buoyant than the other two,
corporation tax and customs duties. An advantage of
pooling these Central taxes would be that both the
Centre and the States would share in the buoyancy of

An advantage of pooling these Central
taxes would be that both the Centre and
the States would share in the buoyancy
of aggregate revenues.
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aggregate revenues. This would be of particular ad-
vantage in a period of tax reform, when relative buoyan-
cies undergo changes.

In their memoranda to Finance Commission the
States have suggested moving towards a larger pooi of
revenues from which they can be assigned a share and
that corporation tax and income tax should be pooled
together and then distributed.

Finance Commissions in the past have noted, with
concern, that a share was not being assigned to the
States in the proceeds of the corporation tax. The Third
and Fourth Commissions took this factor into account
for raising the States’ share in income tax from 60 to 63
and fo 75 per cent, respectively. The Third Commission
also raised the number of items of excise to be shared,
to compensate for the loss. The Sixth Commission sug-
gested a review of this issue by the National Develop-
ment Council and the Seventh Commission recommen-
ded that the Centre may hold consultations with the
States in order to settle the point finally. The Eighth
Commission expressed the view that since the corpora-
tion tax had shown a high elasticity, it would seem only
fair that the States should have access to such a source
of revenue.

The Sarkaria Commission also examined this issue
at length. It favoured bringing the corporation tax into
the divisible pool as part of permissive participation like
that of the Union excise duties. It suggested that this
may be accomplished by a suitable Constitutional
amendment.

The Chelliah Committee on Tax Reforms (1991) ex-
pressed the view that the present Constitutional
provisions regarding tax sharing need to be re-ex-
amined. in this context, the committee's observations
in its Interim Report are as follows: The task of fiscal
adjustment at the Centre has been rendered more dif-
ficult because of the compulsions arising from the for-
mula of tax sharing with the States. At present tax
devolution to the States constitutes around 24 per cent
of gross Centrai Government tax revenues. With the
consent and cooperation of the States, the relevant
constitutional provisions could be amended to the ef-
fect that 25 per cent of the aggregate tax revenues of
the Centre shall be shared with the States. A proposal
for a share of the states based on the amounts current-
ly accruing to the states is to be made. For this pur-
pose a distinction has been made between shares in
income tax, basic excise duties and grants in lieu of tax
on railway passenger fares as a proportion of central
tax revenues on the one hand and the share of addi-
tional excise duties on the other.

During the period covered by the Reports of the
Seventh, Eighth and Ninth (1990-95) Commissions, the
average value of tax share to States was 27.28, 25.44
and 27.26. Considering these values the share of States
in the gross receipts of Central taxes may be 26 per
cent. A recommendation of a further share of three per
cent in the gross tax receipts of the Centre for the States
in lieu of additional excise duties is then made, so that
the total share is 29 per cent of the gross tax receipts.
These shares of twenty six and three per cent respec-
tively should be suitably provided for in the Constitution
and reviewed once in 15 years.

The recommendation that the taxes form part of the
pool, is guided by the consideration that this will induce
the Centre to exploit these tax bases which are not cur-
rently being tapped. States will also benefit from such
an exercise. While article 268 taxes may be kept out of
the arrangement of fixing a common share for all central
taxes, article 269 taxes except Central sales tax and
consignment tax should be brought within the purview
of these arrangements.

There have been occasions in the past when the
Centre had to augment its revenue for meeting emer-
gent but temporary needs. In such circumstances, a
surcharge on income and corporation tax was imposed.
Such occasions may arise in future also. The Centre
should, therefore, continue to have the power to levy
surcharges for the purposes of the Union and these
should be excluded from the sharing arrangements with
the States which have been recommended.

The Tenth Finance Commission recommended the
share of States in income tax, Union excise duties, addi-
tional excise duties and grants in lieu of tax on railway
passenger fares. TFC also recommended that the alter-
native scheme of resource sharing suggested may be
brought into force with effect from 1st April, 1996 after
necessary amendments to the Constitution. This should
not affect the inter-se shares and grants recommended
by the commission.

The Finance Ministry has circulated a discussion
paper on the “Alternative Scheme of Devolution™ recom-
mended by the TFC to encourage a debate before a
decision is taken. It examines, somewhat narrowly, the
issue of pooling all the central taxes and assigning 29 per
cent to the states. The details of the sharing pattern are
given in table 2.

The discussion paper is basically sympathetic to the
idea of pooling. This is not surprising in view of the fact
that the UF government is structurally bound to be
federal in its approach though it is after all, a coalition of
State-level parties.
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Table 2: Existing and proposed pattern of sharing of the proceeds of Central taxes with the States under the Tenth Finance Commission’s
alternative scheme of devolution

Central Taxes/Duties

Gross collection

Reference to the

States’ share under

TFC's award on

TFC's alternativ

BE 1996-97 article of Consti-  existing sharing existing sharihg scheme of
(Rs. in crore) tution relating to  pattern BE 1996-97  pattern devolution
sharing pattern (Rs. in Crore)
Stamp Duty *x 268 n.a. Collected & appro- Same as existin
priated by the States sharing pattern
Excise Duty on medicinal e 268 na. Collected & appro- Same as existin
and toilet preparations priated by the States sharing pattern
Central States Tax@ i 269 na. Collected by the Same as existin
Union net proceeds sharing pattern
assigned to the States
Consignment Tax 269 Not being levied at  Collected by the Same as existin
present Union net proceeds sharing pattern
assignable to the States
Surcharge 143 271 0 Non-shareable Same as existin
sharing pattern
Estate Duty® 1 269 Not being levied at  Collected by the Union To be pooled
present net proceeds assign-
able to the States
Terminal taxes on 269 Not being levied at  Collected by the Union To be pooled
goods/passengers carried present, but Grants  net proceeds assign-
by railway/sea/air of Rs. 380 crore p.a. able to the States
being paid to the
States in lieu
Taxes on railway 269 Not being levied at  Collected by the Union To be pooled
fares and freights present net proceeds assign-
able to the States
Taxes on transactions in 269 Not being levied at  Collected by the To be pooled
stock exchanges other than present Union net proceeds
Stamp Duties assignable to the States
Taxes on the sale or 269 Not being levied at  Collected by the To be pooled
purchase of newspapers present Union net proceeds
and on advertisements assignable to the
published therein States
Corporation Tax 19600 270 0 Non-shareable To be pooled
Income Tax 17700 270 13024 77.5% of net proceeds  To be pooled
©  paid to the States
Basic/Special 40098 272 18911 47.5% of net proceeds To be pooled
Excise Duties paid to the States
Additional Excise Duties 208 | 272 2900 97.79% of net proceeds To be pooled
in lieu of Sales Tax - - paid to the States
Additional Excise Duties 440 0 Non-shareable To be pooled
on textiles
Interest Tax 1250 0 Non-shareable To be pooled
Wealth Tax 110 0 Non-shareable To be pooled
Gift Tax 10 0 Non-shareable To be pooled
Customs 4435 0 Non-shareable To be pooled
Service Tax 970 0 Non-shareable To be pooled
Foreign Travel Tax 190 0 Non-shareable To be pooled
Inland Travel Tax 450 0 Non-shareable To be pooled
Expenditure Tax 190 0 Non-shareable To be pooled
Taxes of UTs 212 Non-shareable To be pooled
Total 128784 35215

** |ncluded in Taxes of UTs’ at SI. No. 24

n.a. Not available

@ Taxes on the sale or purchase of goods other than newspapers, where such sale or purchase takes place in the course of inter-State

trade or commerce.

# Including Duties in respect of succession to property other than agricultural land.
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The Need for Change

The reasons for change are systemic and should
not be seen in terms of a confrontation of the Centre vs
States. The pooling is not simply a scheme to enlarge
the divisible pool in favour of the States. The need for a
basic change in Centre-State financial relations arises
due to various factors. The major issue of course, is
redressing the constitutionally congenial imbalance. The
constitution recognises that the functions and finances
of the states are not in line with each other. Hence, the
different mechanisms of resource transfer exist. While
the existing system of resource sharing has served its
purpose, there is a feeling among States, shared by
many fiscal experts, that the extent of the devolution of
central taxes is not consistent with the respective
responsibilities of the Centre and the States.

This old issue has now gained a new relevance and
urgency. The economy being headed for the second
stage of reform, the thrust will be on improving the ef-
ficiency and optimal utilisation of economic resources.
For this, an adequate level of social and economic in-
frastructure and cost effective provision of public ser-
vices is critical. Thus, two basic areas for governmental
actions are the improvement of physical infrastructure
and development of social services. This is in addition to
the prime responsibility of governments to provide an
administrative and legal framework for the market
economy to operate efficiently.

These areas are within the constitutionally
delineated sphere of activity of the State governments
whose overwhelming importance in these areas is ob-
vious even from the existing structure of government
expenditure. The States collectively incur more than
70 per cent of the total development expenditure.
More importantly, this is concentrated in the areas of
infrastructure (about 87 per cent), social service
(about 85 per cent), and agricultural development
(about 80 per cent). The requirements of liberalisation
will result in an increase in these expenditure respon-
sibilities of the States which will increasingly fall within
the revenue budget. At the same time, the resources
available for this component of the Budget may not

The States collectively incur more than
70 per cent of the total development ex-
penditure in the areas of infrastructure,
social service and agricultural develop-
ment. The requirements of liberalisation
will result in an increase in these expen-
diture responsibilities of the States.

expand, even after tax reform, at the required growth
rate.

The State Finance Commissions set up under the
73rd and 74th amendment are bound to have a major
impact on the vertical flow of funds. Large revenue sour-
ces like stamps and registration, motor vehicle tax,
electricity duty will have to be either transferred to the
local bodies or at least earmarked for them. Some ex-
penditure responsibilities like primary education and
health will also have to be shifted to the third tier which
will lead to a mismatch between the finances of local
bodies. As a result, the State Finance Commissions will
have to recommend grants-in-aid from States to them.
This has already been done in States which have set up
State Finance Commissions. In the light of the fun-
damental changes in the Constitution and the economy,
it would be unrealistic not to change the existing system
of revenue sharing.

In the light of the fundamental changes
in the Constitution and the economy, it
would be unrealistic not to change the
existing system of revenue sharing.

The development pattern of fiscal federalism has
been to increase the discretionary control of resources
by the Centre. The increase in discretionary transfers to
States implies the Centre's control over the expenditure
of the States. Over time, in most cases, this amounts to
underwriting the expenditure of the State governments.

The direction of restructuring federal transfers has
to be ffom the exeenditure allocation to revenue devolu-
tion. If this is not initiated, the dependence of the State
on the Centre will increase over time.

Points against TFC Devolution

The main difficulty with the TFC’s scheme, in enlarg-
ing the divisible pool inclusive of all taxes is not that it
may not make for greater certainty or assure more
revenue to the States, but that it takes a simplistic view
of the problems that plague Centre-State fiscal relations
in India, blurs the distinction between tax sharing and
grants as instruments of federal transfer. It seeks to im-
pose a rigid rule of devolution that would pre-empt any
radical reform in an area that cries out for restructuring.

That Constitutional arrangements for Centre-State
fiscal relations are not working too well is evident
enough. For over a decade now, the budgets of both the
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Centre and the states as a whole are out of balance,
their revenues inadequate even to meet current expen-
ditures. While the revenue gap has been hovering
around 3 per cent of GDP for the Centre for the last five
years, it exceeds 2 per cent of the GDP for several large
states. The proportion of total government revenue
(Centre and States combined) accruing to the states
has gone up from about 55 per cent in the mid-seven-
ties to nearly 66 per cent at present. Faced with rising
expenditures, the States complain bitterly of resource
crunch and growing dependence on the Centre be-
cause of insufficient revenue powers on the one hand
and the Centre's tardiness in providing them with more
funds on the other. Inter-state disparities in levels of in-
come and public spending show no sign of abating,
rather have accentuated, the statutory transfers having
only a moderating effect. The root cause has been the
flaws in the structure of federal finances, particularly the
system of transfers. The deficiencies that plague the
transfers are the multiplicity of transfer dispensing agen-
cies with the Planning Commission being a rival chan-
nel, faulty design of general and specific purpose grants
and the lack of a clear conceptual framework to guide
them.

. The imbalance in fiscal system is almost guaranteed
when revenue needs of governments are assessed in a
truncated fashion—“plan” and “non-plan” by two agen-
cies independently. The imbalances get compounded
when the transfers mandated by the Constitution are
used primarily to fill the non-plan revenue gaps without
serious efforts to determine them scientifically, and
using tax devolution rather than grants-in-aid as the
main medium of general purpose transfer. Originally
devolution was intended to act as a “balancing factor”
to take care of the vertical imbalances, over the years. It
has overshadowed grants in the transfers ordained by
the FCs with the result that fiscal discipline has been at
a discount and all States including those not so needy
receive handsome amounts through devolution.

The TFC's tax pooling scheme does not help to
remedy these shortcomings. If the States are to be
enabled to balance their budgets without increasing their
dependence on the Centre or adding to the Centre's
budgetary woes, it is necessary first to enlarge their tax
powers. That would make for greater accountability of the
States and also enable the Centre to shed somie activities
it has taken on needlessly. Transfers would still be needed,
though presumably on a smaller scale. But if it is no* to
breed fiscal laxity, the transfer system must have incen-
tives for economy, efficiency and revenue effort.

The TFC'’s scheme also overlooks the standard prin-
ciples of tax assignment and tax sna:ing in federations.
Taxes with nationwide bases and inter-jurisdictional

ramifications are usually assigned to the national
government on grounds of economy and efficiency.
Central governments also need to have certain taxes at
their exclusive command to meet exigencies. Making all
of them divisible detracts from these objectives. It is not
without reason that the Sarkaria Commission, while
recommending the inclusion of corporation tax in the
divisible pool, rejected the plea for putting all central
taxes together for devolution.

Taxes with nationwide bases and inter-
jurisdictional ramifications are usually
assigned to the national government on
grounds of economy and efficiency.
Central governments also need to have
certain taxes at their exclusive com-
mand to meet exigencies.

Merits of The Alternative Scheme

The alternative scheme proposes enlarging the pool
to include all central taxes (excluding Stamp Duty, Ex-
cise Duty on medicinal and toilet preparation, Central
Sales Tax, Consignment Tax and Surcharge) and giving
26 per cent of it to States. In addition 3 per cent of the
gross proceeds of all central taxes is to be assigned to
the States for the existing shares in Additional Excise
duties in lieu of sales tax on tobacco, cotton and sugar.
The scheme has several merits. First, it will facilitate in-
tegrated tax reform at the Centre. Under the present
arrangement the Centre has a temptation, to which it
has no doubt succumbed on several occasions, to give
away concessions in the two shared taxes while exploit-
ing and appropriating th2 buoyancy in the non-share-
able taxes.

Second, by giving the States a share in the overall
buoyancy of the gross tax base of the Centre, the alter-
native scheme will remove their long standing grievance
that the terms of tax sharing are shifting against them. In
particular, international trade taxes will show greater
buoyancy than domestic trade taxes. Moreover, as the
economy modernises, the tertiary sector will grow faster
than the manufacturing sector and taxes on services will
become an increasingly important source of revenue. It
is a share of this emerging buoyancy that the states are
demanding. Third, the alternative scheme will make ver-
tical sharing simple, transparent and predictable and,
thus, remove the prevailing mistrust and apprehension.
Fourth, if the taxes mentioned in Articles 268 and/or 269
form part of devolution, it will induce the Centre to
mobilise resources through these taxes, with the states
also benefitting. The TFC scheme envisages that the
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power of the Union to levy and collect all taxes in the
Union list should not be affected. Fifth, the progress of
tax reforms will be greatly facilitated if the scope of tax
sharing is enlarged. This will introduce greater certainty
of resource flows to the States and enhance flexibility in
the tax reforms.

Some may argue that it may not always be ad-
vantageous to the States in terms of revenue accrual for
the simple reason that a bigger slice of selected revenue
sources can yield a larger amount than a small share of
the total. But the logic of the alternative scheme is not
necessarily to ensure a larger share to the States but to
give them a share in the overall buoyancy of Central taxes.
Besides, perplexing as it may seem at first glance, both
the Centre and the States may end up with larger shares
because the alternative scheme will facilitate tax reformin
the direction of exploiting buoyancy.

The Commission felt that if all Central taxes are to be
termed ‘divisible’, the States would claim an ‘interest’ in
each one of them and demand to be consulted, as a
matter of right in all of Centre’s tax policies. The TFC has
taken care of this disadvantage by suggesting a constitu-
tional amendment that would not designate any individual
Central tax as ‘divisible’. The States will simply be entitled
to a prescribed percentage of the gross tax receipt of the
Union. The TFC following the Sarkaria Commission’s
analysis did not favour pooling of all taxes for the divisible
purpose like customs duty and the surcharge. Further
TFC scheme envisages that the power of the Union to levy
and collect all taxes should not be affected while assigning
a certain percentages to States.

There are some concerns about the progressivity of
transfers. These concerns relate to the horizontal dis-
tribution of the divisible pool among States rather than
the determination of the size of the pool which is what
the alternative scheme is all about. This would neces-
sitate a de novo evaluation of the entire scheme of
Central transfer under plan and non-plan and in the form
of grants, loans and tax devolution. The alternative
scheme proposed by the TFC is a step in the right direc-
tion and should not be deferred till the entire house is
put in order.

The TFC scheme is a distinct improvement over
the present type of situation. It gives sufficient flexibility
to the Centre to mobilise resources for its exclusive
use and assist in tax reforms by removing inter-tax
bias. The basic feature of the TFC scheme, the pooling
of the receipts of all Central taxes is acceptable. It
would remove incentives to grant exemptions and
deductions for the Centre. This scheme will also make
for stability and certainty to revenue sharing facilitating
budget planning by the Centre and the States.

Another point to be considered is freezing the verti-
cal sharing formula for the next 15 years. A long period
in adopting a gap filling approach is important for the
vertical sharing. This will help in correcting the existing
imbalance in the fiscal system.

The TFC had recommended the alternative scheme
under the impression that this would not entail any ad-
ditional burden on the Centre. However, calculations
show that the acceptance of the TFC scheme would
entail an additional burden of Rs. 2091 crore on the
Centre in 1996-97. Hence, if revenue neutrality is to be
achieved, the percentage share of the States should be
reduced from the recommended level of 26 per cent
and 3 per cent so as to maintain the level of transfers
at the existing level in absolute terms.

The calculation is as follows:
(Rs. in crore)

Gross tax collection 128784
Less surcharge 143
Total divisible pool under the

TFC scheme 128641
States’ share (29%) 37306
State’s share under existing

sharing pattern 35215
Gain to States under the TFC scheme 2091

Alternatively, the TFC scheme should be accepted
with some modifications. The percentage share of the
State should be increased from the recommended level
of 26 per cent and 3 per cent but the increased share
should not be merely in lieu of the existing shares in
Central taxes but in lieu of all existing transfers on
Revenue account. In other words, the fixed percentage
of the pooled Central taxes should be frozen for the next
fifteen years in lieu of all revenue transfers from the
Centre to the States, The Plan transfers would then be
only on Capital account. Both horizontal and vertical
distribution amongst the States may be reviewed only in
five years. This is because the distinction between Plan
and Non-Plan expenditure within the Revenue account
has ceased to have meaning and the Revenue account
should be looked upon as one integrated whole. One of
the basic flaws in the existing system of transfers to the
States is the multiplicity of agencies determining the
transfers, mainly the Planning Commission and the
Finance Commission. Fiscal imbalance is bound to arise
if the revenue needs of governments are assessed in a
truncated fashion, “Plan” and “Non-Plan”, by two agen-
cies independently. The imbalances get cn{;ppounded
when the transfers mandated by the Constitution are
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used primarily to fill the Non-Plan Revenue gaps without
any significant effort to determine them scientifically,
and using tax devolution rather than Grants-in-aid as the
main medium of general purpose transfer. Although
originally devolution was intended to act as a “balanc-
ing factor” to take care of the vertical imbalance, over
the years, it has overshadowed grants in the transfers
ordained by the Finance Commissions resulting in fiscal
indiscipline.

Concluding Remarks

The arrangement of federal system has passed
the test of time—however, several cracks are notice-
able in the system. The distribution of revenue power
is tilted in favour of the Central Government dis-
regarding the number of expanding functions to be
performed by the States. In the total transfers
received by the States, the statutory portion on which
the states have claim and can use independently,
have been falling over the years and the share of
Plan transfers is increasing. The State transfers on
Plan account received by the States are in the ratio
of 70 per cent loan and 30 per cent grant (excepting
special category states) thus becoming a factor of fis-
cal subordination to the centre. The discretionary
component of grants comes to the States in so many
different routes and is given by the Central Govern-
ment on judging the project content which sometimes
causes friction between Centre and States.

A change in the activity schedule of Central and
State activities and reallocation of financial power in
revenue raising are therefore needed in the perspective
of the new policy of liberalisation and more decentralisa-
tion. This will concern the issue of both revenue power
and revenue devolution sharing between Central and
States. In this connection some inter-country studies
involving countries undergoing economic reforms like
China may be of some guidance for a desirable system
of Central-State financial relations.

In China during the reform process between 1980-
86, more autonomy to provinces was accorded in deter-
mining and pegging revenue sharing arrangement
through negotiation with each province on a three year
cycle. In the context of these new tax rules, the provin-
cial governments were moved to raise more revenues
directly and pay the share to the central authorities so
as to safeguard its fiscal situation. This division of
responsibilities made the fiscal system more
decentralised in favour of the states towards the late
1980s resulting in a situation that the primary respon-
sibility of the central government was for capital spend-
ing and defence while the provincial government
undertook most of the current expenditure and sub-

sidies. The expenditure has reduced as the States are
more careful in economising the expenditure level con-
sistent with revenue raising capacity.

There are several shortcomings of this system
which are felt by China since the early 1990s. The
Centre has become weak and has lost control over the
provinces. The Central Government is short of fund and
is not in a position to help the poor regions in building
even the essential infrastructure for Helping growth and
correcting regional imbalances. In the context of the
socio-economic and political system in India, the sys-
tem may not work well. It makes the Central Govern-
ment weak. In the initial phase of liberalisation the
central government must work as a regulatory body and
co-ordinator in order to avoid the imbalances China is
now facing.

In the perspective of the TFC scheme of pooling
Central taxes, a better course of action would be to
give more powers and autonomy to States in taxa-
tion. Whether to devolve the powers of taxation to the
States or to devolve share in Central taxes is a fun-
damental issue. There are two considerations that
favour the latter approach. The first is the issue of
harmonization and the second is the basic Constitu-
tion scheme of protecting the interests of the weaker
States. Though the scheme appears reasonable, its
efficacy in establishing optimum Central-State fiscal
relation in the present context of economic reforms is
guestionable.

Without making a complete overhaul of the present
system, we should make some changes in the work
distribution between Centre and States. The functions of
lesser importance concerning social and economic ac-
tivities may be shifted to State governments along with
the required financial support either through more
devolution of funds or relaxing the control of the Central
Government in raising funds from the market. The
States’ resources may be improved if they can collect
revenue through taxation of agricultural income which
has so long been overlooked.

Taking into account all the factors together for a
balanced and acceptable policy, the present constitu-
tional arrangement need not be fully restructured. How-
ever adjustments in policies, procedures and regulatory
measures are necessary to remove the operational ir-
ritants between the States and the Centre. For the
economic reforms to be successful, co-operation be-
tween the Centre and States is absolutely necessary—
the national as well as regional priorities should be the
focal points of joint effort. The issue is to be tackled very
carefully in view oft he existence of muiti party rules in
the states.
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Focus

Emerging Demographic Scenario: Issues
Before the Ninth Five Year Plan

S. Irudaya Rajan & P. Mohanachandran

Demographic control has always been on the agenda
of Indian planners, and it has invariably been included
in all the Five Year Plans. What has been the achieve-
ment in terms of reducing fertility and mortality over the
last 50 years since independence? Have the thrust and
approach changed over plan periods? Has the program
succeeded in all states of India? What is the current
demographic profile of India? What is the expected
population size over the next 50 years? What are the
immediate issues that should be addressed by the
Planning Commission in its Ninth Five Year Plan? The
article is an attempt in this direction.

S. lrudaya Rajan is with the Centre for Development Studies,
Thiruvananthapuram and P Mohanachandran is with the Department
of Demography and Population Studies, University of Kerala, Kariya
vattom, Thiruvananthapuram.

India has the unique distinction of having been the
first country in the world to introduce an official family
planning program in 1951 as an integral part of its
socio-economic development plan. Since then, the pro-
gram has grown steadily and today it is perhaps the
second largest program in the world covering a huge
population of about 90 crores.

The plan documents of the eight five year plans per-
taining to health and family welfare program, merit a
brief review to understand governmental efforts in this
area.

Five Year Plans & Demographic Planning

The First Five Year Plan sought an accurate picture
of the factors contributing to the rapid increase of
population. A sum of Rs. 6.5 million was allocated by the
Central Government to the Ministry of Health for ac-
tivities such as provision of contraceptives, advice, con-
ducting field experiments on different family planning
methods to determine their suitability, acceptability and
effectiveness for different sections of population,
development of suitable procedures to educate the
people on family planning methods, collection of infor-
mation on reproductive patterns, attitudes and motiva-
tions affecting family size, the interrelationship between
economic, social and population change and research
into the physiological and medical aspects of human
fertility and its control.

The distribution of contraceptives was extended to
primary health centres, hospitals, dispensaries, and
maternity homes run by State Governments during the
Second Five Year Plan. The Central Family Planning
Board recommended the inclusion of sterilization opera-
tion in the family planning programs in hospitals and
institutions where facilities existed. The number of ser-
vice clinics was increased from 147 to 4165 with the
expectation that people would go there for advice and
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service. Research activities were extended to the field of
demography and communication action. However, the
approach during the first two plan periods was ‘clinical’.
A financial provision of Rs. 50 million was made in the
Second Plan.

During the Third Five Year Plan period, the clinical
approach was replaced by an extension education ap-
proach aimed at bringing the message and services tothe
people through PHCs and subcentres. The program
gained momentum in 1966 when a Department of Family
Planning was constituted in the Ministry of Health and
Family Planning at the centre to give technical and ad-
ministrative direction and guidance tothe programme and
effective coordination of its various facets. The emphasis
was placed on time bound and target oriented programs.
The annual plans during 1966-69 also focussed on the
family planning program. The expenditure during this
period increased to Rs. 704.6 million.

In the Fourth Five Year Plan period, family planning
was included among the programs of highest priority. A
numerical target was set for reducing the crude birth
rate from 39 per 1000 population to 25 within the next
10-12 years. An outlay of Rs. 3150 million was made to
strengthen and speed up the programs. The Medical
Termination of Pregnancy which became effective from
April 1, 1972, made it possible for pregnant women not
desiring the pregnancy to have an induced abortion
during the first trimester of pregnancy for medical, so-
cial or economic reasons including contraceptive
failure. The target set in terms of sterilization was 14.9
million of which about 61 per cent was achieved.

Based on the 1971 census results, the Fifth Five
Year Plan set a revised demographic goal of reducing
the birth rate to 30 by 1979 and to 25 by 1984. In April
1976, the Union Minister of Health and Family Planning
announced in Parliament a new population policy for
India. The main feature of this policy was to raise the
minimum legal age at marriage from 15 to 18 for girls
and from 18 to 21 years for boys.

In the Sixth Plan, the family welfare program con-
tinued to be accorded high priority. The strategy was to
integrate the health, family welfare, MCH and nutritional
services at all levels. A working group on population
policy was set up by the Planning Commission in 1979.
This group recommended adoption of the long term
demographic goal of reaching the NRR (Net Reproduc-
tion Rate) of 1 by 1996 for the country and 2001 in all
the states.

In the light of the progress made in the initial years
of the Sixth Plan, the Seventh Plan policy document
aimed at a target of NRR of 1 by 2000.

- from crude birth

The Eighth Plan made vigorous efforts to contain
the population growth. To give a major thrust, a national
population policy was enunciated and adopted by the
Parliament.

However as of April 1996, the method specific tar-
gets for contraceptive acceptors assigned to every
grassroot health worker and the incentives offered to
clients undergoing sterilisations were abandoned. The
impact of the new approach is yet to be assessed.

Present Scenario

The 1995 provisional estimates released by the
Sample Registration System places India’s crude birth
rate as 28.3 (30.0 in rural and 22.6 in urban areas of the
country). The indirect estimate made by Mari Bhat using
the just released 1991 census data reveals that the
crude birth rate has declined from 34.9 during 1974-80
to 31.6 during 1984-90. It is an impressive decline for the
country which has above 900 millions of people of dif-
ferent castes, religions, languages, socio-economic and
cultural diversities. Against this background, table 1

" presents the desired demographic goals envisaged in

the different Plan periods over the last 35 years.

None of the demographic goals has been realized
over the last 35 years and all have been revised time
and again by the Planning Commission. For instance,
the goal of achieving a birth rate of 25 by 1972 set in
1962, has not been realized in 1982 or 1992 and it is
likely to be realized by the end of Ninth Five Year Plan
period, 2002. The planners and policy makers in India
also could not identify the determinants of fertility and
mortality in the earlier plan periods (Irudaya Rajan &
Mishra, 1992; Zachariah, 1995). From the beginning of
the Sixth Five Year Plan, the demographic goals set by
the Planning Commission have shifted the emphasis
rate to net reproduction rate
Srinivasan, et al. 1980; Srinivasan, 1983).

None of the demographic goals has
been realized over the last 35 years and
all have been revised time and again by
the Planning Commission.

The investment on health and family welfare over the
Plan periods is summarized in table 2. During the Eighth
Plan period, the Government of India had allocated Rs.
14082 million for health and family welfare activities.
Though the absolute amount invested looks very huge
over the plan periods, the ratio of investment on hesfth
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Table 1: Desired Demographic Goals, India, 1962-1997

Year of Statement

Specified Demographic
Goal

Year by which the Goal

is to be Achieved

1962

1966

1968

1969

Beginning of IV Plan
1974

Beginning of V Plan
April 1976

| Population Policy
April 1977

Il Population Policy
January 1978
Central Council of Health
Sixth Five Year Plan
Document (1980-85)

Seventh Five Year Plan
Document (1985-90)

Eighth Five Year Plan
Document (1992-97)

CBR of 25
CBR of 25
CBR of 23
CBR of 32
CBR of 25
CBR of 30
CBR of 25
CBR of 30
CBR of 25
CBR of 30
CBR of 25
CBR of 30
CBR of 30
NRR of 1

CBR of 21
CDR of 9

Expectation of Life at Birth
of 64 Years

Couple Protection
Rate: 60 per cent

NRR of 1

CBR of 29
CDR of 11
IMR of 90

Couple Protection
Rate: 42 per cent

NRR of 1
CBR of 21
CBR of 26
CDRof 9
IMR of < 60
IMR of 70
CPR > 60%
CPR > 56%

Expectation of Life at Birth
of 64 years

Average Family
Size of 2.3

1972
as expeditiously
1978-79
1974-75
1979-81
1979
1984
1978-79
1983-84
1978-79
1983-84
1978-79
1982-83
2000
2000
2000

2000

2000
2006-11
1990
1990
1990

1990
2011-16
2000

End of Eighth Plan
2000
2000

End of Eighth Plan
2000

End of Eighth Plan

2000
2000

Note: Updated based on the Eighth Five Year Plan document.
Source: K. Srinivasan, 1982; 1983; Irudaya Rajan & Padmavathi, 1990.
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Table 2: Investment on Health and Family Welfare During Various Pian Periods

(Rs. in crores)
Period Total Plan Health Family Total
investment Qutlay Welfare
(1) @ (3) (2)+(3)
First Plan 1960.0 65.2 0.1 65.3
(1951-56) (100.0) (3.3 (0.0) (3.3)
Second Plan 4872.0 140.8 5.0 145.8
(1956-61) (100.0) (3.0 (0.1) (3.1)
Third Plan 8576.5 225.9 249 250.8
(1961-66) (100.0) (2.6) (0.3) (2.9)
Fourth Plan 15778.8 335.5 278.0 613.5
(1969-74) (100.0) (2.1) (1.8) (3.9)
Fifth Plan 39426.2 760.8 491.8 1252.6
(1974-79) (100.0) (1.9 (1.3) (3.2)
Sixth Plan 109291.7 2025.2 1387.0 3412.2
{1980-85) (100.0) (1.8) (1.3) (3.1)
Seventh Plan 218729.6 3688.6 3120.8 6609.4
(1985-90) (100.0) (1.7) (1.4) (3.1)
Eighth Plan 434100.0 7582.2 6500.0 14082.2
(1991-96) (100.0) (1.7) (1.5) (3.2)

Source: Compiled from various Plan Documents by the authors.

and family welfare over the last eight Five Year Plan
periods to total plan investment was almost constant and
hovering around 3 per cent. The pattern of investment in
health and family welfare has changed over a period of
time emphasising more on family welfare.

What was the achievement of the family welfare pro-
gram in terms of couples effectively protected, number
of equivalent sterilisation and births averted over the last
40 years? Some data are presented in table 3. The per-
centage of couples effectively protected has reached
the level of 44 per cent in 1993 from zero in 1951. The
1991 census enumerated the population of India (in-
cluding the projected population of Jammu and Kash-
mir) as 844 million. The population of India could have
crossed 1 billion in 1991 if we had not averted 155 mil-
lion births through the family planning program during
the period under consideration (table 3).

Mari Bhat has indirectly estimated the crude birth
rate and total fertility rate using the 1981 and 1991 cen-
suses for all the districts of India (Mari Bhat, 1996;
1997). We have provided the estimates for major states,
smaller states and Union Territories in table 4 to assess
the level of fertility in the past 20 years. Comparisons
are made between 1974-80 to 1984-90. Some States
and Territories have reported more than 20 per cent

decline during the study period (Tamil Nadu, Goa, An-
daman & Nichobar Islands and Chandigarh); others
have shown a decline of 15 to 20 per cent (Andhra
Pradesh, Gujarat, Kerala, Himachal Pradesh, Lakshad-
weep and Pondicherry) and some others have
registered a decline of more than 10 per cent and less
than 15 per cent (Karnataka, Punjab, Mizoram, Manipur
and Sikhim). Overall, six major states, five smaller states
and four union territories have registered a decline of
more than 10 per cent. Among the major states, Tamil
Nadu has reported the highest fertility decline during the
last decade; South India is ahead in fertility decline, fol-
lowed by West and Northeast India.

If we consider the total fertility rate in the last
decade, the decline is most impressive for Andhra
Pradesh, Gujarat, Karnataka, Kerala, Tamil Nadu, Goa,
Himachal Pradesh, Mizoram, Manipur, Andaman &
Nichobar Islands, Chandigarh, Lakshadweep and Pon-
dicherry with more than 20 per cent decline, followed by
Punjab, Uttar Pradesh and Sikkim with more than 15
and less than 20 per cent decline, and lastly Haryana,
Rajasthan, West Bengal, Daman and Diu with more than
10 per cent and less than 15 per cent decline. Interest-
ing, states like Rajasthan and Uttar Pradesh have shown
an impressive decline. Even Madhya Pradesh registered
a decline of 8.6 per cent. The political transition of;
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Table 3: Achievement of Family Welfare Program in India, 1951-1993

Year Number of Equivalent Birth Averted Birth Averted Percentage of Couples
Sterilisation (Millions) Cumulative Total Effectively Protected
(in Lakhs) (Millions) (per cent)
1951-56 0.07 0.00 0.00 =
1956-61 25.00 0.07 0.07 -
1961-66 16.13 0.56 0.63 -
1966-67 12.16 0.55 1.19 4.5
1967-68 20.92 0.84 2.03 6.7
1968-69 18.78 1.25 3.29 8.7
1969-70 16.59 1.61 491 10.3
1970-71 15.98 1.92 6.82 1C.6
1971-72 24.81 2.14 8.96 12.4
1972-73 33.73 2.53 11.50 14.6
1973-74 12.33 2.99 14.49 14.7
1974-75 16.38 3.02 17.52 14.8
1975-76 30.67 3.10 20.65 17.0
1976-77 86.57 3.72 24.37 23.5
1977-78 12.38 5.05 29.42 22.5
1978-79 18.67 492 34.35 22.4
"1979-80 21.59 4.90 39.26 223
1980-81 2479 4.93 44.19 228
1981-82 33.03 5.11 4930 237
1982-83 46.85 5.48 54.77 259
1983-84 57.50 6.21 60.98 295
1984-85 55.55 7.23 68.25 32.1
1985-86 66.63 8.12 76.37 34.9
1986-87 71.04 9.00 85.37 375
1987-88 7251 9.95 95.32 39.9
1988-89 72.54 10.87 106.20 419
1989-90 69.32 11.67 117.87 43.3
1990-91 70.82 12.30 13C.17 441
1991-92 66.97 12.70 142.87 43.6
1992-93 70.32 12.76 155.63 43.5

Source: Irudaya Rajan, 1987; lrudaya Rajan, Padmavathi, 1990.
Notes:

Updated based on the annual year books published by the Ministry of Health and Family Welfare, Nirman Bhavan, Delhi. Equivalent

Sterilisation is computed by using the following ratio: 1 sterilisation = 3 Intra Uterine Device Users = 18 Conventional Contraceptive

Users = 9 Equivalent Oral Pill Users.

‘BIMARU’ (BIMARU means sickness in Hindi. This word
is coined from the four demographically backward
states of India. They are Bihar, Madhya Pradesh, Rajas-
than and Uttar Pradesh) states might lead to a quicken-
ing of the demographic transition (Irudaya Rajan, 1996).

According to the estimates of crude birth rates of
1995 as per the Sample Registration System, the
decline reported by Mari Bhat seems to be on the con-
tinuous trend. The birth rate reported by all the major
and small states including the Union Territories in 1995

is much lower than the birth rate of 1984-90 (Mari Bhat,
1997). For instance, the absolute decline in the birth rate
for India during the period 1974-80 and 1984-90 was 3.3
points and between 1984-90 and 1995 was almost iden-
tical with 3.3 points. For the states which registered high
crude birth rates during 1984-90, the decline was more
sharp. The absolute decline during 1984-90 and 1980
was 1.7 in Tamil Nadu and 2.6 in Kerala if was 4.9 in
Bihar, 4.6 in Uttar Pradesh, 4.2 in Madhya Pradesh and
3.8 in Rajasthan. Infact, the decline for BIMARU states is
higher than the All India figure. If the family planning

Productivity ® Vol. 38, No. 2, July-September, 1997

189




Table 4: Estimates of Fertility from 1981 and 1991 Censuses

States Crude Birth Rate Total Fertility Rates
Union Territories 1974-80 1984-90 % Decline 1974-80 1984-90 % Decline
Total 34.9 31.6 9.4 4.9 4.1 15.5
India*  Rural 35.9 332 7.6 5.2 4.5 124
Urban 30.7 268 12.8 4.0 31 20.6
Major States
Andhra Pradesh 335 28.2 159 4.3 3.2 25.4
Assam N.A. 35.1 N.A. N.A. 4.1 N.A.
Bihar 38.2 37.0 3 5.3 5.1 5.3
Guijarat 34.2 28.8 15.8 4.3 3.2 25.4
Haryana 35.9 33.0 79 5.1 4.5 13.1
Karnataka 32.2 28.0 131 4.3 34 212
Kerala 25.0 20.3 18.7 29 20 29.6
Madhya Pradesh 39.2 r2 5.2 55 5.0 8.6
Maharashtra 30.5 28.8 5.5 4.1 37 9.2
Orissa 333 30.4 8.8 4.5 3.9 14.5
Punjab 304 27.2 10.6 4.2 35 17.3
Rajasthan 40.5 37.0 8.6 6.0 5.2 14.2
Tamil Nadu 28.2 219 223 35 2.3 34.9
Uttar Pradesh 420 38.1 9.4 6.3 5.3 15.4
West Bengal 314 28.9 7o 4.0 3.6 11.8
Smaller States
Arunachal Pradesh 39.4 39.1 09 5.6 56 1.5
Goa 25.5 18.3 28.0 3.2 19 38.8
Himachal Pradesh 327 27.8 15.2 4.2 3.2 24.4
Mizoram 36.7 315 14.1 53 4.1 227
Manipur 31.2 27.3 125 43 34 20.2
Meghalaya 37.4 38.3 -2.4 5.1 53 23
Nagaland 31.2 29.6 52 4.6 4.2 8.6
Sikkim 36.9 325 12.0 5.4 4.3 19.5
Tripura 31.5 31.1 1.4 4.2 41 23
Union Territories
Andaman & Nicobar 38.6 28.8 25.3 5.0 3.0 39.1
Islands
Chandigarh 316 25.3 20.0 34 23 316
Dadra & Nagar Haveli 38.9 36.2 6.8 5.1 46 1.3
Daman & Diu 26.1 27
Delhi 31.4 31.0 13 38 y7- 2.1
Lakshadweep 37.0 29.8 195 4.8 33 30.8
Pondicherry 285 23.0 19.3 38 26 30.6

*  Excludes Jammu and Kashmir; Crude birth rate is defined as births per thousand population; Total fertility rate denotes the average
number of children that would be born to a woman during her life time, if she passes through her child bearing years confirming the
age specific fertility rates of the year.

Source: P N Mari Bhat. 1996.
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program is given top priority in the Ninth Five Year Plan
under the present Union Health Minister, then the fertility
decline in the future will be much more.

Table 5 also provides the crude death rates for the
country as a whole for 1995 with a breakdown for the
major states. Two observations can be made: the states
which have registered high crude birth rates also report
high death rates. For instance, among the major states,
Bihar, Madhya Pradesh, Rajasthan and Uttar Pradesh
have reported their crude birth rates as above 33 and
except Rajasthan, the other three states have registered
their crude death rate as above 10. It can be inferred
that to bring down fertility levels in the demographically
backward states of India, it is important to bring down
the mortality level. Few states have reported crude
death rate below 7 as of 1995. If the crude death rates
are high, it indirectly indicates a high level of infant and
child mortality rates.

If the crude death rates are high, it in-
directly indicates a high level of infant
and child mortality rates.

Indirect estimates of infant and child mortality were
made for all the districts of India based on the 1991
census (Irudaya Rajan & Mohanachandran, 1997). To
assess the current levels of infant and child mortality,
estimates are provided for all states and union territories
as well as rural and urban areas in table 6. Though we
have provided information by sex and place of residence,
the discussion on infant and child mortality will be con-
fined to total. As reported in table 1, the Eighth Five Year
Plan document categorically states that the country
should reach the IMR of 70 by the end of Eighth Plan and
an IMR of less than 60 by 2000. Let us assess the real
situation based on the 1991 census estimates.

According to our estimates, the following states and
union territories have reported their IMR as less than 60
based on the 1991 census: Andhra Pradesh, Haryana,
Karnataka, Kerala, Maharashtra, Punjab, Tamil Nadu,
Delhi, Goa, Manipur, Mizoram, Nagaland, Sikkim, An-
daman & Nichobar Islands, Chandigarh, Daman and Diu
and Pondicherry. Two states (Madhya Pradesh and Oris-
sa) have reported their IMR as above 100 and another
four states (Assam, Rajasthan, Uttar Pradesh and
Arunachal Pradesh) have registered their IMR as above
80. Among the 15 major states, 8 states have reported
their IMR as above 60. The Infant mortality level revealed
from the 1991 census is not very impressive and the
present government through its Ninth Five Year Plan
should concentrate on the maternal and child health

programs to reduce infant and child mortality. The child
mortality levels are also extremely high for many states
and union territories as can be seen from table 6. The
estimates are above 100 for the following states (Assam,
Madhya Pradesh, Orissa, Rajasthan, Uttar Pradesh,
Arunachal Pradesh and Tripura), the highest being
reported for Madhya Pradesh with 145.

With this background, we would like to assess the
level of child vaccination among the states and union
territories of India. As of now, not even a single survey
conducted in India provides such an assessment of im-
munisation status among children across states. The
National Family Health Survey (NFHS) (1992-93)
provides some benchmark data on the demographic
and health situation of different states. The data collec-
tion for the NFHS was carried out in three phases during
April 1992 and September 1993. The survey was based
on a systematic, multistage, stratified sample design.
The major topics covered included fertility, marriage pat-
tern, family size preferences, the level of unwanted fer-
tility, knowledge and practice of family planning, the
potential demand for contraception, utilisation of an-
tenatal care services, breast feeding and food sup-
plementation services, child health and nutrition,
vaccination and infant and child mortality (International
Institute for Population Sciences, 1995). Some extensive
work was carried out using the National Family Health
Survey on areas such as reproductive health, unmet
need, abortion, fertility transition, family planning, role of
private sector and choice of contraceptive (Mishra &
Irudaya Rajan, 1996; Mishra et al., 1996; 1997, Pandey
et al., 1997; Ramanathan et al., 1997; Irudaya Rajan et
al., 1997; 1997). Table 7 provides the status of vaccina-
tion such as BCG, DPT, Polio and Measles of children
aged 12-23 months. Children vaccinated against BCG,
measles, DPT (three doses) and Polio have been clas-
sified as ALL. In states which reported high infant and
child mortality, the proportion of children who had
received all vaccinations is extremely low. The percent-
age is below 25 for the following states (Rajasthan in
North India, Uttar Pradesh in Central India, Bihar in East
India, Arunachal Pradesh, Assam, Meghalya and
Nagaland in Northeast India). Children who have
received none of the four vaccinations are also high in
these states. It is high time the central government
streamlined the child health and vaccination program so
that all children born during the Ninth Plan period are
vaccinated against common childhood diseases.
Through a vigorous maternal and child health system
the family planning program acceptance is also likely to
gain momentum (Mishra, Roy & Irudaya Rajan, 1997).

The sample registration system has recently pub-
lished the expectation of life at birth by sex for the
period 1970-75 and 1989-93 (table 8). It is observed that
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Table 5: Estimates of Birth and Death Rates, 1995

States & Union Crude Birth Rate Ciude Deaih Rate
Territories
Total Rural Urban Total Rural Urban

India* 28.3 30.0 226 9.0 9.7 6.5
Major States '

Andhra Pradesh 24.0 24.6 22.0 _ 8.3 9.0 59
Assam 29.3 30.2 21.8 9.6 10.0 6.7
Bihar 32.1 33.0 23.8 105 109 6.7
Gujarat 26.7 28.0 24.0 7.6 8.3 6.2
Haryana 30.0 313 25.2 8.0 8.4 6.7
Karnataka 24.2 251 5 76 8.5 56
Kerala 17.7 17.7 17.5 6.0 6.0 6.0
Madhya Pradesh 33.0 34.8 239 p i 17 11.8 i 4
Maharashtra 24.5 259 224 7.4 89 53
Orissa 2r.T 285 22.0 10.8 1.2 7.4
Punjab 247 26.0 20.8 73 7.8 6.1
Rajasthan 33.2 34.7 26.6 9.1 95 71
Tamil Nadu 20.2 20.9 18.6 7.9 8.7 6.4
Uttar Pradesh 347 35.9 28.8 10.4 10.8 -
West Bengal 23.6 26.1 16.8 T 8.0 7.0
Smaller States

Arunachal Pradesh 23.8 245 15.8 6.0 6.3 1.9
Goa 14.3 14.9 13.5 7.3 8.2 6.0
Himachal Pradesh 25.2 25.2 17.9 8.6 8.8 6.1
Manipur 20.3 21.3 177 6.7 6.9 6.0
Meghalaya 28.9 3.7 14.8 8.9 9.6 5.1
Nagaland N.A. N.A. 13.3 N.A. N.A. 1.5
Sikkim 225 228 16.4 6.9 7.0 3.0
Tripura 18.7 i8.9 177 76 7.8 6.6

Union Territories

Andarnan & 18.7 19.0 17.6 57 6.5 34
Nicobar Islands

Chandigarh 18.5 20.6 18.3 5.1 47 51
Dadra & Nagar 29.7 29.4 32.2 8.2 86 5.0
Haveli

Daman & Diu 218 . 234 205 8.0 77 8.3
Delhi 226 19.9 228 5.9 5.1 59
Lakshadweep 25.5 24.8 26.1 7T 5.0 10.1
Pondicherry 19.8 214 18.7 7.3 8.9 6.3

*  Excludes Jammu & Kashmir and Mizoram; N.A. — not available due to non receipt of returns; Crude birth rate is defined as births per
thousand population; Crude death rate is defined as deaths per thousand population.

Source: Communication from the Sampie Registration System, Office of the Registrar General, New Delhi.

192 Demographic Issues Before the Ninth Five Year Plan




Table 6: Estimates of Infant and Child Mortality from 1991 Census

States & Union

Infant Mortality (Q1)

Child Mortality (Q5)

Teriories Person Male Female Person Male Female
Andhra Pradesh Total 49 51 45 68 68 67
Rural 54 56 50 78 78 76
Urban 31 33 29 41 43 40
Assam Total 85 86 83 11 112 108
Rural 87 89 86 115 117 113
Urban 57 56 59 63 61 64
Bihar Total 70 61 79 89 76 104
Rural 73 63 82 94 80 m
Urban 48 44 53 54 48 61
Guijarat Total 69 66 72 7 69 85
Rural 78 75 82 90 81 101
Urban A4 46 52 51 46 56
Haryana Total 55 52 56 72 66 79
Rural 58 56 60 81 73 90
Urban 30 37 39 49 44 44
Himachal Total 73 76 69 91 95 87
Rural 74 78 70 94 98 91
Urban 54 56 51 a2 55 50
Karnataka Total 60 62 87 81 80 83
Rural 65 68 63 91 89 93
Urban 45 47 43 57 56 58
Kerala Total 37 36 38 46 44 47
Rural 38 38 39 48 46 49
Urban 30 29 34 39 37 42
Madhya Pradesh Total 108 105 110 145 138 152
Rural 115 113 118 160 153 167
Urban 74 71 77 89 83 94
Maharashtra Total 58 59 56 79 75 81
Rural 65 57 62 20 90 S0
Urban 39 40 37 47 48 46
Orissa Total 108 106 110 136 131 141
Rural 112 110 115 143 138 148
Urban 76 78 74 88 82 95
Punjab Total 54 53 55 61 58 65
Rural 61 60 61 73 71 77
Urban 37 36 39 34 33 36
Rajasthan Total 81 79 83 109 101 118
Rural 88 87 91 121 111 131
Urban 53 52 54 66 62 64
Tamil Nadu Total 53 52 53 69 66 72
Rural 58 58 58 77 72 82
Urban 42 41 41 52 5 52
Uttar Pradesh Total 89 84 94 120 107 135
Rural 94 20 100 132 118 149
Urban 58 55 61 69 63 7

(Table 6 Contd.)-
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(Contd. Table.6)

States & Union Infant Mortality (Q1) Child Mertality (Q5)
Territories Person Male Female Person Male Female
West Bengal Total 67 65 69 88 84 92
Rural 72 70 74 100 96 104
Urban 45 42 48 69 82 54
Arunachal Total 83 86 79 139 142 133
Pradesh
Rural 90 93 86 152 155 149
Urban 48 52 44 62 59 65
Delhi Total 49 48 49 56 55 57
Rural 56 57 56 74 70 79
Urban 48 47 48 54 53 55
Goa Total 34 37 32 49 48 50
Rural 39 41 37 56 55 57
Urban 30 32 28 39 38 42
Manipur Total 36 37 35 37 36 39
Rural 35 36 34 39 ar 41
Urban 38 38 37 33 32 34
Meghalaya Total 76 78 74 98 100 97
Rural 81 83 79 106 108 104
Urban 50 51 49 60 62 59
Mizoram Total 54 59 52 601 73 65
Rural 83 84 82 92 98 87
Urban 24 30 22 23 44 38
Nagaland Total 56 54 58 58 57 60
Rural 58 58 58 60 58 63
Urban 50 42 56 52 52 52
Sikkim Total 57 58 56 84 87 81
Rural 57 58 57 86 90 85
Urban 48 57 38 54 56 51
Tripura Total 78 84 71 101 101 100
Rural 81 87 74 103 106 104
Urban 60 65 55 73 74 71
Andaman & Total 49 50 49 69 72 64
Nicobar islands
Rural 54 55 53 78 82 73
Urban 37 35 38 41 42 41
Chandigarh Total 46 50 42 43 45 41
Rural 53 58 49 62 64 60
Urban 45 48 40 41 43 39
Daman & Diu Total 55 61 48 75 75 74
Rural 53 62 52 59 60 58
Urban 56 65 46 85 85 85
Pondicherry Total 47 52 43 67 68 66
Rural 52 55 49 76 78 73
Urban 45 50 39 62 63 61

Note: Estimated by S. Irudaya Rajan & P. Mohanachandran from the 1991 census data; The district level estimates of infant and child
mortality are available with the authors.

Infant mortality rate is defined as infant deaths per 1000 live births.
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Table 7: Vaccination Status of Children by States

Percentage vaccinated among children aged 12-23 months

DPT Polio
State BCG 1 2 3 1 2 3 Measles All None
India 62.2 66.3 59.2 517 67.0 61.2 53.4 42.2 35.4 30.0
North
Delhi 90.1 89.0 81.9 71.6 88.8 85.1 75.0 69.6 57.8 6.7
Haryana 77.4 80.4 75.0 66.8 80.5 75.4 67.7 60.9 53.5 17.5
Himachal Pradesh 84.5 90.1 83.8 78.2 90.1 85.9 77.7 715 62.9 8.7
Jammu & Kashmir 81.3 837 82.3 77.8 838 82.4 771 69.1 65.7 16.2
Punjab 77.4 819 78.5 73.6 82.2 78.2 73.4 64.8 61.9 17.5
Rajasthan 45.7 - 47.8 38.6 29.7 48.8 41.2 328 31.2 21.1 48.5
Central
Madhya Pradesh 56.8 60.8 53.5 43.7 62.8 56.7 46.6 40.7 29.2 34.4
Uttar Pradesh 48.9 52.2 418 341 51.8 447 37.1 26.3 19.8 43.3
East
Bihar 33.9 428 37.0 291 45.0 40.6 316 14.6 10.7 53.5
Orissa 63.3 69.0 63.6 56.3 70.3 64.8 56.7 40.2 36.1 28.0
West Bengal 63.1 73.7 62.9 51.9 75.2 66.6 56.0 42.5 34.2 22.4
Northeast
Arunachal Pradesh 46.3 50.0 45.6 388 48.1 44.4 388 27.5 225 47.5
Assam 48.2 53.4 422 31.0 54.2 429 327 25.8 19.4 436
Manipur 63.8 66.1 55.9 43.3 638 . 512 39.4 37.0 29.1 323
Meghalaya 43.8 36.8 30.6 229 36.1 31.9 236 13.2 9.7 54.9
Mizoram 7.3 83.6 80.0 71.8 80.9 76.4 69.1 65.5 56.4 14.5
Nagaland 19.4 21.3 16.9 125 21.9 18.8 15.0 10.0 3.8 75.0
Tripura 39.7 57.0 43.8 32.2 57.0 43.0 322 289 19.0 421
West
Goa 93.5 93.9 90.0 86.7 94.3 90.7 87.1 77.8 749 5.4
Gujarat 7 77.8 71.4 63.8 77.8 71.2 62.9 55.9 49.8 18.9
Maharashtra 86.9 90.0 85.9 83.1 90.2 85.5 81.6 70.2 64.1 75
South
Andhra Pradesh 73.9 77.3 72.3 66.1 78.9 74.6 68.0 53.8 45.0 175
Karnataka 81.7 80.6 76.6 70.7 81.9 T 71.4 54.9 52.2 15.2
Kerala 86.1 848 81.5 73.7 85.1 82.3 5.2 60.5 54.4 11.4
Tamil Nadu 91.7 95.0 922 86.5 94.1 91.0 85.3 71.6 64.9 33

1 Children who are fully vaccinated (those who have received BCG, measles and three doses of DPT and polio vaccine)

Source: National Family Health Survey, 1992-93.

females have achieved accelerated improvements in
their life expectancy as compared to males. The per
annum increase in life expectancy for females is much
higher in comparison to that of males in all the major
states in India. For instance, the expectation of life at
birth among females was one year lower than males in
1970-75 whereas the females have shown an increase of
0.7 years than males in 1989-93 (Sample Registration

System, 1996). Let us assess the current demographic
profile of India based on the 1991 census. To study the
demographic profile over a period of time, we provide
the percentage distribution of population by age and
sex from the 1961 and 1991 censuses. To explain fur-
ther, we also produce a projected age composition for
India for the period 2021 (table 9). The proportion of
children under 4 years has shown an absolute decline of

Productivity e Vol. 38, No. 2, July-September, 1997

195



Table 8: Expectation of Life at Birth by Sex, 1970-75 and 1989-83

Per annum Increase

1970-75 19839-93

Male Female Male Female Male Female
India* 50.5 49.0 59.0 59.7 0.47 0.59
Andhra Pradesh 48.4 49.3 59.5 61.5 0.62 0.68
Assam 46.2 44.8 54.6 55.3 0.47 0.58
Bihar® 54.2 51.2 59.7 57.2 0.69 0.71
Gujarat 48.8 48.8 59.0 61.1 0.57 0.68
Haryana 59.0 55.6 62.5 63.7 0.19 0.45
Himachal Pradesh 54.8 50.9 63.6 63.6 0.49 0.71
Karnataka 55.4 55.1 60.2 635 0.27 0.47
Kerala 60.8 63.3 68.8 74.7 0.44 0.63
Madhya Pradesh 47.6 46.3 54.1 53.8 0.36 0.42
Maharashtra 53.3 54.5 63.0 65.4 0.54 0.61
Orissa 46.0 45.3 55.7 55.3 0.54 0.56
Punjab 59.0 56.8 65.2 67.6 0.34 " 060
Rajasthan 49.2 47.5 57.4 58.5 0.46 0.61
Tamil Nadu 49.6 49.6 61.4 63.4 0.66 0.77
Uttar Pradesh 45.4 40.5 56.5 55.1 0.62 0.81
West Bengal® 56.8 58.0 60.8 62.3 0.50 0.54
* Excludes Jammu & Kashmir; § relates to 1981-85.
Source: SRS Analytical Studies, Report No. 1 of 1996, Registrar General India, New Delhi.
Table 9: Percentage Distribution of Population by Five-year Age Groups and sex for India, 1961, 1991 and 2021

Males Females

1961 1991 2021 1961 1991 2021
0-4 14.7 122 8.7 15.5 125 8.7
59 14.6 13.3 9.0 14.9 13.4 9.0
10-14 11.6 12.0 9.0 10.8 11.6 . 9.0
15-19 8.2 9.8 8.7 8.1 9.2 8.6
20-24 8.0 8.7 8.2 9.0 9.2 8.1
25-29 8.2 8.0 77 8.5 8.6 7.6
30-34 71 6.9 7.9 7.0 79 8.0
35-39 6.0 6.4 7.4 5.6 6.2 7.4
40-44 5.3 5.3 71 81 49 6.8
45-49 4.3 4.4 5.8 39 43 55
50-54 4.0 39 4.9 3.8 - - 5.1
55-59 2.3 25 4.3 2.1 26 4.7
60-64 2.5 2.8 a7 26 27 38
65-69 Tl 1.5 3.0 L 1.6 29
70+ 1.9 25 4.6 2.1 25 46

2.5 points among males and 3 points among females
between 1961-91 indicating the fertility transition of the
country. Some age groups also have shown an increase
from 1961-91 probably due to the low levels of mortality
in those age groups. However, after the age 55 and
above, both sexes have shown a marginal increase of
the aged population in the country. The projected

proportion for 2021 also reveals a similar situation. As
the state of Kerala is ahead in the demographic transi-
tion (Zachariah & Irudaya Rajan, 1997a; 1997b;
Zachariah et al., 1994; Irudaya Rajan & Zachariah,
1996), we provide age pyramids for Kerala and India for
the periods 1961, 1991 and 2021 for comparison (Figs.
1 and 2; table 10).
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Table 10: Percentage Distribution of Population by Five-year Age Groups and sex for Kerala, 1961, 1991 and 2021

Males Females

1961 1991 2021 1961 1991 2021
0-4 15.29 9.53 6.18 14.61 8.79 5.39
59 14.84 10.16 6.65 14.07 9.43 5.85
10-14 13.48 11.00 7.02 12.97 10.38 6.21
15-19 8.25 10.30 6.94 8.70 10.50 6.30
2024 8.11 10.33 6.39 8.84 11.07 6.11
2529 7.22 8.83 5.68 8.04 9.46 5.62
30-34 6.24 7.31 6.93 6.45 7.18 6.87
35-39 606 7.08 7.68 5.89 7.01 7.61
40-44, 455 5.34 7.57 4.36 4.90 7.58
45-49 4.31 4.60 7.61 4.12 459 8.02
50-54 3.33 3.66 7.52 3.29 3.65 8.13
55-59 263 3.26 6.53 260 3.45 6.99
'60-64 2.18 2.93 5.41 2.28 3.08 5.56
65-69 1.42 2.28 452 1.48 253 4.62
70-74 0.97 1.40 03.32 1.05 157 3.53
75+ 1.09 1.76 404 1.22 2.14 5.62

Source: Calculated by the authors from the 1961 and 1991 census data; 2021 data are taken from the projections made by K.C. Zachariah &

S. Irudaya Rajan, Centre for Development Studies, Trivandrum.

Table 11: Expectation of Life at Birth and Total Fertility Rate Assumed in the Projections, India, 1991-2051

Expectation of Life at Birth Total Fertility

Males Females ey
1991-1996 61.6 62.2 34
1996-2001 63.6 64.2 3.2
2001-2006 65.1 66.0 3.0
2006-2011 66.6 67.5 2.8
2011-2016 68.1 69.0 2.6
2016-2021 69.6 70.5 2.4
2021-2026 70.6 715 22
2026-2031 71.6 72,5 2.0
2031-2036 726 73.5 2.0
2036-2041 73.1 74.0 2.0
2041-2046 73.6 74.5 1.8
2046-2051 74.1 75.0 1.8

Note: The above values are faken from the projections made by S. Irudaya Rajan, Centre for Development Studies, Trivandrum.

If the current decline of fertility and mortality con-
tinues in the future, what is the likely demographic
scenario for the country for the next 60 years? To
answer this question, we have projected India’'s popula-
tion for the period 1996 to 2051 using the 1991 census

age profile. The levels of fertility and mortality assumed
in the projections are presented in table 9. The expecta-
tion of life at birth for males may increase from 63.6 in
1996-2001 to 74.1 in 2046-51 whereas the same rates
for females are likely to be 64.2 and 75.0 respectively.
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Table 12: Population Projections, 1996-2051 (In Million)

Number Proportion

V&V Total 0-14 15-59 60 + 0-14 15-59 60+
1996 929 913 317 532 64 34.72 58.27 7.01
2001 1011 991 322 594 75 32.49 59.94 7.57
2006 1089 1073 327 657 89 30.48 61.23 8.29
2011 1160 1155 341 708 106 29.52 61.30 9.18
2016 1222 1234 350 759 125 28.36 61.51 10.13
2021 1283 1305 349 809 147 26.74 61.99 11.26
2026 1345 1365 338 855 172 2476 62.64 12.60
2031 1403 1414 320 898 196 22.63 63.51 13.86
2036 1457 1463 312 930 221 21.33 63.57 15.11
2041 1504 1508 312 940 256 20.69 62.33 16.98
2046 1548 1535 306 942 287 19.93 61.37 18.70
2051 1589 1553 294 941 318 18.93 60.59 20.48

Note: V & V refer to Visaria and Visaria, 1996. The authors have used the 1991 age distribution, however Visaria and Visaria have used the SRS
age distribution. The above projected figures are taken from the projections made by S. Irudaya Rajan, Centre for Development Studies,
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The prevailing level of total fertility rate TFR is 3.4 per
woman and we have projected the TFR to be reach-
ing 2 in 2026-31, 1.8 in 2046-51 (table 11).

Some results of the long-term projections are
presented in table 12. We have provided the population
size along with the number and proportion of the broad
age composition such as children, adults and the aged.
Along with our projections, we have also included the
projections made by Leela Visaria and Pravin Visaria
(1996) for a comparison. From the table it can be ob-
served that in the year 2001, India’s population size is
likely to be 1 billion which will reach 1.3 billion in 2021
and 1.6 million in 2051. According to the United Nations
1994 assessment, India is likely to be heading the first
rank in population size in the world, overtaking China
around 2045 (United Nations, 1995).

The proportion of children is expected to decline
from 35 in 1996 to 27 in 2021 and 20 in 2051
whereas the proportion of aged is expected to in-
crease from the current level of 7 in 1996 to 11 in
2021 and 21 in 2026. The year 2051 is likely to see
more old people in India than children. The working
age proportion is hovering around 60 throughout the
period 1996-2051.
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Focus

Infrastructure & Human Development

Arup Mitra

The author analyses the strong association between
the existence of infrastructure and economic growth.
He also deals with the complex issue of Rural-Urban
migration with the reverse flow of rural growth utilising
urban infrastructure without the overcrowding and other
disadvantages of urban areas. Policies would do well
to consider these implications to bring about tangible
results in human development.

Arup Mitra is with Institute of Economic Growth, Delhi-110 007. An
earlier version of this paper was prepared for the UNDP.

The basic prerequisite for economic growth,
employment generation and for overall human develop-
ment is the adequate supply of physical and social in-
frastructure. Quality of life and productivity are
intimately related to the availability of infrastructure —
major infrastructure failures can lead to a massive
deterioration in the activities of households and in
economic production, illustrating infrastructure’s multi-
dimensional impact on human development.

Infrastructure & Growth

Infrastructure plays a crucial role in diversifying
production, expanding trade, coping with population
growth, reducing poverty and in improving environmen-
tal conditions. One per cent increase in the stock of
infrastructure is associated with one per cent increase in
GDP across all countries (World Bank, 1994). A strong
association exists between the availability of certain in-
frastructure —telecommunications, power, paved roads,
and access to safe water—and per capita GDP. The
links between growth and infrastructure work both
ways, that is, infrastructure causes growth and, again,
growth causes infrastructure investment. The effect of
growth on overall living standards is positive provided it
percolates down to those located in the lower echelons
of the socio-economic ladder. Otherwise growth accen-
tuates the inequality, leaving the poor unbenefitted. The
direction in the growth of infrastructure in this context is
important, especially in enabling the poor households to
benefit from the effects of growth. Economic growth

Infrastructure shortage has often af-
fected production, technical efficiency
and total factor productivity growth in
industries, although in terms of growth
rates, the performance of the infrastruc-
ture sector has not been all
unimpressive.

that
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Table 1: Trends in the Performance of Infrastructure Sectors

Source: Economic Survey 1995-96, Government of India.

resulting from infrastructure development generates
positive effects on human development provided it is
employment intensive. In the Indian context, infrastruc-
ture shortage has often affected production, technical
efficiency and total factor productivity growth in in-
dustries, although in terms of growth rates, the perfor-
mance of the infrastructure sector has not been all that
unimpressive (table 1).

Different infrastructure sectors have different effects
on improving the quality of life and reducing poverty.
Water supply and sanitation have direct consumption
benefits in reducing mortality and morbidity and in-
creasing productivity. Transport and irrigation raise the
level of incomes enabling the poor to manage risks.
Inexpensive public transport enables the unemployed
and poor to develop access to the job market.

Although infrastructure variables are positively and
significantly correlated with growth, major benefits in
economic growth, poverty alleviation, and environmental
sustainability can be attained by increasing the supply of
infrastructure provided it generates services that respond
efficiently to effective demand. Irrigation infrastructure
can be both beneficial and harmful. It can reduce pressure
on land resources by permitting greater intensity of cul-
tivation on existing plots, and at the same time it can also
promote excessive water usage leading to ground water
salinization and land subsistence.

Change over Previous Year (%)

1985-90 1990-91 1991-92 1992-93 1993-94 1994-95 '1995-96

Average
Energy
Coal
Production 6.4 5.4 8.3 39 i 3.3 3.2 6.4
Pit-head stocks - 13.7 145 5.3 -1.2 -84 0.7
Despatches - 48 8.8 5.6 5.0 24 6.4
Electricity Generated 9.4 7.7 85 49 75 85 9.9
(utilities only)
Petroleum
Crude oil production 3.3 -3.1 -8.1 -11.2 0.3 19.3 11.6
Refinery throughput 8.0 -0.3 -0.7 4.0 1.5 38 A 130
Transport and Communication
Railway revenue-earning 5.6 27 6.2 3.6 25 17 ti 8.4
goods traffic "
Cargo handled at major ports 6.9 3.0 33 57 . 76 10.0 ! " 11
Telecommunications new telephone 16.6 147 51.5 34.2 245 440 : } 325
connections provided 4

T

]

1

Here it may be interesting to give a definition of
infrastructure. Following the World Development Report,
(World Bank, 1994) the term economic infrastructure
may be taken to include public utilities (power, telecom-
munications, piped water supply, sanitation and
sewerage, solid waste collection and disposal and piped
gas), public works (roads, and major dam and canal
works for irrigation and drainage), and other transport
sectors (urban and interurban railways, urban
transport, ports and waterways and airports). Industry
divisions like transport, storage and communication and
electricity, gas and water together account for slightly
more than 5 per cent of the value added in low income
countries and public infrastructure accounts for 2 to 8
per cent of GDP In India about 5 per cent of GDP
originates from the sector, transport, storage and com-
munication, and in terms of employment share, this sec-
tor constitutes about 2.8 per cent of the workforce
(1991).

Although the positive effects of infrastructure are
widely cited, evidence exists to suggest that projects
like construction of dams and other major irrigation
ventures have often led to involuntary displacement of
communities, loss of land and so on. Rehabilitation
schemes which accompany such projects are either
not implemented efficiently or are not effective in
providing the same quality of land asset to the dis-
placed. Particularly when Infrastructure projects are

Fs
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undertaken by the private providers, the poor are the
greatest sufferers. The government, in such situations,
is responsible for creating policies and regulatory
frameworks that safeguard the interests of the poor,
improve environmental conditions and coordinate
cross-sectional interactions. Experiments with alterna-
tive ways of providing infrastructure and technological
innovations are of crucial importance when infrastruc-
ture activities involve strong external effects. Ap-
propriate representation of the infrastructure users
and other stakeholders in the planning and regulation
of infrastructure services is essential when it involves
external diseconomies.

Appropriate representation of the in-
frastructure users and other stake-
holders in the planning and regulation
of infrastructure services is essential.

Rural-Urban Migration & Employment

In the development economics literature, rural-
urban migration plays a crucial role in equalising the
wages across space, thus eliminating the rural-urban
wage differentials and providing opportunities to im-
prove the quality of human resource endowment. In the
process of urban growth, the non-labour resources
drawn from the rural areas carfl be ploughed back, as
Harriss and Harriss (1984) suggested in two different
forms: the resources can be directly reinvested in the
rural areas for developmental purposes, or they can be
utilised for generating employment opportunities in the
urban areas so as to absorb the rural unemployed/
under-employed in high productivity activities. Such a
pattern of urban growth is then considered as con-
ducive to overall economic development.

In the Indian context, the rural-urban migration rate
(defined as the proportion of gross decadal inflow of
population to total population at the place of destina-
tion) is, however, found to be perceptibly low. An impor-
tant determinant of rural-urban migration, among
various other factors, is the rural-urban (dis)continuum.
One way of conceptualising this factor is to bring in the
distance variable, and the transport cost associated with
it. The lack of transport network between the rural and
urban areas reduces the population movement across
regions. .

The proportion of population residing in urban areas
in India increased very modestly over the decade 1981-
91. It turned out to be only 25.7 per cent as against the
projected level of 27.5 per cent in 1991. The annual rate

of growth of urban population, in fact, declined during
the eighties as compared to the seventies. Several
scholars have tried to analyse the reasons for this slack-
ening of the urbanisation process. Some contend that
both natural growth of urban population and rural-urban
net migration declined during the period 1981-91 as
compared to the preceding decade. It was suggested
by some others that the component of urban growth
due to reclassification of areas as rural in one census,
and then as urban in the following census, fell sharply in
1991., The proponents of this view also suggested that
the share of rural- urban migration in total urban growth
rose marginally during the eighties over the seventies.
However, the collaborative research between the office
of the Registrar General, India and the East-West Center,
Honolulu and the Bureau of the Census, Washington
brings out very interesting results. Urban population
rose to the extent of 49.45 million during 1971-81. In the
subsequent decade, the increase was as much as 56.45
million. Natural increase accounted for 49.75 per cent of
the total urban growth in the seventies, and its share
shot up to 59.98 per cent in the next decade. The rela-
tive contribution made by area reclassification declined
marginally from 18.85 per cent to.17.40 per cent in the
same period, although in absolute terms, there was a
nominal rise from 9.32 million to 9.82 million. The net
rural-urban migration (decadal), on the other hand,
registered a considerable decline even in absolute
terms. Around 19.73 million people were estimated as
net migrants over the. decade 1971-81. This figure
decelerated to 12.73 million during 1981-91 reducing its
relative share in the total increase in urban population,
from 39.40 per cent to 22.62 per cent. The decline in the
growth rate of urban population in the last decade can,
therefore, be attributed mainly to the decline in net rural-
urban migration.

Both natural growth of urban population
and rural-urban net migration declined
during the period 1981-91 as compared
to the preceding decade.

The decline in the incidence of rural poverty during
the period 1983 and 1987-88 was sharper (around 6.5
percentage point) than its urban counterpart (around 2
percentage point). Some scholars felt that this was
mainly because the rural poor transferred their poverty
to the urban areas. However, in the face of a declining
rural-urban net migration as mentioned, it is quite dif-
ficult to hold such a view. Besides, the elasticity of urban
poverty with respect to rural poverty as estimated in
technical exercises, turns out to be extremely low, (Mills
& Mitra, 1996).
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What could have possibly caused rural-urban
migration to fall? An important factor is the sluggish
employment growth in the organised sector. Despite
the fact that industrial value added growth rate ac-
celerated during the eighties, the percentage of
workforce engaged in non-household manufacturing
dropped due to the adoption of capital intensive tech-
nology. The decline in infrastructure investment also
reduced the pace of movement of population from
rural to urban areas in the last decade.

The decline in infrastructure investment
also reduced the pace of movement of
population from rural to urban areas in
the last decade.

Agglomeration Economies

Infrastructure investment which is mostly con-
centrated in the big (million plus) cities in the Indian
context, ieads to concentration of activities. The litera-
ture on agglomeration economies suggests that firms in
order to reap the benefits of economies of scale locate
in big cities. Firms cluster together into one nucleus in
order to exploit localisation economies. This explanation
is not just confined to manufacturing—the clustering
and concentration of modern services in large metro
areas are also explained by urbanisation economies
(Henderson, 1988).

Infrastructure investment involves positive exter-
nalities and indivisibilities which attract firms engaged in
the production of various goods and services to ag-
glomerate so that they can utilise the inputs more efficient-
ly. Resources engaged in the production of goods are
more efficient in big cities as compared to medium sized
and small towns (Shukla, 1995). An increase of about 9
per cent in factor productivity is achievable with every
doubling of city size. However although firms located in
big cities are more efficient as compared to their counter-
parts in medium-sized and small towns, benefits derived
from agglomeration economies and infrastructure invest-
ment varies from industry to industry. Not all industries
‘benefit equally from a given level of infrastructure [Mitra,
forthcoming (a)]. It may be concluded that efficiency of
firms, city size and the quantum of infrastructure invest-
ment are all in positive relationship with each other.

Attempts have been made in India to disperse in-
dustrial growth so as to achieve a balanced industrial
growth. However, the review of Indian industrial location
policy (Mohan 1993) reveals that the instrument of
policy used has been inadequate in greatly altering the

distribution of industries across the country. With sub-
sidisation of inputs which is used extensively by the firm
and is a poor substitute for other inputs, and infrastruc-
ture investment through subsidisation of that public
input for which the firm is otherwise more willing to pay
high prices, and which is a good substitute for other
inputs, industrial growth can be dispersed (Lee, 1985
and Murray, 1988). However, infrastructure investment
still continues to be concentrated in million plus cities
and, thus, mural-urban migration is directed mainly to
such cities. This has led to the overuse of the existing
infrastructure facilities in the metropolises, and a steady
deterioration in the quality of life including housing con-
ditions and basic amenities (Mitra, 1994).

Infrastructure investment still continues
to be concentrated in million plus cities
and, thus, rural-urban migration is

directed mainly to such cities. This has
led to the overuse of the existing in-
frastructure facilities and a steady
deterioration in the quality of life includ-
ing housing conditions and basic
amenities.

Rural Non-farm Sector

Another important aspect of change perceived
during the eighties is related to the rural non-farm sec-
tor. Although the urban employment scenario has been
quite gloomy, the rural non-farm sector did reveal signs
of positive growth. As a study shows in Palampur Village
(in Uttar Pradesh), per capita living standards rose be-
tween 1957 and 1993 in the face of population growth
due partly to expanding non-farm employment.

Two major sets of hypotheses have been extended to
explain the growth of the rural non-farm sector. One refers

- to the residual sector hypothesis according to which

surplus labour pushed out from the agricultural sector
gets absorbed residually in the rural non-farm sector, in
the absence of rural-urban continuum. In other words,
due to the lack of infrastructure the rural destitutes are
unable to migrate to the urban areas in search of a
livelihood, and consequently they end up engaging them-
selves in petty jobs carried out within the rural non-farm
sector. The other hypothesis, however, attributes the
growth of this sector to the effects of demand side vari-
ables. Evidence exists to suggest that the non-farm sector
has been accompanied by a decline in the incidence of
rural poverty (Mitra, 1993). Besides, there are many other
factors which again suggest that its growth is mostly
demand induced rather than being supply-push. An im-

Productivity ® Vol. 38, No. 2, July-September, 1997

203




portant finding which emerges from one of our ongoing
projects [Mitra, forthcoming (b)] is that the states (and
districts) which are relatively more urbanised have
recorded increase in the size of the rural non-farm sector.
In particular, the rural non-household manufacturing has
shown spurts of development in terms of employment.
This pattern of change may be explained again in terms
of infrastructure development. As concentration of ac-
tivities and city size increase, economies of scale get
dissipated, and there comes a point when diseconomies
of scale criginating from congestion, and the overuse of
infrastructure tend to outweigh the economies of scale. In
such situations the second best sclution for the firms is to
locate in the rural hinterland of the kig cities. This enables
the firms to continue with their access to the existing
infrastructure, marketing and other facilities offered by the
city economy, and on the other hand, to reduce the
diseconomies arising from factors like over-crowding and
increasing land cost. All this is again indicative of the fact
that infrastructure plays a dominant role in generating
employment, and thus determining the movement of
surplus population across space and sectors.

Best solution for the firms is to locate in
the rural hinterland of the big cities.
This enables access to the existing in-
frastructure, marketing and .other

facilities offered by the city econacmy,
and, to reduce the diseconomies arising
from factors like over-crowding and in-
creasing land cost.

Rural India’'s experiences suggest that infra-
structure’s direct and indirect effects on human develop-
ment are enormous. A study of two villages (Wangale and
Dalema) in rural Karnataka revealed a positive relation
between infrastructure and rural living standards. Canal
irrigation directly promoted rapid intensification of cultiva-
tion in Wangale. In Dalema, the villagers adjusted their
way of life significantly in order to capture the indirect
economic benefits from the irrigation project. They pur-
chased land outside Dalema, sought positions in the
Public Works Department and a nearby sugar mill, and
became involved in the transport of the irrigated village's
sugarcane to the mill. Thus it emerged as a service centre
in the region (World Bank, 1994).

Integrating Infrastructure with Agriculture and
Industry

Another study (Chaudhary, 1994) aiming at examin-
ing the interconnection between industrialisation and ur-

banisation cn the one hand and the impact of other
variables like agricultural growth and infrastructure
development on the other, estimated a three-equation
simultaneous system model. Both infrastructure invest-
ment and urbanisation are found to raise the level of
industrialisation. Agricultural growth however, does not
turn out to be a significant determinant of industrialisa-
tion. Per capita income—a proxy for economic
growth—is positively associated with industrialisation.
The incidence of poverty affects per capita income
negatively, and industrialisation accentuates the unequal
urban growth. However, infrastructure development
reduces such unequal urbanisation. Industries tend to
get concentrated in and around the big cities in order to
reap the advantages of economies of scale, and to
reduce the transport cost. On the whole, unequal in-
dustrial growth, unequal economic growth and unequal
urbanisation all three seem to be in relationship with
each cther. But such inequalities may be reduced by
developing infrastructure across space'and reducing
poverty through employment generation in the high
productivity sector.

Urban Informal Sector & Infrastructure

Most of the studies have confirmed that at least half
of the urban work force are located in the informal sec-
tor. Although not all informal sector workers belong to
the poor households, considerable overlaps between
these two sets have been identified. This is because a
large spectrum of the activities conducted in the urban
informal sector are characterised by low productivity. It
is, therefore, very impaortant to assess the impact of in-
frastructure development on these informal sector
workers.

One of the studies in this context verified that there
exists a negative relationship between city size and the
size of informal sector employment (Mitra, 1994). Fur-
ther it was noted that informal sector employment varied
inversely with the size of organised industrial employ-
ment. It may be inferred that with infrastructure develop-
ment, concentration of activities increases as firms
intend to reap the benefits of external economics of
scale by agglomerating in a particular area. This in turn
opens up new employment opportunities in the high
productivity sector, thus reducing the size of low
productivity informal sector. In other words, it opens up
possibilities of upward income mobility for those who
are engaged in low-income-jobs in the urban informal
sector, and improves their accessibility to health, educa-
tion, housing and other basic amenities.

On the whole, economic growth, as Human
Development Report (1995) emphasised, is necessary
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though not sufficient for human development. Several
suggestions have been made for creating links between
growth and human development of which four major
ones are as follows: human investment strategy with
emphasis on investment in education, health and skills,
enabling people to participate in growth and share its
benefits, more equitable distribution of income and as-
sets, well-structured social expenditures by govern-
ment, and empowerment of people.

However, for these strategies to be implemented
successfully, infrastructure development is essential.
More equitable distribution of income and wealth can be
attained not merely by fiscal measures. Utilisation of
resources generated for the low income households
can be effective only if they result in the creation of
asset base of the households, and augment income
earning opportunities. Judged from this angle, in-
frastructure development is a prerequisite for the
benefits of growth to percolate down and reach various
sections of the population. Physical infrastructure
generates high productivity employment opportunities,
and with increased incomes the motivation to utilise and
the accessibility to social infrastructure improve which
result in human development.

Policy Measures

The New Delhi Action Plan (United Nations
Economic and Social Council, 1995) emphasises the
need for establishing regional linkages between the in-
stitutions active in education, training, research and
policy formulation,.in the developing countries of the
ESCAP region. Availability of physical infrastructure can
link isolated rural constituencies to the larger economy
and benefit the rural poor. Similarly the development of
urban transport can make job opportunities accessible
to the urban poor. Some of the Asian Development Bank
(ADB) and World Bank proposed projects in this context
are as follows:

Third Ports: This project includes rehabilitation/re-
placement of more than 40-year old submarine oil
pipelines and upgrading of oil births/loading facilities in
Bombay Port; reconstruction of the collapsed old muilti-
purpose quay at Mormugao Port and reclamation of back-
up areas, and augmentation of container handling
facilities at Madras Port by extension of quay and storage
area and provision of suppiementary equipment.

Haryana Highway Upgrading Project: This would
consist of: consuiting services to assist the Haryana
Public Works Department in design, tendering and su-
pervision of construction; establishment of road manage-
ment system; civil works to provide for approximately
800 km of widening and road improvement.

Second Bombay Urban Transport Project: The
project comprises: rail improvements including new track
and upgrading of existing track, signalling systems, rolling
stock and station rehabilitation and expansion; road im-
provements including new roads, upgrading existing road
links, and road and rail overpasses; bus improvements;
and traffic management systems.

Bombay Sewage Disposal: This project would in-
clude: the consumption and commissioning of two
marine outfalls, each extending three kms into the
Arabian Sea; construction of two aerated lagoons; and
technical assistance to provide consultant’s services for
supervision of construction.

Second Madras Water Supply and Environmental
Sanitation: The four principal components of this project
are: construction of raw and clear water transmission
mains, ring mains; head works; sewerage system im-
provements; financing the full preparation, final design
ard construction of a long term programme to improve
sanitation; and institutional strengthening and project
support.

Port Sector Modernization Project: This project in-
cludes: an institutional component covering technical
assistance and training to help implement agreed action
programmes; and a physical component which would
include modernization, upgrading and extending
selected existing port infrastructure.

The expert group report on infrastructure (GO,
1996) has offered extensive suggestions on the com-
mercialisation of infrastructure projects. In several
countries the infrastructure sector has been privatised
and deregulated in order to improve efficiency and ser-
vice quality —the Ninth Five Year Plan may draw lessons
from such experiences.

In several countries the infrastructure
sector has been privatised and deregu-
lated in order to improve efficiency and
service quality—the Ninth Five Year
Plan may draw lessons from such ex-
periences.
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This paper examines the implications of the ongoing
economic reforms for planning methodologies and
strategies with special reference to policies for food
security. It evaluates the Targeted Public Distribution
System, examines the current state of food security in
its spatial and temporal dimensions and emphasises
the need for an integrated and strategic perspective in
planning and policy formulations.
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The ongoing economic reform programme lays em-
phasis on the role of market in achieving increases in
productivity by an efficient allocation of resources. Itis in
this spirit that many policy reformulations are being done.
What is lost sight of in the reform agenda is that consid-
erable scope exists for effective government intervention
to ensure an efficient operation of markets and towards
this end, for integrating different policies and for improv-
ing the efficiency of the vast manpower available in the
country by promoting their food and nutrition security.
Policy announcements are made independently and are
not bound by an overall plan framework. As regards the
available resources, manpower is underutilised as the
labour force is inefficient due to poverty and malnutrition. '
The magnitude of poverty and malnutrition in India is large
and the potential lost is substantial (Suryanarayana,
1995a; United Nations Development Programme, 1996).
Therefore, a major concern of policies today should be
food security of the poor.2

In India, the Five Year Plans and policies have
aimed at growth with social justice. However, they have
remained academic exercises as there has been very
little emphasis on understanding the dynamics of struc-
tural and institutional changes and their implications for
poverty.? In some cases, plan targets were unrealistic
(Suryanarayana, 1983); while some others carried out
assessments of requirements and targets with assump-

1. This is a problem faced by countries, particularly the develop-
ing ones, the world over. The World Bank estimates show that
more than 1.3 billion people in the developing world do not get
to eat even the basic minimum; every year nearly eight million
children die from diseases arising from dirty water and air pol-
lution; 50 million children are mentally or physically hand-
icapped because of inadequate nutrition; and 130 miflion
children are denied elementary education (World Bank, 1996).

2. Food security refers to availability of foodgrains in adequate
quantities (physical access) and having the necessary
economic resources to purchase in required quantities
(economic access).

3. For more details on this issue, see Suryanarayana (1995a).
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tions depending upon data availability (Suryanarayana,
1991b). Even policy debates and discussions betray lit-
tle appreciation of statistical tools and empirical realities.
For instance, Ahluwalia (1978) mistakes a statistically
spurious decline in nominal consumption inequality for
a decline in real consumption inequality and calls into
questions the view that agricuitural growth without
removing the institutional constraints will not contribute
to poverty reduction.* Rao (1994) lauds the role of
Green Revolution in promoting food security of the poor
by pointing out the decline in the relative prices of
foodgrairs. in fact, along with the Green Revolution the
foodgrain production basket has undergone a change
in favour of superior but costlier cereals like rice and
wheat. As a result, the poor, whose major staple diet
consists of the cheaper (but nutritionally equivalent, if
not better) coarse cereals, experienced a decline/stag-
nation in their cereal consumption in spite of an ap-
parent increase in their reai income (Suryanarayana,
1997). At present, reform policies and strategies for food
security are formulated and suggested with textbook
precision but with little understanding of empirical facts
and constraints (Suryanarayana, 1995b, 1996b). Recent
food policies and the Targeted Public Distribution Sys-
tem (PDS) GOI, 1997a) launched by the Government of
India on 1 June, 1997 provide a good illustration of this
issue.

Five Year Plans have remained

academic exercises as there has been
very little emphasis on understanding
the dynamics of structurai and institu-
tional changes and their implications
for poverty.

Imperatives

On achieving independence, India adopted plan-
ning to achieve ‘Growth with Redistribution’. By
economic development, the Government wanted to
build a modern, self-reliant economy; reduce poverty
and unemployment and improve the quality of life,
remove regionai disparities and sirengthen the
redistribputive bias of public policies and services
towards the weaker sections of the country. Given the
critical conditicns of underdevelopment, risks were
too high, capital requirements too large and returns
too low for the private sector to take up the initiative.
Therefore, the Government decided to realise these
objectives under its regulation with the public sector

4, For more details on this debate, see Suryanarayana (1991a,
1994 and 1995a).

providing the infrastructure and leadership for
development. In this task, planning was assigned a
major role in working out sectoral growth targets con-
sistent with development objectives. Their implementa-
tion was to be ensured by a system of licensing
provided for by the Industries (Development &
Regulations) Act, 1951, and by a system of import
licensing and foreign trade policies meant to promote
import substituting industrialisation. Thus, licensing
evolved as an instrument to ensure that the physical
targets for capacity creation set by the Plans were
realised; the trade policies, import control policies in
particular, aimed at promoting domestic industrialisa-
tion by physical allocation of imports by products.
Planning as it originated was essentially concerned
with physical planning; its subsequent evolution laid
emphasis on perfecting this particular approach.’
Thus, all the plan models were formulated at fixed
prices and were concerned with arriving at a set of
internally consistent and feasible output and invest-
ment targets for different sectors. Issues were ex-
amined from the point of view of their implications for
pubiic sector investment policies and strategies.

Such an approach made sense so long as the bulk
of the investment was concentrated in the public sector
and the government ensured realisation of plan targets
by physical control. Following this approach, the
government has been able to build a strong, diversified
and near self-reliant industrial sector. However, this
achievement has been at a high price involving high
cost structure and low quality of product. Indiseriminate
imposition of physical controls, involving industrial
licensing and rationing of foreign exchange and im-
ports, has created conditions where industries, though
not economically viable, prospered financially and thus
led to inefficient allocation of resources. However, with
the recent liberalisation of the economy and the ongo-
ing economic reforms involving a switch-over to finan-
cial controis, the system of physical planning is no
longer relevant. Plan models cannot continue to assume
constant relative prices and concern themselves with
target setting. To implement paiicies by financial and
other indirect instruments like taxes, subsidies, credit
control measures and administered prices, plan models
will have to endogenise the price vectors by incorporat-
ing behavioural functions like supply and demand func-
tions. In addition to these changes in plan
methodologies and strategies, consistency and efficien-
cy of policy instruments would call for a proper
specification of the plan model and time frame. For in-
stance, there have been many computable general equi-
liorium models which seek to address some of the
policy related questions with endogenised price vectors

5. For more details on these issues, see Suryanarayana (1987).
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but their major shortcomings arise from crude specifica-
tions of supply and demand functions.® Time frame is
important to account for not only structural changes in
econometric specifications but also changes in crucial
macro parameters. The importance of macro
parameters may be illustrated with reference to the
Eighth Five Year Plan (1992-97) for Kerala. The Plan tar-
geted a State Domestic Product (SDP) growth rate of
5.60 per cent per annum which, assuming an incremen-
tal capital-output ratio (ICOR) of 5.4:1, called for a
savings rate (as per cent of projected SDP) of 26.17 per
cent after adjusting for non-resident Indian (NRI) remit-
tances. However, the actual growth in SDP was higher
and the NRI remittances registered a quantum jump due
to rupee devaluation and hence, the required domestic
savings rate for the first three years of the Eighth Plan
for Kerala were only 21.87, 15.21 and 17.29 per cent
respectively for 1992-93, 1993-94 and 1994-95. Thus the
actual potential for Kerala was much higher than that
envisaged. This shows how Kerala couid not harness a
substantial part of the savings available to the
economy.” In other words, in an era of market
dominated economic administration, the Government
cannot implement plans and policies assuming constan-
cy of major parameters for the entire plan period but
instead should subject plan policies and their feasibility
estimates to constant review. Such reviews and assess-
ments would be possible only within a well defined over-
all policy based on strategic moves and variables. This
would be iliustrated, inter alia, from the limited perspec-
tive of the issue being examined in this paper, with refer-
ence to the question of food security and poverty and
its specification in the overall economic policy frame.

With the recent liberalisation of the
economy and the ongoing economic
reforms involving a switch-over to

financial controls, the system of physi-
cal planning is no longer relevant. Plan
models cannot continue to assume
constant relative prices and concern
themselves with target setting.

6. Some of these models have characterised demand functions
by the Linear Expenditure System (LES). The LES specification
is based on the premise of additivity of preferences and hence
cannot satisfactorily capture substitution effecis of price chan-
ges, which are important in an era of emphasis en price instru-
ments and policies (see, Suryanarayana, 1996c).

7. These estimates are by the author based on Government of
Kerala (1994a, 1994b, 1996) and unpublished estimates of non-
resident external (NRE) deposits provided by the Kerala State
Planning Board for a background paper for the Ninth Five Year
Plan of Kerala.

Food Policy & the Poor

In fact, right from its inception, planning in india had
a consistent framework covering all the sectors. From
the point of view of the poor, the Government opted for
a policy of their protection from higher food prices by
compensating them for the losses in real income
through food subsidy. Systems of controls were intro-
duced during the 1950s io mobilise surpius food and
distribute it at reasonable prices across states, both
surplus and deficit, according to their requirermnents. This
was to ensure price stability and a decent standard of
living for the emerging working class during the initial
stages of development. The agricuitural sector was
looked upon as the source of cheap labour and food in
tune with the growth theories of Fei and Ranis (1964)
and Lewis (1954) which considered the relative price of
foodgrains as a major determinant of savings and in-
vestment rates in the agricultural and industrial sectors
of developing countries (Suryanarayana, 1995b). The
Second and Third Five Year Pians continued with this

‘ classical approach in laying emphasis on growth by ac-

celerated capital accumulation and industrialisation;
towards this end, they also provided for food reserves to
cover moderate price fluctuations. From the mid-60s,
the Government foliowed an integrated food and
agricultural policy in order to achieve seli-sufficiency in
foodgrain production, stabilization of consumer prices
and safeguarding the interests of the low income con-
sumers. As part of the scheme, the Government fol-
lowed a positive price policy towards agriculture so as
to provide an incentive to the farmers to adopt the
Green Revolution technology and to cover the risks as-
sociated with higher input costs and output price in-
stability. The package introduced ccnsisted of output
price policies; input price subsidies; and a Public Dis-
tribution Scheme (PDS) for providing foodgrains to the
consumers at reasonable prices. As a result, foodgrain
production increased and the Government sought to
make PDS a permanent feature of the economy cover-
ing the entire population (Government of India, 1981).

At present, during the economic reform programme
carried out under the neoclassical philosophy, the em-
phasis is on removing inefficiencies. But inefficiencies
prevail all around: Assured minimum support and
procurement prices have led to inefficient utilisation of
resources like power, credii and water. These inefficien-
cies are sought to be reduced through input subsidy
withdrawal and price revisions. Even within the PDS,
there are organisational inefficiencies of the Food Cor-
poration of india (FCI) and unwarranted subsidies to the
non-poor due to the universal entittement policy of PDS.
For remedying this, suggestions range from dismantling
the FCI to dismantling the FDS itself. As a first
step, the Government has targeted the PDS with effect
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from 1 June, 1997 entitling only the poor to food sub-
sidies. The PDS is no longer conceived as a permanent
feature of food security of the entire population but only
as a part of the safety-nets to the deserving poor
population. But, the general hope that the PDS reform
by excluding the non-poor and targeting only the poor
would achieve Government expenditure reduction
without any compromise on the food security of the
poor is misplaced (Geetha & Suryanarayana, 1993).
Providing a paltry 10 kg of foodgrains per poor family
per month would cost about Rs. 8,000 crore (GOI,
1997a). Due to the large regional imbalances in
foodgrain production the Government has been carry-
ing huge buffer-stocks of foodgrains for the PDS and
also for public intervention during periods of price rise.
With India’s integration into the world economy as part
of the liberalisation programmes under structural adjust-
ment and General Agreement on Tariffs and Trade
(GATT) programmes, foodgrain prices and their in-
stabilities, in all probability, would increase. Protecting
the population against such price instabilities through
timely public intervention would call for buffer-stocks of
foodgrains which involves locking up of resources and
hence inefficient resource use. Such wastage could be
reduced by a strategy of broad-based growth in
foodgrain production of focusing on the eastern states.
Most important, increases in productivity can also be
achieved by augmenting labour efficiency through im-
provements in food and nutrition security wherein the
PDS has a major role to play. In sum, given the inter-
regional disparities in food grain production, self-suf-
ficiency and economic access to food, one policy
option could be a broad-based agricultural strategy
coupled with combinations of different poverty allevia-
tion programmes wherein the emphasis on instruments
should vary depending upon the nature and causes of
food insecurity in a given region.? But, it appears that
policy decisions are made ad hoc and not within a con-
sistent framework as the recent policies on the food
front and on Targeted PDS, discussed in the next sec-
tion, would show.

8. Some experts have suggested replacing the PDS with the
Employment Guarantee Scheme (EGS) on the ground that the
latter option is self-targeting. This argument has weak empirical
and logicai bases for the following reasons. PDS is an effective
instrument for food security; it ensures availability of foodgrains
at reasonable prices. Thus, it takes care of both physical and
economic access to foodgrains. EGS, on the other hand, essen-
tially takes care of unempioyment and to that extent, poverty
due to unemployment. Thus, EGS can tackle only one aspect of
food security, that is, economic access to food, that too, of a
segment of the poor population since unemployment is only
one of the causes of poverty and the size of the poor is much
larger than the size of the unemployed. Even this merit seems
suspect given the evidence that the EGS without an efficient
foodgrain deiivery system would only end up in increasing
prices and hence, reduced economic access to food
(Venugopal, 1992).

Given the inter-regional disparities, one
policy option could be a broad-based
agricultural strategy coupled with com-
binations of different poverty alleviation
programmes depending upon the na-
ture and causes of food insecurity in a
given region.

Recent Food Policies & the Targeted PDS

Economic liberalisation does not imply a regime of
free-for-all for extempore policies. With the private sec-
tor becoming dominant, government has to make
strategic moves and counter-moves while formulating
and implementing policies. Its importance may be il-
lustrated with the recent policies on the food front. India
had foodgrain stocks of 35.60 million tonnes in July,
1995 and 29.90 million tonnes in October, 1995 which
were substantially in excess of the minimum buffer
stock norms of 22.30 and 16.60 million tonnes respec-
tively for the corresponding months (GOI, 1997b).
Believing that there is a major foodgrain surplus and
rice and wheat have emerged as export products, the
Government abolished quantitative ceiling and minimum
export price for rice. It permitted the FCI to export or sell
for export 3 million tonnes of fine/superfine varieties of
rice and up to 2.5 million tonnes of non-durum wheat
and 0.5 million tonnes of durum wheat (GOI, 1996a).
Between April 1995 and August 1996, India exported
1.50 million tonnes of rice from public stocks and over 5
million tonnes of rice on private account; in addition, the
FCI sold more than 6.30 million tonnes of wheat, con-
sidered in excess of buffer stock norms, in the open
market (GOI, 1997b). But, with a marginal decline in
wheat production from 65.50 million tonnes in 1994-95
to 62.60 million tonnes in 1995-96, the private trade
decided to make hay and procurement of wheat was
less in 1995-96 by 3 million tonnes. Public stock of
wheat was only 10.40 million tonnes in October, 1996,
less than the norm for that month, that is, 10.60 million
tonnes. Wheat prices soared and the annual increase in
January 1997 over that in the same month in 1996 was
32.80 per cent. As a result, PDS offtake of wheat during
April-December 1996 was higher than those for the cor-
responding period in the previous year by more than 66
per cent. To meet the situation, the Government sold 27
lakh tonnes of wheat and 2.25 lakh tonnes of rice be-
tween April 1996 and mid- January, 1997. It increased
FCI's open market sales of wheat to 6 lakh tonnes per
month from December onwards (GOIl, 1997b) which
was later given up due to corrupt practices by traders
(Leo, 1997). The Government has announced imports
up to two million tonnes of wheat and granted permis-
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sion to roller flour mills to import wheat under Open
General Licence (GOI, 1997b). All these only point out
the failure of the Government in controlling inflation by
proper management and sequencing of foodgrain
sales/exports and imports. In fact, the produc-
tion/availability and consumption of foodgrains during
the last few years did not warrant the kind of rise in
wheat prices experienced recently. Given that cereals
constitute a major food item of the population in general
and the poor in particular, cereal price stability should
be a major concern of the Government. Towards this
end, there is a need for a sensible strategy for foodgrain
management including the identification of scarcity
regions, the amount of shortfall and the timing for open
market intervention.

With the private sector becoming domi-
nant, government has to make strategic
moves and counter-moves while for-
mulating and implementing policies.

Against this background, the Targeted PDS per se
cannot ensure food security of the poor, Under the Tar-
geted PDS, families Below the Poverty Line (BPL) would
be issued 10 kgs of foodgrains at specially subsidised
prices. Subsidised foodgrains will also be available to all
the beneficiaries under the Employment Assurance
Scheme/Jawahar Rojgar Yojna at the rate of 1 kg per
manday. This is supposed to be a beginning in stream-
lining the PDS “where the need is most acutely felt,
namely, issue of foodgrains” (GOI, 1997a). As regards
the non-poor, the Centre would provide additional quan-
tities of foodgrains as determined by the average lifting
of foodgrains for the last ten years by the states at the
Central Issue Prices as a transitory allocation. The
guidelines for implementing the programme clearly
state: “In some States, the scale of issue is fixed for
each member of the family at as high a level as 15 kg.
per member, per month. It will not be possible to main-
tain such an inflated scale of issue” (GOI, 1997a; p. 5).
This is because foodgrains available is “just sufficient
to give only 10 kg per month per family” and the PDS is
“not a substitute for the open market but only a supple-
ment to it” (GOI, 1997a; p. 5). Thus, the Targeted PDS in
its new targeted version is going to scale down the en-
tittement of its beneficiaries who are the poorest and
neediest in the society.

The Targeted PDS per se cannot ensure
food security of the poor.

This stand of the Government is surprising given the
awareness that “A well targeted and properly function-
ing Public Distribution System is an important con-
stituent of the strategy for poverty eradication. Food and
Nutrition security are crucial in our fight against other
dimensions of poverty like infant mortality, maternal
mortality, low birth weights and all other forms of
deprivation” (GOI, 1997a). The new policy betrays the
lack of understanding on the part of the Government
about the issue of food insecurity, its incidence across
states and the potential promotional/ruinous roles of
procurement of foodgrains and the PDS in ensuring
food security of the poor.

The targeting policy seems to have been formulated
without any regard for its implications for the question of
physical access. With reduced government intervention
in an economy characterised by substantial inter-
regional disparities in per capita incomes and foodgrain
production, the market cannot ensure physical access
to foodgrains in poor and food deficit regions.®

In surplus states like Punjab and Haryana, where
better cereals are available at prices less than the highly
subsidised prices of the PDS, the Targeted PDS may not
have any relevance at all. Even in a foodgrain deficit
state like Kerala, the PDS is highly targeted and the
actual utilisation is less than 50 per cent of the potential
due to the inferior varieties of cereals supplied
(Suryanarayana, 1996d). Yet, Kerala had to distribute
rice and wheat up to 13.72 lakh tonnes in 1994 (Govern-
ment of Kerala, 1996). Now the subsidised provision of
rice and wheat is going to be only 1.84 lakh tonnes
(GOI, 1997a) which is supposed to meet the require-
ments of the poor who constitute 25.43 per cent of the
total population. Once the transitory allocation is
abolished, Kerala, which has one of the most com-
prehensive and effective PDSs in India (Geetha &
Suryanarayana, 1993), would get only 10.37 per cent of
what it got during the last ten years for delivery through
the PDS.'% This would worsen the problem of physical
access to foodgrains for the poor in particular.

By the Indian Council of Medical Research (ICMR)
norm of 370 gm per person per day, the PDS, will have
to provide for a per capita entittement of 11.25 kg of
foodgrains per capita per month. But the Government's
provision of 10 kg per family per month, assuming an
average family size of 5 persons'’, would work out to 2
kg per person per month. Such a paltry provision will

9. For more on this issue, see Suryanarayana 1996b.

10. These estimates are based on GOI, 1997a.

11. The average household size of the poorest 5 per cent, ranked
by monthly per capita consumer expenditure, is 5.7 in rural and
5.6 in urban India (GOI, 1996b).
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not make any impact at all on the food and nutritional
status of the poor. In fact, as the recent export-import
policy experience and the procurement and buffer-stock
policies of the 70s and 80s show, a mechanical applica-
tion of guidelines and the impending buffer-stock re-
quirements may send wrong signals to the private
farmers and traders, giving scope for exponential price
increases instead of the ‘staircase-type movements’ of
the 1970s and 1980s (Suryanarayana, 1995b). Since, by
Government’s own admission the PDS is only a supple-
ment to the open market and would provide only an
insignificant part of the normative requirements, such
price increases would only worsen food insecurity by
eroding the purchasing power of the poor —a factor also
responsible for the declining cereal consumption since
the 70s, an era of apparent reduction in poverty and
expansion in the PDS size and operation. Moreover, in
such a situation, the accounting concept of subsidies
will not be of any avail for the poor'2.

More important, the sources of food insecurity vary
considerably across regions in India. The Government
should follow a decentralised, discriminatory policy of
weighted combinations of the PDS, employment genera-
tion and asset creation programmes depending upon the
nature, magnitude and causes of food insecurity.

The average cereal consumption in India has been
declining in spite of the Green Revolution and the ex-
pansion of the PDS during the 1970s and 1980s. The
immediate task is to halt the decline and promote cereal
consumption, which is a major source of calories (about
85 per cent for the poor). This is all the more vital given
the continued reductions in cereal consumption during
the reform era.

Food Security Today

By the conventional measures, there seems to have
occurred substantial improvement in food security
across states in India. There has been an improvement
in economic access; all-India rural and urban per capita
consumer expenditures at constant prices has in-
creased and poverty ratios have declined
(Suryanarayana, 1995a). There has been an improve-
ment in physical access as measured by the increases
in all-India per capita foodgrain production. But, a major
discomfiting feature of the observed growth process is
the increase in inter-regional imbalances in income
levels and disparities in per capita foodgrain production.
However, inter-state variations in rural cereal consump-

12. There may be a subsidy in an accounting and statistical sense.
That may not help the poor since their requirements are met
only partly by the PDS and their levels of living are governed by
a host of factors like open market prices, wages and employ-
ment (for more on this, see Suryanarayana, 1995b).

tion and calorie intake have declined substantially due
to public intervention. But along with this decline in
inter-regional variation in cereal consumption, there has
also been a decline in rural mean per capital cereal
consumption in most states (Suryanarayana, 1996b).

A major discomfiting feature of the ob-
served growth process is the increase
in inter-regional imbalances in income
levels and disparities in per capita
foodgrain production.

This seems to be mainly because of the following
reasons. With Green Revolution, crop composition of
foodgrain output and consumption has changed in
favour of superior but costlier cereals and against
coarse cereals. As a result, cereal consumption has
declined over time mainly in the states where coarse
cereals are the major cereal consumed. Coarse cereals
are grown by subsistence farmers for self-consumption.
With population growth and the institutional changes
accompanying the development process, landlessness
and casualisation of labour have increased. These fac-
tors coupled with the decreasing coarse cereal
availability, have led to increased market dependence of
the population, the poor in particular. Incomes/con-
sumer expenditures, adjusted by deflators to account
for percentage variations in prices, show an increase in
income and economic access which is not so reality.
With increasing market dependence and changing con-
sumption patterns in favour of costlier superior cereals
dictated mostly by availability than by choice, the
economic entitlement of the poor with respect to the
cereal basket has declined and hence their average
cereal consumption and average calorie intake have
declined. Coarse cereals constitute a relatively smaller
proportion of the urban cereal consumption basket and
the urban population is relatively less affected by such
changes in labour markets and production patterns.
Hence their average cereal consumption and calorie in-
take have been relatively stable and have not shown any
drastic decline. Thus, the major concern of food policy
is not how to minimise the likely reductions in the levels
of living and nutrition of the population but how to stop
the reduction in cereal consumption and ensure ade-
quate consumption so as to achieve improvement in
labour efficiency along with efficient resource allocation.

This leads us to the question as to what is the state
of food security in the wake of economic reforms. This
question may be examined on the basis of estimates of
cereal consumption during the reform period. The es-
timates from the National Sample Survey (NSS) annual
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thin surveys for 1990-91 and 1992 show that cereal con-
sumption has continued to decline in most states
(Suryanarayana, 1996a). One important reason for the
declining cereal consumption could be the increase in
cereal prices. Most important, from the point of view of
policy formulation were the wide disparities in price in-
creases in both rural and urban areas across states. The
percentage increase in average prices of total cereals
ranged between 20.22 per cent in rural West Bengal and
55.74 per cent in rural Andhra Pradesh. As regards the
urban areas, the increases ranged from 20.69 per cent
in Punjab to 44.96 per cent in Maharashtra. The average
all-India increases in the prices of total cereals were 36.30
and 32.44 per cents for the rural and urban areas respec-
tively. Food consumption patterns and food market par-
ticipation rates of both the population as a whole and the
poor vary across states; hence the nature and extent of
hardships of the poor also varied similarly. The decline
in total cereal consumption was caused by a decline in
wheat and coarse cereal consumption for the upper decile
groups in rural India. In urban India, no such clear cut
patternis discernible. Atthe state level, estimates of cereal
consumption are available only for sectoral total popula-
tion. They show an increase in cereal consumption in the
rural areas of Karnataka, Maharashtra, Orissa and Punjab
and a decrease in their urban sectors except urban Kar-
nataka where there was a marginal increase'3: adecrease
in cereal consumption in both the rural and urban sectors
of Andhra Pradesh, Assam, Gujarat and West Bengal (but
the percentage decline was more in the urban sectors);
a decrease in cereal consumption in both the rural and
urban sectors of Haryana, Madhya Pradesh, Rajasthan
and Tamil Nadu (but the percentage decline was less in
the urban areas) and a decrease in the rural areas and
an increase in the urban areas of Bihar, Kerala and Uttar
Pradesh. This is only a picture based on the estimates of
average consumption of total sectoral populations in dif-
ferent states obtained from thin annual surveys. A better
and reliable picture can be obtained using information
from the 43rd and 50th round (quinquennial large ample

surveys of the NSSO forthe years 1987-88 and 1993-94."

13. There are three cases where the changes were less than one
per cent; hence virtually no change at all. These are rural
Andhra Pradesh [(-)0.15 per cent], urban Madhya Pradesh [(-)
0.69 per cent] and urban Karnataka (0.38 per cent).

14. The annual all-India survey in 1990-91 was based on 13,750
rural and 14,805 urban households; the corresponding sample
sizes for the annual survey in 1992 were 8,324 and 4,808
households respectively (GOI, 1993 and 1994). In contrast, the
quinquennial all-India survey of 1987-88 was based on 41,597
rurat and 22,703 urban households; the corresponding num-
bers for the quinquennial survey in 1993-94 were 69,206 and
46,148 respectively (Source: GOI, 1991a and 1996b). One
limitation of the comparison based on the estimates from the
quinquennial surveys is that the available estimates from the
survey in 1987-88 are based on the data of sub-sample 1 only
(GO, 1991a; p. 22).

The estimates of per capita consumption of cereals
by decile groups for rural and urban all-India in 1987-88
and 1993-94 are provided in tables 1 and 2. Similar es-
timates for sectoral total population across states are
provided in tables 3 and 4.'® Some noteworthy features
are as follows:

* Cereal consumption declined for the all-India
rural population as a whole by 7.39 per cent
(table 1). This decline was accounted for by a
reduction in the consumption of wheat (3.73 per
cent) and other cereals (3.52 per cent). The
decline in total cereal consumption for the
poorer five decile groups was less than the
average for the total population at the all-India
level for the rural sector. Except the poorest
decile group, all the remaining groups enjoyed
a reasonably comfortable (by the modest ICMR
standard) level of cereal c:onsumption.1

*  However, the picture for the rural sector varies
considerably across states. The decline (in per-
centage terms) in the rural total cereal con-
sumption was more than the all-India rural
average in the states of Haryana, Maharashtra,
Punjab, Rajasthan and Uttar Pradesh and about
the same as the all-India rural average reduction
in the states of Andhra Pradesh, Assam, Bihar
and Madhya Pradesh. The decline was one of
the least (less than three per cent) in the states
of Kerala and West Bengal; in rural Orissa, there
was even an increase in cereal consumption.
The commodity-wise pattern of decline also
varies across states. For instance, the decline in
total cereal consumption was largely due to a
decline in coarse cereal consumption in rural
Andhra and in rice consumption in rural Bihar.

* The reduction in rural cereal consumption
varies across groups across states. The rural
poorest five decile groups experienced a (per-
centage) reduction larger than the average
reduction for the total rural population in the
states of Andhra Pradesh, Haryana (except the
poorest decile group) and Maharashtra. In
Kerala and Tamil Nadu, rural total cereal con-

15. Tabies 3 and 4 do not provide estimates for Gujarat. This is

because the published results of the NSS 50th round on quan-
tities of cereal consumption for urban Gujarat in the Report No.
402 (GOI, 1996b; p. A-105) are not legible. Further, the results in
these two tables provide estimates for the total population only
and not by decile groups. However, the features discussed con-
tain references to changes in cereal consumption by decile
groups. Such estimates are available from the author on re-
quest.

16. Of course, the norm should vary depending upon age, sex and
activity. For other possible norms for cereal consumption, see
Geetha and Suryanarayana (1993).
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Table 1: Per Capita Cereal Consumption (kg) Per Month by Decile Group of Population: All India Rural

Decile July 1987 - June 1988 July 1993 - June 1994 Percentage change in 1993-94 over
Group that in 1987-88

Rice Wheat Others  Total Rice Wheat Others  Total Rice  Wheat Others Total
0-10 458 3.13 3.06 10.77 479 3.06 2.66 10.52 198 (065 (368 (1235
10-20 5.96 3.84 2.80 12.60 6.43 351 2.14 12.08 371 (H259 (1526 (414
20-30 6.68 4.15 2.59 13.42 6.98 3.55 2.10 12.63 2.24 (-)4.47 (-)365 (-5).89
30-40 7.12 433 2.46 13.91 7.49 3.74 1.95 13.19 264 (H421 (H)364 (9521
40-50 7.37 4.56 2.43 14.36 7.45 4.06 1.85 13.36 054 (H)3.49 (-)4.01 (-)6.96
50-60 7.49 4.82 2.51 14.82 7.54 4.29 1.90 13.73 0.35 (-)3.61 (-)4.12 (-)7.38
60-70 7.69 5.11 2.40 15.20 7.67 4.55 1.86 14.08 (-)0.15 (-)3.66 (-)3.56 (-)7.37
70-80 7.61 5.72 2.33 15.66 7.60 498 1.83 14.41 (006 (473 (9319  (-)7.98
80-90 7.62 6.22 230 16.14 7.01 5.75 1.82 14.58 (-)3.75 -)2.e2 (-)2.97 (-)9.65
90-100 8.28 7.52 2.02 17.82 7.24 6.51 1.68 15.43 (H)5.85 (-)5.68 ()1.89 (-)13.42
All 7.04 494 2.49 14.47 7.02 4.40 1.98 13.40 (-)0.14  (-)3.73 (-)352 ()7.39

Source: GOI (1991b and 1996b).

Table 2: Per Capita Cereal Consumption (kg) Per Month by Decile Group of Population: All India Urban

Decile July 1987 - June 1988 July 1993 — June 1994 Percentage change in 1993-94 over
Group that in 1987-88

Rice Wheat Others Total Rice Wheat  Others Total Rice  Wheat Others Total
0-10 4.42 3.74 1.57 9.73 4.29 3.83 1.40 9.51 (-)1.34 087 (-)1.80 (-)2.26
10-20 5.18 4.46 1.20 10.84 5.51 4.22 0.89 10.62 304 (223 (285 (204
20-30 5.41 4.69 101 1111 565  4.38 0.74 10.77 216 (-)2.80 (D239 (-5)3.04
30-40 5.49 4.84 1.00 1133 564 480 0.66 10.90 133 (9213 (9301  (-)382
40-50 5.58 4.85 0.98 11.41 5.51 4.84 0.64 10.98 (<061 (H0.09 (-)3.02 (-)3.73
50-60 5.56 497 074 11.27 5.51 4.83 0.57 10.91 (H)0.44 (120 (9154 (9318
60-70 5.51 5.34 066 11.51 553  4.94 0.48 10.95 017 (9348 (156  (-)4.87
70-80 5.45 5.62 056 11.63 526  5.07 0.41 10.73 ()167 (475 (128 (9770
80-90 5.54 5.47 047 11.48 510  5.24 0.34 10.68 (-)381 (203 (112 (696
90-100 5.36 5.82 0.40 1158 480 526 0.28 10.24 (482 (D481 (193 (1156
All 5.35 4.98 086 11.19 528 472 0.63 10.63 (-063 (H)232 (206 ()5.00

Source: GOI (1991b and 1996b).

sumption declined but the poorest five decile
groups, on the contrary, enjoyed an increase in
cereal consumption. The rural population of
Orissa, except two richer decile groups, en-
joyed an increase. But the cereal dominating
the reduction varied across rural decile groups
within a state and for the population as a whole
across states. For instance, in rural Bihar
coarse cereals accounted for the bulk of the
reduction in the cereal consumption of the
poorest decile groups while for the rich, it was
rice while in rural Andhra the coarse cereals
dominated the reduction for all classes.

Most important, the magnitude of shortfall of
cereal consumption from the ICMR norm even
for the rural poorest group is marginal and
varies across states. Even the rural poorest ten
per cent do not suffer from any shortfall in the
states of Orissa, Rajasthan, Uttar Pradesh and
West Bengal. There is some shortfall for the
rural poorest 20 per cent in Karnataka and Mad-
hya Pradesh, for the poorest 40 per cent in
Maharashtra and Tamil Nadu, for the poorest 70
per cent in Punjab and the bottom 80 per cent
in Kerala. Quantitative shortfall of cereal con-
sumption for the poor in rural Punjab and rural
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Table 3: Per Capita Cereal Consumption (kg) Per Month by Total Rural Population: Statewise

State July 1987 - June 1988 July 1993 - June 1994 Percentage change in 1993-94 over
that in 1987-88
Rice Wheat  Other Total Rice Wheat  Other Total Rice Wheat Other Total
cereals cereals cereals cereals cereals cereals

Andhra 11.39 0.14 2.82 14.35 11.57 0.19 1.51 13.27 1.25 035 (-)9.13 (-)7.53
Pradesh
Assam 13.46 0.77 0.00 14.23 12.53 0.64 0.00 1317 (-)6.54 (-)0.91 - (-)7.45
Bihar 8.88 5.57 0.94 15.39 7.95 5.58 0.78 14.31 (-)6.04 0.06 (-)1.04 (-)7.02
Haryana 0.85 13.42 0.75 15.02 0.73 11.88 0.31 12.92 (-)o.so (-)10.25 (-)2.93 (-)13.98
Karnataka 5.16 0.80 7.79 13.75 5.44 0.85 6.86 13.15 2.04 036 (-)6.76 (-)4.36
Kerala 9.74 0.63 0.00 10.37 9.29 0.82 0.00 10.11 (-)4.34 1.83 - (-)2.51
Madhya 6.64 5.93 2.82 15.39 6.03 5.81 2.36 14,20 (-)3.96 (-)o.78 (-)299 (9)7.73
Pradesh
Maharashtra 2.83 2.26 7.94 13.03 297 2.21 6.21 11.39 1.07 (-)o.38 (-)13.28 (-)12.59
Orissa 14.35 0.63 0.74 15.72 15.24 0.38 0.31 15.93 5.66 (-)1.59 (-)2.74 1.34
Punjab 0.71 11.09 0.61 12.41 0.74 9.87 0.17 10.78 0.24 (-)o.83 (-)3.55 (-)13.13
Rajasthan 0.19 11.98 4.45 16.62 0.22 9.44 5.19 14.85 0.18 (-)15.28 445 (-)10.65
Tamil Nadu 9.57 0.22 2.45 12.24 10.32 0.34 1.06 11.72 6.13 098 (-)11.36 (7-)4.25
Uttar 3.70 10.59 1.03 15.32 4.00 9.16 0.75 13.91 1.96 (-)9.33 (-)1.83 (-)9.20
Pradesh
West 13.66 1.46 0.01 15.13 13.73 1.18 0.05 14.96 0.46 (-)1.85 026 (-)1.12
Bengal
All India 7.04 494 2.49 14.47 7.02 4.40 1.98 13.40 (-)o.14 (-)3.73 (-)352 (-)7.39

Source: GOI (1991b and 1996b)

Table 4: Per Capita Cereal Consumption (kg) Per Month by Total Urban Population: Statewise

State July 1987 - June 1988 July 1993 — June 1994 Percentage change in 1993-94 over
that in 1987-88
Rice Wheat  Other Total Rice Wheat  Other Total Rice Wheat  Other Total
cereals cereals cereals cereals cereals cereals

Andhra 10.28 0.75 0.67 11.70 10.13 0.76 0.41 11.30 (-)1.28 009 (-)222 (-)3.42
Pradesh
Assam 10.91 1.44 0.04 12.39 10.76 1.29 0.00 12.05 121 (121 (<032 (-)2.74
Bihar 7.16 5.96 0.25 13.37 6.81 5.93 0.08 12.82 (-)2.62 022 (127 ()41
Haryana 1.24 9.71 003 1098 1.52 8.90 004 10.46 (-)2.55 (-)7.38 (-)0.09 (-)4.74
Karnataka 5.89 1.57 360 11.06 6.38 1.56 293  10.87 443 (009 (1606 ()1.72
Kerala 8.69 0.63 0.97 0.00 9.60 8.45 1.00 0.01 946 (-)1.88 0.31 =
Madhya 3.40 8.02 047  11.89 3.62 7.31 039  11.32 185 (597 (067 (-)4.79
Pradesh
Maharashtra 2.90 4.59 2,69 10.18 3.16 4.43 1.78 9.37 255 ()1.57 (-)894 ()7.96
Orissa 11.22 249 0.03 13.74 11.26 2.04 0.06 13.36 029 (-)3.28 022 (277
Punjab 1.03 861 0.10 9.74 0.92 7.99 0.01 8.92 (-)1.13 (1637 (H)0.92 (-)8.42
Rajasthan 0.45 11.42 0.86 12.73 0.58 10.36 0.58 11.52 1.02 (-)8.33 (-)220 (-)9.51
Tamil Nadu 9.24 0.74 0.16 10.14 9.13 0.84 0.08 10.05 (-)1.08 099 (-)o.79 (-)0.89
Uttar Pradesh 2.36 9.23 0.04 11.63 2.61 8.39 0.08 11.08 215 (H)7.22 034 (-)4.73
West Bengal 8.55 3.15 0.01 117 8.69 295 0.00 11.64 1.20 (99171 (H)o.09 (-)o.60
All India 5.35 4.98 0.86 11.19 5.28 472 0.63 10.63 (H0.63 (232 (-)2.06 (-)5.00

Source: GOI (1991b and 1996b)
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Haryana need not cause much concern since it
could be due to diversification of consumption
patterns, and these two states are surplus with
respect to foodgrains.

* As regards the urban population, cereal con-
sumption declined by 5 per cent, that is less
than the reduction in the rural areas. Wheat and
coarse cereals are the two cereals which ac-
counted for a substantial part of this reduction.
As in rural India, the decline in total cereal con-
sumption for the (seven) poorer decile groups
was less than that in the average urban cereal
consumption. The level of cereal consumption
was uniformly less than the ICMR norm for all
the decile groups in urban India.

* Among states, the reduction in urban cereal
consumption was more than the all-India urban
average only in the states of Maharashtra, Pun-
jab and Rajasthan. Coarse cereals dominated
the reduction in Maharashtra and wheat in Pun-
jab and Rajasthan.

*  The reduction in cereal consumption across the
urban decile groups do not show such sys-
tematic patterns as those observed for the rural
sector. The poorest five decile groups in urban
Kerala and four decile groups in urban West
Bengal enjoyed increases in cereal consump-
tion.

* Cereal consumption falls short of the ICMR
norm for the urban poorest decile group in all
the states except Orissa, for the bottom 20 per
cent in Madhya Pradesh and Uttar Pradesh, for
the bottom 40 per cent in Andhra Pradesh, Kar-
nataka, and Tamil Nadu, for the bottom 80 per
cent and top 10 per cent in Haryana and for the
entire population in Kerala, Maharashtra, Punjab
and Tamil Nadu.

From the discussion and results, it follows that the
nature and causes of food insecurity vary across states
and prices and physical availability play major roles in
this. Further, the reduction in inter-state disparities in
cereal consumption even at the macro level in the face

The reduction in inter-state disparities
in cereal consumption was possible
only with active public intervention.
Therefore, the scope for diluting public
intervention as proposed in the guide-
lines for the Targeted PDS is quite
limited.

of growing disparities in per capita foodgrain production
was possible only with active public intervention. Still, as
our results show, undernutrition prevails even today.
Therefore, the scope for diluting public intervention as
proposed in the guidelines for the Targeted PDS is quite
limited. Instead, there exists considerable scope for ef-
fective government intervention by maintaining buffer-
stocks of foodgrains and operating and effective PDS
particularly in food deficit states to ensure foodgrain
availability across space and price stability over time.
Further, Orissa is the only state where even the poorest
decile group has a cereal consumption above the ICMR
norm. Then how does one explain the ‘Kalahandi’
syndrome? One explanation could be that the macro
estimates for the state as a whole do not reveal the
underlying regional dispersions. This would, therefore,
call for decentralised policies to ensure food security.
Instead of uniform policies based on a macro profile,
decentralised policies -at the grass-root level would be
more effective in solving the problem. It would also involve
a more efficient and effective utilisation of resources.

Instead of uniform policies based on a
macro profile, decentralised policies at
the grass-root level would be more
effective.

Conclusion

Planning in the reform context has to undergo a
transformation in terms of both methodologies and
strategies. With the instruments of physical controls
being replaced by those of financial controls, conven-
tional quantitative planning based on fix-price models
has little relevance. Plan models can no longer be con-
cerned only with target setting; instead they have to
integrate both instruments (policies) and targets. Fixed
price models have to be replaced by flex-price models
which can effectively simulate alternative policy options
and give clear directions for policy. This would call for
policy-oriented research involving improvements in
econometric specifications and estimations of plan
models.

With changes in the relative roles of private and
public sectors, the overall economic policy frame has to
recognise explicitly the interrelationships between
agents, sectors, and instruments. This is all the more
vital the recent experience of policies on exports and
imports of foodgrains, speculative hoarding of wheat
and the resultant price escalation endangering the food
security of the poor. Policies based on information on
macro parameters may not be effective in addressing
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the problem at the micro level, as the micro units and
the causes of their food insecurity differ across regions
and over time. Policies will have to be decentralised so
as to have a realistic micro perspective and effective
solutions for problems.

A major concern from the point of the poor is not that
of minimising the social cost of the reform programme by
minimising the likely reductions in foodgrains consump-
tion and nutritional intake but that of halting the reduction
that has already been taking place and reversing the
direction of change. In such a context a targeted but
scaled down PDS may not make any material difference
to the status of the poor. The ideal solution could be a
package of decentralised policies for food security where
the package composition should vary with the nature and
causes of food insecurity in the region.
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Focus

All Smoke & No Fire: The Rural Energy

Scene in India

Padmini Swaminathan

An offshoot of the adoption of (western) development
paradigm (with its emphasis on energy consumption
per capita and the comparison of this figure with that of
developed countries) has been an extraordinarily high
growth of population in urban areas thereby necessitat-
ing the setting up of centralised electric supply systems
serving a relatively minor part of the nation’s population.
An obvious deleterious impact of this is that the rural
areas have not received their fair share of investment in
energy supply (neither electric nor non-electric) propor-
tionate to the population living there. This scenario,
after four and a half decades of planning is, in fact, a
documentation of how this pattern has excluded vast
sections of the population from its purview.

Padmini Swaminathan is a Professor at the Madras Institute of
Development Studies, Chennai.

Between 1980 and 1992, the cumulative government
expenditure in the renewables sector totalled Rs. 1155
crores. In comparison, the government invested over Rs.
81,200 crores in the power sector, Rs. 33,500 crores in
the petroleum sector, and Rs. 15,850 crores in the coal
sector. The 8th Plan (1992-97) has done little to redress
the inequitable allocation of funds. A total of about Rs.
114,100 crores of government investment is expected in
the energy sector. Of this, the power sector receives 69
per cent, petroleum 21 per cent, and coal 9 per cent. In
sharp contrast, allocation for the renewables sector is
just about 0.8 per cent (TERI, 1994).

The primary objective of most developing countries,
inciuding India, is to increase the share and supply of
conventional energy (read supply of electricity) to meet
development needs. Consequently, Plan after Plan, the
investment of the state in highly capital intensive energy
forms, particularly large-scale power projects, has in-
creased steadily and enormously (table 1). This, despite
the fact that non-conventional energy sources continue
to contribute significantly in meeting the energy needs,
especially in the rural areas.

The review of policies, and attempts at intervention
to increase energy supply to the rural areas, cannot be
measured simply by citing number or the quantum of
installation of particular facilities (which is what the Plan
documents of the State and the centre do). Despite the
increase in the quantum of energy supplied by various
components to the rural sector, a vast section of the
population, for various reasons, has not benefitted,

Despite the increase in the quantum of
energy supplied, a vast section of the
population has not benefitted, par-
ticularly as far as energy for cooking is
concerned.
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Table 1: Plan Expenditure and the Share of the Energy Sector

Plans Total Plan Share of Energy Sector (%)
I(E;g‘egﬁliit :rr\? Power Oil & C_oal_ & Nonl Total
Gas Lignite Conventional
First (1951-56) 19.6 - - - - 19.7
Second (1956-61) 46.7 97 08 1.9 - 12.4
Third (1961-66) 85.8 1486 26 13 - 18.5
Annual (1966-69) 66.3 141 27 1.1 = 179
Fourth (1969-74) 157.8 186 19 07 - 21.2
Fifth (1974-79) 394.3 187 36 29 - 25.2
Annual (1979-80) 121.8 184 4.2 23 - 24.9
Sixth (1980-85) 1092.9 16.7 7.8 3.5 0.1 28.1
Seventh (1985-90) 2202.2 17.4 7.3 3.2 0.3 28.2
Source: GOI 1991,
Table 2: Percentage Distribution of Households by Type of Fuel used for Cooking, 1991
India/State Total Cowdung  Electri- Coal/coke Charcoal Cooking Wood Biogas Kerosene Others
cake city Lignite gas
India @  Total 100.00 15.39 0.31 3.47 0.77 7.94 61.50 0.49 7.16 291
Rural 100.00 19.60 0.16 1.54 0.41 1.22 71.69 0.43 1.34 3.59
Urban 100.00 a.51 0.72 8.95 .77 26.93 32.74 0.68 23.62 1.00

Note: @ Excludes Jammu and Kashmir,
Source: Census of India, 1991.

particularly as far as energy for cooking is concerned
(table 2). A vast majority of these sections of the popula-
tion which depend almost exclusively on woodfuel sys-
tems continue to remain both outside the control of
government and outside the market economy. While
highlighting the complex interplay of factors in operation
at the rural level (not reckoned within official review ex-
ercises), what the existing literature, culled from diverse
sources, reveals is that:

e The entire approach towards provision of even
basic facilities to the rural sector has a charity-
oriented, social service attitude and not one of
the legitimate rights of this sector to a larger
share in investment and facilities, given the
larger share of population residing in rural as
compared to the urban areas

e Much of the debate on household energy re-
quirements has become so engendered that, in-
tentionally, or otherwise, the issue of cooking
energy and firewood availability has been
relegated to the realm of women'’s issues and
therefore of peripheral importance

e Much of the discussion on woodfuel crises
takes place as part of the larger concern for
environmental protection; the fundamental

question of how these sections of the popula-
tion are to survive in the absence of alternative
sources of energy gets shortshifted in the
process.

The Rural Energy Scenario: Forces & Factors

The bulk of the rural people’s inanimate energy re-
quirements is met by non-oil energy sources such as
biomass. The predominant use of energy in rural areas
is for domestic and agricultural purposes. There are
many reasons why rural people find it difficult to obtain
the small amounts of oil-based fuels that are often criti-
cal to increases in their productivity. These reasons are
more associated with the weak bargaining power of
rural people in obtaining any inputs supplied by the
urban and modern sectors than to any absolute
shortage of oil in the world market or to changes in
world prices (Barnett, 1990).

A good deal of time, money and effort have been
expended in this country in attempts to meet the rural
energy demand through non-conventional energy
sources. However, very little comprehensive material
is available with which to assess the impact of these
attempts. Quite a few of the micro level studies have
brought out the interplay of complex forces which
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need political solutions and interventions of a very
high order.

In the first place, systems of landownership and
agricultural practices (and changes in these over time)
have a direct bearing on the availability and accessibility
of energy to the poor. For instance, one study revealed
that families owning less than 1 hectare of land used no
fire wood; those owning 1 to 2 hectares used an
average of 0.2 kg per day, but those with more than 2
hectares averaged 2-3 kg. of firewood use daily. Where
no commercial wood resources remain accessible, the
poor are forced to burn lower quality crop and animal
residues, diverting organic fertiliser from agricultural
use. Apart from land ownership, fuel gatherers must
also contend with geographic factors and agricultural
productivity levels in obtaining non-firewood bio-mass
fuels. In desert regions of North India where crop
production is low, 85 per cent of biomass energy was
found to come from firewood and dung. In hilly regions,
the shares of these fuels decreased to 72 per cent. But
in the plains where agricultural production is relatively
high, firewood and dung contributed only 63 per cent of
the total, the rest coming from crop wastes (Batliwala,
1983 and World Bank, 1991).

Systems of landownership and agricul-
tural practices have a direct bearing on
the availability and accessibility of ener-
gy to the poor.

In a study of a village in Uttar Pradesh, Vidyarthi
(1984) has traced the impact on the poor, first, of the
abolition of the Zamindari system followed by, increased
mechanisation and self-cultivation of holdings. Traditional
ties which ensured abundant availability of firewood have
given way to contractual relationships characterized by
minimum sharing of resources between the large
landholders and the poor, affecting the supply of agricul-
tural residues to the latter. Fuel supplies to the poor have
also been affected by shifts in the cropping pattern
towards crops that do not provide woody agricultural
residues. The poor in this village have been forced to
resort to the use of the least preferred and possibly
harmful spring plants as cooking fuel. Lack of purchasing
power due to deteriorating agricultural conditions, in-
crease in the number of landless and marginal
landholders, and lack of alternate sources of income have
made investment in fuel saving devices and/or purchase
of cooking fuels a near impossibility.

Quite a few environmentalists tend to hold the
people’s insatiable demand for fuelwood and fodder

(rather than the large scale destruction of forests to
serve the interests of industry and commercial loggers)
as being responsible for the spreading ecological dis-
aster (Khan & Ghosh, 1983). That fuel shortage is a
symptom rather than a cause of the destruction of forest
resources is not being reckoned with and addressed as
a serious issue; the result has been the enactment of
policies to increasingly privatise land and its products
including fuel and the commercialisation of the fuel
economy. The important economic buffer which com-
mon property resources traditionally provided to the
rural poor has eroded drastically (Pandian, 1987; Gadagil
& Guha, 1994).

Attempts to alleviate the fuelwood crises by the State
particularly, have focussed on increasing the availability
of firewood through tree planting schemes, by com-
munities and otherwise (Agrawal, 1986). To a large extent
the failure of many community schemes can be traced to
the inability of these programmes to address the existing
inequalities between households (within the community)
in their access to and control over the land in the village.
The so called community lands are in fact controlled de
facto by the few propertied and powerful among the
villages: hence the inability to guarantee benefits under
the scheme to the landless and the small landowners
makes it difficult for the latter to extend any cooperation
to the scheme. Moreover, in their effort to regenerate
forests, the Forest Departments have made little, if any,
attempts to learn from local men and women about the
many non-timber products these forests yield: instead, in
an effort to provide the material for industry they have
often promoted monoculture reforestation programmes.
While these may be more efficient in terms of timber
production, they change the species composition of the
forest and eliminate species which produce valuable non-
timber forest products, thus reducing not only the biologi-
cal diversity and stability of forest areas, but perhaps even
the net economic value of the forest. Certainly they reduce
the economic value of the forests to the traditional resi-
dents (World Bank, 1991).

The most direct and regressive impact of cooking
energy shortage is on women who are mainly respon-
sible for meeting both basic needs and household ener-
gy needs. Time allocation studies document the impact
on women's time of fuelwood and fodder shortage.
These studies show a wide range (from 45 minutes to 5
hours) in the time women spend each day in fuel collec-
tion depending on factors such as proximity to forests
or to other sources of fuel, type of farming systems, hill,
desert and/or plain regions, etc. (World Bank, 1991).
The problem of measurement of fuel collection not-
withstanding, the important fallout of any increase in fuel
collection time is that it has severe implications for other
household activities (Cecelski, 1985).
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More direct linkages exist between fuel shortages
and nutrition. Studies have noted gathering firewood,
fetching water, cooking and other domestic tasks ac-
count for a substantial share of women’s and children’s
energy output, around 700 and 300 calories per day
respectively (Batliwala, 1982).

Worse, there is growing evidence of adverse health
effects because of high biomass smoke levels. Much of
domestic cooking and space heating in rural areas take
place in poorly ventilated houses through the use of
traditional chulhas, which have low thermal efficiency and
high emission factors, all of which combine to produce
very high concentration of air pollutants. Four major
categories of ill-health have been identified as health risks
associated with pollutants from using unprocessed
biofuels. These include: respiratory infections in young
children; adverse pregnancy outcomes for women ex-
posed during pregnancy; chronic lung disease and as-
sociated heat disease in adults; and cancer (TERI, 1994;
Ramakrishna, 1995). While more studies are required to
allow quantified conclusions with some measure of con-
fidence, more effort is required to make even a small dent
in the direction of Indian energy planning. The latter is
still driven (politically and otherwise) by the traditional
supply-oriented mentality emphasising the development
of power, coal and hydrocarbons without adequate
regard to specific end-uses that determine the demand
for these energy sources as well as the social and en-
vironment costs of providing these services.

Indian energy planning is still driven by
the traditional supply-oriented mentality
emphasising the development of power,
coal and hydrocarbons without ade-
quate regard to specific end-uses that
determine the demand as well as the
social and environment costs of provid-
ing these services.

Rural Energy in India: Components & Sources
Rural Electrification (RE)

Rural electrification as a plan programme was intro-
duced in the First Plan. It was initially envisaged to pro-
vide electricity as a social amenity to rural areas and
was confined only to a few states. Subsequently it was
extended to cover all the states. Later, this programme
was integrated with the Minimum Needs Programme.
The programme was further strengthened by the forma-
tion of the Rural Electrification Corporation in 1969
which now provides over 90 per cent of the funds for

rural electrification as concessional loans to the State
Electricity Boards.

In a rare display of honesty, the Government of
India stands indicted by its own evaluation of the RE
programme. the following are extracts which are self
explanatory and need noc comments:

The Working Group on Energy Policy set up by the
Planning Commission in 1977, submitted its Report in
1979, and it had this to say on the progress of RE:

The rapid increase in the number of towns and vil-
lages electrified has given an impression that the
number of unelectrified houses is fast diminishing.
Facts prove that this is not the case. All the towns
(over 10,000 population) numbering 2699 in India
have been electrified. Of the total number of
5,70,000 villages, about 2,30,000 have been
electrified. The number of households electrified has
increased from 5.7 million in 1960-61 to 16 million in
1978-79. Inspite of electrifying all towns and about
44 per cent of villages the percentage of
households electrified remains at about 14 per cent
only. Even with the acceleration in the pace of
electrification in the 1970's, the number of new
electricity connections to houses has increased at
the rate of about one million households a year,
while the number of new households has been in-
creasing at the rate of about 2.2 million per year. In
other words, the number of non-electrified houses is
steadily increasing inspite of the accelerated rural
electrification programmes. Studies show that in
any electrified village only 10 to 14 per cent of the
houses obtain electricity for household purposes,
and the rest of the houses do not switch to
electricity as the households are not able to pay for
the initial investment required to set up the switch
board and for the wiring arrangements to receive
electricity. Further, the construction materials used
in housing also set limit to the electrification. NSS
survey of housing (1973) reveals that the percent-
age of pucca houses is about 65 per cent in the
urban areas and hardly 19 per cent in the rural
areas. The proportion of houses using electricity for
lighting is only about 45 per cent in the urban areas
and about 5 per cent in the rural areas (Government
of India, 1979, p. 28).

The above assessment was made in 1979. The
Eighth Five Year Plan document (1992-1897) sums up
the situation for the present:

While increasing share of plan funds are being in-
vested in the production of commercial energy, the
share of the rural areas in the total energy produced
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in the country has been only of the order of about
one fifth though the rural areas account of nearly
three-fourths of the total population...”

While commercial forms of energy such as
electricity, kerosene and diesel oil are now making
inroads in the rural areas, their consumption is still
largely confined to the more affluent households...

[However] so far only about 27 per cent of rural
households have been electrified, as electrification
of a village as per current definition implies that only
one or more households in the village have this
facility (Government of India, 1992, p. 43-45).

As per the 1991 Census, (Census of India, 1991,
Paper 2 of 1993) only 31 per cent of rural households
are electrified as against 76 per cent for the urban areas
of the country (table 3). This same Census also reveals
that only 31 per cent of rural households live in pucca
houses as against 73 per cent of the urban area (table
4) giving credence to the observation made by the
Working Group on Energy Policy that the construction
material used in housing is also an important factor for
consideration in any programme of electrification. Table
5 provides the details of the distribution of households
by the type of lighting as contained in the National
Sample Survey's 44th Round. The scenario presented
by the data has several implications:

For quite some time to come, non-commercial
energy will account for a very significant
proportion of the total energy consumption par-
ticularly in rural India

Energy palicies that do not address the ques-
tion of the purchasing power of the large num-
bers of the poor and the consequent reliance of
the latter on ‘zero’ private cost non-commercial
energy are bound to fail and/or inevitably end
up favouring the elite

Whichever way one looks at the phenomenon, it
is clear that rural India has been in the grip of a
very grave energy crisis for a very long time.
This needs to be differentiated from the com-
mercial energy crisis that is a consequence of
increasing dependence on imported oil (Mak-
hijani, 1977; Reddy & Prasad, 1977)

Biogas plants

The promotion of family type and community/institu-
tional type biogas plants is an important component of
energy supply to the rural area. By March 1993, ap-
proximately 1.8 million family size biogas plants had been
installed, representing 15 per cent of the estimated ul-
timate potential of about 12 million plants. The Ministry of
Non Conventional Energy Sources (MNES) has ambitions

Table 3: Percentage Distribution of Households having Electricity: 1981 and 1991

Total Rural Urban
1981 1991 1981 1991 1981 1991
India @ 25.74 42,98 14.29 31.10 61.60 75.93
Note: @ Excludes Assam, Jammu and Kashmir.
Source: Same as Table 2, p. 38.
Table 4: Percentage Distribution of Households Living in Pucca, Semi-pucca and Kutcha Houses
Puceca Semi-pucca Kutcha
1981 1991 1981 1991 1981 1991
India @ Total 32.73 42.30 33.24 31.36 34.03 26.33
Rural 2257 31.20 36.87 36.33 40.56 32.46
Urban 64.72 73.10 21.80 17.57 13.49 9.33
Note: @ Excludes Assam, Jammu and Kashmir
Source: Same as Table 2, pp. 29-31.
Table 5: Percentage Distribution of Households by Type of Lighting
India/State Type of lighting
No lighting Electricity Kerosene Others Not reported Total
India Rural 3.21 27.04 69.17 0.45 0.13 100.00
Urban 2.59 74.38 22.63 0.23 0.17 100.00

Source: Govt. of India 1990.
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of covering all the potential beneficiaries by the end of the
8th Five Year Plan (CMIE, 1993). The National Programme
of Biogas Development (under the aegis of which these
plants are set up) has had its performance assessed by
various agencies, official and non-official, with varying
results. While the Ministry claims success rates of about
80 per cent, other micro-level studies show functioning
levels of less than 50 per cent (TERI, 1994).

Limited progress has been made in the promotion
of community/institutional biogas plants. Till 31st
December 1992, only 865 such plants had been set up,
most of them being institutional plants. Community
biogas plants have had less success primarily because
of their failure to address and resolve the considerably
more serious organisational questions relating to waste
collection, plant management and benefit distribution
(Government of India, 1992).

Lack of proper maintenance and servicing facilities
for biogas plants in rural areas continues to be a major
problem. In this context the experience of the Chinese
biogas programme is instructive (Daxing, et al, 1990;
Barnett, 1990). While today the Chinese experiment is
regarded as a ‘success’, there is need to temper this
judgement of success by taking a historical view of the
growth and development of the programme in China.
Between 1973 and 1978 the Chinese emphasized quan-
tity rather than quality of the plants with the resuit that
almost 85 per cent of the plants built ceased operation
soon after construction. Since 1978 however, there has
been a sea change and it is now recognised that

building a biogas industry is a long term task, re-
quiring a number of full time organizations... Stand-
ards and mechanisms for quality control have
become a key feature of the program. This in turn
has led to the formation of over 700 specialist
biogas service stations and some 7000 construction
teams. These are almost commercial firms in that
since 1983 they are required to account inde-
pendently and assume sole responsibility for profit
and loss. There is thus greater commercialization
and specialization in the Chinese biogas program,
and the element of participation is moving toward
that between customers and a new class of sup-
* pliers (Barnett, 1990, p. 546).

Improved chulhaas

The National Programme of Improved Chulhaas
started in 1983-84, is another important component of
the NCSE. As in all other cases ‘success’ of the
programme is measured in terms of the number of chul-
haas installed at any point of time. While authorities con-
cerned with programme acknowledge that follow-up

and maintenance of the chulhaas is a problem, there is
hardly any evaluation of the functioning of these stoves
in particular contexts and environments.

Success of the National Programme of
Improved Chulhaas is measured in
terms of the number installed at any
point of time. There is hardly any
evaluation of the functioning in par-
ticular contexts and environments.

A microlevel case study of a “functioning” gobar
gas plant in village Fateh Singh Ka Purwah, Etawah Dt.,
U.P. brings out the hiatus in the ‘official’ perception of a
functioning plant and the people’'s (particularly
women'’s) perception (Malhans & Sanghera, 1982). In
the first place the plant requirement of 1524 kilos of
dung daily was way above the amount that the village
could supply, i.e., 400 to 800 kilos a day. A more serious
lapse was the way the timings for provision of gas had
been planned in total disregard of the living and working
conditions of women:

“Gas for cooking is provided from 8 to 10 a.m. and
from 6 to 8 p.m. A bell is rung 15 minutes before
each of the fixed hours to enable women to prepare
for cooking. The morning hours did not suit the
women, who by 8 a.m. were well advanced in their
day's work in the fields and found it very difficult
now to reorganize their agricultural activities in ac-
cordance with the gas provision timings...

“Secondly, the timings were insufficient. Three
meals are cooked in a day but no gas provision has
been made for the third meal. The women said that
within these limited hours, all they could cook was a
vegetable and wheat chapatis. Dals took too long to
cook and maize and bajra chapati did not roast well
on a gas burner...”

“The women were very vocal in denouncing the
gobar gas plant. They said that on the one hand, if
they did not provide the quota of dung to the plant,
they had to pay a fine. On the other hand, the
amount of gobar gas provided took care of not even
25 per cent of the day's cooking, so they had to
look for wood as a substitute for dung cakes.
Few households can afford to buy wood in the
market. The result is an increase in the work burden
for most women” (Malhans & Sanghera, 1982,
p. 11-13).

On the whole the impact of the National Programme
on Improved Cookstoves (NPIC) and National Project
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on Biogas Demonstration (NPBD) on the rural energy
consumption pattern has been negligible given the
limited scale of intervention. The two interventions
together have been able to address only about 10-12
per cent of households in the last ten years.
(TERI:1994).

Solar technologies

At present, the spread of solar energy technologies
is very limited. Among solar thermals, only solar
cookers and solar water heating systems have been dis-
seminated to an appreciable degree. Solar technologies
have had to contend with high costs and their relative
lack of reliability.

The solar energy programme came in for some
very adverse remarks from the Comptroller and Auditor
General in his report for the year ending March 1992.
These comments pertain to both solar photovoltaic and
solar thermal programmes. Regarding solar photovol-
taics the report says:

“The result of an evaluation study, [however],
showed that most of the systems were not working
mainly due to lack of proper maintenance, poor per-
formance of the systems and apathy of local users...
Average failure rate of street lighting ranged from 33
to 100 per cent while that of domestic lighting
ranged from 25 to 94 per cent. In five states sur-
veyed for water pumps, the failure rates ranged be-
tween 41 per cent and 100 per cent. The low level of
installations of TV systems showed that this was not
popular with users. There were cases of improper
site selection, overstocking, idle equipment/systems
etc.” (Teddy, 1994-95; CMIE, 1993).

The picture is similar in solar thermal appliances.
Many of the water heating systems (domestic and com-
mercial) were not functioning properly due to technical
problems, wrong site selection, non-maintenance and
non-availability of water.

In the case of solar cookers, the report mentions:
“in Uttar Pradesh, sales were confined to urban areas
whereas the main object was to reach the rural
people, and, in West Bengal free cookers distributed
were used as box/mirror since there was no aware-
ness generated for their proper use” (Teddy, 1994-95;
CMIE, 1993).

With regard to generation of power through wind,
thus far, the average capacity utilization of all such in-
stallations continues to be low for reasons which we
have not been able to decipher.

Issues at Stake

The non-homogenous and non-articulated nature of
the Indian economy contributes to the creation of an
environment where investments in high productivity areas
of energy investment do not necessarily induce significant
changes in low productivity areas. The insignificant atten-
tion paid to these low productivity sectors (in terms of
investment in money and time) has made the latter in-
capable of capturing the downstream developmental ef-
fects of energy investments. We havedocumented the low
penetration of the conventional sources of energy into the
rural areas, particularly among the poorer sections of the
rural population. Emphasis on non-conventional sources
of energy gathered momentum precisely because it was
expected to meet most of the varied requirements of the
rural sector. Among the several components making up
the non-conventional sources of energy, only two, namely
biogas plants and improved chulhaas directly address the
majority of the rural poor. Even these are hedged by a
whole host of problems which the system is not able to
cope given its present set up. The other components,
namely solar technologies, are beyond the reach of not
just the poor.

The non-homogenous and non-articu-
lated nature of the Indian economy con-
tributes to the creation of an

environment where investments in high
productivity areas of energy investment
do not necessarily induce significant
changes in low productivity areas.

Given the above scenario, the underlying issues at
stake not being addressed (or rather not being ad-
dressed simultaneously) include the following:

e Energy planning in the country overall, and in
particular for the rural areas, is not based on an
adequate understanding of the socio-economic
factors that lie at the root of the rural energy
problems. Given the persistence of the underly-
ing inequalities in wealth and income distribu-
tion, technical solutions alone can hardly be
expected to make a dent in ameliorating the
problem

e The information base that is needed to devise
comprehensive energy plans is being generated
at levels and by bodies that, as of now, hardly
matter to the mainstream planning process—
namely, voluntary organizations and by
women’s groups
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e Many of the case studies cited reiterate the im-
portance of understanding the users’ needs.
Concomitantly one of the major reasons for
failure and/or limited impact of intervention
policies has to do with the utter disregard that
these interventions have shown for the needs of
the users and/or the conditions under which the
users live and work

e While the Eighth Five Year Plan talks of the
development of 50 models of chulhaas (includ-
ing 40 fixed types and 18 portable types) to
cater to the needs of different areas and
regions, there is hardly any documentation of
the investments made thus far in developing
human and institutional capabilities. By now it is
well known that adaptation of some tech-
nologies is often a necessary condition for their
diffusion; the importance of technical adapta-
tion is also derived from the recognition that
increase in productivity through adaptation is
achieved through the phenomenon of in-
cremental technical change over time. The latter
has important policy implications: notably the
need to consciously invest in local skills that
foster such change. The issue for planning is
how to develop and incorporate these
capabilities in programmes of diffusion and
technical change.

e There is hardly any information in any of the
official documents (that we have looked into
thus far) on the nature of R&D (if any) being
undertaken on NCSE. (We have already shown
in table 1 the dismal amount expended by
the Central Government on renewables as
against the amount expended on conventional
sources of energy). The issue of R&D, however,
assumes critical significance for several
reasons:

e For a long time to come the rural and
remote areas of the country in particular will
have to depend on NCSE for most of their
very basic survival requirements

e As of now, crucial components of the ener-
gy technologies are in the hands of transna-
tional corporations, access to which may
become complex and therefore more dif-
ficult in the years to come

e Even if the above issue is solved, issues of
local adaptation, assimilation etc., still re-
quire enormous investments in facilities as
well as in human resources in order to (suc-
cessfully) absorb imported and improvised
technologies.

The options available (technological and otherwise)
for providing energy services to rural areas are still very
limited. As a report by TERI points out, “while aggres-
sive promotion exercises had created a general impres-
sion that renewables were the panacea for India's
energy problems, the reality is that ambiguities persist in
the identification of strengths and limitations of each
RET (renewable energy technology). Substantial efforts
need to be devoted to a serious assessment of what
current RETs are able to achieve and to arrive at a realis-
tic estimate of the potential of these technologies in the
overall Indian energy system” (TERI, 1994, p. 163).

By Way of Conclusion

The major energy challenge facing this country is
the provision of domestic energy, particularly to the rural
areas. In this context, there is every reason to believe
that renewable energy sources could play a major role
in the longer run. (The complex interplay of factors in
the rural areas makes it a priori unlikely that any
programme even if targetted will make much of a con-
tribution in the short run). But decisions (even if political-
ly difficult) must be taken now to ensure that the country
will have the technical and other means to convert
renewable sources into useable energy and to make it
available to the rural population. Further, as of now, the
indicators chosen to monitor performance are defined in
terms of the number of plants installed and/or facilities
provided. Consequently, the tendency is to over-es-
timate the number of plants built with absolutely no con-
sideration for the quality of the construction and/or its
periodic maintenance and repair. Political expediency
mabkes it difficult for the leadership to admit the failure of
particular schemes or devices with the result that inputs
from whatever little evaluations are carried out are not
incorporated into current practices. While initial failures
will be frequent, there can be nothing more tragic for the
country if lessons from these failures produce no learn-
ing for the future.
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Focus

Reforming the Trade Sector: Perspectives

for the Ninth Plan

Saikat Sinha Roy

The external trade sector has been undergoing reforms
since the mid-eighties encompassing the Seventh and
Eighth Plan periods. The Ninth Plan, in all likelihood,
would carry the process forward. In doing so, the
emerging global trading framework has to be taken into
consideration in conjunction with the outcomes for the
reforming trade sector during the past two Plans.

Saikat Sinha Roy is Research Associate, Research and Information
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The reform process initiated in India since the mid-
eighties pursued the product market reforms by remov-
ing quantitative restrictions and also lowering both peak
and average tariffs on imports of, especially, capital
goods and intermediates. The structural adjustment
programme (SAP) also aims at product market reforms
among other objectives1; thus, encompassing trade
sector reforms from the early nineties onwards. The
relaxation of trade restrictions in an economy results in
changes in the volume of trade,? with trade reforms cor-
recting for the anti-export bias inherent in the import
substituting regime, making capital goods and inter-
mediates available at world prices and allowing com-
petition at the margin. These policy initiatives from the
mid-eighties made a marked departure from those of
the earlier period by not having an asymmetric em-
phasis on either import substitution or export promo-
tion® Nayyar (1994). With trade reforms, the issue of
export growth gained momentum, to which emphasis
was further added following stabilisation in the early
nineties.*

The main issue which the Ninth Plan addresses would
then be to aim at sustained growth of exports taking into
account the changing direction of global trade.

1. The structural adjustment program intends to remove the
microeconomic obstacles existing in different markets for effi-
cient allocation of resources, (Corbo & Fischer, 1995).

2. As Rodrik (1992) illustrates, trade liberalisation leads to excess
profit effect, scale efficiency effect and technical efficiency ef-
fect along with volume of trade effect, all of which are sup-
posed to bring about welfare changes.

3. The Seventh Plan (1985) also emphasises that if export earn-
ings are increased to a significantly higher level on a sus-
tainable basis, not only will the management of BOP be made
easier but the scale of operations at the sectoral level also
could be increased, thereby reaping economies of scale and
reducing costs and prices which would, in turn, expand the
domestic market.

4. The growth of the economy often does not resume by itself
following stabilisation unless the export sector becomes a
strong, driving force (Dornbusch, 1990).
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Ninth Plan: Perspectives

Sharma (1996) has provided some perspectives for
the Ninth Five Year Plan drawing lessons from recent
export performances. The study finds that for exports to
grow reforms should continue during the Ninth Plan
removing existing constraints on export growth. The
study is of the view that during the Ninth Plan, much
would degend upon the growth performance of the
economy.® Outward orientation would be the other
major factor and Sharma foresees that export-to-GDP
ratio would rise continuously from around 12 per cent in
1996-97 to 16 per cent in 2001-2 with exports estimated
to grow at between 12.3 and 20 per cent per annum
under four different alternative hypothetical scenarios.
Such high growth of exports should be sufficient to
maintain a sustainable BOP over the medium term.

The Ninth Plan perceives, according to the Ap-
proach Paper (GOI, 1997), a judicious mix of all macro-
economic policies for the development of the external
sector. For sustained high export growth, the Approach
Paper puts forward policy initiatives in terms of removal
of remaining quantitative restrictions on imports, im-
plementation of special schemes for exporters to allow
for duty free access to imported inputs, preferential ac-
cess to exporters for external commercial borrowing ap-
provals. In addition, Sharma (1996) and the Approach
Paper (GOI, 1997) outline certain policy initiatives in
terms of trade information dissemination, development
of infrastructural facilities, quality upgradation and pack-
aging for penetrating new markets, market development
though creation of awareness of Indian products,
promotion of exports of agricultural and allied products
and provision of improved storage facilities for such
products. However, the study fails to identify new
products and new markets in the context of post-
Uruguay Round scenario.® The present study is an at-
tempt in that direction, though it would refrain from
identifying products for specific markets.”

5. This was premised upon the fact of export growth from India
being largely determined by such supply side factors as GDP
and industrial production and the increasing export orientation
of the economy, despite the favourable international demand
and depreciating exchange rate that prevailed during the
period.

6. The Approach Paper to the Ninth Plan (GOI, 1997) does not
look into this dimension of international environment. However,
it takes account of various other developments in the world
economy on which external sector performance will depend,
which are, the state of international commodity prices including
that of oil, world growth, and the state of the international capi-
tal market which have an important bearing on our exports,
imports, invisible earnings (especially remittances), foreign in-
vestment flows and non-resident deposit flows.

7. An attempt to identify market-wise products has already been
done by the Ministry of Commerce, Government of India.

Contours of Liberal Trade Order

To focus on the directions of external sector reforms
to be outlined in the Ninth Plan, the highlig